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SUMMARY

‘AN ANALYSIS OF RURAL REPAIR ANDAREHABILITATION PROGRAMS

The Hqusing Assistance Coﬁncil, in response to a request from
HUD Policy Task Force III, here summarizes the attached study. It
was possible in splte of the time constraints and limited avallable
data: to draw a number of conclusions regardlng rural rehabilitation
needs, gaps and future prospects. These conclusions meke sense only
withie the special conditions of rural America. Based on the conclu-~-

sions drawn, we have also attempted to offer recommendations‘of both

a general and specifieally programmatic nature.

‘Rural Context

Rural America possesses a number of distinct and unique
characteristics which are'hot descriptiﬁe, either in degree or
iﬁ kind,'of urban America. Primary ameng these is the hisﬁorical
end persistent underserving of rural areas in terms of both private
and public'resources. Institutions which are common place in urban
"areas are either totally lacking or so widely dispersed as to be

‘inaccessable to the vast majority of rural citizens.

‘Distinctiveness of Rural Market

¢ | Financial and credit resources,_as well as centractors and}
builders from,rhe private sector are notable for their absence.
Public.interVention in providing funds. and services for housing,
economic d‘velopment, transportation, health, jobs, etc. has been
«. a level so out of broportion to the need as to be virﬁually
unnoticeable. And overriding these specific elements ef a rational

social and community life is the total absence of a comprehensive



and coherent development policy for rural areas which takes into
account past, present and future needs, and which plans for and
implements programs and services to meet these needs.

While‘we recognize and define what is lacking, we can at the
same time suggest policy decisions, legislative actions énd admin~
istrative strategies which must be undertaken to remedy the historic

inequities. .

" Need for Rational Policy

Thus, it is assumed that a comprehensive and rational development
policy for rural America is a desirable and necessary goal. Intrin-
sic to such a policy is a housing strategy which contains, as one

ajor element, a significant rehabilitation effort.

Rehabilitation Component

The rehabilitation effort which.is,undertaken, beyohd-what
presently éxists'in a limitédkfashion, mﬁsf take into‘account the
peculiar characteristics Whiah differentiate rural from urban
America; Amoﬁg these are necessarily the recOgnitién of the presently
'limited capaCity and will of the private sector to undertake rehab
programé*of any scale, and the concomitant recognition that the
publiq,vgévernmental"rolé‘must thus be proportionately increased.

Public institutions to deliver rehabilitation services must
be strengthened where they exist,vand new ones created,’Oﬁ the

state and;sub—stéte levels wherevthey are absent. Such delivery

~



mechanisms would provide rehabilitétionAas pért of a comprehensive
housing delivery system. This system would include,  among other
elements, new construction, site development, water and sewer
treatment and all levels of subsidy including demand-type sub-

sidies such as housing allowances and section 23 leases.
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HAC's recommendations address both the general and the
specific issues of the housing needs of the rural poor. While
housing cannot and should not be separated from the larger issue of
community development, the means by which'the-nation‘s housing goals
~ve met cannot be dermendent on programs whose major purpose is the
solution of some other problem. Poor housing is just one of the
many problems from which rural America. suffers. While all of these
pfoblems require‘solution, no one program should be expected to
ameliorate :all of the afflictions in rural America.

In the recent éast we have seen housing programs attempting
to solve the unemployment and job training problems of their community.
The result has been that none of the programs fully achieve their
goals.' Conversély, there are examples of iﬁnovative people in rural
areas tortuously piggybacking progréms, mafching a sfate program
with avfederal program, and in general géing through a bizarre set

of contortions in the effort to deliver decent housing to the poor.

HAC feels that the housing needs of the American pecple should

not be treated as a secondary result of employment or health programs.

O
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Héusing solutions must be formulated with decent housing as the
primary goal. This is not to criticize those who have successfully
"hustled" the system. On the contrary, it implies that their suc-
cesses are éll the more startling!

This is also not to say that there is no relétionship between
hous%ﬁg and employmént, health and educ¢ation. Again to the contrary,
a ho&sing program that envisions better housing as a first priority
will‘open up the possibilities of the benefits‘of increased employ-

ment opportunities, better health and bettex educatioﬂ.

Further, HAC's recommendations must‘be viewed in light of the
paucity of concrete definitions and data on rural home rehabilitation.
The state of the art is deplorable. No generally accepted definition
o< substandard housing, of rehabilitation, of repair, etc. exists.
And accordingly, little data on these eléments exist.
| ‘With this framework in mind, HAC submits the followinerecom—
mendations with respect to new institutions, changes and reforms.

The recommendations fall into two broad categories: i) Generél

' Policies, and 2) Specific and program-related.



General Policies

l) A detailed study of the need and capacity for rural
rehabilitation should be undertaken. The study should
include, among other elements, a standardized definition
of rehabilitation and a categorization of housing condi-
tions; it should specify the number of units in rural
America that fall into each category; it should define
what a "rehabable" unit is and provide estimates of the
number of such units. This type of data is sadly lacking
at present and the absence of such data hampers the develop-
ment of reasonable programs.

2) A rational public delivery system for all housing
services should be instituted. Rehabilitation would be
~delivered as one housing service among a variety of others,
i.e. new construction, repair, housing allowances, leased
housing, water and sewer, site development, etc.

In the interim, existing delivery mechanisms should be used
and strengthened, depending on what is already available

or what could be most easily established in a particular
area. Statewide and regional mechanisme such as the Statc
Housing Finance Agency's, State Housing Agency's, Depart-
ments of Community Affair's or regional housing authorities
“top the list. Also in this category are statewide or
regional HDC's and nonprofits that have proven their cap-
ability to deliver housing services. The Extension Service
-of the USDA should be examined as a potential outreach
resource for disseminating housing information and technical
se1V1ces and educatlon.

3) The sub31dy mechanism for prov1d1ng housing rehabilitation
to all segments of the low-income community should be deep-
ened. A combination grant and loan mechanism, with a
sliding scale whereby a family pays according to its means
~(i.e. 25% AFI) would serve the purpose, taking into consid-

 erationf the need to reflect escalating costs due to in~-
flation with a percentage system,

For rental units, incentives to the landlord to rehabilitate
his unit must be coupled with a mechanism to contain the rent
at a level affordable to low-income people. The incentive

to the landlord could be guaranteed rent from the government
and the subsidy to the family could be in the form of lower
permissible rents. (i.e. 23 leasing/rehab as a model.)

Fl



4)

5)

6)

Funding levels for rural rehabilitation programs should

be expanded, though not necessarily at the expense of new
construction programs. In other words, the overall funding
for rural housing programs should be expanded to meet the
level established by the National Housing goals of the 1968
Housing Act. The recommended needs study above should help
determine a rational allocation of funds for new construction
vs. rehabilitation.

Statewide commissions, with full consumer representation,
should be created and encouraged to develop a system of

rural property standards. The goal is to. preserve the
existing housing stock, through the promulgation of flexible
and reasonable standards to provide detent, safe and sanitary
housing in owner-occupied and rental units. Many states

have recently established industrialized building codes,

etc. An overall set of rural standards, which contain en-
forcement provisions and maximum consumer protection is long
overdue.

A national concentrated program of rural rehabilitation
should be mounted, with streamlined processing procedures,
with sufficient funding to focus the resources which are
nececsary in gpecific communities aunG areas wiich have in-
dicated a desire and capacity to undertake such a program.
The urban experience with Project Rehab has produced a number
of lessons which can be applied to rural areas and from
which much can be learned. State multi-county or regional
delivery mechanisms, where they exist, can be utilized to

" administer such a rural Project Rehab,In the absence of such

bgoad based public agencies, a major rehab effort of this kind
might serve as an incentive to their development.



RECOMMENDATIONS

Specific Programs

Farmers Home Administration Section 502 (Unlted States Department
of Agriculture

1) Provide refinancing authority within 502 capabilities.

. 2) Finance 502 by borrowing from Treasury instead of selllng
notes to the market.

3) Improve subsidy provisions. for low-income borrower by:
a) Increasing amortization period to 50 years;
b) ~ Providing combination loan and secured commitment.

Farmers Home Administration Special Section 502 (United States
Department of Agriculture

1) Close any gaps between 502 and 504 that might exist after
instructions on elimination of special 502 are issued.

2) Provide for vehabilitaticn of prescntly-owned homes
with title problems, without eliminating clear tltle
requlrements for entire 502 program.

Farmers Home Administration Section 504 (United States Department
of Agriculture

1) . Increase the maximum loan to $5,000.

2) Lengthen the amortization period by either a flat increase
to 20 years, or through a graded repayment level, as
follows:

a) $0 to $499: up to 10 years
b) $500 to $1,999: up to 15 years
‘ c) $2,000 or more: up to 20 years
3) Implement the grant feature, and use a flex1ble system of
comblned loans and grants.

Farmers Home Administration Section 515 (United States Department
of Agrlculture

1) Expand the use of 515 for purchase of existing units,
" but require an adequate repair and rehab plan.

2) * Provide operating subsidy to owner.

3) Allow interest subsidy and amortization up to 50 years for
units leased to housing authorities.

4) Provide legal authority for FmHA to include initial
operating expense within the definition of development i7
costs, which are included in the mortgage.



Housing Improvement Program (Bureau of Indian Affairs)

1) Conduct a study to evaluate administration and side
benefits of HIP. Should examine monitoring mechanism,
affirmative actlon>leve1 of Indian awareness and usage
of HIP, etc.

2) Continue to provide a specifically Indian program.

3) Increase funding for Indian rehab effort in coordination
with increase in new construction funding. Administrative
mechanisms to utilize increased funding to be determined
from the study. .

»

Section 23 Leasing (Department of Housing and Urban Development)

1) Conduct further investigation of Vermont State Housing
Authority experience to evaluate catalytic effect of
23 Leasing on private rehab.

2) Assuming a positive outcome (determined from the study),
implement a concentrated effort nationally to encourage
rural rental rehab in conjunction with 23 Leasing,
through the use of specific rural set asides.

Operation Mainstream (Office of Economic Opportunity)

» Utilize labor subsidy programs such as Operation mainstream
for rehabilitation, only under one or a comblnatlon of the following
conditions: .

1) Skilled, professional labor is inadequate or nonexistent;

2) = The cost of private labor is so high that it excludes
low-income people from the market; or

'3) - The social benefits to the trainees are so compelling
that they outweigh other factors.

EIENw—.
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INTRODUCTION

The following report represerits the findings of the Housing
Assistance Council, Inc., in response to the request of HUD fask
Force III to provide an "Analysis of Rural Rehabilitation Programs."
Any analysis of rehabilitation programs in rural areas, however,
is understandable only within a context which examines both the

housing conditions and the prevailing resources in rural America.

Demographic Data

In 1970, non-metropolitan areas contained thirty percent ;
of the population, but approximately forty—three percentl/of
the poverty population, as defined by the Office of Economic
Opportunity. One person in five.is below the povertv level
in non-metropolitan areas,g/ as coﬁpared to}one in nine in
metropolitan areas. Put another way, the incidence of poverty
in non-metropolitan areas is roughljbtwice that in metropolitan

areas.

lWith‘oniy thirty percent of the population in 1970, non-
metropolitan areas also had fully forty-five percent of the
housing units which wére lacking essential plumbing, over-

4/

crowded, or both.é/ One house in five—’ - is inadequate in non- o

of 27,007,113 poverty persons nationally, 11,750,296 are in non-
metropolitan areas. :

of 61,979,570 non-metropolitan perséns, 11,750;296 are poverty persons.

of 8,215,630 inadecuate housing units nationally, 3,633,072 are in
non-metropolitan areas.

of 19,586,800 units in non-metropolitan areas, 3,633,072 are in-
adequate. :



tropolitan areas, while only one metropolitan house in
twenty-five is inadequate. The incidence of inadequate
housing outside of metropolitan areas is roughly 3.5 times

_higher than the metropolitan incidence.

MOSt.strikihg;-the great majority of non-metro-
politan povérty and inadequate housing is found in towns and
unincorporated places of 2,500 population and below. It is

"rural"” in the truest sense of the word.

Special Rural Problems

‘While lack of decent housing for 1ow—inéome citizens
has been a persistent‘hational problem, the problem in
~ral areas has some special characteristics. These in-
clude: | | - |

(a) National ignorance about the rural housing problem

‘ The fact that almost sixty percent of the nation's.
substandard housing exists in towns of 2,500 popula-
tion or less is largely unknown to the American public,

- and its elected and appointed officials. The low-income
housing and community development problem has been
considered urban and not rural.

'(b) Severe poverty

The rural poor, generally, possess lower income
levels than their urban and suburban counterparts.
This is due to lower wage rates and lower welfare
assistance levels in the rural sections of the coun-
-try. This exacerbates their housing problem, obvi-
ously. Most housing subsidy programs reguire some
partial ability to pay; this element is lacking in
rural areas, where the income of many low-income.
families is insufficient for even the real estate
tax and utility cost burdens of decent housing.

L N



{c) Under-allocation of fedé;al resources

The "urban crisis" has captured the national atten-
tion. For every dollar of federal housing and com-
munity development monies allocated to rural areas,
six dollars. are spent in the cities.

(d) Absence of public agencies dealing with the problems

In cities ‘and even in suburbs, public housing
~authorities, urban renewal agencies, planning commis-
sions and other bureaucracies have permanent, pro-
fessional staffs which spend major portions of their
time on achieving delivery of low-income housing.
These groups possess skill and access to federal
resources. Nothing comparable exists in rural areas.

- (e) Lack of entrepreneurial interest in rural housing
development

Considerable low-income housing production in
~cities and in' suburban areas is initiated by private
sector forces, such as developers, architects, real
eastate persons and interested lawyers. Thie secter
of low-income housing development is virtually non-
existent in rural areas for a variety of reasons,
including lack of a profitable market.

(£) Inadequate and inexperienced private financing
resources

The sizeable and active private construction and
mortgage lending institutions are urban and suburban;
"country" banks generally lack the knowledge and '
‘resources to finance low-income housing development.

(g) The deepest subsidy programs are under-utilized

Despite exceptionally sharp and pervasive
poverty, the housing program serving lowest incomes -
public housing - is less widely used than in urban and
suburban areas. Rural America has half of the country's
poverty and only a third of its population, and yet it
has received less than twenty percent of the public
housing subsidized units in the country. '

(h) Lack of organized concern for the rural housing

problem

Most sections of the country possess. a variety
of organizations whose voices are raised on behalf
of low-income housing problems, such as minority,
civic, charitable and community and neighborhood
action groups; rural areas have no groups paying
regular concern to the housing needs and issues.



(1) Absence of rural development policy

. While the nation lacks a comprehensive policy for
the relative development of urban, suburban and rural
areas, there is considerable effort in planning for
the future in metropolitan areas and cities. No
comparable efforts exist for rural areas.

(3j) HUD's efforts are almost entirely non-rural

Even though it is the cabinet level department
entrusted with our national housing and community
development programs, its efforts and resources are
aimed almost exclusively at urban and metropolitan
sectors and, consequently, the major national effort
in these programs does not reach rural areas.

Rural-Urban Contrasts

 The fact that rural areas have a substantially higher
incidence 6f poverty and inadequate housing than urban areas
is the result of a history of neglect, as well as of the speciai
problems of minimal financial, employment, and other resources.
At the same time, it»is'one of the cauges of the perpetuation
of thése problems.. In other words, housing and economic

development are integrally connected.

To solve these problems would require a coordinated and
rational rural development policy - é'policy that recognizes
the interrelatiénships of housing, economic and.community
development. In urban areas, at 1eaS£ thé fragments of such

a policy exist, no matter how the plans are eventually

implemented.

Fox- years, government officials have recognized that, in

order to revive and sustain an urban area, activities of a
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_lde~ranging, public nature had‘toybe underééken and levels
of spending for these activities had to.be‘increased; Some
rational planning and mounting of comprehensive federal
programs have been undertaken. Overall development policies,
however inadequate some might consider them, do in fact exist
in the cities. Various needs--economic development, employ-

l

ment, transportation, health and education--have been integrated.

Urban réneWal, for example, reqﬁires that plans be approved
for the location of transportation, educational facilities,
‘water and SeWer systems, and so on, before urban renewal funds
.can be utilized, because each element affects the others. No

comparable program exists in rural areas.

HAC has -found that there is little pattern, or equal dis;
tribution of resources - nothing which could be described as a
rational network —- for producing housing for the rural poor. The
necesSary'agencies of government are largely lacking. For example,
~almost 50% of all rural cou;ties lack even a public housing authority.
With few exceptions the formation of noﬁprofit housing development
chporétions has been féndom, and their geographic coverage erratic
~and limited. In short, there is no}sei of ideas or institutions for

the devélopment of rural areas which could be considered public

policy.

 Rural Rehab Opportunities

‘The paucity of definitions and data on rural rehabilitation



serves to hinder any‘rational’policy. The census states that
there are 3,633,072 "inadequate" units in rural America, but no
one knows the real condition oﬁ these units. That is, how many
are "rehabable". There are not even definitions of what a
‘“"standard" unit is or what constitutes a "rehabable" unit. While
it is clear that tﬁe retention of the -salvageable housing stock
is a desirable and necessary goal in rura} as‘well as ‘urban
America, the absence of a coherent national development‘policy
impedes the assessment of the role of rehabilitation in a rural
housing strategy.

Obviously, rehabilitation is 6ﬁly one element in the for-
mation of an overall, rational development plan for rural areas.
By itself, rehabilitation could never be totally effective. As
part of a comprehensive develdpment program including all forms
of rural housing, rehabilitation can help meet the tremendous need
for liééable units ih,rural areas.

