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INTRODUCTION

A new energy is sweeping central city neighborhoods across the coun-
try. Public interest in housing rehabilitation projects, community group
activities, Federal and local government involvement, and national coali-
tions are currently converging on the neighborhood. This attention is also
being reflected in the media, housing conferences, and development programs.
More than anything else, neighborhood development is a broad-based movement
--in terms of locality types, the concerned populations, and pverall
objectives.

An Urban Neighborhood Community Association Project (UNCAP) is a
program designed to develop housing opportunities for people who reside in
urban neighborhoods and want to improve their residential environment.

As described by this manual, a community association is a mandatory member-
ship organization of dwelling unit owners which is established with the
development of a condominium or homeowners association; a cooperative, as

a common interest form of ownership, can also be considered a community
association. In all three formats, establishment of a community association
can expand ownership oéportunities, improve and preserve the physical
conditions of existing housing, and create a grassroots mandatory member-—
ship organization of residents. This manual seeks to promote those
advantages by addressing persons actively involved in neighborhood housing:
the directors and staff of community agencies, local government housing
planners, and builders/developers specializing in urban residential

development .



THE UNCAP CONCEPT

The many housing market forces now shaping the face of urban neighbor-
hoods are beyond the control of most low- and moderate-income residents.
Instead, politicians, landlords, bankers, realtors, and others determine
what housing options will be available.

Ownership--as a means of control--is at the base of the UNCAP concept.
Renters traditionally cannot influence the quality or costs of housing, and
are more vulnerable to market fluctuations than are owners. In addition,
renters cannot decide how much.an owner will invest in their building, con-
trol how much they must pay for space, or monitor the sale of their building
to another owner. Despite efforts to regulate the rental market to the
advantage of tenants (through rent control, rent stabilization, and conver-
sion ordinances), renters remain relatively powerless to affect their hous-
ing environment. This situation has become more critical as landlords,
faced with inflationary housing and maintenance costs, are forced to raise
rents or decrease investment levels in order to maintain comparéble profit
margins.

Ownership, on the other hand, offers residents several bénefits. Tax
laws offer a large subsidy to owners by allowing income tax deductions for
property tax and interest payments. In addition, owners--as opposed to
renters--establish equity with their monthly housing payments. For those
who desire it, then, ownership is the more advantageous housing choice; the
urban neighborhood community association (UNCA) is one method of expanding
ownership opportunities for residents who are normally not able to buy a

house.



OBJECTIVES OF UNCAP

The first objective of UNCAP is to help people learn to help them-
selves. Past efforts to halt housing deterioration in the central city
areas have often ignored the importance of encouraging resident participa-
tion. Unless residents are involved in. housing improvement programs, com-
plex subsidy schemes and physical improvements will prove unsuccessful.
Formation of a community association provides the framework through which
residents can build their capacity to manage their housing environment.

The process of setting up a community association also can have a posi-
tive supportive effect on the neighborhood. Thus, the second objective of
UNCAP is to contribute to community stabilization by offering residents the
opportunity to remain permanently in the neighborhood as owners. By creat-
ing the opportunity for existing residents to stay as others move in or out,
economic and racial diversity can be promoted. The physical improvements of
property resulting from community association conversion contribute to the
long—-term maintenance of housing stock--a critical city resource.

The goals of improving the quality of urban housing for low- and
moderate-income residents and building the capacity of neighborhood—based
organizations go hand-in-hand. The last decades have shown that quality
housing cannot exist when social problems or physical decay eventually
overwhelm direct attempts to improve housing conditions. The formation of
neighborhood groups which can identify specific problems and propose
solutions will prove useful long after the phase-out of local or Federal
neighborhood assistance. By its very nature, the association form of
ownership unites good housing with concerned residents; with the
establishment of such organizations, a neighborhood will be watched, guided,

and directed by those who have a stake in its future.



UNCA FUNCTIONS

A community association (UNCA) functions to maintain and enhance the property
of its owner-members and to enforce democratically adopted rules of behav-
ior. A community association is a "common interest community"--living units held
together by a commén interest in and ownership of a significant portion of the
property.

Created in accordance with State or local law by a recorded declara-
tion of covenants, the association's legal documents make it a private
organization with many public powers and obligations. An UNCA may set and
collect assessments, make and enforce rules and regulations, and enter into
business transactions. These powers represent a unique advantage because
they give the property owners both the responsibility and the ability to
administer their own affairs without interference from outside parties.

Membership in a'community association is mandatory. Upon taking title
to his or her home, a purchaser automatically becomes a member of the asso-
ciation. Although the form of an association and the type of housing may
vary, the practical differences among associations concern scale rather than
function or design. All UNCA's perform the same fundamental roles.

In its first role, the community association is a service-oriented
business, providing maintenance, repair, and security services to its mem-
bers who are its "owners." The association also acts as a private govern-
ment, performing public functions. It has a taxing power (via assessﬁents)
and rulemaking and enforcing authority. Its documents and the applicable
State statute establish its business and regulatory framéwork and support

its operating functions.



OPERATING ASSUMPTIONS

An UNCA can be defined in terms of the properties, people, and neigh-
borhoods involved. This concept is based on several assumptions. First, in
the first phases of the project, it is assumed that existing rental proper-
ties will be converted to a community association form of ownership. These
rental properties can be highrise multifamily buildings, attached rowhouses
a group of flats, or detached single family houses. The scope of each
project is limited only by the fact tha; the property owners must agree to
the creation of the association and allow the imposition of the covenants.

Secondly, it is assumed that the UNCA will be available to the people
who cannot easily afford to purchase housing in the regular market. As the
costs of housing continue to escalate rapidly, the number of people who
cannot afford to buy increases. Condominiums and cooperatives are often the
least expensive form of ownership housing because of the economies of the
the common space. Therefore, developing these alternative forms of
ownership is a logical method of increasing housing opportunities.

Resident income levels will likely differ in each UNCA according to
the scheme of financial development. The more cost savings achieved through
the use of subsidized loans, secondary market programs, or commitments of
lower interest mortgages, the lower the cost of each unit. Because a down-
payment and ability to support monthly mortgage payments are necessary for
ownership housing, an UNCAP as currently described is a moderate-income pro-
gram. This assumption is not meant to preclude the possibility of designing
an UNCA with substantial public housing subsidies for low-income families.
However, the concept is used to define the most realistic range of income
required to support the costs of developing a non-subsidized UNCAP.

Common interest ownership housing can be beneficial to moderate-income

residents in either a declining neighborhood or a neighborhood undergoing
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renewal. In a deteriorating neighborhood, the process of UNCA conversion
and rehabilitation will help to stop further decline by motivating residents
and/or owners to invest in housing renovation on other properties.

Conversely, an inner-city neighborhood may become an object of renewal
by higher income residents because of convenient location, attractive hous-
ing stock, or affordable prices. When builders and owners invest in rehabi-
litation, the general appearance of the neighborhood improves; however, dis-
placement may occur when rents increase or units are converted to ownership.
Conversion of units to condominiums or cooperatives, or creating an HOA
which offers housing at lower prices are strategies for filling such housing

shortages.

UNCA DEVELOPERS

UNCAP is neither a program designed to stimulate the production of
housing units nor a financing mechanism. Rather, the Urban Neighborhood
Community Association Project was designed to outline a plan of action for
those people working in neighborhood housing. This process: (1) must be
adapted to each situation; (2) will demand the energies of a committed group
of people; and (3) is an avenue through which neighborhood residents cén
build their capacity to design and manage their housing environment. The
authors of this manual envision that each UNCAP developed will be the product
of a team effort--a partnership of residents, lenders, government, attorneys,
and developers involved in putting together the préject. The UNCAP sponsor
will initiate and oversee each component of the process. Possible sponsors
may include:

o a community development corporation;

o a neighborhood-based organization;
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o a group of tenants who are investigating housing ownership
opportunities;
o a local housing or redevelopment authority; and
o a lender or group of lenders holding deteriorating properties.
The UNCA team (UNCAT) may include professionals from the real estate
and development industry, the lending institutions, or a local technical

assistance organization.

THE UNCAP MANUAL

This manual is addressed to any group of individuals which is con-
sidering whether to develop moderate-income housing in a central city neigh-.
borhood. For any such group, the process of developing real estate--partic-
ularly acquiring, rehabilitating, and marketing a building or group of
buildings--is a very difficult and time-consuming task. It demands a grasp
of many complex and technical areas of expertise. The scope of this manual
does not provide for detailed instruction in each of these areas.

Instead, this manual outlines a model process. While it does present
considerable basic information--and innovative options as well--it was
designed principally as a summary of the tasks involved in developing,
owning, and managing an urban neighborhood community association. Other
sourées which deal more comprehensively with specific components in this
process are identified in the text and references section at the end of the
manuale.

The UNCAP manual focuses on condominiums and homeowners associations
(as specifically defined in Chapter 1). Much of the information contained
in the manual will be helpful for parties deciding to convert a property to

a cooperative. However, the unique contribution of UNCAP is the application
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of fee simple ownership of a condominium or HOA unit to the low-and
moderate-income market, and the potential benefits of a community associ-
tion in an urban neighborhood.

The manual is only one part of the Urban Neighborhood Community
Association "project." It can and should be supplemented by other written
pieces, including the Executive Summary (which serves as a broad description
of the "project") and short booklets:directed to special interest groups such
as the prospective homeowners and municipal planners.

The UNCAP manual is part of a continuous process. That is, as new
information is generated, it can be incorporated by local groups as they see
fit. The document is and will be a working tool to be shared, refined,

revised, and proven. Like UNCAP, this manual is designed to work.
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Chapter 1: THE DEVELOPMENT PROCESS

GENERAL CONSIDERATIONS

The primary goal of an UNCA is to make ownership housing available at
costs within the reach of moderate-income individuals and families. At the
same time, an UNCA functions to preserve that housing and to help stabilize
the neighborhood. Accomplishing these goals demands an organized and com-
petent development team composed of a chief sponsor and group of allied pro-
fessionals. This development team must initiate and implement each step of
the property conversion design. The organization undertaking an UNCAP will
face a variety of policy decisions throughout the developnent‘process which

will directly affect the viability and success of the project.

Why Create an UNCA?

Creating an UNCA is one method of addressing the housing needs of a
diverse urban‘population. In addition, certain direct benefits and goals
for low- and moderate-~ income persons are especially achievable with an
UNCA.

When should an UNCA be considered as a means of providing housing?
Chiefly, when:

o 1it offers the best means for providing ownership housing for

moderate-income families in urban neighborhoods, utilizing existing

housing stock;

o the site(s) being considered for ownership housing require the
maintenance of common grounds and facilities or housing structures;

o the property being considered requires the owners to share such
structural features as accessways, hallways, walkways, elevators;
or other facilities;

o a self-governance organization is desirable to enforce operational
and behavorial standards to protect the common living situation;
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o an organizational structure is desirable for residents wanting to
be represented in city government and in other public agencies;

o a community-based group is needed to provide services, programs,
and general support to residents and others in the neighborhood;

and

o it is beneficial to unite various types of housing under one
framework to foster the inprovement of a block or area.

Typical Small Scale UNCA's

The three basic types of UNCA's available for group ownership of hous-
ing arg the condominium association, the homeowner association, and the
cooperative housing corporation. The type chosen will affect the legal
structure and basis of the association and determine the division of proper-
ty ownership between individuals and the group in common. All three types,
however, ailow for the creation of a membership organization tied to
housing.

A homeowner association (HOA) approach applies when individual units

are on separate lots and the purchaser owns both lot and unit. The HOA owns
anything to be used in common by all the owners, such as meeting facilities,
parking areas, tot lots, and recreational areas. In addition, the associa-
tion may maintain private lots and the exteriors of residences.

In a condominium, the individual unit owner owns the interior of the
unit only and shares ownership in the facilities and common grounds. The
association, on behalf of the owners, maintains the exterior of all struc-
tures and provides various services.

In a cooperative (co-op), the individual unit owner owns a share in
the corporation and is permitted to live in a designated unit. The co-op
corporation, on behalf of the shareholders, maintains the entire housing

structure and facilities.
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Of these three types of organizations, only the homeowner association
applies exclusively to single family detached or attached housing on
separate lots. The HOA legal structure ties the association directly to the
land under the residences. The condominium and cooperative, on the other
hand, can apply to any type of housing structure, including single family,
‘attached or detached townhouses, or multifamily buildings. However, due to
legal and organizational complications, condominiums and co-ops are princi-
pally used in stacked housing developments such as multi-flats, garden
apartments, or multistory buildings (See Appendix I.1, I.2, and I.3).