Within thetconstraintsAoutlined above,bthis stuay nonetheless,
seeks to define, in some wof%able fashion, the role of rehabilitation
“and how it should fit into an overall national rural housing and

development policy.
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~“I. CONCEPTUAL DIFFERENCES BETWEEN REPAIR AND REHABILITATION

" On the assumption that there exists in rural areas an existing
housing stock that can be presérved, and in the hope that.some ra-
tional housing policy for rural areas will be developed, a part of
which will deal with the preservation of the existing stock, we
shouid examine the factors which will determine the method of pre-

[ .

servation to be used.

Condition of Structures/Financial Feasibility

First consideration should be given to the condition of the
structure. It goes without saying that there are étructures in’ rural
areas that should not be treafed under any circumstances. Many of
the chacks and hovels used to portray rural housing conditions are
oeYondirepair. The deciéion.on which sﬁructures should be treated
should be'baéed among otherkconsideratibns, on an assessment of the
financial feasibility of that treatménf. If a new unit can be prbé
vided for»thé same of_lowef costs than that of long term presérva—

" tion, the decision should be to provide the new unit.

 This nét only provides the family with a better living environ-
| ment; it also would insure that we do not repeét éne of our major
vurban hcuéing mistakes'* that of leaving a low-income family with

an over,improved properfy. There are, of course, extenuating cir-
cumstances. If for instance, there is some overriding community
benefit or some special family situation that makes rehabilitation

a better;solution, then these factors should be Qeighéd. As a gener-
"1 rule, however, the financial feasibility of preservation should

prevail., o -+

- -,A._.._,



Available Funds

Once we have established our preservable stock, we should
then examine the dollats available to treat it. Thé problem of
limited funds is one that has plagued all of our housing programs
in the past, and unless there is some major change in this nation's
priorities, we expect it to plague us in the futufe. We cannot
expe%t, for instance, deveiOpment of a program that would provide
all the funds'necessary to treat all of the substandard housing in
rural areas. _Even if we assumed that‘only one half of those struc-
tures should be saved, and‘allocaﬁed the sum of $2000 per structure,
the cost would be approximately 3.5 billion dollars. Since we are

fairly sure that we will be working with limited dollars, it is

very important that we get the maximum benefit from these funds.

.ocational Factors

This,briﬁgs us to our third factor, the location of the struc-
ture. Given a preservable housing stock and limited funds with
which to accomplish its preservation, the location of the structure
is the factor that détermines the degree of treatment.

‘Given a choice between spending the preservation dollar in
areas pf»stability or potential growth which reflect the recognition
of public planning and programming, or Spending that dollar on un-
planned, random preservation efforts; the rational decision on allo-

cating funds must be directed toward long term preservation.

Treatment Alternatives

The three items discussed above, condition and location of the

- .ructure and the amount of funds available, have led us to two kinds

-



JE treatment for existing housing units. One, a short term treat-
ment designed to meet the immediate comfort needs of the family,
and two, a long term treatment designed to bring the structure

up to a designated acceptable standard.

In addition to the obvious distinctions between a ioné term
and short term strategy, there are twé differences that should be
‘noted. First, that the short term strategy is geared to the indivi-
dual in contrast to the long term strategy which is geared to tﬁe
structure. And second, that the long term strategy is designed to
bring the structure into conformity witﬁ some standard to make it

a permanent part of the housing stock.

This approach assumes that there are declining rural areas
which are located in inaccessable places, lack employment opportunities,
and otherwise have failed to attract large scale private and public

investment. Decisions for the necessary public investment to revitalize

such areas have not yet been made.

There are small towns and rural areas which seem to have been
abandoned by public policy and left without growth potential. The
housing dollars, invested in these areas, therefore, should be short

term investments.

To achie&e the national goal of a decent ﬁome in a suitable
living‘environment for every American,; it is necessary to establish
some yaréstick with which to measure whether Qf not a structure is

decent." 1In urban and suburban areas, that yardstick has been

provided iﬁ‘the form of minimum housing standards embodied in building
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or related codes. Since the goal is'the same, the measuringvdevice
should be the same; therefore, we must establish a set of minimum
housing standards for rural areas. We are not suggesting that the
standards be the same as the standards for urban and suburban areas,

nor are we suggesting a set of second rate standards for rural housing.

What is suggested is a set of rural staqdards designed to deal
with situations that are peculiar to rural areas. Equally important
to their establishment is the enforcement of these standards. The
experience in urban areas demonstfates that unenforced standards
lead to rapid deterioration, the end result Being either abandonment
or the increased cost of correcting the deterioration - a cost which

ore often than not is borne by the taxpayer.

The'reelization that it coSﬁs less to enforce codesythan
it does to‘deal with abandoned strucﬁures has led to the use of
special pfograms(e,g:FACijhich.aid enforcement ageﬁcies and provide
" financial assistance tb‘thoée who might not otherwise be able to
:affordyto«bring the homes up to standard. These programs are avail-
able for Urban.areas} and once standards are eétablished;should be

made available to rural areas.

We will not attempt to deal with all the problems of the es-
tablishment and enforcement of rural housing standards in this study.

We would suggest that the subjecf is important enough that each

state should appoint a rural housing Standards Commission. Many
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or related codes. Since the goal is the same, the measuring>device
should be the same; therefore, we must establish a set of minimﬁm
housing standards for rural aréas. We are not suggesting that the
standards be the same as the Standards for urban and suburban areas,

nor are we suggesting a set of second rate standards for rural housing.

What is suggested is a set of rural~staqdards designed to deal
with situations that are peculiar to rural areas. Equélly important
to their establishment is the enforcemerit of these sténdards. The
experience in urban areas demonstfates that unenforced standards
lead to rapid deterioration, the end result being either abandonment
or the increased cost of corfecting the deterioration - a cost which

«ore often than not is borne by the taxpayer.

The realization that it costs lesé to enforce codes than
it doe; to deal with‘abandoned structures has led to the use of
special programs(e.g;FACE)which.aid enforcement agencies and provide
financial assistance to thoéé who might not otherwise be able to
afford to bring the homes up to standard. These programs are avail-

able for urban areas, and once standards are established;should be

made available to rural areas.

We will not attempt to deal with all the problems of the es-
tablishment and enforcement of rural housing standards in this study.
Weiwould'suggest that the subject is important.ehough that each

-

*tate should appoint a rural housing Standards Commission. Many
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states have recently established statewide standards for industri-
alized housing, the same procedures could be used to establish

statewide standards for rural housing.

v

Definitions : B
Regair

jThe short term method of treatment is one which is designed to

meetfthe immediate health and safety needs of the family. In many
cases, this may be accomplished by repairing the roof, patching the
holes in the walls, providing a more sanitary method of supplying
water and disposing of waste, or éimply,repairing the hole in the
porch. The goal is to solve an immediate éroblem without regara to

whether this solution meets a long term need or meets the requirements

“f some designated standard. Repair'is thus: an activity which

partially treats a sﬁbsystém and may or may not bring the structure

to a standard of health and safety.

Rehabilitation
A long term treatment program can be defined as a program that
has as an end result a structure which meets a designated standard

of health and safety and becomes a part of the permanant housing

‘stock. Rehabilitation is defined as: the complete replacement of

one or more basic subsystems of a structure which by itself or to-

gether with other work results in a structure which is up to a de-

signated standard of health and safety.

Total Rehabilitation

Within this definition of rehabilitation there are varying
degrees of treatment. First, there is the total or "gut" rehab,

which calls for the complete replacement of major subsystems, any
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structural changes that are necessary including redesign for better
space utilization, and a complete cosmetic treatment. The major
advantage of this method is that the fam:ly ends up with a property
for which future outlays for maintenance should be minimal. This
is especially important for low-income families, since it allows
them;a maintenance free period in which their only housing expense

is the monthly mortgage payment plus utilities.

The major disadvantage of this method is that it is initially

more expensive.

Partial Rehab

k;The other method of tréatment‘is partial rehab, which repairs
)r replaces only those subsystems or structural components which are
not up to standard. All functioning systems are not treated. ‘This
method‘is initially less expensive bééause it does not require
total replgcement, but may become more'expensive over the long run

because of hidden maintenance costs.

The extent of the rehabilitation will be detérmined by the
condition of the structure and the amount of funds available té treat
the structure. Whichever method of rehabilitation is used, it
should'meet'the following goals: |

1) it should be less expensive than
new construction

2) it should be quick

3) the final product should become a
permanent part of the housing stock

.4) it should avoid relocating the family'
whenever possible
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vonclusion

In summation, it is our view that rehabilitation should be a
significant part of any rural housing strategy. It should be used
in a concentrated- manner as the method of preserving the existing
housing stock. This concentrated effort should be centered in areas
whicﬁ:evidence stability or growth potential and into which have
gonegsystematic planning and programming to provide the essential
housing and hoﬁsing related services. Finally, an essential part
of this program is the establishment and enforcement of rural housing

standards.
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Even though there is no coherent public policy for rural
development, there is an existing government agency whose only
concern is rural development. The programs of the Farmers Home
Administration, an agency of the United States Department of Agri-
culture, are restricted to open areas and towns of less than

10,000 population, that are rural in character.

The FmHA has a straight line administrative structure with.
‘policy and guidelines determined at the national office in Washington

and carried out through state and county offices. While their

vggidelines are flexible locally, FmHA provides for appeal t+o the

.:ational office in the case of abuse or discrimination.

The FmHA can potentially serve'low—income people through its
practice of direct loans with interest reduction to as low as 1%.
In many rural areas, FmHA programs are the only means for low-

- income people to have their housing needs met.

While FmHA's primary purpose is fo finance various rural develop-
. ment programs,.there is no coherent system for utilizing FmHA funds.
.That is, applicants must be aware of FmHA programs and seek out the
FmHA office. This results in an irrational system of distribution

- of resources, since areas of greatest need may thus be overlooked.

Section III describes and evaluates current FmHA programs which
-iave been utilized ~ or have the potential to be more fully utilized
for rehabilitation projects. Included are FmHA Section 502, Special

502, 504 and 515.
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Sectiqn 1T alsq examines the three other existing programs
- that provide fedecral resources for rehabilitation of low-income housing'
in rural areas. These include the BIA administered Housing Improve-

ment Program; the Department of Labor's Operation~Mainstream‘(for hous-

ing rehabilitation); and HUD Section 23 Leasing/Rehab.



-

FARMERS HOME SECTION 502

Legislative Authority: Authorized under Section 502 of Title V of

the Housing Act of 1949, as amended. The Housing Act of 1968 added

a provision for interest credits.

Intent: To provide decent, safe and sanitary housing for families

v

through loans amortized up to 33 years.

- Work AccomPlished:Tp purchase, construct, improve and repair* modest

housing, to purchase sites, and in some cases, to refinance existing

mortgages.

T“aeneficiaries: Families with low to moderate income who cannot
obtain other financing at reasonable rates and terms. Loans are made

for owner occupied units.

Area of Operations: Available in.open afeas and towns with pbpulations

‘of less than 10,000, that are rural in character.

Description of the Program

Section 502, under Title V of the Housing Act of 1949 as amended,
established Farmers Homeé Administration's basic homeownership program.

It is the most widely used of FmHA's credit services.

*Because Farmers Home terminology does not distinguish between
"repair" and “"rehab", the texms are used interchangeably in this
tudy. : : : ‘
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Although the 502 program usually has been used for new
construction, the loans can be used for rehabilitation of existing stock
as well. The rehabilitation may be performed in conjunction with the
purchase of an existing house or an occupied unit. Improvements may
include the installation of a water supply and sewage disposal, the
addigion of bathrooms, central heating, and kitchens, including a
refrigerator, stove, washer and dryer.' Funds ;an aléo be used for

landscaping, legal expenses, the improvement of farm labor housing,

and in certain cases, the refinancing of debts.

Depth and Type of Subsidy

Loang are provided directly from Farmers Home Administration to
ramilies who cannot obtain éther credit on reasonable terms. FmHA
has not set a ceiling on the amount, although the size of the loan
is limi'ted to the amount necessary to p;ovide adequate housing, modest
in size, design and cost.

Loans are.repaid at a rate established annually by law. The
‘rate‘fof Fiscal 1973 is 7 1/4 percent with up to 33 years to repay.
No downpayment is required,.and a real estate mortgage secures the
loan. |

In 1968, Congress approved an ihterest credit provision enabling
FmHA td provide interest subsidies that may lower the interést cost
to as lbw as one peréent, depending on the income and size of the

borrower's family.
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The cost of borrowing with interest credit contrasts sharply
with the unsuhsidized rate. The following shows amortization rates

and annual payment per $1000 loan at several rates:

t

33 Year Annual Payment Per
Interest Rate "~ Factor - $§1000 Borrowed
; 7 1/4% ) .08049 80.49
i 5% .06249 62.49
I 3% .04816 48.16
’ 1% .03573 35.73

The above represents a difference of $44.76 perlleOO
borrowed from high to low rate. 'lé?2 figures indicate that the
average loan for a combination purchase and repair was $12,634
(of which $856.63 was attributed to repair). The differences in
payments then become significant. For that $12,634 mortgage, the

>ssible costs would be:

" Interest Rate " Annual Payment " Monthly Payment
7 1/4% 1016.91 84.74
5% , 789.50 . 65.79
3% : 608.45 50.70
1% , - 451.41 ‘ 37.62

- The lowér'payment is $565.50 less than the highest, representing
a 55.7% aifference. -
The figures below are hypothetical; but reérésent the incoﬁes
- which could be served under similarconditions with the above priced
unit (512,634), when 20% of adjusted family income is used for mort-
gage, taxes, and insqrance. Givens are: 1) Taxes---$250 per year,
and 2) Insurance---$67 one year - 3) Family with 3 children.

-«
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'1nterest Rate 'Minfmum AFI _ Mlnlmum Gross Income
7 1/4% - $6670 : " $7968

1% ©$3173 $4287

" Program -Administration

Applications for Section'SOZ'loans are made at county offices
of the FmHA. County Supervisors are responsible for approving the

loans and for inspecting the actual work.

" Distribution of Benefits

Incomes Served

Because of interest credit, the.avefage adjusted family in-
come of all Section 502 borrowers had shown a slight decline from
Fiscal Year 1970 to Fiscal Year 1972. This is expected to increase
camatically in FY_l973‘due to the moratorium on the interest subsidy.
: 1970 1971 1972
"Number o0f BOXrrOWEeYS..eeeees ceesesss 62,869 103,190 106,878
Average adj. family income (AFI)... $5,539 $5,433 $5,471

Use of Loans

Statistics for FY 73 indicate the following breakdown of 502
 loan uSagesa

106,878

Total Initial 502 Loans (all uses).

Purchase of Homes and Repairs . . . 25,349
Percentage. « ¢« o« o o o« « o o @ 23.7%

Repair Only . . « « ¢ ¢« ¢ ¢ 4 o o o .1,201
Percentage. « « « «¢ 4 & o o o ‘o 1.1%

Total of two Categories . . . . . . 26,550 '

 Percentadge. . ¢« o ¢ o ¢« o i o o . 24.8%
For state by state breakdown, see Appendix A. '

Social Characteristics

While no breakdown of 502 rehab recipients byvage; family size,

-C. is avallable on a national basis, a Housing Assistance Council
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survey does provide an example of this breakdown for Paintsville,

Kentucky

For

for

!
!

For

Purchase

.

rehab only: - -
Avg. age of head of househeold. . . . . . . 42
Family siZe. . ¢« ¢ v ¢« ¢ ¢ « o o o & o o o 5
Gross INCOME « v « o« o o o o o o o s « o « $6742
AFI. . & ¢ ¢« 4 ¢ &« s &« & o o s « o « « « « $5750

purchase with rehab:

Avg. age of head of household. . . . . . . 35.4
Family size. . . . ¢« + ¢ ¢« ¢« ¢« « « « » « » 3.4
Gross INCOME « + 4 o« o o o o o o « o =« « » $4980
AFI. & v v v 4 o o o o 4 e s e o e e o o . $4192

more details, see Appendices A, B, and C.

with Rehab

The
existing
be serve

1)

:2)

practice of purchasing and fepairing and/or rehabilitating
units becomes Very important if lower levels of income are to
d. We can assume the following:

There is not a sufficient stock of available existing
rural units in decent, safe, and sanitary condition.

Lower income families can be housed, by purchasing with

rehabilitaticn.

Thi
shows th
mortgage
loan was

unit was

s second assuﬁption is vefified by the folléWing chart, which
e difference in ﬁinimum gross incomes required to pay the

on a new or exigting unit. For FY 72, the average "new"
'$15,483, and the average "purchase" loan for an existing

$12,634.
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-

'Type'bf'Unlt ‘Interést‘Rate' MinimUm Gross Income
New A 7 1/4% $9552
Existing 7 1/4% 7968
Difference . . [ e o o ] [ . -' . - . - . '} . L3 . $1584
New 1% , $5041
Existing : 1% : ' " 4287
/Difference - « o . . - . . . - . Y . e - . . - . . g 754

Rehab Only

The use of 502 for repair and rehabilitation of presently owned
homes represented only 1.1% (1201 units) of all 502 loans. The
average loan was $4,394.64. However, its wuse, as a financing tool,
provides a potential means for those with low/moderate income to
maintain their homes. Since there are 2;179,600 units of owner
oécupied rural dwellings in need of renovation, according to 1970
census figures, this potential is meaningful.

There are reasons why section 502 loans are not widely used for
rehab: -

l) Farmers Home Administration has generally placed an

- emphasis on new construction, as evidenced by the 444.1
Instructions and FmHA housing loan pamphlets.

2) Local builders, suppliers, nonprofits and other interested
groups have publicized the new construction program, to the
exclusion of the. other potential aspects of 502.

3) Loans for the purchase of existing dwellings are given
support by the existence of the real estate sales industry.
This factor is reinforced by the cost differences between
‘new and used homes. Inflation has severely inhibited the
ability of families eligible for FmHA 502 loans, in many

- states, to purchase a new home.