Most states do not legally require a minimum or maximum number of
units for UNCA's; HOA's and condominiums have been developed for as few as
two units to as many as several thousand. However, the size of the associa-
tion impacts on both the management of the association and on the distribu-
tion of expenses. A smaller UNCA (2-40 units), while relatively simple to
manage, also places a greater burden of self-governance and financing on its
owner members. Conversely, a larger association (40-200 or more units)
faces complex management challenges calling for full-time professional staff

while asking for less input from owners.

Large-scale UNCA Options
Condominiums, co-ops, and HOA's may be combined by means of a multi-

association option. With several adjacent and diverse housing units, each

property can be developed as an individual UNCA to be marketed to the same
or to different income groups. Multifamily buildings can be organized as a
condominium or as a cooperative; townhouse units can be developed as a con-

dominium or as an HOA. Depending on the nature of the ownership and
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existing zoning and site configurations, further consolidation is possible.
For example, townhouse units may be included in the condominium conversion
of a 40-unit or 9-unit apartment. Given a choice, it is preferable to
combine townhouse units with the 9-unit apartment to minimize the
differences between the types of housing structures.

With a multi-association strategy, a sponsor can develop an entire
block of mixed housing types, creating an individual association in a
building or combination of buildings. A self-governance frameﬁork permits
new owners to manage their own affairs within their own buildiné.

In the multiple association situation, an additional organization may
be needed to coordinate the smaller associations, to provide services or
facilities needed by all the owners in the smaller associations, and to
assure long-term continuation of the UNCA objectives. This kind of organi-

zation is called an umbrella association. The umbrella association may set

standards for maintenance of exterior portions of the buildings and perform
services necessary for all of the families on the block.

Within this framework, the individual associations in the separate
buildings would continue to provide services internal to their structures
only. The umbrella approach provides a formal, organized structure which
allowé residents a voice in an area larger than their immediate building and
services not otherwise available from their individual association. Each
owner of a unit in a subassociation is a mandatory member of the umbrella
association, including tenants of rental units where desired.

Forming an umbrella association for an UNCA increases the flexibility
of the project design. For example, a sponsor can combine a moderate-
income condominium, a lower-income cooperative, a rental building with

Section 8 subsidies, and a mixed-income townhouse HOA. The umbrella form
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also permits phasing the development of a project. The documents can con-
tain specifications for the eventual design of the UNCA and create an organ-
ization of owners to guide the process. Each owner is a member of the
individual building's association, and each tenant is a member of the
building's tenant organization, making decisions about building management.
In addition, all owners and tenants are members of the umbrella association
and participate in decisions and operations affecting the entire develop-
ment. Membership in an umbrella association is mandatory upon residency
and/or ownership in properties included in the UNCA.

A neighborhood association functions similarly, but without the manda-

tory requirement. Figure I-1 shows an overview of what might be a typical
densely settled urban neighborhood with mixed commercial facilities. A
sponsor may develop a strateqgy for redevelopment of a large area in stages;
in this example, several vacant properties can be put to productive use if
acquired and maintained by a community association.

In the block bounded by Main and Willow Streets, there is a potential
for a 30-unit condominium mid-rise association and a separate HOA for the
townhouses and single family units. The entire block can then be encompas-
sed by an umbrella association responsible for maintenance and provisiop of
services for all residents and improvement of the vacant lots. In the block
bounded by Oak and Elm Streets, at least two condominium projects can be
created in the 40-unit buildings or combined into a single condominium with
redefinition of lot lines. The abandoned theatre may also be acquired by
each of the separate umbrella associations or by the various associations
within the 3-block area as a community center.

An umbrella association cannot be imposed after the fact. It must be

designed and the legal documents prepared and recorded before the sale of
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Figure I-1: UNCA APPLICATIONS IN A NEIGHBORHOOD (OVERVIEW)
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the first unit to be encompassed by the umbrella association. It is, how-
ever, possible to develop the parcels in phases and add them to the umbrella
association as the phases are conciuded. Planning for an umbrella associa-
tion must be undertaken very early in the development process.

An UNCA sponsor may wish to acquire residential housing ih scattered
sites. In such cases, UNCA development is possible if the program is care-
fully structured and the legal documents established for management of the
umbrella association provide for the addition of properties. For example,
in the first acquisition of a 12-unit apartment building, the total member-
ship of the umbrella association will be the owners of tﬁe 12 units. As
additional buildings or residences are completed, they can be encompassed
within the association by means of declaration by the development team and
documentation. "

In a large urban residential area inolving a variety of residential
and commercial uses, the development team must define the total intended
scope of an umbrella UNCA, and structure its documents accordingly. Proper-
ties including townhouses, stacked units, and recreation areas may then be
acquired independently and sequentially, as availability and rehabilitation
factors permit.

The use of a large-body association complicates the UNCA development
process in terms of documentation, financing, coordination, and management.
Inexperienced sponsors should start small and learn about creating a basic
single association before designing a complex multi-association project.

In geographic areas where common interest forms of ownership are unusual, it
may be particularly difficult to put together the more innovative neighbor-

hood or scattered-site umbrella association.
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Finally, sponsors should ncte that imposing an UNCA structure on
occupied properties will likely create owner resistance; it is wmuch more
feasible to convert rental properties in ovder to form a single condominium,
HOA, or cooperative UNCA. Alternatively, in a neighborhood with widespread
abandonment, an umbrella association can e created over unoccupied

buildings.

Specific Conversion Problems
Specific problems unique to the conversion process include the
following:

o Resident counseling. Prospective owners must be trained not only
on matters relative to homeownership, bub on the UNCA concept.

o Local Government Approval Process. Most local and State governments
have established unique reqguirements and a substantial review
process for UNCA conversions.

o Lender Requirements. Generally, lenders and financial requlatory
institutions impose more stringent lzgal and underwriting require-
ments on association communities because of the interrelationships
among the units and between the units and the association. Securi-
ty values are affected by third parties such as the developer,. the
association, and other owners. TPFinzncing for purchases and subse-~
quent resales requires early compliance with lenders® requirements.

o Establishing the Association Operaticn. Thorough planning of the
association process is essential if the organization is to remain
viable over time.

"o Association Documents. The2 prover preparation and drafting of the
legal documents is c¢ritical to the creaticn of the asscciation.

o Extended Sponsor or Developer Involvement. In a community associa—
tion development, the responsibilities of the developing organiza-
tion are not concluded until all of the units are sold and all of
the owners are properly prepared to assume their ownership role.

In an UNCA, post-sales involvement (i.e., technical assistance and
counseling programs) may be needed to ensure successful
operations.
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The Role of the Developer

An UNCA may be developed by any public or private organization with
financial and legal capacity to: (1) acquire appropriate property; (2)
undertake the rehabilitation of the physical structure; (3) provide neces-
sary ownership counseling and governance counseling; (4) initiate a process
for limiting displacement and dislocation; and (5) assemble the financing
necessary to provide moderately priced ownership housing. Development organ-
izations may include:

o nonprofit housing organizations or community groups;

o municipal or public housing agencies;

o ad hoc tenant organizations choosing to acquire their buildings;
and

o commercial housing developers operating in an urban neighborhood on
a fixed-, limited-, or full-profit basis.

The role of the UNCA developer is to both facilitate and coordinate.
Specifically, the developer is responsible for the following:
o establishing the goals for the project;

o defining the specific objectives and strategies to achieve these
goals;

o organizing the financing, rehabilitation, and operations;

o selecting prospective owners, arranging financing, and consummating
sales;

o handling the problems of displacement and dislocation; and

o establishing appropriate educational systems in the process of con-
verting renters to self-governing owners.

The UNCA development process involves a series of decisions, and calls
for both an understanding of when the decisions must be reached and how the
development organization must be organized and structured to make those

decisions. For example, preparing a building for habitation must continue
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simultaneously with efforts to select and counsel owners, deal with disloca-
tion and displacement of renters, and create the association with an eye to
long-term management.

The developer must also be an entrepreneur. The sponsor and team must
assess the financial feasibility and marketability of the project and, ulti-
mately, make a go/no go decision based upon that assessment. While the
UNCAT or sponsor may not be concerned with profit in the traditional sense,
the project should be economically viable for residents and its goals should

be achievable within the project's economic constraints.

The Development Team (UNCAT)

Organizations involved in providing housing in urban neighborhoods
must assemble the proper talents and skills to develop an UNCA from the on-
set. The group organized by the sponsor comprises the urban neighborhood
community association team (UNCAT). Team members may include the
following:

o an architect or engineer whose counseling regarding the rehabilita-

tion and restructuring of the physical property will materially
affect financing and long-term association expenses;

o an attorney to design the association legal documents consistent
with the goals and design of the project set forth by the UNCAT;

o a lender or individual with development finance experience to
assist in arranging for ultimate financing of the project (to
include the various Federal or State/local mortgage insurance and
financial assistance programs available);

0 a manager who has the talent and experience to help create and
monitor the operation of the UNCA;

o an insurer who can review the UNCA's unique insurance needs and
help outline a basic insurance package;

O a community organizer or neighborhood specialist experienced in
organizing neighborhood groups and administering neighborhood
programs; and
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o A contractor or builder with experience in rehabilitation and
various aspects of construction, contracting, scheduling,
marketing, and real estate.

Each UNCA project will require a different mix of talents. For
example, a small project involving a few units and a simple organizational
structure may require only two or three individuals; outside talent can be
included from time to time as specific needs or problems arise. Large-
scale developments involving 50 or more units will call for a number of
individuals and talents. No matter how many individuals may be involved,
the developer's task is to organize the team early in the process and to
convene it frequently for review, discussion, and coordination throughout

the UNCA process.

befining the Goals of the UNCA

The sponsor's first task in the development process is to define the
UNCA's goals. While these may vary for different organizations and neigh-
borhoods, general goals may include:

o the provision of ownership housing for moderate-income families
in urban neighborhoods;

o the stabilization and prevention of neighborhood decline through
improvement of existing property;

o the maintenance and preservation of rehabilitated housing that does
not entail long-term public or quasi-public financial commitments;

o the provision of a process of self-determination and self-govern-
ment for residents of a housing development; and

o the strengthening of the neighborhood by means of an organizational
mechanism tied to the UNCA.
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Defining Strategies and Objectives to Achieve the Goals

Once established, housing goals should be reduced to specific objec-
tives and strategies to provide direction to the UNCA. As a critical
planning factor, the UNCAT should first define the pppulation to be served.
By its very nature, an ownership housing prégram requires owner-participants
to have the economic capability to secure a mortgage and meet monthly pay-
ments. Future residents must demonstrate a steady source of income as a
minimum threshold to insure the economic success of the project.

Income levels will dictate subsequent decisions in obtaining financial
assistance to acquire and rehabilitate the property. The final costs of the
units should be affordable by prospective owners; a minimum income level for
ownership can be determined by projecting the total development costs of a
particular site. Financial assistance or subsidy programs available must be
examined to determine how they can apﬁly to an UNCA.

Another initial consideration is to plan for any displacement and
relocation of existing residents that will be necessary. The UNCAT must
decide at the outset what strategy will be taken to handle displacement. If
a project goal is to minimize displacement of tenants, then programs must be
identified to enable existing tenants to become eligible for ownership.
Notwithstanding these efforts, some displacement will likely occur and the
UNCAT should plan  to provide appropriate relocation assistance.

Counseling and education are strategic to the development goals of
self-reliance and self-governance. Related activities will include informa-
tion for neighborhood residents on the project to solicit their reactions
and advice for the development scheme. The UNCAT should also provide train-
ing of prospective owners in personal financial management skills, and

programs describing the proposed project and UNCA process.
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The UNCAT should also coordinate efforts with existing neighborhood
groups to obtain their cooperation and input. If no such groups exist, the

UNCA can be designed to provide more extensive civic services.

THE DEVELOPMENT PROCESS
Overview

There are five basic phases in the development of an UNCA: pre-
design, design, start-up, transition, and governance or management. The
events of each phase are frequently a result of various local, State, and/or
Federal government requirements; the timespan for each phase in any specific
project will vary with the complexity of any one undertaking.

A brief discussion of the key elements and tasks for each phase
follows. Detailed treatment of major functional activities follows in sub-
sequent chapters of this manual. Figure I-2, at the end of this chapter,

shows the proposed sequence of the development process.

Pre-design Phase

During the pre-design phase the developer or UNCAT will set the broad
parameters for the proposed project and conduct preliminary assessments of
the feasibility of the project. The first step will be to establish the
specific goals to be served by the UNCA and outline objectives and strate-
gies to achieve these goals, as discussed previously. Note that, while the
primary goal may be to provide ownership housing to moderate-income families
(and, in so doing, stabilize neighborhood housing stock), other goals may

include job training and employment, neighborhood service programs, etc.
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Neighborhood areas suitable for an UNCA must be identified and, within
them, specific prospective housing sites identified. Demand for ownership
housing in the neighborhood and for the sites chosen should be assessed.
Assessment should include an analysis and evaluation of the physiéal condi-
tion of each prospective site, as well as an evaluation of the financial
status of the building, including extent of outstanding debts and operating

~costs.

An evaluation of estimated project costs for each site must be com-
pleted during this pre-design phase. Potential approaches for financing the
project can be developed and sources of financing identified. Finally, a
determination and selection of the optimal site can be made, based upon a
preliminary economic feasibility analysis comparing expected costs, avail-
able funding, and the capacity of the targeted families to meet costs at
their income levels.

The pre-design phase determines whether or not the sponsor should go
forward with the UNCA, whether a given neighborhood and site are suitable,

and whether costs are affordable for the targeted families.

Design Phase

During the design phase, the developer implements decisions made
during the pre-design phase. Related activities include physical and struc-
tural design options, marketing and staffing decisions, financing choices,
and organizational decisions regarding the community association. At this
point, the UNCA begins to take shape.

At the outset of the design phase, the developer team must be formally
organized and structured to begin the process of design and decision making.

The first task will be to initiate the negotiations for site acquisition.



23

The s;te acquisition price is a principal factor in the initial project
budget which must be developed in this phase. Other aspects of the initial
project budget include rehabilitation expenses and the overall costs of
organizinq the sales, counseling owners, and structuring the association.
The budget must be figured over time; revenues and costs must be identified
during the development period.

The UNCAT must decide on the nature and form that the association(s)
will be used in the project. In order to approach lender sources for funds,
the parameters of the type of association, scale of operations, and tenta-
tive budget must be decided. All arrangements for project financing must be
completed during this phase. Limited arrangements may be pursued at this
stage for permanent financing of unit mortgages but cannot be consummated
until sales are ready to proceed. Before the design phase is completed, all
legal, management, and operational decisions regarding the association must
be firmly established so sales can be initiated.

Once the site has been acguired, the UNCAT effort can undertake several
simultaneous activities, including:

o communicating with tenants and others nearby to explain the purpose
and scope of the project and to solicit support;

o finalizing the intended scope of renovation and establishing prior-
ities and a goal-specific schedule;

o initiating the process of prospective owner selection and
establishing an education and counseling program;

o designing a relocation program for tenants who will not be partici-
pating as owners; and

o finalizing the community association design including legal docu-
ments, operating budget, capital reserves budget, the management
scheme, and approvals from the lender and governmental entities.
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Start-up Phase

The start-up phase legally establishes the association and begins the
renovation process, sales, and UNCA operations.

The legal creation of the association occurs when the developer
formally files its legal documents with the appropriate local government
agency. Initially, the developer forms the UNCA Board of Directors from the
development team, with the possible addition of an advisory group fram the
neighborhood or tenants' organization. A meeting of the Board of Directors
of the association should be held immediately to adopt the association's
bylaws, rules and regulations, and operating budget.

Major aspects of renovation and rehabilitation must be completed
before sales can begin. In accordance with project design, the needs of
existing tenants and prospective owners would be accommodated, when
feasible, during the renovation process.

Next, the transfer of the ownership of units may begin. Prospective
owners must receive counseling and education to prepare them for this unique
form of ownership. The sponsor and UNCAT can prepare a homeowner's manual
for the new owners to be distributed as they take possession of their units.
Such a manual should set forth a general description of the UNCA, its
purposes, procedures, and operational structure. One section might also be
devoted to basic aspects of unit maintenance.

Next, the developer should implement the relocation plans previously
mentioned. The scheduling of the renovation and subsequent move-in by a new
owner will have to accommodate this activity. On the other hand, if the
entire building(s) will have to be vacated to complete major interior
renovation, early move-ins of new owners will help limit security problems
and demonstrate to the neighborhood at large the association's commitment to

renovation.
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As the transfer of units to new owners takes place, the association's
operational responsibility and financial process will begin. While the
developer may structure the finances in such a way as to assume most of the
responsiﬁility for early funding, the association should become independent
of the developer's control as soon as possible in order to take full respon-
sibility for providing common services and maintaining common facilities.
The earlier owners become involved in the governance process, the more

committed those owners will be to the overall success of the association.

Transition Phase

During the transition phase, the owners will gradually take over the
UNCA's operations and responsibilities. The transition phase can be
described generally as that period during which 25% to 75% of the units are
sold, with the balance of the units in some stage of rehabilitation or
tenant occupancy.

The transition phase centers on the completion of rehabilitation
activity, the preparation of the owners to assume the operations of the
association, and completion of sales and move-ins. At this time, the owners
are contributing assessments to the association and using the common areas
and facilities on a regular basis. There will now be sufficient numbers of
owners to support participation in association activities and to begin
taking a greater role in association committees and the Board of Directors.
Most of the tenants who are not buying units will have moved.

Most, if not all, of the major structural renovation will be completed
by this time. 1Individual unit renovation may still be underway depending on

the method for interior rehabilitation.



A process should be initiated to involve owners on the Board of
Directors with a particular understanding‘of-the association process to
assume a leadership role. By the end of the transition phase, the developer
should transfer majority control of the association board to the owners
through an election.

As more and more new owners take possession of their units, an
increasing share of the total revenues collected will be coming from the
owners rather than the developer. 1In addition, an increasing proportion of
the common area and facilities will be in use by owners and more expenses
will be incurred for maintenance and operation. The key to successful tran-
sition of control will be efforts to prepare owners for leadership
positions, good management and management procedures, and good communication
between the sponsor, UNCAT, and owners. Part of this training is provided
by the involvement of the owners on committees; as they gain process
experience at this level, they can gradually assume positions on the Board

of Directors.

Governance Phase

The association reaches the governance phase when owners are elected
to a majority of the seats on the Board of Directors and full responsibility
for association operations transfers to the owﬁers. The last of the
rehabilitation work will be completed. Owners will take possession of the
last remaining units, and the development will be fully occupied by owners.

Board members will set policies; let contracts; implement or amend
controls, rules, and regulations; and, in qeﬁeral, shape the future course
of the association and the community. How well these elected representa

tives perform on the board and how well the balance of the owner membership
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adapts to the association style of ownership will depend in large measure on
earlier efforts to provide effective counseling and education.

During the governance phase, the UNCAT will prepare to "move out" and
can do so once the last of the units are séld, the rehabilitation work is
completed, and the association operations are functioning smoothly. At this
point, the sponsoring organization may affer to provide continued guidance
and assistance during the formative years of self-governance. By retaining
an advisory position on the Board of Directors after compiete assumption of
owner control, the UNCAT may be able to head off potential problems or
difficulties during this period when the association may be at its weakest,
financially and administratively.

Regardless of the developer's continued role, all association records,
books, contracts, and other legal documents should be transferred to the
owners' association. Legally, financially, and operationally, the UNCA is
now under the control of the owners. In its role as advisor, however, the
sponsor can build a positive relationship for the association with the
surrounding neighborhood and increase the impact of the association on the
neighborhood at large. The association can be utilized as a force to
stimulate further public and private investments in the neighborhood and to
utilize the talents and experience of the developer and the owners in bring-
ing about similar developments in adjacent areas.

The development process of an urban neighborhood community association
is clearly a complex one, involving a variety of interrelated tasks and
responsibilities that place a premium on careful planning, scheduling, and
communication. The developer, as creator of the UNCA, assumes the greatest

burden of making significant decisions affecting the long-term viability and
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success of the project. 1In this process, careful deliberation and attention
to detail will be rewarded by the successful achievement of the goals set

forth by the developer.
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Chapter 2: CONSIDERATIONS IN SELECTING A SITE

There is no ideal setting for an UNCA. However, many different
aspects of a property and its surrounding neighborhood will influence the
successful operation of an UNCA over time. This chapter outlines the types
of information that the sponsor should uncover to ensure adequate planninge.
How each sponsor goes about finding the data and how the data are interpre-

ted will depend on several variables.

FRAMEWORK FOR SELECTING SITES

The first step in site selection--data gathering--depends to a large
extent on the nature of the transaction. If, for example, a community
organization wants to rehabilitate properties for sale or lease to existing
neiqhborhood residents, the feasibility study will have to be anonymous and
unobtrusive. This approach avoids both overreactions by tenants and infla-
ted selling prices from owners. Obviously, if a redeveiopment agency is
disposing of publicly owned properties, inforﬁation gathering need not be
anonymous; the sale price will be regulated by law or program design and
will be a matter of public record. There will be a similar openness of
record if an established neighborhood group develops a defined area as part
of a larger redevelopment strategy. Howevef, in this case there must be
well defined methods of notifying and working with tenants to minimize oppo-
sition.

Closely linked to data gathering is the risk analysis process. New
community developers, for example, must determine both their ability and
desire to take on risks that may be considered too high by others. Public

redevelopment agencies may measure properties against tested criteria, or
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share risk with the private sector (through mortgage insurance, housing sub-
sidies, etc.). Neighborhood or tenant groups will tend to weigh the needs
and capacities of specific residents; where existing residents wish to pur-
chase a building, feasibility analysis will focus on the cost of conversion.

Throughout the site selection process, the perspective of the sponsor
should be paramount. The citywide community organization must decide
whether to target its efforts in one area or to consider many neighborhoods.
Redevelopment agencies can be concerned with stabilizing a neighborhood,
developing alternative forms of community management or ownership, or merely
disposing of certain properties. While a neighborhood group has already
chosen a site, it must still select suitable persons for common interest
ownership; similarly, a small tenant group, having decided to buy a build-
ing, must determine the scope of work involved.

A sponsor's goals and objectives will also determine how individual
factors will be weighed in the final analysis. For example, if a sponsor
wants to revitalize a neighborhood, physical factors and fiﬁancial feasibi-
lity--including the potential for leveraging more investment--must be care-
fully examined. For such a sponsor, a successful first project is important
in an overall neighborhood strategy. If, on the other hand, the goals are
to provide housing for existing residents who face incursions from new-
cémers, site considerations are less important. Instead, the group must
identify residents who need assistance.and could benefit from an UNCA.

For a new, small, or relatively inexperienced sponsor, all site
factors should be weighed against whether the concerned individual(s) can
manage and carry through a project in a particular property. A large and

complex conversion will involve many hours of work and dedication. If the
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sponsor group is not willing or able to devote the necessary time and
energy, a smaller or less complicated project is mandatory. (For specific
examples see Appendix II.1)
EVALUATING THE SUITABILITY OF A NEIGHBORHOOD FOR AN UNCA

Just as design defines a building, the characteristics of a neighbor-
hood determine the quality of its housing. The group undertaking the
development of an UNCA should determine how conditions in the neighborhood
will affect the establishment of a community association and, in turn, what
effect the UNCA could have on the neighborhood.

Six critical factors in selection--market identification, demand iden-
tification, physical conditions, convenience, existing organizations, and

inclusion in existing programs--are presented in Table II.1, following.

EVALUATING THE SUITABILITY OF A PROPERTY FOR AN UNCA

The concept of housing incorporates structure, design, space, loca-
tion, financing, and investment; the building itself is only one facet of
this concept. The conversion of an existing property to a community associ-
ation form of ownership is particularly complex because it involves a build-
ing which has already been designed, financed, éonstructed, and lived in.

A group undertaking an UNCA must first examine a building in its
current state. While a wide range of building types may support the
establishment of an UNCA, some are more amenable to the ownership concept
and to a workable community association.

Factors related to setting, general characteristics, and physical
structure are summarized in Table II.2, following. Data on general
characteristics can readily be determined by a walk through the property

area at the onset. Upon gaining entry to the property, the physical
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structure can be examined by an engineer, architect, or rehab specialist.
Building and housing code records, as well as original building and
alteration plans, will also be helpful.
Table II.3 summarizes factors necessary to the successful operation of
the UNCA--including financial, ownership, and legal considerations. Exten-
sive research in each is needed at this stage before plans for the associa-

tion can become concrete.

MAKING A DECISION

This chapter is designed to help the sponsor make a systematic and
thorough review of factors which will affect the UNCA process. The informa-
tion produced will have little utility in and of itself. When combined with
the goals of the UNCA sponsor, this analysis will be much more pertinent to
the site decision. The ultimate decision will probably be subjective--based
upon the general feeling for the suitability of buildings and location, and

informed by systematic review and analysis of all available data.



Market
Identification

Demand
Identification

Physical
Conditions

Convenience
of Location

Table II.1:

Factors

1. area unemployment
2. neighborhood income level

3.

l.