-4) Those rural contractors who do specialize in repair and
rehabilitation activity do so on a small scale. In addition,
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there is generally not enough of a profit factor to induce
them to become involved.in 502 rehabilitation.

The chief of rural housing for the Delaware, Maryland, New Jersey
FmHA state office added the following reasons for the limited use of

- 502 for rehab only: .
i .
- 1) In some areas, the percentage of homes that can be

5 economlcally repaired is limited.

2) The existing mortgage payments of some families pre-
‘clude the additional debt for rehabilitation.

3) In some cases, the present debt, on a given unit, exceeds
the value of the property as developed.

mclusions

1). Section 502 has not been effectlvely used for rehabilitation
purposes.

2). Section 502 is not being so used because:

‘a) a constituency of supporters, such as
-builders, real estate brokers, etc.,
provide the impetus for new construction
and purchase of existing houses, rather
~than rehabilitation ‘ :

~b) preoccupation of FmHA with new construction

c) legal limitations on refinancing which
"might otherwise make large numbers of
families eligible to proceed w1th dwelling
rehabilitation

3) With program modifications, adequate funding, and a
better advocacy, the 502 program can be meaningful in
"the rehabilitation of rural housing stocks. -

<
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references:
a) 1973 FY rate for FmHA Treasury borrowings
(only used currently for watershed loans) -
3.649%
b) Insured note sales rate as of 5/23/73
Held 1-2 years - 7.125%
Held 3-4 years - 7.2%
Held 5-9 years - 7.25%
Held 10-25 years - 7.375%
A program for direct treasury borrowing is only
politically manageable with a change in federal accounting
procedures, revised to show each mortgage as an asset, rather

than each loan as an appropriated expenditure.

An alternative for interest credit

Additionally, low-income families must have subsidy to
enable them to own and maintain decent, safe and sanitary
housing units. An inducement to rehabilitate their homes
is the availability 6f funds at terms within the family's
budgeting ability. -Another suggested alternative means of
providing this financing is as follows:

a) Borrow through the Treasury as indicated.

b) Increase maximum repayment peried to 50 years.

¢) Provide a combination of loan and secured com-

mitment (a loan or grant which is secured by a
note and mortgage; but only repayable, during

the amortization period, in the event the family's
circumstances warrant same). Such secured com-

. mitments are periodically reviewed for full or
< partial conversion to interest bearing, repayment
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status and further provide protection for the
government in the event of a sale for profit,
etc. The amount of loan would be determined
after considering the family's capacity to
carry mortgage,. taxes, insurance, etc. with the
balance necessary being the secured commitment.

Such a provision can greatly aid low-income
Afamllles to secure hou31ng and we_ recommend that

Farmers Home Admlnlstratlon be glven this amended
-authority.
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status and further provide protection for the
government in the event of a sale for profit,
etc. The amount of loan would be determined
after considering the family's capacity to
carry mortgage,. taxes, insurance, etc. with the
balance necessary being the secured commitment.

Such a provision can greatly aid low-income

famllles to secure housing and we recommend that
Farmers Home Administration be given this amended
authority.
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FARMERS HOME SPECIAL SECTION 502

Legislative Authority: Special 502 rural housing loans are authorized
under Section 502, Title V of the Housing Act of 1949, as amended.
Intent: To bridge the gap'between Section 502 housing, which must

be adequate in all fespects, and Section 504 shelter-type housing.

Work Accomplished: Improve, enlarge, or complete modest dwellings
and related facilities to make them decent, safe and sanitary,
although>they may lack some features required under the regular

502 program.

Beneficiaries: Families unable to gualify for regular 502 loans;

particularly those families with property that has title defects.

rea of Operations: Available in rural areas and towns with

populations of less than 10,000.

- DESCRIPTION OF THE PROGRAM

Because the Special Section 502 rural housing léan program
is beihg phased. out, 8/1/73, a discussion of the program is rele-
vent only in terms of those facéts of the program which are not
included in either 502 or 504. When the 504 maximum was raised
to $3506, élosing the gap between 502 aﬁd 504, Special 502 lost

most of its reason for existénce.

<

The other major difference between‘Special 502 and regular
502 is the absence of a requirement for clear title in Special 502.

With spec}al 502, proof of ownership or leasehold is not required,



and legal and title work are inexpensive. This is also the case

with 504.

It will not be clear whether any gaps will exist between 502
and 504 as a result of the termination of Special'SOZ, until new

FmHA instructions are issued.

DISTRIBUTION OF BENEFITS

Dollars Expended

The following figures show the very limited use of Special 502

over the last several years.

riscal 1971 - 27 initial loans totalling $12,350
Fiscal 1972 . - 426 loans totalling $1,118,430
First Half Fiscal 1973 - 214 loans totalling $581,470

HAC Survey
- There were only 3 Special 502 loans made in the Paintsville,
. Kentucky office and all were used to complete partially constructed

housing. The average income was $4,190.

Ihqthe Taos, N. Mexico office, 18.Special 502 loans were made
over the last several years. The income levels served ranged from
Sé,OOO - $6,000. The funds were used primarily to complete houses,
although some provided house rehabilitation. | |

4

. CONCLUSIONS AND RECOMMENDATIONS

If there are gaps between 502 and 504 after the instructions

are issued, we recommend that the gaps be closed. There must be
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a provision in 502 for rehabilitation of presently owned homes with.
title problems. Without this provision, a homeowner with title
problems would be restricted to the $3500 maximum under 504 (which

we also recommend be raised).

However, we are not recommending that clear title requirements
be eliminated for the whole 502 program. In the case of new
construction, clear title requirements afford protection to the

buyer during the 33 year title of the mortgage.
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' FARMERS HOME SECTION 504

| Legislative Authority: Authorized under Section 504, Title V,

of the Housing Act of 1949, as amended.
Intent: To remove health and safety hazards from homes of very low
income families,‘through the use of loans and grants.

Work Accomplished: To repair or make additions to existing units,

such as repairing roofs, improving structural supports, and providing

adequate plumbing facilities.

Beneficiaries: Rural homeowners or lessees who lack sufficient
income to qualify for a Section 502 loan.

Area of Operations: Rural areas and towns with populations of 1less

than 10,000.

DESCRIPTION OF THE PROGRAM

Section 504 of the Housing Act of 1949, as amended, authorizes
‘loans and grants to very low-income rural homeowners to rehabilitate
~and improve\theirvhomes} These improvements aie intended to remQVe
certaih‘hazardtho the health andvsafety of a home's occupants and
the surrounding communi£y. The improvéments.may, or may not, bring

the home up to a level of real adequacy.

ELIGIBILITY

<

Loans are provided by Farmers Home Administration directly to
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fanilies who lack sufficient income to qualify for the FmHA Section
502 loan program, and whose income pfospects show little chance fér
improving enough to repay a 502 loan. They can be applied to houses
located on;farm and non-~farm lénd owned by the borrower. Loans can

‘also be made to leaseholders of non-farm lands.

Depth & Type of Subsidy

Subsidies for the 504 program are in the form of loans of up
to $3,500 with up to 10 yearé to repay at one percent interest. A
grant provision is in the authorization; but Congress has*consisténtly
refused to fund,it. Although the loan limit'is $2,500, $1,000 more

may be borrowed if those funds are used for repairs or improvements

or hathroom or Yitchen

- .
mrrAaderi s o rrmlAav o
V e ¥ |9 N s QI B A LA O.552.54

nvelving a2 wa
plumbing facilities.
A real estate mortgage secures é_loan fof more than $1,500.
'Full legal services are not required, éhd evidence of ownership
(clear title) is not rigid for a'mortgage lending program. A mortgage

rarely is required for loans of less than $1,500.

Poésibleg@ypes of Work

Loans may be used to repair a‘roof, supply screené, repair or
provide structural supports, prbvide a'convenient_and sanitary watef
supply, provide toilet facilities, add a room to an existing house
when the addition is necessary to the family's health, make other
similaf repairs and improvements, or pay related fees for expenses
‘ie., fér technicél services and reasonéble connection fees for

water, waste disposal, electricity or gas.)
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DISTRIBUTION OF BENEFITS

Numbers of Loans and Dollars Expended

The following statistics are the national figures on 504 loans

.made over the past three years: .

Tnitial Loans bollars Average

FY - 1971 1364 $5,281,270 $1,210.19
FY - 1972 3219 4,480,540 -~ 1,503.74
FY - 1973 (1/2 yr.) 1412 . 2,128,660  1,507.55

The average number of 504 initial loans per office in FY 1972
was 1.83.

(A state-by-state breakdown of 504 activity

$}
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Appendix A)
The monthly cost per family for the average loan made in FY
1973 has been $13.26. This compares with the maximum loan of $3,500,

where the monthly payment is $30.79.

The Program in Four States

HAC isolated four states to study.mbre closely the program in
selected county offices. These states, which have a higher level of
activity are identified below:.

No. 504 ~Total No. County County Offices

State " ‘Loans Offices Selected
FY-71-72
- Kentucky 1141 - ‘ ‘58 3
Missouri 369 ’ 74 . 1
“ew Mexico 339 19 3
exas 1987 143 5
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The data below indicates that some offices carry a high percentage

of 504 activity in their state:

No. No. No. No.

Init. Subs. Init. Subs.
Office ‘ 504 Dollars 504 Dollars 502 502
Manchester, Ky 54 $ 54,000 12 $ 5,000 18 2
Hazard, Ky 140 161,000 12 8,000 13 1
Paintsville, Ky 67 90,000 20 19,000 83 16
Houston, Mo 10 18,000 3 2,000 49 5
Los Lunas, NM 16 30,000 2 1,000 84 4
Espanola, NM 30 44,000 6 8,000 23 5
Taos, NM 48 101,000 10 12,000 5 2
Henderson, Tex 34 36,000 0 -0- 14 0
Houston, Tex 9 11,000 0 -0~ 205 1
Hebronville, Tex 11 24,000 2 4,000 103 1
Rio Grande City, 28 72,000 9 12,000 = 128 0
Tex ' . ’
Pearsall, Tex 19 30,000 0 -0- 78 . 0

The average per office listed above is 38.8 initial 504 loans,-

which is'conSiderably above the national'average of 1.83/office.

HAC Survey

' HAC's more detailed study of 31 Section 504 loans made throﬁgh
the Paint3ville, Kentuéky, FrnHA office revealed the following data:
Average loan: $1,555 ‘

Average age of houéehold head:  51.97 years

- Average family size: 4.2
Average gross income: $2,724
(High - $4,800; Low - $1,040)

Average adjusted family income: $1,872

(High - $3,560; Low - $600)

The average loan is lower than many FmHA offices, because the

local Community Action Program operates a manpower program which pro-
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vides a labor subsidy to at leést‘SO percent of the 504 recipients.

In addition, lower-income families have benefited in Paintsville for
two reasons: the state welfare department increased shelter allowances
to families wanting home improvement loans; and private lending in-
stitutions have lent liberally to moderate-income families, enabling

FmHA to work more closely with somewhat lower-income families.

A specific look at 504 loans in the Taog, New Mexico, FmHA office
showed these statistics:
Average loan: §$2,104
Income ranges: Under $2,000: 10%

$2000 - $4000: 90%

FY 1968-1972:

15 - new roof
100 - electrical
. 130 - plumbing

60 - heating

10 = - new room additions

The Taos office has made 135 Section 504 loans over the last
four years. Fifty—eighf'were issued during FY 1972. Most units

lacked running water or baths; some needed floors or new roofs.

The FmHA county supervisor estimates that about 60 percent of
‘the families with7504 loans were within OEO income guidelines. Also,
unlike the Paintsville office, the program has not been coordinated

-«
th a CAP manpower program,

The complete Taos and Paintsville studies are contained in

Appendix C.
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ASSESSMENT OF THE PROGRAM

Hac examined the reasons for varying levels of:Section 504
activity. The following appear to be major factors:
(1) Widespread title problems in a given area.
(2) An aggresive community action program or welfare
program which focuses on a home repair program.
(3) Lérge nunbers of low-income homeowners.

(4) Areas with limited or very expensive building sites.

Those counties with greater 504 activity seem to haye had one
or more of these factors operating in their area. |

Altho;gh 504 loans were intended for the lowest-income borrowers
who could not qualify for 502.loans, the program has not been reaching

aough of them. The monthly repayment on the full $3,500 loan is

$30.79, which, for a homeowner, would be in additioh to other debts
and operating expenses. This, plus the inflated cost of construction,
and the non-implementation of the grant provision, make the use of

504'impractical for any substantial rehabilitation for many low-

"income people.

With inflation so greatly reducing the pﬁrchasing value of
the $3}500 limit set on 504 loans, there haé been a trend toward
fewer appliqations, Another major féctor is that there has been an
inc:ease in 502 funding in recent years. The greater emphésis on 502

programs has somewhat overshadowed the 504 programs.

The }ollowing figures for FY 1972 also help to illustrate the

weakness in 504:
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lo, Initial Loans 3219 Amount - $ 4,840,540
No. Subsequent 584 Amount - $ 500,270
Total 3803 $ 5,340,810
Average age of borrowers = 60.9
Average adjusted family incomel = $1942
Gross Income Percentage of Loans
Under -1000 T 2.9%
0 - 1999 : 41.2%
2000 - 2999 : ; 31.2%
Over - 3000 ’ 27.6%

Program Variations

There are a variety of possibilities for extending the benefits

~f Section 504, One ig combining it with a manpower tralning program,

Q

such as the Department of Labor's Operation Mainstream. (See the

section on Operation Mainstream in this.study). In Paintsville,

Kentucky, fqr example, the use gf a manpower program virtually
eliminated the cost of‘labbr for\rehabilitation for SC percent of

" the loan recipients. The réduced cost ultimately enables the program
to serve lowef income levels. However, the number of manpowei pro-

grams in rural areas is limited, and few teach construction and re-

habilitation skills.

Another alternative is combining it with a self-help housing

R

Adjusted family income is the gross family income, less 5% of
that gross, less $300 per minor child.
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program like the FmHA 502 self;help section. These programs, how-
ever, appear unsuitable for any volume ‘approach. Many eligible
recipients are clder and may not be as motivated or able to do the
repairs themselves. In additién, self-help programs usually re-
éuire‘an organization of six to twelve families working together
on each other's homes. The possibilities seem meager that enough
families could be found in a given rural area who would want to

Y

undertake a rehabilitation project.

Another method, increasing welfare allowances or payments to
~cover all or part of the monthly payments on a 504 loan, also is
limited. Not all families are welfare récipients, and the amount of
éach state's monetary varticipation in the federal welfare prograom
varies widely. Allowance formulas would have to be liberal enough

to permit increases for this purpose. .

ﬁtilizingbother‘grant'programs --"through state or local re-
sources dr!revenue sharing -~ is another alternative. Unfortunately,
- local grant money often is difficult to obtain, and its use would
4not be uniform. And, intense competition for revenue sharing funds

couldfput the 504 program low on the list of local priorities.
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CONCLUSIONS AND RECOMMENDATIONS

These program variations are examples of innovative people
extending limited programs. However, a rational housing development
plan would obviate the need  for such tortuous combinations. 1In
the absence of a rational policy; the 564 program itself can provide
an effective mechanism in the rural rehabilitation process by imple-

menting three basic changes. . ’

Increased Maximum Loan

First, increase  the maximum loan to $5,000. Inflation has re-
duced the capacity of the $3,500 limit. This is particularly true
in the more northern, higher cost éreas, as the following FY 1972
rgures indicates:

Initial 502 Loan ~ |
State » .~ ___Per Office 504 Loans Per Office

Alabama . : 81.48 3.05
Kentucky 4 41,02 : 9,33
Texas ' S 32.73 8.74
Ohio . 135,37 : .56
Indiana . 96,83 - ' 0
New. York 68.72 . 22
Wisconsin : » 56.44 S , .33

Increased Amortization Period

Second, increase the amortization period. Two alternétives
might be employed:
(a) Flat inc¢rease of up to 20 years.
(b): Graded level ofjrepayment
(1) To $499, up to 10 years.

(2) $500 - $1,999, up to 15 years.
{3) $2,000 and over, up to 20 years.
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The chart below illustrates monthly payment comparisons:

Monthly Cost Comparison on 1% Loans Amortized
Over 10, 15, and 20 vyears

Amount of Loan Monthly Payments
10 Year 15 Year 20 Year

$5000 ' 43,99 30.05 23.09
3500 30.79 21.04 16.16
3250 28.60 19.53 15.01
3000 26.40 , 18.03 13.86
2750 ' 24,20 ’ 16.53 . 12.70
2500 22,00 15.03 11.55
2250 19.80 13.52 10.39
2000 17.60 . 12.02 , 9.24
1750 15.40 4 - 10.52 8.08
1500 13.20 9.02 6.93
1250 11.00 . 7.51 5.77
1000 : ‘ 8.80 6.01 4.62
750 6.60 4.51 3.46
500 ' 4,40 < 3.01 o 2.31
250 2.20 : 1.50 1.16

100 L .88 .60 .46

The’abo?e statistiés'séeak'for theﬁselves. The'use-of a longer
amorfization périod will_directly reduce the'"income fler" necessary
fUJaffordrepéyment. The governmenf‘s security position is reasonably
well maintained through the hoiding of é mortgage; plus the combina-

“tion of inflating values and housing unit shortages.

Implementation of Grant Provisions

Finally, implement the grant‘featﬁre. The act did not intend
that people not able fo afford thé maximum repayment be excluded.
It provides for a use of combined loan and grant. Monthly payments
would be cut, ektending the spectrum of eligible participanﬁs.

Congress has seen fit to prevent use of the grant feature, annually
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attaching a clause to the salaries and expense section of the FmHA
appropriations bill, which reads, "provided further,Athat no part
of any funds in this paragraph may be used to administer a program
which makes rural housing grants pursuant to section 6504 of the

Housing Act of 1949, as amended."

-Combining an increased amortization period with grants would
lower the amount of funds required, because the need for a grant is

conditioned uﬁon ability to repay.’
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FARMERS HOME SECTION 515

Legislative Authority: Authority under Section 515, Title V of the

Housing Act of 1949, as amended. -

Intent: To provide eligible occupantsﬂwith economically designed

and constructed, decent, safe and sanitaryvrental facilities.

Work Accomplished: Construction, purchase and repair-of multi-

- family rental units, financed through a loan of up to 50 years.

Beneficiaries: Families with low to moderate incomes and elderly.

cea of Operations: Rural areas and towns with populations of liess

than 10,000, that are rural in character.

DESCRIPTION OF THE PROGRAM

'Section 515 of the BHousing Act of 1949, as amended, provides
for ldw interest rate loans to purchase, construct, alter, improve

and repair housing used for rental to low and moderate income families.

Eligibility
Loans may be made to public bodies, nonprofit corporations,
individuals, profit corporations, and‘limited profit corporations,
«£

n the condition that the rental units be priced at a level afford-

able to low/moderate income or elderly people.

@
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Eligibility for renting units in a 515 project is determined
by income. ﬁowever, the specific income limit differs by the type
of subsidy utilized and from project to project, depending on costs
in that state or region. MaximumAadjusted family.income limits are
prescribed sep.rately for each state. ~(See FHA Administration Letter

A\ ]

108 (444), Appendix E) .

Two plans are available to sponsors applying for interest
~credits. Under Plan I, the effectivevinéerést rate is 3 percent,
and rents are set accérdingly. Occupancy under this plan is
limited to low-income non-senior c;tizens and low and moderate
ticoe senior citizens., It is,avaiiable only to broadly based

nonprofit corporations and consumer cooperatives.

Plan II provides for a sliding scale interest from market
rate (currently 7 1/4%) to one percent. Occupancy restrictions
under Plan II are: low and moderate income non-senior citizens
- and senior citizens of any income. The interest rate will reflect
opeiating costs and family size ahd inéome. Plan II is available
to the following: . broadly based nonprofit corporations, consumer
cooperatives, ahd&to profit orgénizations and individuals operating

on a limited profit basis.

FmHA allows both nonprofit sponsors and eligible cooperatives
to utilize either plan, and arrangements can be made to change from
iae to the other. Rents under both plans are set on a project-by-

project basis. Maximum amortization period for both plans is 50 years.
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Profit sponsors can borrow only at market rates (currently
7 1/4%) unless they agree to limit profit. However, they must
rent to either low/moderate income people or elderly. In almost
all cases, market rate projects are not affordable to low-income
peoplé.

f
|

{

Due to the housing subsidy moratorium, none of the interest

subsidy plans for 515 is operative.

PROGRAM ASSESSMENT

Limited Purchase with Rehab
| Though the legislation authorizes purchase and improvement
of existing housing, FﬁHA has‘admiﬁistratively minimized imple-
mentat@on of this feature of the program. The policy is outlined
in FHA Instruction 444.5 as follows: | |
"V. Loan Purposes: RRH loans may be made to qualified
vapplicants for:

A, as a general policy, the construction of new

' housing. Loans may be made to purchase, improve,
‘alter or repair housing only if in the opinion
of the state director - the housing meets the
reguirements of Paragraph VIII A and the housing
will be equivalent to the new construction in
quality, design, and all other respects. 1In
these cases, the application with the information
required in Paragraph VI C (prior consent) will
be submitted to the National Office for review
prior to docket development."

s

Under such conditions, it is obvious that the major emphasis

of the program is directed to new construction.
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CONCLUSIONS AND RECOMMENDATIONS

Though we cannot document the existence of rehabable buildings
in rural areas that would be suitable for multi-family rental, the
assumption is that they exist. If this assumption is accurate,
then a program that prdvides-for purchése and rehabilitation of
existing units for rental to low/moderate income people has an
important place in an overall housing strategy, and indeed might

assume greater emphasis than in the past.

Such a program would serve to hélp maintain the existing
housing stock and at the same time, to provide rental units afford-
-*1le to rural low-income renters. In addition, it would provide
housing in areas where new construction is too costly and available
land for construction is limited. To imélement this approach,

we.recommend the following changes:
"l) Redirect the emphasis against purchasing existing units
' but, at the same time require an adeguate repair and
.rehabilitation plan; and allow purchase within safe-
guarded regulations and without undue national re-
strictions.

2) Provide some form of operating subsidy so as to reach
“- the rural poor (see Appendix F on sample legislation

"Subsidy and Assistance Payments for Low and Moderate-

Income Families"™ - Section 521 (a) of the Housing Act

of 1949). The sample legislation referred to and in-
cluded in the Appendix, will give FmHA the authority

for rent supplement or other direct operating subsidy.

‘Inflation and inflated taxes have caused operating _
costs which put even low~ 1nterestf1nanced units out of
reach of the rural poor.
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Change FmHA 444.5 VIII K

To allow interest-subsidy and up to 50 years amortization
for units leased to housing authorities. With HUD's
flexible subsidy formula and lower interest rates, rents
can be decreased. Presently such loans must bear the
maximum interest rate and be amortized over a period

not to exceed 40 years. This is very necessary to

reach very low-income families in states where construction,
utility costs and taxes run high. (Farmers Home Admini-
stration disallows interest credit based on an 0.G.C,
ruling citing that such subsidy would subsidize HUD
instead of the renting families, as. required by law.
HAC's views, expressed in a technical paper to FmHA
dated October 16, 1972, are that interest credits can
subsidize the families when the HUD assistance formula
is maximized and further subsidy.is needed to reach the
target families.  We recommended its use on a need basis
and showed three varying examples: (1) South Carolina,
where the 7 1/4% - 40 years works; (2) Maryland, where

5 1/2% - 40 years was needed; and (3) Maine, where 1% -
50 years is absolutely essential. It is interesting to
note that in many New England towis there are existing
rehabable structures available for conversion to low-
income rental units.

Provide Legal Authority for FmHA to include initial Operating

Expenses within the Definition of Development Costs. (See
Appendix G [Possible Amendment])

Parmers Home Administration required rental housing sponsors

to have initial operating capital available in the amount
of 2% of the cost of buildings and related facilities. They

.do not want sponsors to borrow this money; and cannot
'1egally lend some themselves. The requirement is sound

since sponsors will need start up money. Nonprofit corpo-
rations, however, often find it difficult to amass the
necessary capital. This becomes more true as management
and utility requirements force projects to become larger.
Since nonprofits can produce units that rent at lower rates,
their value in rural areas cannot be questioned. The
proposed sample legislation, which would amend Section 515
of Title V of the Housing Act of 1949 gives FmHA the

authority to include the 2% "AMPO" funds in the loan.

(See Appendix H for changes in Section 517 necessary
to provide for implementation of other proposed amend-
.. ments.
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- HOUSING IMPROVEMENT PROGRAM (HIP)

Legislative Authority: Authorized under the Snyder Act of

1921, the Houéing Improvement Act was implemented in the
early 1960s and is administered by the Bureau of Indian

Affairs.
|

Intent : To enable Indian families to alleviate unsafe and

unhealthy housing conditions.

Work Accomplished : To purchase, construct, repair, or im-
_ prove housing, provide transitional housing, and to provide
grants to lower the costs of other program loans to make

them more feasible.

Beneficiaries : Indians who would be eligible for continued

occupancy in public housing and who need financial assistance

in rehabilitating existing homes or buying new homes.

Area of Operations: Indian reservations.

DESCRIPTION OF THE PROGRAM

The Housing Improvement Program (HIP) was developed in

the early 1960s under the authority of the Snyder Act of

1921, to repair, rehabilitate or construct new Indian housing.
1 c .
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The severity of ‘the housing problem on reservations and the

slow response of the traditional FmHA and HUD programs

caused the creation of HIP.

Eligibility

Eligibility is limited to Indian families oxr individuals
living in substandard housing 6n a reservation.' The family
or individual mus£ be eligible for continued occupancy in
public housing and have insufficient resburqes to accomplish

improvements themselves.

Possible Type of Work

HIP contains five categories}v Category II provides
grant funds for repairs, renovations, and enlargements to
existing structurally sound .but substandard or deteriorating
housing, which can economically be placed or maintained in
decent, safe and sanitary condition,by the performance of

the work.

Lepth and Typé of Subsidy

The subsidy is in the form of a grant of up to $5,000
for the rehabilitation of a home. Other~amounts are available
for new construction, but this report concerns itself only
with the rehabilitation of egisting,stOCK.

The program intends that HIP funds be combined with
other program funds and resources to the maximum extent pos-
sible.  In the cases where HIP funds'are used in conjunction

Fs

with training (i.e. subsidized labor) programs, the HIP funds
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can be used almost exclusively for materials and technical
assistance. There are virtually no restrictions on how the
HIP grant funds can be combined with other programs, as long
as the HIP funas are used for the intended purpose -~ to

improve substandard housing.

Program Administration

HIP is administered through the area directors of the
Bureau of Indian Affairs. The BIA representative on the
reservation, the agency superintendent, determines‘wﬁd qual-
ifies for particiéation in the program. |

The rehabilitation program may bé implemented in one
of three ways:

1. Contracting with Indian or non-Indian contractors.

Preference is given fo Indian ﬁribal organizations.

2.' Gfants directly to the occupant with BIA providing

' assistance-in contracting‘ahd ins@ection of the work.

3. Thé‘BIA aéting'as‘the‘generai contractor—4purchasing

materials,Ahiring labor and supervising the work.

'In most cases, grants have been provided directly to

the Indian recipient.

. DISTRIBUTION OF BENEFITS

Number of Units

- BIA reports that between 1963 and 1972, 15,522 sub-~
standard homes were repaired/rehabilitated on Indian reserva-
tions. The area of greatest concentration of the program was

in the Southwest. The attached list is the cumulative
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~ production of repaired/rehabilitated ﬁnits by BIA area
office and section of the county. (The'figures include
units that were repaired, under Category I, as well as re-
habilitated, meaning they were not necessarily brought up

to minimum standards.)

SOUTHWEST
/ Albuguerque 1840
P Anadorka - : 713
Muskogee , »863
Navajo : 4059
Phoenix _ 2080
TOTAL.2eeeeeees 9555
NORTH CENTRAL |
Aberdeen ‘ : 1555
~Billings 878
Minncapclis ' 897
 TOTAL...... e... 3330
PACIFIC
Juneau - ' ‘ 1092
Portland o ~ 700
Sacramento - o 508
CTOTAL..eveone.. 2291
SOUTHEAST AGENCY o | o 336

Dbllars Expended

The total amount of money spent in Fiscal Year 1972
by HIP was $9,164,000. Of this, $2,999,000 was spent on
rehabilitation in Category II.

Categery II units totaled l,30f in FY 72 for an average

of $2295 per unit. It should be noted that BIA administrative
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Vfunding for both the central and field offices were skimmed
from the top of the total figure. Thus,the average quoted

is somewhat higher than the actual benefits to the family.

" PROGRAM ASSESSMENT

HIP was, for a period of years, virtually the only
program to improve housing on Indian reservations. It is
still the main program for repair and rehabilitation. In
FY 72, of the 4998 construction starts for ;ehabilitation
and repair on Indian reservations, 4501 were attributed to
HIP (including minimal repairs). The 497 other units were
presumably financed through HUD, FmHA or private means.

The neea to vastly expand the one program that is
geared specifically to Indian needs istparticularly poignant
Within the.context of housing cqnditions on Indian reser-
vations. | |

" In an annual report on housing conditions on Indian
reservations for FY 72, thé BIA reports the following:
Of the total of 38,450 existing housing
- structures, only 30,144 are standard.

22,453 need replacement and 24,853 need
renovation (BIA terminology).
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CONCLUSIONS AND RECOMMENDATIONS

-

Indians are forced to live in the most deplorable conditions
of any people in the nation while the federal resources providéd
for Indian needs have been grossly inadequate.. Indians have been
isolated on reservations, forced.to change their lifestyles to con-
form with federal “étandards".

Historically, the U.S. government has méde and then bfoken
treaties with the Indian peoples. The failure to meet the commit-
ment to house Indians in decent, safe and sanitary dwellings is one
more broken "treaty".

The Housing Impfovement Program represénts a limited attempt
to fulfill that commitment. The small successes of HIP in housing
chabilitation emphasize the inadequacies of all federal rural
housing programs. The 4501 rehab and repair jobs financed through
HIP in FY'72 was even greater théﬁmthe_5219 FmHA 504 loans in the
same périod. |

Theré are élements of ﬁhe Housing Improvement Program that
repfesent a rational systemuéf delivering housing services. The
method of subsidy is a maximum $5000 grant. A public agency, the
BIA, is respdnsible for‘providing financing, technical assistance
and insﬁection of £he quality of work. In addition, the Housing
Improvement Program is administered by.a process ﬁhat could have

considerable citizen involvement.

Caveats .

While the Housing Improvement Program appears to be a rela-

tively successful program, it was not possible within the severe
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ime constraints 6f this study, to make‘any site visits to Indian
reservations in order to assess the actual implementation of the
program. Several issues emerge and éhould be more fully explored
before any definitive conclusions are made about the program.

While there are three methods for implementation, grants to
"the recipient for use on the pri#ate market are mbst frequently used.
Because the BIA agéncy-superintendent"determines eligibility, it
is possible that abuses could occur. Another concern revolves
around the superintendent's role in assisting the recipient in his
choice of a contractor. it is not clear what monitoring provisions
exist to afford the proper protections to the consumer in his choice.

HIP appears to offer significant opportunities for encour-
aging economic development on the reservation. Jobs and the de-
velopment of Indian contractors are obvious additional benefits
potentially available from the rehabilifationvwork. While rehab
work through Indian contractors is permissible under the program,
it is seldom used. An examination of the apparent lack of affirma-
tive action in this area is clearly needed..

Cohsidering the number of Indians whollive in substandaxrd
hoﬁsing, it would seem that there would be a large backlog of appli-
cations. This may be the case. But in the absence of hard data,
the question needé to be raised as to the awareness-level of the

Indian;popdlation regarding this program.

Recommendations

1). We recommend that a study be undertaken to answer
the questicons we have raised about the functioning

of the HIP program itself.



2) We also recommend that, regardless of the results
of the study, a program specifically oriented to
Indians and available only to Indians is the only
realistic way to begin to solve the Indian housing
crisis. Considering the special status of reser-
vation Indians, no other solution is acceptable.

3) It is further recommended that funding levels for
Indian.rehab efforts be increased in coordination

with an increase in funds for new construction.

The results of the recommended study will suggest the manner
in thch this funding increase should be administered, by whom,
and under what conditions. It is important to retain, however, the
ssential ingredients of a public agency delivery system, the grantv

provision, etc., as they are now embodied in HIP.



SECTION 23 LEASING

Legislative Authority: Section 23 of the Housing and Urban

Development Act of 1965 (Section 23 Leaéing)

Intent: To lease new or existing private units and rent to public
housing eligible occupants. Existing units may be leased with or without

rehabilitation.

Work Accomplished: Either new construction or, rehabilitation work

required to raise the housing to standards.

Beneficiaries: Eligible recipients for public housing.

Areas of Operations: Urban and rural.

DECRIPTION OF THE PROGRAM

Original Intent | ’

Section 23 of the Housing and Urban Development Act of 1965,
'.as amended, waslintended as a streamlininé mechanism for Public
housing. By leasing units from‘private landlords, several benefits

might be obtained.

-

Leasing would more directly involve the private market in low-
income housing, without removing more of the housing stock from the
tax rolls. 1In leasing existing housing, better use would be made

of available resources and in a faster, more efficient manner.
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"rogram Administration

A housing authority can either approach a landlord 6r be
approached by him about negotiating a lease for an existing unit.
The lease specifies the guaranteed rent that the landlord is
to receive from the housing authority. = The lease covers a

specific time period - 1-10 years, with provisions for renewal.

‘The housing authority then rents the units to families eligible
H J N Al
for public housing, who pay 25% of adjusted family income. The
difference between the market rent that the landlord receives and

~ the subsidized rate that the tenant pays is provided by the housing

authority through the Annual Contributions Contract,

The selection of tenants is determined according to the texms
v the lease. Either the landlord may choose the tenants, subject

to the approval of the housing authority, or vice-versa.

Rehab Incentives

While 23 Leasing is not a rehab program, it potentially can
serve as an incentive for rehab of existing units. If the existing
unit is substandard, the lease will specify what work must be done

to bring the unit to standard.

A}

Two basic methods are possible for‘paying the cost of the rehab.
The housing authority and the landlord can enter into a conditional
commitment whéreby the landlord agrees to pay for the detailed re-

habilitation work in return for the guafénteed rent.
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The other method provides the landiqrd with a guaranteed
rent lower than the maximum HUD will allow for a particular unit
in the area of operation. (HUD sefs'maximums per unit by area.)
The difference Letween the guranteed rent and the maximum can |
than be applied to rehabilitation costs.

In either case, the Housing Authority is responsible for
inspecting the finished‘rehab work to-insure that the unit has,

in fact, been raised to standard.

Type of Work Possible

The type of work can be as extensive as gutting the unit and
replacing all vital éystems or it can be as minimal as eliminating
small hazards such as window size and arrangement. The only

ariterion is that the unit be raised to standard.

ASSESSMENT OF THE PROGRAM

Once again the severe time constraints prevented any site
visits or extensive research on 23 leasing. However, some very
interesting and potentially promising issues were raised primarily

from our discussions with the Vermont State Housing Authority.