3.
4.

l.
2.
3.

household composition

vacancy rate

turnover rate

rent or price levels

level of (housing) investment

quality of housing stock and other
buildings (per local standard)

quality of infrastructure (streets,

walks, lighting, sewers)

proximity to employment

proximity to commercial services
proximity to recreational and com-
munity services

availability of transportation

EVALUATING NEIGHBORHOOD SUITABILITY

1.

2'
3.

Considerations
a study source of income is
essential for ownership
will define scope of UNCA
age and size of household will
determine design features and
services

vacancy will determine price and
marketability. Few vacancies =
lower acquisition costs; many =
low demand

high turnover =
UNCA management
rates will determine market for
units

UNCA may lower cost of ongoing
activity or provide framework for
new activity

difficulties in

level of deterioration will
determine UNCA "agenda," total
environment will affect
structures

will determine general benefit

residents will be attracted to
employment opportunities

regular and daily needs must be
met

essential support services must
be determined and made available
the site should be served by
public transportation

Information Source
municipal planning or housing
office (market info. & maps)
Housing and Population Census
Reports (Census data)
R.L. Polk & Co. (neighborhood
conditions)
tax assessor records (owneship,
building permit records
local bank records*
windshield surveys

e

planning and development
agencies (possible surveys)

housing reports

Polk Reports

windshield surveys

social service agencies
planning agencies
recreational commission
windshield surveys

* All federally insured lenders must provide information of loans by zip code under the Home Mortgage Disclosure Act of 1976,
plus other credit information.



Existing
Organizations

Inclusion in
Existing Programs

1.

3.

2.
3.
4.
5.
6.
7.

Table II.1:

EVALUATING

NEIGHBORHOOD SUITABILITY (cont.)

Factors
neighborhood-based groups
tenant groups
community development
corporations

Community Development Block
Grant target area

Neighborhood Strategy Act
housing improvement program
neighborhood improvement program
code enforcement area

private investment area
Neighborhood Housing Services
(NHS)

Considerations
existing organizations can
support residents of an UNCA in
the conversion process and early
years of operation.

if all or part of the
neighborhood is already included
in a public or private investment
target, it will be easier to
identify financial and technical
assistance.

an UNCA can be compatible with
these programs and enhance the
benefits of them.

Information Source
community development office
city planning departments
mayor's office

SE



Table II.2: GENERAL CHARACTERISTICS/PHYSICAL STRUCTURE

Factor

Considerations

Site Plan
Extent and Condition
of Grounds

Parking

Sidewalks/Walkways

need for landscaping installation and
maintenance

availability of recreational space

scope of grounds allowing for maintenance

sufficient parking

usable walkways that unite property
elements

Type of Structure

residents consider most suitable for
ownership (i.e., duplexes, single family
dwellings, townhouses)

type will define UNCA form; noncontiguous
structures may create operational
problems

Size of Property
Small (less than 25 units)

Large (over 150 units)

requires involvement of most of resident
families

may require self-management to keep fees
low

fixed costs (common element maintenance)
must be shared by small no. of families

requires less involvement from families
requires sophisticated management system
requires common elements (i.e., elevator)
that are expensive to maintain

fixed costs can be spread on larger scale
conversion will be complex, longterm, and
riskier

Condition of Structure
Exterior

roof: signs of age or leaking

floors: indications of weakening below
floor covering

windows/doors: ease of opening, need for
weatherstripping, presence of rot, adequate
light/ventilation

9¢



Table II.2: GENERAL, CHARACTERISTICS/PHYSICAL STRUCTURE (cont.)

Factor

Considerations

Condition of Structure (cont.)
Interiorxr

exterior walls: mortar solid in bricks,
no cracks in stucco, solid support beams
no code violations or manageable level of
repair

fireproofing: fireproof structure, use of
firewalls between units

interior fixtures and appliances: state
of repair

Mechanical Systems
Heating/Air conditioning

Electricity

Plumhing

heating/air conditioning systems:
workability, date of installment,
remaining life, satisfaction of code

electric system: adeguacy for number of
units and usage, approximate location of
outlets and fixtures, satisfaction of
code

plumbing fixtures: need for replacements
general condition, satisfaction of code

Architectual Features
Unit Layout

Amount of Common Area

Entrances

Other features

floor plan: attractiveness to proposed
tenants

number of bedrooms: should meet needs of
target population

should be in keeping with association's
budget

should (preferably) allow for a community
room

presence of private outside entrances
(for establishing feelings of ownership)

certain features may be difficult to
maintain (i.e., flatroof prone to
leakage, etc.)

LE



Table II.3: Operational Factors

Factor

Considerations

Source of Information

Financial Factors
Current Operating Costs

Current Debt Structure

coverage of operating
costs by rental income
decreased costs due to
structured and mechani-
cal changes in conver-
sion

increased costs due to
ownership trends in
cash flow from previous
3 years

amount and structure of
debt to be assumed by new
owner

potential penalties for
paving cff original mort-
gage before term is up

financing/operating
statements from past 3
years

tax bills from past 5
years

contracts with manage-
ment/maintenance
services

Current Owner

privately owned: is
owner willing to sell?
publicly owned: what
special provisions are
necessary?

local building
deeds and records
city clerk

Current Residents

percent of existing resi-
dents wishing to become
owners after conversion
percent of existing
residents who can

afford to become owners
(conversion is easiest
where large numbers

stay and purchase)

existing rent levels
(for determining who
can afford ownership)

8¢



Table II.3: Operational Factors (cont.)

Legal Factors
Zoning

Conversion Ordinances

Building/Housing codes

Title

Existing Leases

potential changes in city code

present zoning
requirements?

provisions for compli-
ance with conversion
ordinances

potential for special
compliance with codes
under new management

clear access to title

existence of long-term
to be negotiated or maintained

6¢
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Chapter 3: LEGAL FRAMEWORK

INTRODUCTION

The development and operation of an urban neighborhood community asso-
ciation requires the understanding and resolution of numerous legal issues.
There are several "layers of law"--local codes and ordinances, State laws,
and Federal provisions--which may apply to a particular project. In addi-
tion, each layer has rulings specific to the location of the project, type
of community association, particular neighborhood or city, individual prop-
erty, and income levelg. This chapter is‘designed to outline the scope of
the necessary legal analysis and to show how the developer can use the law
to enhance rather than impede the urban neighborhood community association.
Specifically, it provides a checklist for the UNCA attorney, itemizing the
major issues involved in forming and operating the association.

The "layers of law" applicable to an UNCA can be pictured as a pyra-
mid, with local law comprising the base, State law filling in the middle,
and Federal law topping the figure. Each step in the process of creating
and operating an UNCA is affected by one or more of these sets of regula-
tions.

The body of requlations becoming known as community association law is
not restricted to real estate law. Corporate, administrative procedure,
constitutional, tax, insurance, and other substantive topics are very much a
part of community association law. All personnel involved in the creation
and operation of the UNCA should be aware of developments in these areas in
order to answer legal questions in the most pragmatic manner.

The fundamental legal principles of moderate income urban community

associations are the same as for all other community associations. However,
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neither beginner nor "experienced hand" should underestimate the potential
complexity of a community association's legal issues. The UNCAT should rely
upon not only the growing body of statutory and case law as well as the
experience of other community organizations, but also consult the basic

source materials set out in the References and Resources section.

TYPES OF COMMUNITY ASSOCIATIONS
While basic UNCA types were defined in Chapter 1 of this manual, it is

important to present them again here in terms of their legal implications.

Home Owners Association

The homeowners association (HOA) is generally a nonprofit corporation
to which the developer deeds the common facilities, improvements, and land.
The HOA therefore owns the common property. The owners of the lots and
detached or attached houses in an HOA community have title to their units
and the land included within the lot's boundaries. By virtue of the coven-
ants on the land, the owners alsq have an automatic, mandétory membership in
the homeowners association. The owners in an HOA community receive perpet-
ual access to the common ground and facilities.

The declaration and the articles of incorporation create the HOA and
are thg basic enabling documents. The owners are bound by the conditions of
the recorded declaration of Covenants, Conditions, and Restrictions (CC&Rs).
This document, together with the bylaws, provides the legal, financial,
governmental, and administrative basis of the association. The legal foun-
dation for the HOA is usually recognized as common law. Although there

are Planned Unit Development (PUD) ordinances in most jurisdictions, these



42
ordinances are primarily land use in nature and do not deal with the crea-

tion and operation of the community association.

Condominium Association

The condominium association differs from the homeowners association in
that it typically does not hold title to any reél property. Instead, the
unit owners have title to their own units and a proportionate ownership
interest in the common property. A unit is defined as a specifically plat-
ted portion of a building which has been divided into vertical and horizon-
tal boundaries; it is a recognized legal form of real property ownership.

The association is composed of the owners and is a separate legal
entity responsible for the maintenance and replacement of common properties.
Typically, this common property includes the roofs; exterior walls; interior
portions of the buildings, such as hallways, heating, cooling, and ventilat-
ing systems; and the land, including streets, walkways, recreational facili-
ties, and open space. Each condominium owner has title to his or her unit
bounded by the interior surfaces of the specific unit. The subflooring, the
bearing walls, and the utility lines, however, are usually owned by the
residents in common.

The UNCA's duties and powers are defined in a master deed or condomin-
ium declaration, a set of association bylaws, and the rules and regulations.
The condominium is created and the declaration drafted in accordance with
the State enabling statute, unlike the HOA. 1In addition, some cities,
(e.g., Chicago) have ordinances which enable and/or requlate the process of
condominium ownership--particularly the conversion of existing rental

buildings to condominium ownership.
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Although the condominium and HOA community differ in terms of property
interests, their membership, financing, and powers are similar. The main
difference is function: the homeowners association owns the common prop-
erty, while the condominium association administers the common property and
related services. This legal difference has considerable significance to

the developer in both operational and legal terms.

INTRODUCTION TO LOCAL LAW

The process of UNCA development begins with decisions about land
acquisition, condition of the structure and extent of rehabilitation,
permitted uses of the land and structure in the particular area, costs of
preparation and marketing, and a variety of other related concerns. While
each of these are to a great extent business decisions, they are all
affected by local law. The UNCAT attorney and sponsor must look to local
law to determine whether the particular project can be built or converted
~and, if so, how. (State law will deal with how the association is to func-

tion and the structure of ownership interests.)

Zoning

Zoning, in its basic form, is perhaps the most common type of land use
control. Zoning requlates land use by prohibiting certain uses in specified
areas. Typically, a cit?'s zoning ordinance will establish districts or
zones for residential, commercial, industrial, and other uses--and may place
further limits or qualifications upon use within each zone.

For purposes of an UNCA, the residential zone is the important classi-
fication. Residential zoning might permit either single family or multi-

family residences and can limit the density, the number of persons per unit,
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and units per acre. The regulations may also control the height and size of
the structure as well as its location on the lot and how much of the lot
must be open space.

In the case of an UNCA, many of the zoning restrictions may be satis-
fied or waived because the existing structures satisfied zoning law when
constructed. Generally, the change from tenant to owner occupancy has no
effect upon the validity of the use under existing zoning.

It is important, however, that density requirements be observed.
Caution must be exercised to insure that a building's particular use was not
the result of a variance that applied before the current zoning. Then
again, a new use may violate the zoning even if permitted under the vari-
ance. The UNCAT attorney should insure that any business activities of the

association--i.e., nonresidential--will not violate the zoning.

Subdivision Regulations

Generally, zoning regulates individual lots in urban areas. Subdivi-
sion requlations are a companion regulatory device primarily used in the
suburbs to establish land use schemes for large undeveloped areas, and apply
to dividing land into several lots. The.ordinance will specify the layout
and standards for the lot-by~lot development; the developer or subdivider is
not permitted to make improvements, divide, or sell the land until the plan
(as shown on the subdivision plat or map) has been approved. Approval is
contingent upon compliance with the ordinance.

Ordinarily, a local subdivision ordinance will not apply to an UNCA.
There are few large vacant tracts left within cities, and the typical commu-
nity association will usually involve existing structures. However, subdi-

viding a lot or building owned by one individual to create units owned by
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several--as in a row of townhouses--could constitute a subdivision and would
likely be covered by such ordinances.

The UNCAT should determine whether the development form involves a
subdivision and, if so, whether subdivision ordinances will apply. In order
to accommodate the need for such flexibility in development, many zoning and
subdivision ordinances provide for a planned unit development (PUD), planned
residential community (PRC), community unit plan (CUP), or other such clas-
sifications. The PUD zoning classification is a very innovative device
which permits mixed, clustered, and other uses which would not be allowed
under the basic zoning ordinance. Its objective is to allow more flexibi-
lity in land development in accordance with a comprehensive plan. PUD clas-
sifications regulate density, land use, support systems, and other consider-

ationse.