Vermont State Housing Authority Program‘

This state housing authority has 500 leased units that involvea‘
rehabilitation of some level in‘rural areas of the state. 1In ail
500 cases, the landlord paid for the rehabilitation work.

Most locations have had from one to six units, though there
have beé; some large developments, ranging frém 16 to 104 uniés.

Families have been the recipients in 76% of the units, while elderly

have moved into the remaining 24%.
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Implications

The implications of the Vermont Staﬁe'Housing Authority's
experience are particularly interesting for other rural housing
authorities. The urban experience has been that the guarantee of
full occupancy rents at the level determined by HUD has not been
. enough incentive for landlords to make the necessary capital out-
lays for rehab. Since most of the units are located in deteriorat-
in§ city neighborhoods where the demand for housing far outweighs
the supply of available housing, landlords can obtain comparable
rents without the trouble and expense of rehabilitation.

However, the director of VSHA conéendé that their experience
is replicable in most other rural areas. The demand for high
~cost standard rental housing is just not that intense. Also, the
maintenance costs of units in rural areas is substanliaelly less
than in urban neighborhoods. Therefofe, the guarantee of full
occupancy rent over 5 years is apparenﬁly sufficient incentive to
inducé‘the léndlord'to lease to the hoﬁsing authority.

The Valueiof this progfam for generating rehabilitation of
low-income occupied rural Eental units is further emphasized by
the fact that virtually no units othervthen the Authority's have
been rehabed in Vermont and rented at costs affo;dable to low-
income people. It is not entirely clear what the extent of the
work has been (repair vs. rehab), what the cohdition of the structures
was, nor whether there are a set of conditions (market, populations,

. geography, politiés, etc.) that are peculiar to Vermont.

<
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CONCLUSIONS AND RECOMMENDATIONS

23 Leasing/Rehab Study

If the Vermont experience is, indeed, replicable in other
rural areas, then the 23 leasihg/rehab éombination can potentially
provide a very useful mechanism for encouraging the private market
Ato rehabilitate housing for low-income people. There are a number
of iésues which muét be explored to determine the reasons for the
appaient success of this particular program —‘these are obviously
beyond the scope of this study. |

It is recommended that further investigation and analysis of
the Vermont experience occur, to detérmihe,to what extent a state-
wide leasing program can be used as a catalyst for.private sector

rehabilitation efforts in rural areas.

If the recommended study reveals that standard housing can

"be produced through private rehabilitation for leasing to public

housin§ authorities at feasible costs, then a concentrated national

effort, with spécific rural set-asides, should be undertaken at
an early date, with the designated goal of bringing under public
lease as many rural rental properties as can be identified and

brought into the standard stock for low-income people. -
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OPERATION MAINSTREAM

Legislative Authority: Authorized under Title Ib and Ie of the

Economic Opportunity Act of 1964, as amended.

Intent: Toiprovide work training and employment activities, with
necessary supportive services,Aer chronically unemployed poor

adults.

Work Accomplished: Activities contributing to "betterment or
beautification of communities or areas served by the project,"
including the improvement and rehabilitation of facilities (such

as housing) used by the poor.

-

Beneficiaries: Persons over 22 who are chronically unemployed and

ive incomes under the poverty level. Forty percent of the partici-

pants must be 55 or older.

Area of Operations: Programs must be in a non-standard metropolitan

statistical area; small areas with significant cutbacks in local
defense installations; other relatively rural areas with high un~

-employment, or Indian reservations.

DESCRIPTION OF THE PROGRAM

Title Ib and Ie of the Economic Opportuniﬁy Act of 1964, as
amended, authorizéd the Office of‘Economic Opﬁortunity to provide
work~training and empioyment activities, with necessary supportive
services, for chroﬁically unemployed poor adults who, for a number
~f reasons, are unable to secure other employment or training assist-

ance. The program in 1967 became known as Operation Mainstream,
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-nd its oberation was delegated to the Department of Labor, al-
though appropriations continue to be made through the Economic
opportunity Act.

Its use was intended to benefit the unemployed poor, but it
has shown potential for greatly lowering the ultimate cost of re-

habilitating the homes of low-income families.

Eligibility, Regulationsg

Before 1968, while not restricted from participation in con-
struction work, trainees in the Mainstream Program could not dis-
place any employed workers nor impair existing contracts or serv-
ices. In most jurisdictions where construction workers are unionized
the Department of Labor administratively'prohibited their use in
~ongtruction.

Beginning in 1968, exceptions were being made‘to these re-
strictions, notably in the case of Adams and Bfown'Economic
Opportunities Corporation which sponsored the OEO funded "FURPO"
program, and the Eastern Kentucky>HDC, which sponsored the Joint
‘Home Repair Program.v It was not until 1972, when OEO in conjunction
with FmHA and the Department of Labor spbnsored the Housing Manpower
Subsidy Demonstration Program, that the resﬁrictions on the userf
trainées for construction were lifted. The 1972 Perkins amendment
to the Economic Opportunity Act specifiqally authorized the use -of

Mainstream trainees on rural housing construction.
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" Type of Subsidy

Since 1968, the program has been uséd in conjunction with
"conventional" financiné mechanisms such as the FmHA 502 or 504
programs. Occasionally it has been coupled with an HEW 1119 grént,
while on other occasions rehabilitation has been done by private
means.

Grants made by-the Department of Labor to State and Local
governments or to private non-profits, for use in non-SMSA areas,

provide the salaries of trainees as well as for the administration

of the program.

ASSESSMENT OF THE PROGRAM

While there may have been as many as 15 or 20 projects which
at one time have used COM trainees ih rehébilitation and repair work,
. Jur projects have improved a éubstantial number of units using the
Mainstream Program, and deserve recognition. They are the Mid-West
CAP, the Missouri Housing Alliance, Eastern Kentucky HDC, and Blue
Ridge Opportunities Commission, Inc., in North Carolina.

Other programs have used Mainstream Trainees for new construc-
tion, but~their experiences are not relevant to this discussion.

The obvious effect of the labor subsidy is to reduce, to the
family, the cost of the rehabilitation, or td mainfain the same
cost while increasing the scope of the Wbrk. Examples ofrboth sit-
uations can be found in two of the OEO/Manpower demonstration pro-
grams.

The'yissouri Housing Alliance is'éponsoring'a rehabilitation

dgram covering three counties, and the average ldan there has
ranged fromv§l,000 to $1,500. This put the family's monthly repay-

ments, under the FmHA 504 program, at between $8.79 and $13.19.
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Nearly all of the above amount represents material expend—
stures. MHA estimates that with the Manpowér program, approximately
120 percent of material costs is spent on labor. This means that
the actual value‘of the improvements is in the $2,200 to $3,300
range. If the total costs'were covered by the family, the monthly
payments would range from $19 to $29.

i In New Mexico, where the Mid-West New Mexico Community Actibn
Program is sponsoring the demonstration program, the labor subsidy
permits rehabilitation which in total value exceeds the limits of
the 504 loan program.

The average 504 loan made in connection with the Mid-West
CAP ?rogram is $2,100, resulﬁing in monthly payments of $18.00.

The value of labor on these jobs is estimated at $2,500, bringing
1e vélue of the total jobs to $4.600, orvsl,lOO beyond the FmHA
504 limit. If this total Cost weré amortized at 1% over 10 years,

‘the monthly payment by the family wouldvﬁe $40.47!
| iA more>detailed report on the Mid-West CAP program is in
Abpéndix I.) Lo | |

VISome éf thé Programs Hévé attempted fo compare the cost-and
value of rehabilitation with similar reéairs:by private contractors.
They havejfdund that some costs could be compared and others could
not. Séecifically, MiSsouri Housing Allaince found that its labor
costs were running about 20% highér thén a private contractor;s;
however, compared with total contréct cbsts, including profit and
overhead for the pfivate contractér, their own costs, less program
administiation, wére nearly 20% lower. It is likely ﬁhat the total
costs of adﬁinisferingAa rehabilitation program by manpower trainees,

when added to the actual improvement costs, would reduce the 20% gap.
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Providing a granf to cover private iabor costs for a specific
chabilitation project often can be less coétly to the government
than providing the labor through a training program.. Trainees,
generally, are not as efficient as professional contractors and
would require more time tobcomplete a rehabilitation task. Private
labor could provide more improvements, for the money, in a shorter
period of time.

A grant program would be effective if enough brivate laborers
and contractors existed in rural areas. Where they do exist, a re-
habilitation érogram would have to be extensive enough so that they
could make a reasonable profit over and above the costs of labor-
4and materials.l/

- However, the limited use of the 504 program indicates that
~ither there is insufficient labor in rural areas to do extensive
rehabilitation projects, or that the prﬁfit in limited rehabilitation
(costing from $2,500 to $3,500)-is insufficient to attract the

private sector.

CONCLU SIONS AND RECOMMENDATIONS

: Although ﬁhe use of éubsidized labor, such as Operafion
Mainstream, is éne alternative in the rural rehabilitation process,
ideally it would be unnecessary. If other programs such as FmHA
4502 and 504 contained subsidies which were aeep and flexible enough
to meet the housing needs of the rural poor, such "piggybacking”

of various federal programs would be unnecessary.

1/ No attempt is made in this discussion to evaluate the benefits
or the social desirability of a training program.
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Because the present financing mechanisms make loans for ex-
..nsive home rehabilitation prohibitive to low-income families,
a grant mechanism should be introduced. - HAC suggests the following:

(1) In instances where skilled labor is available,
eligible famiiies'should be able to use the
grant to coniract the work on the open market.

(2) Where labor skills are unavailable, a training
program should be instituted which develops the
necessary skills to carry out the rehabilitation,
with the costs of such training programs borne

from a source other than the housing subsidy.
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additional Approaches To Rehabilitation

In addition to the programs described above there are a number
of other programs and legislative proposals which might have some
direct bearing on rehabilitation efforts. The time constraints
of this study plus the newness of sbme of these prgrams do not
allowlin depth study at this time. We do feel, however, that they
shoulé be mentioned and their use deserveg consideration in the
formation of a national rural rehabilitation program.

1) The Housing Preservation Act of 1973 - in February

of 1973 this Act, designed to preserve and improve

the low-income housing sfock was presented by

Senators Taft and Cranston. The bill provides FHA

insured refinancing} $or interest free home re-

pair loans for’elderly or handicapped homeowners

and direct loans to homeowners facing foreclosure.

We are in general agreement with the purposes of this
7 bili, however, wé aré concerned about theVimplied ab-
"sence of rural ébverage, and believe it should be
modified in accordance with our letter to Senator

Taft, dated June 12, 1973, a copy of which is Appendix J.

2) The Housing Allowance Program - A program designed to

demonstrate the feasibility of providing families of
lowfincome with housing allowances to assist them in
obtaining rental housing of their choice in existiné

standard housing. The implications of this program



3)

65~

are that the allowances will serve as an incentive to
property owners to repair deteriorating stfuctures.

If this is true and if the whole experiment proves
feasible, this program could be a major factor in the
preservation of the existing housing stobk. It is too
early to ﬁudge either the experiment or its effect on
rehabilitation; we would, however, urge that special
.attention be given to whgthef or not it is a sufficient
incentive to stimulate rehabilitation.

Community Development Revenue Sharing - All community

development revenue sharing proposals presently lack

housing provisions. Until such time as there is either

a companion housing bill or housing provisions added to

the proposals, no funds would be available for rural housing

rehabilitation under Community Development Revenue Sharing.

The Administration's bill, the Better Communities Act, does
notbinclude any housing provisions. In addition, it incor-
porates previously authorized 312 rehab loan funds, without

allowing housing uses.

Senator Sparkman has réintroduced the community development
bill that passed the Senateyiést jéér 80 - 1. While it also
does not provide any housing uses, as presently written, it
does reéégnize the'cdnnection between housing and community
'hevelopment by requiring a needs plan that includes plans for
low income housing and slum preventiénvand clearance. It is

.not likely that either of this year's bills will be passed
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without suggestive housing provisions.

The Rural Development Act, thch passed Congress last .
year and has not yet been implémented, also does not in-
clude any provisionsvfor housing rehabilitation. In
short, none of the commﬁnity development revenue sharing
proposals‘or legislative have provided any funds for rural

housing rehabilitation.

" Tax Incentives - The idea of using some form of tax incentive

to encourage the preservation of property has been tried in
many forms. Tax abatement;'tax ctedits, accelerated

depreciation are some of the forms that have been used to

- stimulate participation in rehab. The two most wide-

spread approaches to using the tax mechanisms are: 1) the
use of the Internal Revenue Code and the tax consequences of
sheltering income and accelerating depreciation to catalyze

‘the private sector to participate in low/moderate income

- housing efforts; and 2) the abatement of real property taxes

by governmental jurisdictions concerned with attracting low/
moderate income housing activity, including rehab. In
addition, there has been scattered use of tax credits to special

categories of property owneré, such as the elderly.

.Thére are a number of issues to be considered in looking at

the tax device as a stimulus to rehab, not the least of which ar
£ .

the safeguard necessary to protect the tenant of a property
whose landlord has received property tax benefits in some firm.

How such savings can be passed on in the form of lower rents

neesda o he exnosed Further.
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There is a wide range of opinion 5n the effectiveness of

tax incentives. Some would méintain that ‘they have in

fact, acted a disincentive because rehabilitation increases
the value of units and therefore, by implication, the tax
loan. A recent study by Arthur D. Little, Inc., "A Study

of Property Taxes and Urban Blight" disputes this popular bé—
lief with the following finding, "Incremental assessment of
building specific improvements is not a major source of
bliéht or a major disincentive to upgrading." This is true =
apparently, because in practice, improvements are seldém

reassessed unless they involve very extensive investment.

How applicable this conclusion is for rural areas remains

unknown,
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Iv. CONCLUSIONS AND RECOMMENDATIONS

In spite of the limited access to érogram data, and the
severe time constraints imposed by the Task Force's deadlines,
HAC is able to derive a number of conclusions regarding rural
rehabilitation néeds, gaps and future prospects.

;It is important once again to establish the framework into
which the conclusions fit and out of which the. recommendations

which follow have emerged.

Rural Context

| Rural America possesses a number of distinct and unique
characteriétics which are not'descriptive, either in degree or

“‘n kind, of urban America. Primary among these is the historical
and persistent.underserVing of rural areas in terms of both private
and public resources. Institutions which'are common place in urban
areas ére either totally lacking or so widely dispersed as to be

inaccessable to the vast majority of rural citizens.

-Distinctiveness of Rural Market

Financial and credit resources, aé'well as cgntractors and
builders from the private sector are notable for their absence.
’Public intérvention in préviding funds and services for housing,
economic development, transportation, health, jobs, etc. has been
at a level so outkofvﬁroportion to the need as to be viftually
'unnoticegble.And overridin§ these specific eleménts‘bf a rational

~ocial and community life is the total absence of a comprehensive
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1d coherent development policy for rural areas which takes into
account past, present and future needs, and which plans for and
implements programs and services to meet these needs.
While we recognize and define what is lacking, we can at the
same time suggest policy decisions, legislative actions and admin-
istrative strategies which must be undertaken to remedy the historic

inequities.

" Need for Rational Policy

Thus, it is assumed that a comprehensive  and rational development
policy for rural America is a desirable and necessary goal. Intrin-
sic to such a policy is a housing strategy which contains, as one

major element, a significant rehabilitation effort.

The rehabilitation effort which isiundertaken, beyond what
presentiy exists in a-limited fashion, must take into account the
peculiar charactéristics which differentiate rural from urban
America. - Among these are neéessarily thé recognition of the presently
limited capacity and will of the private sector to undertake rehab
programs of any scale, ahd the concomitant recognition that the
public, governmental role must thus be proportionately increased.

Public institutions to deliver réhabilitatioﬁ services must
be strengthened-where they exist, and new ones created, on the

state and sub-state levels where they are absent. Such delivery

&«
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ﬂechanisms would provide rehabilitation‘as'part of a comprehensive
housing delivery system. This system would include, among other
elements, new construction, site devélopment, water and sewer
treatment and all levels of subsidy inciuding demand-type sub-

sidies such as housing allowances and section 23 leases.

Policy Caveats

A

HAC's recommendations address both the general and the
specific issues of the housing needs of the rural poor. While
- housing cannot and should not be separated from the larger issue of
community development, the means by‘which'thé nation's housing goals
are met cannot be dependent on programs whose major purpose is the

lution of some other problem. Poor housing is just one of the

many problems from which ruraliAmerica suffers. While all of these
problems require solution; no one program should be expected to |
ameliorate all>of the afflictions in rural America.

In tﬁe recent past we héve seen housing programé attempting
to solve ‘the unemployment and job training problems of their community.
The result has been that none of the programs fully achieve their
goals. Conversely, thefé are examples of innovative people in rural
areas tortuously piggybacking.programs, matching a state program
with a federal program, and in general going through a bizarre set

of contortions in the effort to deliver decent housing to the poor.

Housing Goals as Primary

HAC feels that the housing needs of the American people shculd

1ot be treated as a secondary result of employment or health programs.
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Housing solutions must be formulated with decent housing as the
primary goal. This is not to criticize those who héve successfully
*hustled" the system. On the cbntrary, it implies that their suc-
cesses are all the more startling!

This is also not to say that there is no relationship between
housihg and employmént, health and education. Again to the contrary,
a’hoﬁsing program that envisions better housing as a first priority
will open up the possibilities of theAbenefits of increased employ-
ment opportunities, better health and better education.

Further, HAC's recommendations must be viewed in light Qf the
paucity of concrete'definiticns and data on rural home rehabilitation.
The étate of the art is deplorable. No generally accepted definition
»f substandard housing, of rehabilitation, of repair, etc. exists.
And accordingly, little data on these elements exist.