Condominium Conversion Ordinances

In an increasing number of cities, local ordinances regulate the con-
version of existing structures to the condominium or cooperative form of
ownership. Such ordinances, designed to establish minimum procedures and
standards for conversions, have a twofold purpose: to protect the existing
tenants in rental housing from the possibility of dislocation and displace-
ment, and to protect the unit purchaser.

These ordinances actually deal with several problems experienced
during initial conversion activity: displacement of existing tenants
(especially elderly and low-income residents); depletion of rental stock;
increased housing costs; and consumer problems, resulting from the conver-
sion and sale of older buildings which often requires extensive repair or

replacement after purchase.
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The ordinance may require tenant notification and delayed evictions,
tenant rights to purchase, disclosure of pertinent information concerning
the physical condition of the structure, the remaining useful life of basic
components, and the certification of the quality of construction and renova-
tion of the building. Some cities (e.g., Washington, D.C.) also recuire
that a majority of the current tenants in a building consent to the conver-
sion if ongoing rents are below certain specified levels.

The UNCAT should be thoroughly familiar with the policy behind and
provisions of any applicable condominium conversion ordinance. The objec-
tives of these ordinances and those of an UNCAP are usually the same: with
each, the aim is to provide housing opportunities within existing neighbor-
hoods for the current residents (particularly low and moderate income resi-
dents) and to provide those residents a genuine voice in the conversion pro-
cess. These ordinances should therefore be considered a positive part of
the process and as a planning tool.

Some jurisdictions have enacted or periodically enact moratoria on
conversions. The underlying policy is to allow for the enactment of plans
to save existing rental stock and stem displacement. In jurisdictions with
a moratorium, the sponsor and UNCAT attorney should study the ordinance care-
fully in order to determine if exceptions are possible. Possibilities
include tenant conversions, vacant building conversions, co-ops, and multi-
use rentals. Local governments should be encouraged to realize the import-

ance of the UNCAP process and exempt it from moratoria.

Meeting Local Codes
Once the site is selected and the zoning and land use decisions made,

the UNCAT should determine the rehabilitation necessary to the structure(s).
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The initial legal analysis should identify the specific local government
requirements and limitations applicable to the structure and rehabilitation.
This should include a review of the building and housing codes. (The

building code regulates the condition of the structure; the housing code

requlates the conditions of occupancy of the building.)

Building Codes

A state or a city may establish building codes in order to set minimum
safeguards for the structural soundness of a building. The code itself is
usually a series of standards and specifications dealing with such matters
as structural and foundation loads and stresses, construction materials,
fireproofing and firewalls, building heights, ventilation, heating,
plumbing, electrical systems, exits, stairs, elevator construction, and
safety devices.

There are wide differences in building codes. The UNCAT should, as
part of the early analysis of the property, become thoroughly familiar with
the area code and the people who administer it. With some basic require-
ments, such as the electric code, there may be no roam for accommodation;
others will be more flexible.

All areas of the code should be reviewed to determine how to satisfy
the goal of quality, regardless of constraints or resources. It may be
possible to use less expensive materials and techniques, and prefabricated
materials; it may also be feasible to use tenant owners to perform the work,
with judicious planning.

Few local codes specifically cover rehabilitation;* building codes

Massachusetts is a notable exception.
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generally favor new construction and subdivision types of development. The
general lack of rehabilitation codes or provisions—-and the concurrent lack
of trained staff in rehabilitation programs—--can complicate the compliance
problem. In reviewing the code, the UNCAT should seek:

‘0 acceptable, balanced minimum standards for rehabilitation
reflecting the age, nature, and uses of the building;

o phased or staged rehabilitation which permits self-help efforts
while calling for ultimate code compliance;

o standards for utilities and metering that reflect the nature of the
community association as well as energy costs; and

o a relatively simple and inexpensive permit system (present systems

are often expensive and require multiple permits for the same
structure--particularly for rehabilitation work).

Housing Codes
The housing code establishes minimum standards protecting general
safety, health, and welfare. Generally, this code covers three areas:

o minimum facilities for a residential structure, including toilets,
baths, heat, water, light, and ventilation;

o 1level of required maintenance (both sanitary and structural); and

o occupancy standards, including rooms and dwelling sizes, number of
. permitted occupants, and related issues.

There are no uniform criteria for determining "substandard" condi-
tions; moreover, existing codes are rarely enforced. The UNCAT and sponsor
should therefore be responsible for zealous enforcement in low and moderate
income neighborhoods undergoing rehabilitation. The association should be
especially concerned about maintaining sanitary and structural standards.

Both legal and practical requirements must be understood and reflected in

budgetary and management decisions.
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Finally, the Federal government and certain local jurisdictions have
specific requlations dealing with access and usability for the elderly and
handicapped. The sponsor and UNCAT should be concerned about such "barrier
free" provisions, both to comply with the law énd to increase the enjoyment

of the property for all potential UNCA members.

Local Tax Considerations

Local tax laws can significantly affect the legal planning of‘an UNCA.
Property taxes must be budgeted during the financial feasibility analysis--
recognizing that rehabilitation and other improvements can increase the
value of the land and, accordingly, its taxes.

There are several tax programs which can be of assistance during both
the planning and operation stages. The following list indicates the types
available (some are limited to certain localities).

o Tax incremental financing. Here, any tax increases stemming from

property redevelopment will go to finance public costs in the area

or to retire bonds financing the development. Basically, it is a
"pay as you go from what you do" system."

o Taxation of land values. Several states and communities have tax
programs that tax the value of the land rather than its improve-
ments--thus encouraging development and rehabilitation.

o Tax exemptions or abatements. State law can exempt a property from
taxation or abate tax amounts, as with most church-owned or govern-
ment property. Some states apply abatements or exemptions to low
and moderate income housing; there are also increasing numbers of
local abatement or exemption programs for rehabilitation.

o Tax deferment. Tax deferment programs will postpone increases in
property values and taxes resulting from rehabilitation.

o "Circuit breakers." A circuit breaker, placing a maximum limit on
property taxes, usually applies to elderly or low-income persons.
All property tax paid over that amount becomes an income tax
credit.
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The association form itself also has tax consequences. For example,
since a condominium association does not own common pggperty, it pays no
property tax (the State condominium statute indicates how this works). The
HOA, on the other hand, does own common property and is therefore respon-
sible for the tax. Since HOA property is subject to members' use rights (a
fact reflected in their tax bills) and may not be sold free and clear of
those rights, its value is very low. The sponsor and UNCAT attorney should
delineate these differences for tax authorities to. avoid being double
taxed.

Finally, the sponsor and UNCAT should investigate the possibility of
tax credits for the municipal services performed by the association. Since
an association performs certain functions which relieve the municipality of

its obligations, this cost saving can and should be shared.

INTRODUCTION TO STATE LAW

State law is broad in scope; it deals with both the creation and oper-
ation of an UNCA and the rules of conduct applicable to its members.
Further, the legal areas potentially applicable to an association are
extremely broad. This section, due to practical considerations, is limited
to those principles which either are uniquely applicable to an UNCA or which
have importance in the creation of any association.

"Much of the applicable law--particularly at the State leyel-—will be
case law; that is, law determined by judges on a case-by-case basis. Statu-
tory law--enacted by State legislature--may also apply. A condominium for
example, is created in accordance with specific State statutes; an HOA, for
the most part, is not. The lack of State laws for the HOA requires reliance

upon other areas of substantive law.
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State corporate law is applicable to both the condominium and HOA, and
is particularly important to the latter. Other areas of substantive law--

such as nuisance, title and lien law--are also important to UNCA operation.

Declarant

In both the condominium and the HOA, the crucial first factor is the
declarant, or person(s) preparing and filing the declaration. Because the
declaration is a “covenantiwhich runs with the land," (a legal document
which is binding upon all who take title to all or any portion of the land),
the declarant must usually be the landowner. Legal consequences arise from
that status. For example, the declarant is responsible for preparing and
distributing the public offering statement, where required; developing
warranties; and establishing the administration of the association. Naming
a declarant is essentially a business decision with strong legal and social

consequences .

Condominium Law

All states as well as the District of Columbia and Puerto Rico have
condominium statutes (see References and Resources section). Most of these
are based on the original Federal Housing Administration (FHA) Model Act and
are relatively inflexible--with few provisions, narrow definitions, and a
bias towards high-rise buildings. A few states have recently adopted more
flexible statutes. These "second generation étatutes" contain considerably
more detailed guidance on thé creation, sale, and operation of a condomin-
ium. The developer's first step is to determine what type of condominium
statute exists in the State. The UNCAT attorney should also learn how the

particular statute has been used and how well it has worked.
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The statute itself should be thoroughly and imaginatively reviewed.

(The potential interpretation of condominium statutes is treated in the

Community Association Documents chapter.)

statute,

o

o

the UNCA team should be aware of:

assessment obligations;

lien rights;

rulemaking and enforcement provisions;

insurance provisions and requirements;

tort and contract liability;

organization and powers and duties of the association;
administrative provisions (voting, quorum, etc);

the creation process--i.e., contents of the declaration,
plats, and plans; '

common and limited common elements;
unit definitions;

expandability;

eminent domain;

taxation;

warranties; and

consumer protection and disclosure.

In the initial review of the

bylaws,

Regulations affecting condominiums are increasingly based on case law

as the courts become directly involved in developers, lenders, and associa-

tion activities.

with the nature and extent of these cases.

It is essential that the UNCA legal advisor be familiar

Most deal with various aspects

of the developer-consumer relationship, association inter-relationships, and

operational rules of conduct.
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Flexibility and Uses of a Condominium

The choice between a condominium or HOA has legal implications that
must be considered from the onset. For instance, if a primary objective is
to integrate the UNCA into the neighborhood, the developers should determine
which of the two forms offers the necessary legal flexibility.

While the traditional form of condominium is the single, multistory
building, many variations are available. For example, the condominium plan
might include separate buildings added in phases. Single family structures
may be included but may cause administrative problems if they are not
contiguous.

Several states have attempted to deal with issues of development
flexibility through second generation condominium statutes. For example,
Virginia and District of Columbia statutes have introduced several new
concepts:

o Convertible land--a building site which is a portion of the UNCA's
common elements; it may be used for additional units.

o Convertible space-—-a portion of the condominium structure which may
be converted into one or more units.

o Expandable condominium--a condominium to which designated
additional land may be added.

o Contractible condominium--a condominium for which designated
portions of the land may be withdrawn upon approval of the UNCA
management.

Most second generation statutes provide sufficient flexibility by per-
mitting noncontiguous parcels and the expandability concept. Where the con-
dominium laws have not been revised by second generation statutes, the pre-
- parers of condominium documents have attempted to solve these problems by
one of three methods. The first calls for the development of a series of

individual condominiums sharing common elements that are owned by a separate
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nonprofit entity. This approach is flawed by the potential illegality of
joint budgeting under existing law. However, it can be a means by which the
UNCA can become involved in neighborhood activities.

The second approach (the "Chinese menu") indicates in the initial
declaration the ownership shares of all of the units, as set forth in the
first phase of the project. It also allocates alternate shares to those
units in the event that subsequent phases are constructed. This approach is
justified on the basis that all interests are set forth in the declaration,
and satisfies the precise requirements of the condominium statute. However,
this technique is questionable in some states because it alters a fixed
legal interest--the assigned percentage of ownership. It can also bind the
UNCAP developer to a fixed program of development, which may not be possible
in the face of changing demands.

The third approach, which also conflicts with State law, is the use of
a retained power of attorney by which the declarant reserves each owners'
right to vote on an amendment changing the percentages. This approach is

almost unusable because it sustains multiple powers of attorney over time.

Creation of the HOA

For the most part, States have no statutory laws directly dealing with
the creation and operation of homeowners associations.* The basic
applicable legal structure is a State's real estate law, as it specifically
applies to deed restrictions and covenants, and the State's corporate law,’
particularly the nonprofit corporate code. Most HORs are incorporated and
thus operate in accordance with that code.
Virginia, New York, New Jersey, California, and Idaho are among the

states which have enacted or are considering such enabling or regqulatory
legislation.
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Four essential legal steps are necessary for the creation of the HOA,
as indicated below. These wérk only when the owner(s) of the land subject
to the documents agree to the conversion.

A plat must be prgpared showing the property subjected to the cove-
nants, conditions, and restrictions. The plat serves the function of a deed
in conjunction with the declarétion, subjecting the property to the regime
being created. The common properties as shown on the plat must be conveyed
to the association.

About the same time, a declaration must be prepared and recorded

covering the land shown on the plat. The association's articles of incor-

poration and bylaws must also be prepared and filed with the appropriate
State agency (also see chapter on Community Association Documents).

Lastly, the process comes to fruition through the sale and conveyance
of units shown on the plat--by means of deeds which are subject to the dec-

laration.

Real Estate Law

The local PUD ordinance and general principles of real estate covenant
law control the formation of the HOA to_a greater degree than any specific
provision of State real estate law. Prior to the creation of an HOA, the
UNCAT attorney should review the following:

o rules governing preparation and recording of a plat;

o restrictive covenants including enforcement, reciprocal negative
easements, common scheme of restrictions, staged developments, and
removal;

o affirmative covenants including assessments, liens, personal

obligations, homestead exemptions, mortgage lender relationships,
and tenants;
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o additional property; and
o duration of covenants, modification, and amendment.

Two excellent sourcebooks on State real estate law are The Homes Association

Handbook (Technical Bulletin 50 of the Urban Land Institute) and Creating a

Community Association, of the Community Associations Institute/ULI.

Party Walls

Many urban neighborhood HOAs are clusters of townhouses or rowhouses,
for which local law on party walls is particularly important. A "party
wall" is a wall which divides two connected and mutually supported buildings
and benefits the owners of dwellings on either side. The architectural
design and attached housing normally demands the creation and existence of
party walls and mutual easements (rights of use) between adjacent unit
owners.

Since existence of_a party wall may give rise to owner disputes, it is
important that party wall covenants be firmly established and enforced,
particularly in regard to maintenance and repair. UNCA documents should
state that if an owner fails to pay his share of expenses for wall mainte-
nance, the adjacent owner may attempt to recover the money in an ordinary
personal action, as for a debt. Provisions should also be made for shared
rebuilding expenses in the event of destruction or damage not stemming from

personal negligence.

Flexibility and Uses of the Home Owners Association
The HOA is much more easily expanded than the condominium because it
owns common property and all owners are members without delegated portions

of ownership interest. Expansion, moreover, does not affect a vested
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property right. Land can be added if the right is reserved in the original
declaration. Legal issues can be resolved by thoughtful document

preparation.

Corporate Law

Both in the condominium and the HOA, corporate law provides a frame-
work for the operation of the UNCA. The corporate organizational questions
are also very important to the UNCAT in determining the UNCA's organization-

al form.

Organizational Form of the Developer

Sponsor type (i.e., organization as a corporation, partnership, or
joint venture) should be determined by factors such as potential liability,
income taxation, and allocation of managerial control. In some cases {e.g.,
sponsorship by a governmental agency), the sponsor may already exist in its
most appropriate form so that there is no need to create a new business
entity to act as sponsore.

In most cases, however, the UNCAT must determine how its business
objectives can best be met. Often the formation of a developer/sponsor will
result in at least one corporation. The State statute of incorporation
governs most of the relationships among principals in the corporation, and
the chief sponsor or developers exercise control as members of the Board of
Directors.

bevelopers of real estate projects are often organized as full or
limited partnerships, which offer tax advantages. Tax deductions from
depreciation and mortgage interest can be used to shelter income from other
sources. However, these opportunities are usually lost when units are sold;

in such a conversion, realized income exceeds acquisition and development
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costs. Depreciation deductions may be allowable during the period of
development (if the property is also held for rental during this period).
These deductions, however, are generally too small in relation to sales
income to produce tax shelter benefits.

The principal advantage of a corporation over a partnership is limited
liability. Financial liability for the developer is potentially large, and
includes responsibility'for borrowing large amounts of money, selling units,
and paying for personal injury or property damage resulting from construc-
tion or rehabilitation.

Since the corporation (rather than its principal investors or share-
holders) transacts business, the liability of investors is limited to loss
of investments in the corporation. 1In a partnership, each partner is poten-
tially liable. A limited partnership can be used to limit the liability of
partners. However, at least one of the partners must be a general partner,
with unlimited liability. Usually the general partner will be the sponsor
group or individual developer--and may be a corporation. In the absence of
tax shelter incentives, a limited partnership with corporate general partner
has no significant advantage over a single corporate sponsor with all prin-
cipal investors participating as shareholders.

If the development group consists of more’than one organization, there
are several options: (1) each organization can remain a separate corpora-
tion; (2) each organization can join in a limited partnership specifying a
corporate general partner; and (3) a separate sponsor group can be formed as
a new corporation in partnership with the other organizations.

Partnerships and joint ventures provide the most flexibility in allo-
cating control. TUnder most State corporate statutes, corporations have a

relatively formal, centralized management with decisionmaking powers held by
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a Board of Directors. In addition, a corporation remains primarily respon-
sible to its shareholders--a situation with the potential for conflict if
sponsor personnel rather than unit owners serve on the UNCA's Board of

Directors.

Fiduciary Duties of the UNCA'S Off%ce;s and Directors

The responsibilities and basic powers of an incorporated or unincor-
porated association are the same; its standards of conduct are similar to
those required of the officers of a not-for-profit corporation. The
directors, elected by and responsible to the association's members, develop
policy and ensure supervision of the association. The officers, elected "by
and from the board" and responsible to the directors, direct the execution
of policy and day-to-day operations.

The first fiduciary duty required of officers and directors is to
observe the "business judgment rule"--essentially, the law of negligence.
Under this rule, a director who acts reasonably will not be liable for deci-
sions or actions which result in losses to the association. Lack of reason-
able supervision and delegation of too much responsibility to agents are
examples of actions resulting in liability. A court will ordinarily not
interfere with the internal affairs of a corporation so long as its
decisions have a reasonable basis. In applying the standards of reasonable-
ness, courts havé considered subjective as well as objective factors--
including the nature of the enterprise, the director's commitment in terms
of time, and the nature of the director's experience.

The second part of fiduciary duty is good faith. When making a busi-
ness decision, a director must act in good faith reflecting a free, honest

exercise in judgment not influenced by personal or other considerations.
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Fiduciary duty mandates that a good faith effort works for the association's
benefit; this duty is most sensitive, and courts will closely scrutinize any
action which appears to involve self-interest.

The general requirement to act with good faith--as well as diligence,
care, and skill--applies to Board decisions, including rule enforcement,
assessment collection, review of architectural changes, and many others.

The Board's failure to discharge this duty can subject the director to
personal liability.

The fiduciary obligation can arise not only from the business rela-
tionship, but also stems from the nature of control. When an officer or
director is able through his or her position to directly influence the
rights, interest, and property of another, he or she must maintain the trust
and confidence of the other person and is held to a high standard of con-
duct. This is particularly true when the developer or sponsor totally

dominates the association.

Title Law

The UNCA sponsor and UNCAT must consider both the law and practice
concerning land titles and title insurance. Of particular interest are:

o the timespan for conveyance of the title;

o the initial titleholder in the event the title is held until sweat
equity work is performed; and

o the jurisdiction's title standards.

Fminent Domain

The State law on eminent domain affects both the acquisition of prop-
erty and its taking under an UNCA. The State condominium act should be
reviewed and should be examined by the UNCAT for possible eminent domain

provisions.
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Nuisance

Law of private nuisance generally provides individuals with protection
from interference by others in the reasonable use and enjoyment of their
property. Because the law of private nuisance has its origin in the common
law, its interpretation will vary from State to State. It is almost univer-
sally recognized that land ownership carries the right to have one's prop-
erty unimpaired and the right to reasonable comfort and convenience in the
occupation of that property. When these rights are threatened, any of the
following remedies may be used:

o Money damages can be recovered for a loss of value in the use or
enjoyment of the property. This loss can result from personal dis-
comfort or inconvenience, and personal or property injury.

o Injunctions may be applied under general principles of equity.
These principles include consideration of the relative economic
hardship of the parties, the good faith exhibited by their conduct,
and the conduct's value to the public.

o Self-help may be permitted when immediate harm is imminent. This
concept includes entry on another party's land and the use of all
reasonable force as is necessary to terminate the nuisance. Self-
help may even permit the destruction of valuable property if the

damage is consistent with the threatened harm. It does not, how-
ever, usually include personal injury to another.

Warranties

Warranties are of two types: express and implied. Generally, the
express warranty is either included in the contract of sale or is presented
separately at the time of closing. This warranty generally runs from one or
two years and is somewhat vague in its wording.

There are two major problems concerning the express warranty. First,
it usually does not refer in any manner to the common elements--and this

creates confusion concerning construction problems in the common area.
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First, it usually does not refer in any manner to the common elements--and
tﬁis creates confusion concerning construction problems in the common area.
This problem is aggravated when construction on the common area takes place
throughout the development period, exceeding warranty limits on individual
units. The second problem, common in the home building industry as well as
in condominiums and HOAs, is lack of specificity-=~and particularly, the use
of broad disclaimers. In its model warranty program, the National
Association of Home Builders has begun to take positive action toward
élleviatinq this situation.

The result of these deficiencies is the absence of any express war-
ranty regarding common elements in most condominium and homeowners associa-
tion projects. In those instances in which express warranties have been
made-—-either orally or in writing--they are generally enforceable under
basic theories of contract law.

As of 1979, 25 states have required that the sale of a dwelling by a
vendor-builder carries with it an implied warranty that the dwelling is con-
structed in a reasonably workmanlike manner and is fit for habitation. Four
additional states have also extended that rule to leasehold interests in

real estate.

INTRODUCTION TO FEDERAL LAW
Constitutional Issues

Potential constitutional issues confronting an UNCA stem from the
First, Fifth, and Fourteenth Amendments and include freedom of association,
due process, equal protection of the law, and privacy. These issues are
faced at all stages of the UNCA process. For example, the means of

acquiring and marketing property can result in constitutional questions.
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Both the standards and methods for choosing an UNCA's members may present
constitutional issues as well. If the sponsor and UNCAT wish to limit
participation in the UNCA, due process requires reasonable standards that
are free from favoritism, partiality, and arbitrariness.

As long as the UNCAT is a private group, constitutional proscriptions
do not expressly apply. If any member of the UNCAT is a public or quasi-
public body, the constitutional principles may come into play either direct-
ly or indirectly.

A number of operational and administrative issues are directly affect-
ed by due process and equal protection principles (see document chapter for
details); these will impact on initial planning. As noted above, the asco-
ciation's mandatory nature and its authority to affect property by and
through State law are essentially governm=ntal. The most serious problems
relating to governmental operation relate to:

o deciding whether the Board or the association membership should
make major decisions;

o determining if a decision is reasonably related to the purposes of
the association, and reasonable in its import and effect; and

o judging whether procedures are fair and in accordance with the
applicable statutes.

Rulemaking

Substantial court activity has involved rulemaking and architectural
control. Several cardinal principles apply. First, rules are made in
accordance with the declaration and bylaws resemble municipal ordinances.

Because the unit owners are living in proximity and using common facilities,
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each unit owner must give up a certain degree of freedom of choice which he
or she might otherwise enjoy in separate, privately owned property.

The owners comprise a "democratic subsociety" which has the power to
make rules. And, as one court stated, the test of the enforceability of
those rules is the rule of reasonableness. Courts have also required that
rules be precise enough to be understood.

The rules should be tailored to fit specific needs, as follows:

o they should vary substantially from year to year, with the
composition of the Board;

o they should contain specific, detailed standards;
o they must be reviewed by members prior to their effective date;

o they should not be adopted if the association can or will not
enforce it; and :

o . they should be reasonably related to the purposes indicated in the
declaration and State statute.

A failure to heed these guidelines for rule enforcement will create poten-

tial liability for members of the Board and the association's members.

Assessments

The courts have strictly construed declaration and statutory provi-
sions for levying and collecting assessments. They have carefully analyzed
the imposition of any charges not originally authorized or contemplated by
the declaration, and have been conservative in approving amendments. To
gain approval, ahendments must be reasonable in light of the overall

development scheme.
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Nature of Occupancy

The courts have upheld both publié (ordinance) and private (covenant)
restrictions dealing with the nature of occupancy. For example, several
courts have upheld provisions in condominium documents requiring that all
units be owner (rather than renter) occupied. In one leading case, the
court pointed out the "uniqueness" of condominium living and the resulting
"necessity for greater control over and limitation upon the rights of indi-
vidual owners."

Restrictions upon the age, number and relationship of occupants have
generally been upheld when the courts have found valid purposes and reason-
able restrictions uniformly applied.

The courts have also upheld public policies arising from the community
association form of ownership. They have held that these associations are
democratic subsocieties in which some of the normal freedoms of action asso-
ciated with property ownership must give way to commonality of interest and
ownership. The key is to define the "public policy" of the particular asso-

ciation in the creating documents and to be reasonable in enforcement.