With this framework in mind, HAC~submits the following recom—.
mendations with respect to new institutions, changes and reforms.

The recommendations fall into two broad categories: 1) General

Policies, and 2) Specific and program-related.
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" Recommendations |

neral Policies

1)

3)

A detailed study of the need and capacity for rural
rehabilitation should be undertaken. The study should
include, among other elements, a standardized definition

of rehabilitation and a categorization of housing condi-
tions; it should specify the number of units in rural
America that fall into each category; it should define

what a "rehabable" unit is and provide estimates of the
number of such units. This type of data is sadly lacking

at present and the absence of such data hampers the develop-

‘ment of reasonable programs.

A rational public delivery system for all housing
services should be instituted. Rehabilitation would be

. delivered as one housing service among a variety of others,

i.e. new construction, repair, housing allowances, leased
housing, water and sewer, site development, etc.

In the interim, existing delivery mechanisms should be used
and strengthened, depending on what is already available

or what could be most easily established in a particular
area. Statewide and regional mechanisms such as the State
Housing Finance Agency's, Stzotc Housing Adency's, Depart-
ments of Community Affair's or regional housing authorities
top the list. Also in this category are statewide or
regional HDC's and nonprofits that have proven their cap-

ability to deliver housing services. The Extension Service

of the USDA should be examined as a potential outreach
resource for disseminating housing information and technical
services and educatlon.

The.sub51dy mechanism for providing housing rehabilitation
to all segments of the low-income community should be deep-

ened. A combination grant and loan mechanism, with a

sliding scale whereby a family pays according to its means
(i.e. 25% AFI) would serve the purpose, taking into consid-
eration, the need to reflect escalating costs due to in-
flatlon w1th a percentage system.

For rental units, incentives to the landlord to rehabilitate
his unit must be coupled with a mechanism to contain the rent

at a level affordable to low-income people. The incentive
to the landlord could be guaranteed rent from the government
and the subsidy to the family could be in the form of lower
permissible rents. (i.e. 23 leasing/rehab as a model.)
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Funding levels for rural rehabilitation programs should

be expanded, though not necessarily at the expense of new
construction programs. In other words, the overall funding
for rural housing programs should be expanded to meet the
level established by the National Housing goals of the 1¢68
Housing Act. The recommended needs study above should help
determine a rational allocation of funds for new construction
vs. rehabilitation.

Statewide commissions, with full consumer representation,
should be created and encouraged to develop a system of

rural property standards.  The goal is to preserve the
existing housing stock, through the promulgation of flexible
and reasonable standards to provide decent, safe and sanitary
housing in owner-occupied and rental units. Many states

have recently established industrialized building codes,

etc. An overall set of rural standards, which contain en-
forcement provisions and maximum consumer protection is long
overdue.

A national concentrated program of rural rehabilitation
should be mounted, with streamlined processing procedures,
with sufficient funding to focus the resources which are
necessary in specific communities and areas which have in-
dicated a desire and capacity to undertake such a program.
The urban experience with Project Rehab has produced a number
of lessons which can be applied to rural areas and from

which much can be learned. State multi-county or regional
delivery mechanisms, where they exist, can be utilized to
administer such a rural Project Rehab.In the absence of such
broad based public agencies, a major rehab effort of this klnd
might serve as an 1ncent1ve to thelr development.
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RECOMMENDATIONS

specific Programs

Farmers Home Administration Section 502 (United States Department

cf Agriculture

1)
2)

3)

Provide refinancing authority within 502 capabilities.
Finance 502 by borrowing from Treasury instead of selling
notes to the market.

Improve subsidy provisions for low~income borrower by:
a) . Increasing amortization period to 50 years;

b) Providing combination loan and secured commitment.

Farmers Home Administration Special Section 502 (United States

Department of Agriculture

1)

2)

Close any gaps between 502 and 504 that might exist after
instructions on elimination of special 502 are issued.
w1th tltlé—problems, w1thout ellmlnatlng clear tltle
requirements for entire 502 progran.

Farmers Home Administration Section 504 (United States Department

of Agriculture

1)

2f

3)

‘Increase the maximum 1ban to $5,000.

Lengthen the amortization period by either a flat increase
to 20 years, or through a graded repayment level, as
follows: :

a) $0 to $499%: wup to 10 years

b) $500 to $1,999: wup to 15 years

c) '$2,000 or more: up to 20 years

Implement the grant feature, and use a flexible system of

vcombined loans and grants.

Farmers Home Administration Section 515 (United States Department

¢f Agriculture

1)

2)
3)

4)

Expand the use of 515 for purchase of existing units,

but reguire an adequate repair and rehab plan.

Provide cperating subsidy to owner.

Allow interest subsidy and amortization up to 50 years for
units leased to housing authorities.

Provide legal authority for FmHA to include initial
operating expense within the definition of development
costs, which are included in the mortgage.



-75~

Housing Improvement Program (Bureau of Indian Affairs)

1) Conduct a study to evaluate administration and side
benefits of HIP. Should examine monitoring mechanism,
affirmative actlon level of Indian awareness and usage

: of HIP, etc,.

- 2) Contlnue to provide a specifically Indian program.

3) Increase funding for Indian rehab effort in coordination
with increase in new construction funding. Administrative
mechanisms to utilize increased funding to be determined
from the study.

N
*

Section 23 Leasing (Department of Housing and Urban Development)

1) Conduct further investigation of Vermont State Housing
Authority experience to evaluate catalytic effect of
23 Leasing on private rehab.

2) Assuming a positive outcome (determined from the study),

% implement a concentrated effort nationally to encourage

# rural rental rehab in conjunction with 23 Leasing,

) through the use of specific rural set asides.

i Operation Mainstream (Office éf Economic Opportunity)

4 Utilize labor subsidy programs such as Operation mainstream

# for rehabilitation, only under one or a combination of the following

conditions:

% . . . .

4 1) Skilled, profe531onal,labor is inadequate or nonexistent;
2)  The cost of private labor is so high that it excludes

low-income people from the market; or

3) The social benefits to the trainees are so compelllng

that they outweigh other factors.

ik
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FISCAL YEAR 1972 FARMERS HOME ADMINIéTRA’I‘ION

Section 504 ' . Section 502
v Initial Subsequent = Purchase & Repair Repair Only
Rtate Number Amount Number Amount Number Repair Cost = Number Amount

! L{?Connec— ,
1. gicut 0 0 o o0 161 48,020 @ 1 8,000
ijgaine 54 108,300 9 11,640 1,154 1,209 80 386,560
2 7,000 0 0 127 91,650 2 15,700
o . 0 o 0 336 276,910 3 11,930
1 3,500 | 38 41,350 | 2 4,180
| Vermont - 12 20,000 2 1,700 380 250,510 a7 48,630
\-j;egivon 11 | .
& o
3,250 o o 269 205,150 9. 25,400
11,200 o 0 1,246 597,780 12 52,050
1 _Ri 95,900 6 4,170 24 56,600 40 226,100
jlrgln & -
% Islands 3 10,500 0 0 0 0 0 0
};}.;jegion III
1 Jelaware 0 0 | 0 0 a2 10,200 | 0 0
j“h~ryland 16 27,250 ' 1 300 133 85,250 12 74,390
”’genr}s.yl— : | _ .
%fwanla 44 71,880 20 16,380 722 391,780 5 15,440
i “%r-z: . |
_.inia 104 218,970 7 6,830 793 490,310 86 405,940
: ast ‘ ) |
{s-nia 77 99,620 14 12,810 779 402,110 29 116,530




»Rggion V
® 4
Q""‘“‘fﬁilinois

vi}diana
bl

Michigan

wi]
. _Jonesota

jSo

=

s, dsconsin
y“1gion-VI
o :

Arkansas

. giw Mexico

= ahoma

gwjjxas
B

T

£

L : .
|

177

36
105
541
133

122

30
94

14

27
15
15
15

151
100
166

38
737

319,680

6i,160
159,530
706,510
224,250

237,970

69,390
144,660

15,340

0
31,770
28,850
20,180

20,610

251,750
86,500
293,360
56,870

1,022,150

-7

34

17

1llo0

23

21

29

| R =

LT - I S B ©)

41
10

40

95

36,750

4,520
14,430
84,980
20,430

16,300

11,890

29,760

0
lo0

4,450

1,570
2,780
6,940

30,240

7,410
39,960
3,910

80,740

le6
114
289

35,790
9,040
64,490

591 175,180

290

460

» 503

93,670

110,220

213,830

858 245,610

1,273;

1,668
1,796

534
1,540

1,053

710

202
213
957
597

504,160

414,080

672,600
248,010
527,350

586,280

181,720
34,750
46,020

426,680

185,770

38
12
20
42
59

60

28
44

17
13

13
18

64
31
24
37

178

166,850

595020
117,070
142,330
317,770

220,530

156,360
196,760

36,370
39,340
44,270
77,150
55,430

139,150

269,050
97,930
75,820

188,010

661,880
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i
i
1
H

47 66,150 6 2,240 1,263 775,230 22 111,030
10 14,430 3 5,400 573 264,540 10 31,690
120 174,530 36 24,320 444 87,130 33 128,650
6 8,150 0 0 322, 214,360 11 64,580
;g%orado 28 59,680 8 8,200 213 128,330 9 27,150
& na s 3,250 0 0 117 55,330 6 24,490
— Dakota " 14 20,970 3 4,460 296 175,780 20 124,510
‘oth Dakota 7 6,820 1 280 311 243,640 17 94,010
;;: 12 16,270 2 1,870 228 90,100 10 66,15¢
Iyoming 1 1,500 0 0 293 133,290 6 14,55
sion IX
~zona 4 11,500 2 2,500 238 50,720 5 33,90¢
‘=lifornia 7 8,750 0 0 145 7,150 4 22,30
_aii 2 4,500 0 0 15 5,540 0
},‘gryada 0 0 0 0 12 14,160 l 7
f:z;;;}ion X |
~cka 0 0 0 0 27 32,270 2 8,79
Fﬁ%ho 5 7,510 0 0 338 170,850 6 33,0
T:pgn 2 3,200 0 0 155 35,220 4 20,0
&ashington 3 5,430 0 0 291 114,440 6 19,0
sl Total 3,219  $4,840,540 584 $500,270 25,349 11,529,960 1§g%27?'¥
~1 | | .
';é;age: $1,503.74 $856.63 454.85 $4,394.6°
j Average Loan Including Purchase - $12,634
oy .To‘gal. Units Involving Rep’a’ir -- 30,353
o
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"Averages,

Region II

Averages’
Region III -
. Averages

Region IV
Averages

- Region V ;
Averages

Region VI
Averages

‘Region VII

Ayverages

Region VIIIX
- ~Averages

Region IX
Averages

Region X

~

‘Averages

No. Initial
Loans

69
120
241

1,238

86

1,192

183
67
13

10

R R

REGIONAL TOTALS - REPAIR AND REHABILITATION

504 Program

Dollars

138,800
2,012

120,850
1,007 =

417,720
1,733

1,923,150
1,553

116,760
1,358

1,710,630
, 1,435

263,260
1,439

108,490
1,619

24,750
1,904

16,140
1,614~

Tre—

gk s

(FY 1972)
No. Subs. o .

Loans Dollars
11 $ 13,340
1,213
6 , 4,170
695
42 36,320
865
247 219,060
887
24 15,840
: 660
193 161,660
. 838
45 31,960
| 710
14 14,810
‘ - 1,058
2 2,500

0 B 0

. 0

g e

P~
i

gy

502 Program

Purchase with Repair

No. - Repair Cost

2,196 § 709,730
323"
1,539 859,530
538
2,469 1,379,650
559
3,271 947,830
: 290
7,864 2,952,480
375
2,679 874,940
328
2,602 1,341,260
. 515
1,458 826,470
567
410 77,570

189 Y
811 352,780
: 435

Repair Only

No.

105
€l

132

303

95
334
76
68
10

18

$

Dollars

475,000
4,523

303,550
4,976

'

612,300
4,639

1,376,690
4,544

391,710

4,123

1,292,690
3,870

. .
T e
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SURVEY OF REHABILITATION
LOAN ACTIVITY IN PAINTSVILLE, KY.
AND TAOS, N.M, FMHA OFFICES.

HAC recently visited twoAFarmers Home Administration couﬁty
offices to more closely examine the scope of rehabilitation loan
activity in those areés. The studies were limited to 502, 502 Special,
and ;04 programs aﬁd were conducted around Taos, New Mexico, and
Péiﬂtéville,erntucky. The results by no means are representative
of all local FmHA offices, but they do offer some rélevant infor-
mation about similarities and conérasts in the separate, local

administration of Farmers Home programs.

Both offices serve a large number.of low—income people.

" Paintsville and Taos were chosen for stundy hecause they
originally showed a greater amount of rural rehabilitation activity,
particularly Qith 504, than other FmHA offices. FmHA rehabilitation

prbgrams are hormally "passive." To be active and effective, they need

- "institutionalized" pushing, usually in the form of an aggressive local

nonprofit agency or Community Action Program.

Both county supervisors in the Paintsville and Taés offices were
cooperafive and:maintaiﬁed good relationships with local lending |
‘institutions and local social programs. In Paintsville, for exémple,_b
the local Cap pushed the FmHA 504 program with its manpower componént,

which provided more than 50 percent of the labor free to recipients.

) | PAINTSVILLE, KENTUCKY

Paintsville is located in Eastern Kentucky, an area of hilly,

rugged terrain. The area served by this FmHA office is predominantly
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jow~income and offers a scarcity of suitable building sites.

A "windshield survey" by HAC of the area showed what appeared
to be a visible need for housing services. Although no overall

detailed data is included in this report, many units observed were

undersized, lacked inside plumbing, and were deteriorating structurally.

The FmHA office has maintained excellent relationships with
lending institutions, community action programs and the welfare

department. Cross-referral and cooperation are routine here,

502 Activity

The Paintsville office made a total of 68 Section 502 loans

from July 1, 1972 to December 31, 1972, Forty-three loans were

waAdan A~xrae BT
A e N L i

six-wmonth period to JSune 14, 1573. Records show
that 66 2/3 percent of all 502 loans made during FY 1972 included
interest credit. | ' |

"The 36.7 percéht decrease in loans in the second half of FY
1972 wés_due laﬁgely fo the housing moratorium, which included interest
Credit on 502. The county supervisor reports that new applications

are at the lowest level in recent years.

Fifteen separate 502 loans were examined in more detail. Five
¥ere classified as "purchase and repair"; of the other 10, five could
be classified as repair and five as rehabilitation. An énélysis of the

502 loans follows on the next page.

sbecial 502 Activity

Only three Special 502 loans were made through the Paintsville
“ffice in the past several years, and all were used to complete par-

“ially constructed units. Gross income averaged $4,190; the average
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PAINTSVILLE, KY.

ANALYSIS
502 REPAIR ONLY . 10 samples
# APPARENTLY REPAIR _ 5
# APPARENTLY REHAB 5

# INSTALLING WATER SYSTEMS (WELLS ETC.)
KITCHEN IMPROVEMENTS

NEW SIDING

NEW HEATING SYSTEM

ADDITIONAL ROOx-

ENCLOSING A PATIO OR PORCH TO MAKE A NEW ROOM
INSIDE PARTIOXNING, PANELING, CARPETING ETC.

DOORS, WINDOWS, ETC.

ROOF REPAIR

STRUCTURAL

WIRING & ELEC.

BATHROOM OR BATHROOM IMPROVEMENTS -

MISCELLANEOUS (SIDEWALKS ETC.)

ADDING A PORCH o

DECORATIVE OR LANDSCAPING

AVERAGES
LOAN SIZE - $2,785.00
AGE OF HEAD OF HOUSEHOLD - . . 42
NO. IN FAMILY - : 5
GROSS INCOME ‘ - 6,742
A.F.I. : ‘ - 5,750
LEGAL FEES ' - $39.00
INTEREST CREDIT : .- 7/10
SECURITY ‘ ’
~ 9- Junior Liens, 1- lst lien
LOCATION

- FARM - 0
OPEN COUNTRY - 6
PLACE /w POP TO 2,499 - 1
PLACE /w POP 2500-5500 - T2
PLACE /w POP 5501-10,000 - 1

‘NO COSIGNED KOTES

R N N

O UT N NN
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ANALYSIS - 502 PURCH.
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PAINTSVILLE, KY.

NO. APPARENTLY REPAIR -
NO. APPARENTLY REHAB ~

WATER SYSTEM
LANDSCAPING

~APPLIANCES

CONCRETE REPAIRS

INTERIOR REPAIRS,
CARPETING, ETC.

SEWAGE LINES
PAINTING
MISC.

PURCHASE PRICE
LOAN

AMOUNT OF REPAIR
AGE

NO. FAMILY

GROSS INCOME
A.F.T.

FEES

INTEREST CREDIT

ALL lst LIENS.

OPEN COUNTRY

~ USE

PANELLING,

AVERAGES

- SECURITY

LOCATION

PLACE /W POP. 2500-5500 -

ORI I HNNDND

& REPAIR - (5 SAMPLES)

4
1

14,500
14,400
714

35.4

3.4
4,980
4,192
186

4/5
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joan was $2,167. An analys;s of SPecialASQQAactivity is on the
next page. e : Coe , - . e e

504 Activity

The Paintsville office made a total of 87 Section 504 loans
inkFY 1972. HAC received clearance to pull case files on 31 loans
for a more in~depth look.

The 504 activity has reached many lower-income families in the
area because the Community Action Program has‘a manpower component
which provideé free labor to over 50 percent of 504 recipients. The
referrals are two-way, because the county sﬁpervisor refeis famiiies

to the CAP, ‘ -

The FmHA supervisor also works closely with the welfare depart-
mént, which has increased allowances to enable families to carry
home improvemént loans. Further, the relationship with the savings
and loans and banks is good. These private institutions lend
liberally to moderate incomé families,.enabling the FmHA to concentraﬁe
on $oﬁewhat;1qwer‘1evels. Activity has récently slackehed, and FmHA
) attributes it, ét least partially, to grapevine publicity.about the
moratorium on interest subsidies, although the 504 program was not

ffected.