Speculation/Resale Control

The sponsor and UNCAT may want to céntrol resales in order to limit
speculative profit (suggested approaches are included in the Documents
chapter). Local real estate law will determine alienability of property and
the relative flexibility of the courts on such issues. Absolute restric-
tions on the right of a property owner to sell his or her property are pro-
hibited and will not be accepted by FHA, VA, and other agencies. Once
again, restraint must be reasonable and applied in a non-discriminatory

manner.
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The courts have upheld restrictions such as rights of first refusal
which restrained but did not prohibit the right to sell. An absolute prohi-
bition on resales would probably not be enforceable. One limiting resale
for a specified period of time may be valid in some circumstances. ' -

Covenant limits on profit realized upon resale are valid if the
restraint is limited in scope and time; the restraint must also be reason-
able in the amount of the limitation and the uses to which the recaptured
profit will be put.

A buy-back or pre-emptive right is clearly valid if its terms are
reasonable. This policy preventé speculation and encourages the UNCA con-
cept by (1) keeping housing available and funding other projects, and (2)
permitting equity appreciation and realization, as in any other homeowner-
ship system. Clearly, the UNCA should first determine its policies as the

foundation upon which its legal arguments are built.

Federal Tax Code

The UNCA, regardless of its status under State law, is considered a
corporation for Federal income tax purposes. The term "corporation" in the
Internal Revenue Code is defined to include "associations," so that even an
unincorporated association will be included within its meaning (an unincorp-
orated UNCA may be treated as a partnership or trust, under certain unusual
circumstances). This means that the association may have a tax liability
for any year during which it spends less than all of its income‘(includinq
assessments) for deductible expenses.

This is contrary to the assumption that profit has nothing to do with

the association's purposes. It is true that an UNCA merely functions as a

&

conduit through which members spend money for personal, housing-related



67
-expenses. Nevertheless, the duty applies and may be enforced through crimi-
nal as well as civil penalties. Certain opportunities for tax planning can
at least mitigate tax liability and in many cases eliminate it altogether,
although the burden of preparing and filing returns cannot be avoided.

Previous to 1976, no financial reserve (i.e., for repair and replace-
ment of roofs, pavement, and other expensive capital assets) could be accu-
mulated without incurring a tax liability because assessments (income) had
to exceed expenses in order to build the reserve. This meant that at least
20% (the corporate income tax rate on the first $25,000) of assessments used
for reserve fund contributions could be, in effect, wasted by constituting
an income tax liability. The Internal Revenue Service's suggested remedy
was to treat assessments (under very restricted circumstances) as contribu-
tions to capital rather than income. These techniques seriously restricted
the UNCA's flexibility in using its reserves.

The Tax Reform Act of 1976 added Section 528 to the Internal Revenue
Code. Section 528 applies only to éssociations voluntarily electing its
application. Under Section 528, the UNCA must file each year's return on
Form 1120-H, meeting various conditions concerning function and financial
operation. (Most condominiums and HOAs will meet these conditions except
when large transactions such as the sale of common elements take place.)

The effect of Section 528 is to exclude all owner/member assessments
from income for tax purposes (and, conversely, to prohibit the deduction of
most of the association's expenses). If 528 is not elected, the association
is taxed like any other corporation, as described above. Section 528 has
simplified the income tax burden of associations electing and qualifying for

its use, but at least two problems remain and deserve some tax planning

attention.
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First, 528 réises the tax rate for non-exempt income. The rate
increase is substantial: from 17% for the first $25,000 under the latest
(1979) rules to 46% for all income not exempted under Section 528. The in-
come most likely to be affected is interest received from investing the
reserve fund. The increased tax rate under Section 528 is a high price to
pay for any association with substantial reserves. It effectively reduces
the after-tax rate of return to only about half of the nominal interest
rate.

Techniques for accumulating reserves as capital contributions rather
than income, based on the rulings described above, should be considered if
application of Section 528 is not elected. However, loss of flexibility and
risk of uncertain tax consequences will in most cases outweigh the advan-
tages of these techniques.

The second problem results from imposing an additional legal entity
between property owners and their tax. deductible individual expenditures.
Owners itemizing deductions for income tax purposes may deduct payments for
interest and ad valorem taxes on their real and personal property. They
cannot, however, deduct intereét paid by theAassociation or taxes on associ-
ation-owned property, even though the source of funds for these payments is
the assessment paid by these same owners. For moderate-income owners who
are less likely to itemize deductions, this loss may have no real conse-
quences. Such tax consequences should always be considered when deciding
how the title to common elements is to be held, or whether the association
(rather than members) should incur any interest-bearing indebtedness.

HUD Programs
Federal programs such as Urban Development Action Grants, Community

Development Block Grants, and Neighborhood Strateqgy Areas can increase the
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potential for neighborhood impact. Available only in conjunction with local
government efforts, these are discussed in more detail in the chapters "UNCA
in the Neighborhood” and "Finance."
Specific HUD property disposition rules govern the UNCA's ability to
acquire Secretary-owned housing for the purpose of conversion. Since rules
change regularly, the UNCAT should consult the HUD area office for recent

informatione.

Federal Labor Laws

Federal labor laws may affect both the construction stage and the
lifetime of an ongoing UNCA. If Federal funds are used during construction,
the Davis~Bacon Act, the Contract Work Hours and Safety Standards Act, and
the Occupational Safety and Health Act will come into play.

The Davi. acon Act essentially sets a minimum wage platform for all
laborers and mechanics employed on Federal and federally assisted contracts
for construction, alteration, repair, painting, or decorating on any project
of six units or more with expenses exceeding $2,000. It requires both con-
tractors and subcontractors to pay theif craftsmen the prevailing regional
wage rate. The complexity of the Davis-~Bacon requlations have bred numerous
disputes and the Act should be interpreted carefully to avoid lengthy and
expensive delays.

The Contract Work Hours and Safety Standards Act applies to laborers
or mechanics employed on projects receiving financing under any Federal
statute which provides wage standards for such work. This act requires
that covered personnel receive at least 1 1/2 times the basic rate of pay
for all hours worked in excess of 8 hours per day or 40 hours per work week.

A contrev’ »r or subcontractor violating this prescription is liable not only
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to the affected employee but also to the Federal government for liquidated
damages. These amount to $10.00 per day for each day the employee worked
overtime without proper compensation. A Federal agency may withhold funding
from the project in amounts necessary to satisfy the unpaid wages and
damages.

Safety standards potentially affecting UNCAs are authorized under both
the Contract Work Hours and Safety Standards Act and the Occupational Safety
and Health Act. Each authorizes inspections to determine compliance with
health and safety requlatioﬂs. Under the Safety Standards Act, noncompli-
ance can result in the withholding of Federal funds designated for payment.
Additionally, the Occupational Safety and Health Administration (OSHA) has
the authority to impose penalties and mandate the abatement of the safety
and health hazard within a certain time period. The penalties are generally
monetary, but in serious cases can amount to criminal liability.

Finally, UNCA personnel should be aware of the potential application
of the Fair Labor Standards Act. This act applies to enterprisés Qith
employees Who are engaged in interstate commerce or involved with goods or
materials moving through interstate commerce. Employees who, for example,
regularly use the mails, telephone, ér telegraph for interstate communica-
tion or who regularly cross State lines in the course of their work would be
covered by the Act. The Act sets minimum wage, overtime pay, equal pay, and
chiid labor protections. Some employees are exempted from the minimum wage
and overtime provisions. Since exemptions are changeable, the concerned
UNCA's should consult the most recent terms of the Act to determine their

applicability.
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Chapter 4: FINANCE

INTRODUCT ION

Financing the development of an UNCA demands a sophisticated knowledge
of and experience with real estate finance methods. Although the need to
develop an UNCA or any other form of housing project for low and moderate
income persons arises in part from a recognition of the failure of the free
housing market to provide for everyone, UNCA developers must understand and
use the tools of the private market. Even assisted housing must meet the

standards and feasibility tests of any other real estate project.

OVERVIEW OF DEVELOPMENT FINANCE

An UNCA developer becomes an enterpreneur through his/her roles in
initiating the process, taking the financial risks, and coordinating the
project participants. It is often assumed that profit may be only one of a
developer's motivations, and it may not even be included in the objectives
for developing an UNCA. However, no housing project can succeed unless it

works financially, providing a reasonable return for its investors.

The Concept of Risk

Risk--or the likelihood of failure--is at the heart of real estate
investment. The risks of developing each project must be carefully
assessed; the less risky it is, the easier it will be to put together the
financial package and obtain financing at a reasonable cost. The variations
on risk include the following:

o the risk that the developer will never complete the project;
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o the risk that the project will not genefate enough revenue to
support the costs of development and rehabilitation;

o the risk that the UNCA unit owners will not be able to pay mortgage
payments or assessments; and

o the risk that the market value of the project will fall below the
level of investment made by sponsors and purchasers.

Return on Investment
In return for taking on risk, any party investing in an UNCA expects a
certain return on an investment of time or money:

o the UNCA sponsor may seek to provide viable moderate income housing
and/or expect a certain profit margin;

o the purchaser of an UNCA unit may want decent shelter and/or
property value appreciation and equity buildup;

o the lenders seek regular income from unit mortgages at a specific
rate of interest; and

o the municipal government, if involved, will seek property tax
revenue .

Returns on investment can therefore take on several forms--interest
earned by lenders; profit, or excess revenues after costs have been covered;

and flow of income from a mortgagor and resident in the UNCA. In rental

housing, investment returns can be in tax shelter form, as explained in the

section on tax considerations.

The Leveraging Concept

Real estate projects are largely financed with borrowed money because
a developer does not have all of the funds necessary for completion. The
amount of project cost that is not borrowed must be raised in some other

way, such as cash investment by the sponsor or developer.
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Real estate financing thus consists of equity, or up-front, non-

borrowed money, and debt, or money that is borrowed at a specific rate of

interest. Each UNCAT will have to identify the sources of both equity and

dent financing.

The smaller the initial investment (equity), on any project, the

greater the rate of return to that equity. Consequently, a sponsor-

developer will normally attempt to borrow as much as possible of the cost of

development. Leveraging is the process of reducing initial equity

investment by acquiring more debt f nancing, thus

increasing the rate of

return to th= initial equity. This concept is shown below in two approaches

to sponsoring the same $1,000,000 property.

Initial cash investment $100,
Borrowed financing 900,
Interest paid on debt at 14% 63,
Profit bef re interest 100,

Net profi.s after interest payments 37,

Rate of return (to equity)

Time Is Money

Because of the reliance on borrowed capital

000 (10%) $200,000 (20%)
000 800,000
000 56,000
000 100,000
000 44,000

37% 22%

during development, a

developer pays interest on the money used to finance construction or rehabi-

litation--even if delays occur and money is being "drawn down" or used.

Thus, it is very much in the developer's interest

according to schedule.

The Financial "Package"

to complete the project

The combination of equity and debt financing can be thought of as a

total package which will be used for development purposes. The manner in

which it is put together will determine to a large extent the viability of
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the UNCA. In assembling the financial package, each UNCA sponsor must
determine:
o sources of funds;
o the cost to use these funds (i.e., interest rate and term);
o the organizational form of the developer, sponsor and teém; and

o returns available to various investors.

Raising Working Capital

The money that must be raised up front to undertake a project can come
from several sources. The sponsor must contribute a minimum amount of money
initially, since it is impossible to borrow 100% of the necessary funds. 1In
a condominium or HOA the sponsor will get the equity back upon sale of the
units. Therefore, the capital needed up front can be called working capi-
tal, and will be available to the sponsor to use iﬁ another project once the
UNCA units are sold. In a cooperative the equity of the corporation (as
sponsor) remains in the project. There are several ways to raise equity or
working capital.

o The sponsor can purchase the building, rehabilitate it, and sell
units to eventual owners in order to retrieve the initial invest-
ment. In this option, the UNCA sponsor is sole owner during devel-
opment and must contribute the full amount of working capital.

o The UNCAP sponsor can enter a joint venture--a general partnership
formed to carry out a specific business venture in which each part-
ner has a voice equal to his relative investment in the venture.

An experienced developer can contribute valuable expertise, the
ability to absorb predeveiopment costs, and equity capital. This
relationship is prescribed by State contract law, corporate law,
and the IRS tax code.

o If the UNCA will be owned by a single or corporate entity for a
period of time and leased to prospective owners, the sponsor can
become a general partner and set up a limited partnership in order
to syndicate or sell a portion of the equity in the project
(explained further in the section on taxes). A partnership is an
association of two or more persons acting as principals and con-
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tributors of capital in a business venture. Usually they share
profits and losses, but remain unincorporated. A partnership can
own and develop property and act as a tool for generating equity
capital. Syndicating equity among limited partners is advantageous
only if units are to be rented or leased immediately after develop-
ment rather than sold.

o If the UNCA sponsor is a corporation (e.g., community development
corporation), the actual project can be owned by the corporation
and equity raised by the sale of shares. Shareholders in a corpo-
ration do not have personal liabilities beyond the amount of their
actual investment.