Tﬁe 31 loans studied revealed these figures:
AVeragé loan: _$l,555

‘AAVe;age age of household head: 51.97 years
Average family size: 4,2
Average gross income: $2,724

(High, $4,800; Low, $1,040)
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PAINTSVILLE, Ky.

ANALYSIS SPECIAL 502 - (3 samples)

NO. REAIR -
(A1l Completions)
NO. REHAB
R
COMPLETE A PARTIALLY CONSTRUCTED DWELLING ~ 3
AVERAGES . LOW HIGH
LOAN 2167 1000 3500
AGE 44.7
FAMILY SIZE 4
GROSS INCOME 4190
AFI 3490
NO FEES.
SECURITY
PROMISSORY NOTE ONLY - 1
FIRST MTGE. -1
JR. MTGE. -1
LOCATION
. FARM - 1

OPEN COUNTRY
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Average adjusted family income: $l,872
(High, $3,560; Low, $600)

Only one note co-signed

CAP manpower involvement: 22 of 31

A summary follows. -
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PAINTSVILLE, KY - ANALYSIS -~ 504 LOANS
(SAMPLE 31)

APPARENTLY REPAIR - . 19

APPARENTLY REHAB - 12
USE
WELLS OR CONNECTION TO WATER SYSTEMS - 7
SEPTIC SYSTEMS . 6
BATH 15
KITCHEN } : 4
OTHER PLUMBING 4
HEATING S |
ADDING A ROOM TO HOUSE 8

INSIDE REMODELING INCL.. WINDOWS, SHEETROCK

DOORS, PANELING, CEILINGS, ETC. 20
FOUNDATION AND STRUCTURAL REPAIR. 7
ROOF 8
ADDING OR REPAIR PORCH 7
DECORATION & PAINTING 4
LANDSCAPING
ELEC. 5

AVERACES
LOAN S B 1,555
AGE , ' 51.97
FAMILY Hicgh = Low 4.2
_GROSS INCOME ( 4800  1040) - 2,724
A.F.I. { 3560 600) 1,872
"SECURITY
NOTE ONLY - - . 19
lst MTGE - .12
JR MTGE : - 0
LOCATION
FARM | - 2
OPEN COUNTRY e 27
- PL TO 2499 - 2
PL 2500-5500 - 0
PL 5501-10,000 . - 0
# NOTES - COSIGNED - : 1

# LOANS IN CAP MANPOWER -
INVOLVEMENT - 22
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TAOS, NEW MEXICO

The Taos FmHA office serves an area in northern New Mexico
with approximately 60 percent of its families under OEO minimum
income guidelines. About 80percent of the people are minoritieé,
most of them Indian or with Spanish surname. The office has used
.more 504 loans than other FmHA offices because the state has a large
number of families with old Spanish Land Grants, making title clearance

difficult or impossible. Section 504 is more permissible in title

N v

matters than the 502 program.

502 Activity

The Taos office processed 83 Séction 502 loans between Fiscal
1969 and 1972, Only nine were processed in Fiscal 1972, due in part
to title problems, and to the housing moratorium on interest credit.

All the loans, however, were used for new construction.

Special 502 Activity

The Taos officé_haskmade 18 Special 502 loans over the past
several yeérs. :The average Qross family iﬁcomes rangeg from
$4,000 to $6,000. Althoughhsome loans were used for rehébilitation,
most were tovdomplete unfinished homes, such as the addition of

water and sewage systems,

504 Activity

The Taos.office made about 135 Section 504 loans oﬁer the last
four fiscalAyears. Fifty~eight were made during FY 1972, The pro-
gram, with its permissive title requifemehts, has proven more suitable
than the 502 programs. Most of the units rehabilitated under the
504 program were without running water'or baths. Some needed floors

and new roofs. Unlike Paintsville, 504 has not been coordinated with
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« CAP.

The county supervisor reports that the program is being developed
through word-of-mouth, news articles, good FmHA contact with the com-

munity, and with the help of the Department of Public Welfare.

Most of the work is contract, with local contractors working at

about 50 percent capacity.

\

On the next page is a tabulation of 504 activity in Taos.



apparently Repair
aApparently Rehab

Wells and Pumps
Septic Systems
Bathrooms

Other Plumbing
Kitchens
Heating Systems
Electrical
Structural
Other

L0an
Age - |
Family

Gross Income
CAVFLI,

‘Note Only
lst Mtge.
Jr Mtge. -

Open County
Pop. to 2,499
Pop. 2,500 to 5,0
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TAOS, NM - ANALYSIS - 504/LOANS

(sample: 108)

USE

AVERAGES

(HIGH - Low)

($6,4oo - $970)
($6,030 - $230)

SECURITY

LOCATTION

00 - -

61
47

25
51
57
25
11
14
10 -

40

$1,935.83
57.41
3.05

$2,470.93
- $1,941.85

15
95
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AC BRIEF STUDIES IN TWO FmHA COUNTY OFFICES (504 Program -

Rehabilitation only)

ITEM

emr———

A. Section 504 Loans

.
.

l.

2.

4.

Percent of sample-~
rehab :

% 08 e 00 S8 an oo

Averages

a) loan size

b) age, head of
household

c) number in family:

d) gross income :

e) adjusted family
income

s s¢ e

Type of Rehabili-
tation :

L1

oo se o0 e

46 00 e¢ 09 s se ss a0

Sample

48 80 S0 o9 &6 06 e 08 w0 6% se S0 ée

Paintsville, Ky.

39

oe

$1958.33

52
4 .
$2368.33

$1570.

Septic systems

Bathrooms added

New roofs

Flooring

Add and repair
porches

Interior rehab

Siding

Well and pump

-Heating system

Foundation and
structural

31

,(12_rehab only)

% s0 oo e

i1}

s se e

8 06 “es v oo

Taos, N.M.

43.5%

$2532.13

- 54.5
3.26
$2380.62

$1787.10

Septic systems
Structural systems
Well and pump
Bathrooms

Kitchens

Roofs
Flooring

Heating systems
Electrical

108

(47 rehab only)
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POSSIBLE OR PROPOSED LANGUAGE COVERING RECOMMENDED
TECHNICAL AMENDMENTS TO THE HOUSING ACT OF 1949

CHAPTER 'V--RURAL HOUSING

REFINANCING OF INDEBTEDNESS FOR CERTAIN ELIGIBLE APPLICANTS
Section 501 (é)(4) of the Housing Act of 1949 is amended-~
;(l) by adding after the comma at t@g end of clause (B)
the following: "or, if combined with a loan for im-
provement, rehabilitation, or repairs and not refinanced,
is likely to cause a hardship for the applicant, and";
(2) by striking out ", and" at the end of clause (C)
and inserting in lieu thereof a period; and (3) by

striking out clause (D).



Administration Letter 108 (L1))
93m S
Mayimum Adjusted Income for

Low-Income Families

MAYTMOM ' MAXIMUM -
STATE . ADJUSTED INCOME STATE ADJUSTED INCOME

Alabama.ececseacesnseascasaaasd 6,100 ‘ Nevad@eeeseecosaesessd 7,000
AriZona..eeeceeovseesoneseeaes 1,000 ) New Hampshire........ 7,000
ATKaNSaS. i veiiercrcecvsancasas 6,000 New JerseY.eeesesoess 1,000
CaliforNid. eeeeeeseanscecess 1,000 : New MexicO,,vevveesss 6,300
C0loTaA0u e esseanrenesnneancass 6,500 © New YorK...eeeeeeeess 1,000
Connecticub..eevseeeesseeeeas 1,000 ~ North Carolina....... 6,400
DElaWaTe: s eseeesasacennaseas 15000 North Dakota,,....... 6,300
Florida,issessesessssssssasss 6,600 OhiO.vuseovsaseoevses 15000
GEOTE18: v avsnveecnasnancnnsas 04,300 ' < 0k1ahomay e e vsseveeass 6,000
IA8N0u . v esesenrennenreenncaas 6,500 L Oreg0N. s vverseeeenees 6,900
I11in0isSieeececeeseeneseneeas 1,000 . Pemnsylvania,,....... 1,000
Indiana.iieeeeeeseeeseenneess 1,000 Puerto Rico,..vveeee. 6,000
TOWa e terreesersnnsseenanaass 6,900 Rhode Island......... 7,000
Kansas.eeeeiienenesennannnaes 6,400 : South Carolina,...... 6,400
KentucKy.seeavreenaseensnsess 6,200 South Dakota......... 6,400
LOUiSiaNa: s ieeeennsacenceesss 6,200 PeNNeSSee. veeeesneses 0,100
Maine. cieeereescenenrenncesas 6,800 L PeXAS..ieeeeenceneees 6,000
M2Xylane..eeesessnneseesnnns 7,000 : Utahesuseeeneesnaeans 6,700
MassachusettSeessseeceoscacss 7,000 ~ Vermonteseseessessoas 1,000
Michigan.eeevevoocenreaaaeees 15000 - Virginia..sseeesssesss 1,000
Minnesota.eeeeesensescasonces 7,000 - Virgin Islands....... 6,500
MissisSippicessesescsscasases 6,000 Washingtoneeseeessees 1,000
MisSSOUTieeseeacninanensasasss 6,400 West Virginia.eeese.. 6,700
Montanaseeeesseenesnseansnsas 6,900 Wisconsinieseeeeeceess 7,000
NebrasKkaseeseeesoosesssasaass 6,300 , Wyoming.ceceeescecees 1,000
Hawaileeeseeveeesnseosossanes 8,000 : AlasK8ieesseoessecess 10,000

.
-«
«

-27 72) SPECIAL PN 6-27-72

~
OI
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Administration Letter 108(444)

MAXIMUM ADJUSTED INCOME FOR
MODERATE=-INCOME FAMILIES

MAXIMUM MAX IMUM
STATE L ADJUSTED INCOME STATE ADJUSTED INCOME

;Alabamatonic000000l0|00010000$ 8,400 Nevadano.'.o'..o.cil-$ll,9oo

ArizONa.cecesnessssscssrvenes 9,100 ' New Hampshire..eees.. 10,500
ATKansaS.seserencesscocsnesss 8,200 New JersSeyseeasesssss 10,600
California.isececececenesnssee 10,400 New MeXiCOieseesesses 9,000
Coloradossesesssnsecesnssesas 10,000 New YorKieecoesoeosss 11,400
Connecticutivieveereessonsess 11,900 North Carolina...e.ee 9,300

Delavwareiciesessoessceccassess 9,900 - North Dakota..seeesee 10,200
©  Floridaseisicesvesveocesessesee 9,500 OhiOsvecesecasesecaaas 10,700
GeOTZidiietsenssnovecsnsneass 8,900 Oklahoma.cseveesesees 8,800
IdahOeseienessasecovonnssenss 10,200 “0YCEONtvessescssssses 9,800

I11in0iSeieeeesecorssncennese 10,700 Pennsylvania..cseeeee 10,700
Indiana.eeseecsesseassnssenss 10,100 .Puerto RiCOseeeecsees 8,200
IOWA e eerenanesncevoasonveace L0U,100 Rhode Isiande..eeesss 10,300

- Kansaseiiiiivieeocoosseeaenes 9,800 . South Carolina...cess 9,300
KentucKy.eieooeenoerssascssaes 9,300 South Dakota.seeseess 10,300
Louisianad.iiecesvecesconeeses 8,500 . TENNESSCCessssesssvas 8,600
Maine.,.seeeeennnsnsrensessess 10,500 TeXaSeesacosasnssesess 9,100
‘Matyland.sseeeeeeseseancoaeee 11,000 ° Utaheeeeoeesssocencas 9,700
MassachusettSceieerceveesases 11,200 - VeTmontieesesosansess 10,200

Michigan,seeseoensveocaansaee 11,500 o Virginiacessaascceces 10,200
Minnesota.sieesecscoeeccenaeees 10,600 Virgin Islands.eessee. 10,000
Mississippievecsvescenenesace 8,300 ~ Washington.eseeeseses 10,100
MissouTiiiieveeessensneeneess 9,100 West Virginidassee.... 10,000
Montana....eeeseeesasssnssess 10,400 ~ WisconSiNeesesssssess 11,200
~Nebraska.seeeeeessesannseaess 10,600 © Wyoming..sseseecesses 11,000
Hawaiieseeveeaeecesoenenncess 12,400 Alaska.vescessoessees 14,300

(5-18-73) SPECIAL PN 5-18-73
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SUGGESTED SAMPLE LEGISLATION

SUBSIDY AND ASSiQTANCE PAYMENTS FOR LOW AND MODERATE INCOME TENANTS
(a) Section 521(a) of the Housing Act of 1949 is amended
to read as follows:
"(a) (1) Notwithstanding the provisions of sections 502,
504, 517, and 515, loans to persons of low or moderate income under
sections 502,504, or 517 and loans under sectfbn 515 to provide ren-
tal or cooperative housing and related facilities for persons and fam-
ilies of low or moderate income or elderly ?ersons and elderly fam-
ilies, shall bear interest at a rate prescribed by the Secretary at
not less than a rate deserminéd annually by the Secretary of the
Treasury taking into consideration the current average market yield
on‘outstanding marketable obligations sf the United States with re-
maining péridds to maturity compérabieito the average maturities |
of such loans, adjusted to the nsarest one-eighth ofkl per centum{
less not to exceed tﬁe diffefence betwesn‘the adjustea rate determined
by fhe Secretary of the'Tressury and 1 per centum per annum: Provided,
-that-sﬁch:a loan may be made only whenbthe Secretafy determinss
- that the needs of the applicant for necessary housing cannot be met
with fihancial assistance from other»sources including assistance
under section 235 or 23é'of the'Natiohél Housing Act: Provided
further,‘that interest on loans under sections 502,504, or 517 to
victims 'of natural disasterS'shall not exceed ths rate wﬁich would
be applicable to such lOansvundef section 502 or 504 Without regard

to this section.
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(2) the Secretary may make and insure loans under this section
and sections 514, 515 and 517 to provide rental or cooperative
housing and related facilities for persons and families of low-
jincome,and may make, and contract to make, assistance payments to
the owner of such housing rentals in order to make available to
low-income occupants at rates commensurate to income and not
exceeding 25 per centum of income. The Secretary shall limit such
assistance payments to multi-family housing projects. Such supple-

mental assistance payments shall be made .on-a unit basis and shall

"not be made for more than 60% of the units in any one project, except

under Section 514 where such assistance hay be up to 100% of units.
| (a) The owner shall be required to provide at least
annualiy a budget of operating expenses and record of
tenant(s) income which shall be used to determine the
amount of éssistance for_each project.
(b) The project owner shall accumulate, safeguard
-and éeriodically bay the "‘Secretary any rental charges
collected in excess of basic rental éharges. These .
funds may be;éredited to the appropriation and used by
- the Secretafy for making such assistance:payments through

the end of the next fiscal year.l

(b) Section 521(b) of such Act is amended by striking out
"502 or" and inSefting in lieu thereof "502, 504, or".
" (c) fﬁere shall be reimbursed to the Rural Housing Insurance

Fund by annual appropriations (1) the amounts'by which payments
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made from the fund during each fiscal year to the holder of insured
loans described in subsection (a) exceed payments due from the
borrowers, and (2) the amounts of assistance payments made under
paragraph (2) of subsection (a), during such year. The Secretary
from time to time may issue notes to the Secretary of the Treasury
under section 517 (h) to obtain amounts equal to such unreimbursed

payments, pending the annual reimbursement by .appropriation.”
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" POSSIBLE AMENDMENT TO PROVIDE LEGAL AUTHORITY -
FOR FmHA TO INCLUDE INITIAL OPERATING
EXPENSES WITHIN DEFINITION OF DEVELOPMENT COSTS

DIRECT AND INSURED LOANS TO PROVIDE HOUSING AND RELATED FACILITIES
FOR ELDERLY PERSONS AND FAMILIES IN RURAL AREAS
Sec. 515 of the Housing Act of 1949 is amended as follows:
f ‘ (b) (1) No loan shall exceed $1,000,000 or the development
‘cost of the security, whichever is least.
7(b)(5) No loan shall be insured under this subsection
after Ootober 1, 1975.
(b) (6) No provision of this subsection shall restrict.
the Secretary from making loans to acquire members equity

interest in cooperative property under (a) of this section.

{d) (4) the term "development cost” means the costs ot

constructing, purchasing, improving, altering, or repairing
new or existing housing and related facilities and purchasing
and improving the necessary land,.including necessary and

appropriate fees, and charges including initial operating

expenses of up to 2% of the aforementioned costs, approved by

the Secretary. Such fees and chafges may include‘payments

‘of gqualified consulting organizations or foundations which op-
eiate on a nonprofit basis and_which render services or assis-
ténce‘t0~nonprofit corporations or consumer cooperatives who

provide housing and related facilities.
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SECTION 517 CHANGES NECESSARY TO PROVIDE FOR
IMPLEMENTATION OF OTHER PROPOSED CHANGES

INSURED RURAL HOUSING LOANS
Section 517 of the Housing Act of 1949 is amended as follows:
(a) (1) (b) bear interest at a rate not to exceed
5 per centum per annum; but no loan under this paragraph
shall be insured or made after October 1, 1973, except
pursuant to a commitment entered into before that date;
and (b) The Secretary may ihsure loans in accordance with'
the requirements of sections 514 (exclusive of subsections
(a) (3), (a)(5), and (b)), 515, (exclusive of subsections
(a) and (b)k4)), 524, and 526, and may make loans meeting
such requirements to be sold and insured. Upon the expira-
tion of ninety days after the original capitalization of the
‘Rufal Housing Insurance Fund, éreéted by subsection (e) of
this section, no new loans shall be made or insured under
' seétion 514 or SiS(b),'except in conformity with this section.,
(3) »The'Secretary méy also utilize the Fund--
(1) to pay amounts to which the holder of Ehe note.
4v‘is entitled in'aécordance with én insurance or sale agree—
_menf,under this section’accruing between the date of any
tprepayment] payment by the borrower to the Secretary and
~the date of transmittal of any such [prepayments] payments
t? the holder of the note; and in the discretion of the
Secretary, [prepayments] payments other than final payments
need not be remitted to the holder until due or until the

next agreed annual or semiannual remittance date;



-100-

(3) change the period at the end to a semi-colon
and add "and"
(4) to make assistance payments authorized by sec-

tion 521 (a) (2).
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MID-WEST NEW MEXICO COMMUNITY ACTION
HOUSING/MANPOWER SUBSIDY PROGRAM

The Area

The Mid-West New Mexico Community Action program is a rural
CAP Agency serving a four county area which includes Valencia,
McKinley, Catron and Socorro Counties. The total population of
the area is 95,780. The area covers both rural and urban com-
munities fanging from Belen with a population of 20,000 to smaller
rural areas. The area.is inhabited primarily by Indians and

Spanish surname people.

The major problems of the area are:

1) a high unemployment rate of 7.6% compared to
the State rate of 7.2%;

2) poor housing conditions where 31% of the houses
- are deteriorated with bad roofs, floors and walls;

3) a high incidence of sickness and disease, because
-+ of the poor and unsanitary housing conditions.

1'The‘ProjeCt

In 1972 the Mid-West CAP applied to OEO for a Housing/Man—
power Subsidy Grant for the purpose of providing job training
~in construction skills and to improve the housing conditions of

low-income residents.

The attached questionnaire provides some information on the

progress of this project over a two year period.

~
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najor Advantages

Major

Some of the major advantages have included:

1)

2)

3)

All of the Homes rehabilitated were financed under the
FmHA 504 Program with a maximum 1% interest credit.

All of the applications submitted to FmHA were approved.
The reason for the blanket approval was the existence
of a citizens committee headed by the community liaison

staff. The committee selected the applicants who were

eventually referred to FmHA.

Interviews with trainees and the foreman indicate that
this program has generated thousands of dollars in
donations of material. The donors range from supply
houses to relatives of the applicants.

Problems

Some of the major problems that arose were:

‘1)

2)

3)

f4)

Conflicting guidelines often impeded the progress of the
project, because two federal agenc;ee {DOL and OEG)
were involved. :

: Within the DOL structure, there was confusion between

the regional and national offices. In the beginning

“the national office attempted to run the program without

the regional office's cooperation. Eventually the regional
office acquired primary reSpODSlbllltY

The turnover of construction supervisors was very high,
due to the inadequate salary scale. This turnover,
obviously, slowed progress and had adverse effects on

‘fthe morale of the tralnees.

Whenappllcatlons were closed in April the trainees realized
that they would be losing their jobs, since no provisions
for continued employment were made. They reacted by moving’

very slowly on the last jobs, in order to extend their

employment.
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HOUSING ASSISTANCE COUNCIL, INC.

RURAL REHABILITATION/REPAIR EVALUATION QUESTIONNAIRE

Date June 5, 1973

Name: Nick Carrasco Position: Community Liaison/

Program Coordinator

Organization: Mid-West Community Action Agencys Grants, New Mexico
- 7 R

Address: Field Office; P. 0. Box 538 Maln Street

Los Lunas Valencia New Mexico 87031
(City) (County) . (State) (z21p)
Telephone Number: 505 ' 865-9697
(Area Code) . (Number)
GENERAL
1. Type of Organization?
Government Agency [] _ Bank' 0]
~ Nonprofit [} Other []
CAP i
2. Geographic area served? County(ies) .Socorro, Valencia, Catron
;McKinIéy (See Attachment No. 1)
3. What'percent of the families in the area are within OEO

gui@elines? minority? (maximum of $4, 200/famlly of 4; $4,925/ .
family of 5; $5, SSO/famlly of 6; etc.) =~ T orrrrore s

(See Attachment No. 1)

RECIPIENTS (Please answer all appllcable questlons for FY 72 and

4,

FY 68 = 72)

How many homes have been rehabilitated/repaired in your program?.

Thirty. - (30) Completed - Two in progress. 60/72 to 6/73
What was the condition of the homes? (Describe generally)

The homes were in a complete unsafe condition: in almost all cases

a complete roof on the dwelling; plumbing facilities in most cases

had to be installed and‘additional rooms because of the over crowded

situation.
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6. How many of the families served fall into each of the following
yearly gross income ranges?

Under 20002 kKl 24 - 75%
2000 - 40002 K 8 25 %
4000 ~ 6000? [1]
6000 - 80002 []
8000 and above? []

7. What percent of the families served are minority?

- 994 approximatelv 15% Indian; the balance spanish surname; one

~anglo recelved a rehabllltatlon loan
ADMINISTRATION

8. What has been the families' sourcé of funds to pay for the
rehabilitation/repair?

FmHA 5027 [Jonly 1 Conventional Bank Loan? []
FmHA 5047 Kl strictly 115 Grants? o0
HEW 11197 [} . 312 Loans ? [1
Title I ? [3 - Other (List) (]

Where families did not qualify - applications were sent to FmHA for

possible 507 loans.
9. What percent of the families have received grants? loans?

All apﬁiicétionﬁ <ubmitted tb;EmHA recejved loans (100%)

See current report for other statistics

10, Have the loans involved interest reduction? What percent of
" the families have received interest credit? All 32 approved

families have received the 1% interest credit.

11. What security arrangements have been taken for the loans?
Problemsg? Property hortgage - best lein obtainable

FmHA was very cooperative in this aspect, in that clear titles

in New Mexico is a problem. Especially in rural areas.




12.

13.

14.

15.

- 17.

18.

~165~

What type of work has been done? (Give approximate numbers)

Porch (1 U Electrical |9 6
Paint B 4 Plumbing K3 15
Interior Y] 4 Heating k] 3

Exterior {] 0 New Rooms k1 12
Roof : b3 24 Other (1

Who has done the work?

' Local Contractors K Combination of above []
Manpower Trainees S| Other (list) {]

All labor 'by manpower trainees; plumbing § electrical subcantracted

Who has been the sponsoring group other than contractoxr?

Community Action Program - RED Grant

How have the families known of the program? newspaper coveraoce.

community meetings —

Who "has supervised the work? Job foreman and construction

supervisor

Who has monitored the guality of the work? Dwellings are FHA

-dinspected; the project director is a licensed contractor, and he

monitors all work performed - FHA inspector.

What safeguards have been used to insure good quality work?

Job foreman never leaves the job, once foreman is assigned to each

' crew of trainees. Job foremen are directly responsible to project

15,

direttor.

What has been the average time/unit necessary for completion?

Approximately four weeks per unit.
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20. Has there been cooperation between different agencies?
Describe (including problems encountered, combinations of
loans and grants, etc.) ‘

The help and assistance the agencies have given has been a

tremendous help to the program. Welfare office, FHA, County

_Clerk's office, County 'Assessor , Building Inspector's, etc.

>

COSTS

21, What have been average total costs/unit? Actual loan costs have

~averaged about $2,100 -~ $2,500 subsidized idbor.

22. What has the cost\breakdown been?

Materials? i $ lvdoﬂ

Labor ‘? ba 700 subcontractor
Supervision? N 1,300 foreman - project director
Other? K 1,200 manpower trainees

23. How have overhead costs been covered? How has this effected
the cost to the family? All overhead costs are covered within the

grant criteria. There has never been,any ofher additional cost -to-the

family other than the amount of the actual loan.

EVALUATION

24, vwhat kinds of problems have caused the most trouble?’

The turn-over in staff positions, mainly the contractor's ioh; $9,000

4 year 1s not nearly enough to attract a pgeneral copntractor to the

position of project dirsctor. The total waoce structure is difficult to

WAl w1 71 P T - ; s
ot h "hn iy Pinve nd cammimicastian hetwaan OEN S NDNT aned the
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25. What have been the main advantages of the program?

No labor costs to the home owner. Providing a sanitary and decent

place to live. Providing jobs, and the opportunity to be trained

and acquire a skill.

26. What improvements would you suggest? A cut down in territory more

ort. Detter Salaried positions. apd restructing

of the screening system. Time element in one screening system and

than the approval of FmHA is much to long. More of a contribution

from public officials.

27. If larger grants or lower interest rates were available, could

more work of an essential nature have been performed, i.e.
health, safety, comfort? With an improvement in our placement

of trainees and the capability of having more trainees giving us

a larger construction crew would definitely give us a better

performance record.

28. Have others in proximity to those houses repaired been promptgd .
to make repairs? Yes - This has been the best means of communication

that we have had. People just don't want to yield their deed until

they sec¢ somecone else do it.




29.

30..
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Are there enough contractors operating in your service area
to perform the work? Eastern Valencia - yes. 1In the other

‘three counties; Catron, Socorro, McKinley, it has been difficult

to get the plumbing and electrical work done promptly.

What level of production are you working at now, compared to
what you could if construction capability and funding restrictions

. were removed? In other words, what are the limits on available

At the present time pro-

units for rehabilitation in your area?

duction is very slow due to the fact that because of the balance

-of only two houses left to complete, the work crewsare taking their

-time for the fear of running out of a job. The construction level

would be 100% more effective the second year. The trainees are

. at the points to where they have become very knowledgeable. The

need is there and it wouldn't hurt to look into broadening our

services.
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RURAL REHABILITATION/REPAIR EVALUATION QUESTIONNAIRE
(Continuation)

31.

32.

33,

What is the comparative cost? Manpower vs Contractor?

We have never made a comparative cost analysis.

What kind of repairs can actually be made with the amounts
of the loans:

$1,500 -- new roof or bathroom

$2;500 -~ install new roof, a bathroom with fixtures,
plaster, stucco, paint, etc. :

Remove the concept of the manpower training program (sub-
sidized labor) and you would have the same effect as the

115 grant or loan. With 150 or $2,500 done by a contractor,
not much could be accomplished.

How many people are included in the administration costs?

29 manpower trainees 1 community liaison

2 packagers 1 job developer

1 secretary 1 counselor

4 foremen 1 project director (general
’ contractor)

. In ‘addition to comments on question #24 of the question-

naire:

times
have
with

Problem ‘When an elderly family. received a loan, many

this caused them to think that they were supposed to
gotten a complete remodeling job. Trainees had difficulty
home OWners.
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June 12, 1973

The Honorable Robert Taft, Jr.
- 8enator from Chio
0ld Scnate Office Building

‘Room 110

| Washington, D.C. 20510
Pear Senator Taft:

2t the request of your office, we have reviewed the Home
Preservation Act of 1973, which we find to be a very
thoughtful pieca of legislation.

Our review has been from two Vantaqea. The £irst is how
effectively will ¢he bill serve rural America? (HAC is

a national non-vrofit organization, federally-funded to
cacciet delivery of houging aid &0 the rural poor.)
Secondly, we have addressed the question whether the
techniques of the bill will aid rehabilitation efforts
generally. ' S

Nembers of our staff have administered major federally-
alded rehab proorams and, during its first two years, HAC
has assisted several hundred rural housing dcvelopuent
organizaticns - public gnu nom-profit.

Qur experience has shown that the programs admindstered

by HUD rarely reach comnunities of less than 25,000 popula-
tion. Accordingly,. the benefits of the Home Preservation
Act (hereinafter called 11PA) will not reach rural Arerica,
where 2/3 of the country‘v subgtandard housing exists Tha
golution, in our view, is to amend tha bill to aasxrnate
the Farmers Home Administration as the primary agent underx
the Act for cormmunities of less than 25,000 population or
to provide for IUD to re-dealegate authority to administer
the provisions of the Act in rural arcas and small towns.

Wa believe that one of the most inportant aspects of yoﬁr
bill is the provision of direct federal loans in titles II
and IIZ. 1In our experience, it is those of limited income
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June 12, 1273

- Page TWO

who have the problen of obtaining funds for rehabilitation
or for meeting housing financial emergencies. This is due,
of course, to their low-incomes but iz also attributable
. to the fact that their properties frequently exist in de~
clining areasg where private credit is unavailable, costly
or restricted. oOnly direct federal loans are realistically
available for such psrsoas. This has been shown in urban
arcas in the adniniegtration of federally assisted conserva-
tion 'and cocde enforcement prograns and in rural areas in
the use of 504, which can be obtained eonly when no other
form of credit is available. Noreover, the lower interest
rate from direct Zederzl loans: (a2} 1is a significant induce~
ment to rehabilitate and (b} aveids the costliness to tue
taxpayer of interest subsidiesg, (see Comptrollexr Staats
testivonj before uclnt Tconoric COmﬂitﬁGL)o :

Hovever, wa f @1 that such loans are nore needed, and more
desired, by families vho wish to undertake up-grading of
their nproperty cfteon with labor of thazir own, than by the
clderly, to when the coverago of title II ig limited. The
experience with the 312 rehab loan progran in vrban consexrva=
tion and code eaforcement programs is that ths elderly of
iimated lucomes are reluckant to commit themselves to debt

- to irmprove their proverties. This was so aven when up to

. 83500 of rehadb costs were covered by a grant uander section
115 Ve would strongly recommand that eligibility under
title II be enlarged to include famililes, perhaps limited to
 those of low and modarate income as defined for purposzes

of other housing aids, guch as for 235 or 236 or for tha
comparable 502 and 515 progranms of the Farmers Home Adminigtra-
tion. If£ rehab iz to accompliszsh comprehensive neighborhood

. or area prevorvat40ﬁ or *eﬁuvcnaﬁioq, tha fodergl aid cannot
ba limited to oﬁly certain kinds of gsaidents. The dividing
. Line should be by income, in our view, namely aid for all

- those who cannot afford to praserve their properties reaard~
" -less of thelr age or physical handicapo.

Incidentally, v~uerlv homeowners in those neighhorhoods or

rural areas, where a;andonment and detorioration and substandard
housing arec Drhvalnn tend to be of very low~income and only
grants will bring zkhout needed repair or rzhabilitation undex
authorizations such ag 115 and that souqht for 504, as discussed
above.

- . . B .-
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The Honorable Robert Taft, Jx.
June 12, 1973
Page Three '

Sono épecific observations on the.language of the bill
are: ;

a) Title I, nec. 101, adding sec. 244 (c) (2), appears

- to exerpt structures rchabilltated with the aid of

the "Pa from meesting building code standards. This v
wa bealieve, could bo a serious error. The Hi¥a giould
encourage the adopticn of basic rehab standards.
Federal aid should not be extended for housing repair

"/ which does not relate to improving the structural

soundiass of a house and/or its safety and healthful-
negs Qthervwige, the conditions wnic contributae to
'abanaonrent are uncheaked, :

by the definition of "neighborhoods and areas” covered
b; IiPA, as contained in the nrovoced 244 (d) (2), sceas
urbkan oriented, €0 many rural areas could be saild not
tc have "suificioent public ubilities and services etc.,”
that the progran's usefulness in rural 2America would
bhe greatly dininished,

We would confine the definition to “reasonably stable areas.

Past expericence with feéerally»ai&c& xehabilitation Prograns
hag showm the need for public agency involvermant o police
uge of the federal wids to insure compeitent and quality work
and sound administration. We kelisve that, for rural arcas
at loast, state, regional and county housing agencles and
auﬁhorit&*s should be assigned the role of ad“ln,sterlng the
PrOYGrans, supervis &ﬂ by Frala, % )

e wish to eall to vour atte ﬁtion an afternative and perhaps

simpler way to aid rehabilitation for rwral low-incoms home-

owners through improvements teo the program DLOVld“Q for in

the existing section 504 of the llousing Act of 1345, as amended.
Section 504 provides for low interest, dirget federal loans
with 10 vear terms and for grants up to $3303, for rechabilita-
tion, through the Farmers Home Acministratioan. Sriefly,
lengthening the terns of these loans, thus reducing the size
of monthly payments, would enable rore xural persens to afiord
undertaking rehabilitation. Furtheyxr, if the grant provisilons
of 504 were funded, truly lew income homeowners cguld undex--
take property preservation. Thesa changes would put rural
areas on a parity with current urban nrograms, which have 20

-year loans and funded $3500 granta under "actiong 312 and

115, respectively, ©han, using ¢hsse loan and grant aids,
separatzly or in combination; low-income rural families could
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Tha Honorable Robert laft, Jr.
June 12, 1973 :
Page rour

afford to make cesn@rately necded property repairs. En-
closed i3 a copy of a study by our staff setting forth these
pointsa,

As you know, rehadb and repalir alds, particnl rly the grants,
are even more important in rural areas where incones are
lowexr, housing choice wore limited and attachrment of one's
land stronger than in urban and suburban arcag.

Your hill, we bslicva, has a nuwber of new and highly use-
ful provisions and, subject to the zbove comments, we applaud
it. VWe Gdo think the lanquage of the Act may need closer
review and that additional attention should be. raid to thc
ralation of tho vrograms in this bill fo eviutan provisions
in the national aeuoing legislation, so that addption of HEA
would not add to an already complex gituaticn.

- HAC would 1ike to be of further help to you and your office
after these comments have been reviewed. I believe further
discussions with your staff waulu ba uzseful.

‘Respectfully,
Gordon Cavanauvgh
Ixecutive Diractor
Enciosure.

‘bey  James Wev;lle

‘ © Arnold Sternberg

Art Collings S
Senior staff (HAC) S e
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