In an HOA condominium, the corporation can either develop and sell

units, or maintain ownership for a period of time during which residents

would rent or lease unitse. In a cooperative, the owner is by definition a

nonprofit corporation.

Project Financing
Raising the bulk of the funds necessary to develop an UNCA will
require borrowing from one or several lending institutions. The search for

debt financing will involve deciding the most appropriate and most available

source of loans. The UNCA sponsor will be responsible for finding two kinds
of financing: (1) short-term development financing; and (2) long-term "end
loan" commitments for the unit purchaser.

The short-term financing covers acquisition and rehabilitation or con-

struction of the property, along with some predevelopment front end costs
for the sponsor. During the development period, the developer pays only the
interest on the loan.

Once the project is developed, permanent loans are secured which buy
out the development loans. In a cooperative, permanent financing will con-
sist of one mortgage for the whole project. In a condominium or HOA, perm-

anent financing will consist of one end loan per unit. Permanent loans are
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often called take-out mechanisms because they essentially buy out the short-
term development loans. Usually the short-term lender requires assurances
of permanent financing in order to be guaranteed repayment.

Because the fisks of development are considerable, interest rates for
short-term financing are generally higher than those for permanent financ-
ing. Construction financing is "drawn down" (released incrementally) as
development continues, and interest is charged only for the amount of funds
already drawn down.

Once the project is completed, financing involves a different set. of
risks. In a condominium or HOA, each purchaser of a unit is assessed for
his or her credit risk. The end loans are in the form of mortgages, and the
property is the security for the loan. A lender may place a lien on the
unit if the owner defaults or does not pay debt service. A mortgage is an
amortized loan--i.e., debt service includes payments on principal interest.

Because there is a considerable amount of financial interdependence in
a common interest project (i.e., condominium or HOA), a lender must consider
the viability of the entire project by examining:

o the governing documents identifying the structure of developer
control;

o the definition and arrangements for the common elements;
o subordination of assessment liens; and

o provisions for foreclosures.

Special Considerations for Conversions
Financing a building's conversion from rental housing to a form of
ownership is unique because the existing mortgage must usually be refinanced

in some manner. There will probably be no established release procedure.

3
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A bridge or interim loan provides an instrument for paying off the
existing mortgage and supplementing the funds necessary to acouire, improve
or market the property. The bridge loan is available from the lender now
holding the mortgage or a new lender who will finance any development or
rehabilitation costs.
The seller of the property can participate in the conversion by taking

back a purchase money mortgage from the UNCA sponsor. The seller then

becomes a lender and accepts a mortgage from the buyer in payment for the
purchase price.

A wrap around mortgage is an instrument by which an investor (such as

a lender or the original owner) can assume liability for payment on the
existing mortgage by the UNCA sponsor, as borrower. The investor can
advance additional money to the borrower, usually at a higher rate of
interest. The sponsor will repay the investor for the entire amount of the

wrap around, and the investor will pay the first mortgage holder.

Special Considerations for Rehabilitation

In certain areas, obtaining financing for a rehabilitation project may
be more difficult than for new construction due to a different set of
development risks:

o it is more difficult to make accurate estimates of what it will
cost to rehabilitate an existing structure;

o closer supervision will be necessary; and

o the rehabilitation industry is relatively new--characterized by
small firms operating in limited areas.

In some areas of the country, lenders may not be as familiar with

rehabilitation and therefore are more reluctant to take on the risks.
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Consequently, the UNCAT or sponsor must be prepared to deliver convincing

arguments that the project is viable.

POTENTIAL RESIDENTS

A primary UNCA objective is to develop housing which is affordable to
a given group. This is a deviation from the "normal" housing feasibility
analysis. A further deviation is that the market of potential residents may
already be defined by the existing tenants or the existing residents in the

neighborhood.

Income Levels of UNCA Residents
Resident income levels will determine what amounts can be spent in

acquisition and rehabilitation of the property. Assuming that a family can
afford to spend 25% of household income on housing, a family with an income
of $10,000 yearly would spend about $208 per month on shelter. However, the
25% ceiling is rapidly becoming outdated. Because the costs of housing are
increasing so quickly, most families--particularly those with low incomes--
are spending larger percentages of their income on shelter. Lending insti-
tutions reflect these higher standards in‘determining whether a family can
afford to support a mortgage. The following table reflects a more realistic

summary of funds available for housing using 35% of monthly income.

Housing Income '~ Available Monthly
for a Family of Four Expenditure
$10, 000 $292
$11,000 $321
$12,000 $350
$13,000 $379
$14,000 $408
$15,000 $437
$16,000 $467
$17,000 $496
$18,000 $525
$19,000 $554

$20,000 $583
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UNCA residents must cover the costs of principal and interest payments
on the mortgage, taxes, insurance, utilities, and the monthly association
assessment fee--which usually includes most of the costs of insurance and a
portion of utility costs (see Table IV.1).

Table IV.l: DISTRIBUTION OF HOUSING EXPENDITURE

Amount
Household Monthly Remaining
Income Zor Expendi- Debt Service for Other
a Family ture (30% Cost of 80% Mortgage at Ass'n Housing
of Four Income )* Unit 10 1/2%-30 yrs.** Fee Expenses***
mLos Debt
Amount Service
$10,000 $ 250 $20,000 $16,000 $ 146 $ 50 $ 54
11,000 275 20,000 16,000 146 50 79
12,000 300 22,500 18,000 165 60 75
13,000 325 22,500 18,000 165 70 20
14,000 350 22,500 18,000 165 20 95
15,000 375 25,000 20,000 183 20 102
16,000 400 31,250 25,000 229 20 81
17,000 425 31,250 25,000 229 20 106
18,000 450 37,500 30,000 275 90 85
19,000 475 37,500 30,000 275 100 100
20,000 500 43,750 35,000 ! 320 100 80

* The 30% or other rule-~of-thumb used will indicate what portion of income is
necessary to cover principal, interest, taxes and insurance (PITI) only.
This means that families with these incomes may be considered eligible for
even higher mortgages. Any additional costs ‘would then increase the
percentage of income spent on housing, but should not jeopardize a family's
eligibility to secure a mortgage,

*% This table makes no assumptions that any publicly assisted program will be
used. This is especially important given the downpayments indicated ($4,000
to $8,750); families in the income levels shown would find it very difficult
to raise the reguired cash. One or several methods of assistance would
probably be necessary. If private mortgage insurance (PMI) is obtained, a
family can secure a 90% mortgage, and a PMI premium must then be added to
monthly costs.

**% Other expenses may include utilities (not included in an association
assessment), personal property taxes, and insurance for personal
belongings.
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FEASIBILITY ANALYSIS OF THE CONVERSION

The first task of a feasibility study is gathering of information to

determine the costs involved in development and conversion. These costs can

be divided into several clusters:

(o]

acquisition and closing costs (tifle search, title insurance, and
transfer taxes);

rehabilitation costs (materials and labor, administrative
supervision, builder/contractors' insurance, plans and
specification preparation, engineering studies, architectural
design fee, and landscaping);

financing costs (origination and commitment fees and costs of any
bridge or interim loans);

sales and marketing costs (optional advertising and promotlon, a
brokerage fee, and maintenance of a model unit);

operating costs during conversion (property taxes; maintenance of
elevator, fuel, utilities, water, and payroll; legal costs;

.insurance; interest payments on short-term financing; and

contingency reserve); and

developers' overhead.

In addition, the following scheduling items should be determined:

the month that the development loan will close;
the month that unit sales will begin;
the number of units sold month by month; and

the number of units which will be rented dAuring each month of the
conversion.

After these assumptions are made, the income that will be available to

the sponsor can be determined month by month. The costs of developing the

project can also be projected month by month as rehabilitation is begun and

completed, and fees and interest are paid.

Such assessments are essential to creating a realistic and useable

feasibility study. The study also needs to reflect revenue or income
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sufficient to cover the costs of operation over the long term, and the
necessary return on investment to all of the principal contributors.

Appendix IV.1l, presents a sample breakdown of costs for

developing an UNCA in a 20-unit existing structure.

Feasibility of Established UNCA

Although the developer will not be involved financially after the
conversion is completed, the feasibility analysis should also show the costs
of operation of common elements of the property. Both annual (recurring)
and maintenance costs should be accounted for, as well as insurance fees and
real estate and property taxes. Table IV.2 shows other considerations and
information sources.

Once the rmerating budget has been determined, each owner's pro rata
share of assessments and schedule of payment (to begin at closing) can be

established.

IMPACT OF THE IRS TAX CODE ON AN UNCA

Many of the provisions of the Internal Revenue Service (IRS) tax code
are designed té attract investment capital to real estate--particularly, to
residential development; In particular, a preferred tax status is given to
low and moderate income housing and rehabilitation of historic structures
(two areas that may normally be deprived of capital); finance packages are
often designed to capitalize on these benefits.

IRS tax laws apply to investor-owned housing. This discussion is

therefore not relevant for a condominium or HOA, in which units will be sold

to purchasers immediately after rehabilitation and conversion. However, for

a leased cooperative or a leased condominium (in which ownership remains in
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Table IV.2: MANAGEMENT AND OPERATIONS BUDGET

Operating Expenses

Administrative
Supplies
Insurance
Audit
Legal
Professional fees/Staff salaries
Telephone

Unit Services Maintenenace
Trash Collection
Exterminating
Security

Common Element Maintenenace
Plumbing
Electrical
Roof
Heating/ventilation/air conditioning
Janitorial
Snow Removal
Landscape
Miscellaneous repairs

Utilities
Electricity
Gas
0oil
Water & Sewer

Rapair and Replacement Reserves
Roofs/gutters
Lobby/hallways
Electric wire/service equipment
Light fixtures
Soil/waste & vent piping
Domestic water piping -
Boiler/burner
Domestic water heating
Circulation pump
Laundry equipment
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the hands of a sponsor, general partner, or group of limited partners for a
specified period of time), investors can benefit from tax savings as
explained below.

Tax planning involves two unwritten laws: pay as little as possible,
and pay as late as possible. Tax benefits for housing development allow
investors to have income taxed in a lower bracket and/or defer payment of
taxes (both options are considered a tax shelter). These benefits can be
created by two means.

First, investors may take deductions for depreciation (aging or wear-
ing out of an asset). These deductions may exceed the amount of initial in-
vestment, and allow an investor to reduce the amount of taxes paid on income
from other sources.

Secondly, investors may defer payment on any gain until the property
is sold. If the gain is the result of the sale of property which has been
held for the required period, the gain is eligible for a lower tax rate.

The seller can choose one of two methods to achieve a lower tax rate: by
reporting only half of the gain or by applying the alternate tax with a
maximum rate of 25%.

These standard benefits are increased for low/moderate income housing
or historic structures. Under IRS Section 167K, depreciation - can be taken
rapidly in the first five years of the project for rehabilitation expenses
on low and moderaté income substantial rehabilitation projects.

Under Section 191, similar allowances are made for rehabilitation of
certified historic structures or structures within an historic district. 1In
addition to rapid depreciation, a tax credit equal to 10% of the investment

is permitted (the credit is simply subtracted from total tax liability).
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Section 191 applies regardless of the prospective use of the historic
building.

The impact of these tax benefits occurs when the sponsor and UNCAT are
"looking for equity or working capital. Investors are willing to contribute
money to a project in return for partial ownership and tax shelter benefits.
Through the ownership structure of a limited partnership, a sponsor can
syndicate or sell equity in the project, thereby obtaining necessary capi-
tal. The wealthy investor uses the depreciation losses to offset othér
income and defers tax liability on the investment until sale, at which time
it is taxed at capital gain rates.

The UNCA sponsor must prove that the limited partners' investment will
produce enough benefits to offset initial risks. These benefits come from
the expected cash flow and "paper losses" or tax shelter, and do hot have
any relationship to the quality or endurance of the UNCA housing. The
amount of shelter available to each partner will be determined by his or her
shére of the equity. The impact of the shelter will also depend on the
investor's income and tax bracket. The UNCA sponsor or general partner can
retain any amount of equity or ownership depending on how much capital can
be raised initially. Also, the number of limited partners can vary.

Syndication can be ‘a complicated and time-consuming effort on the part
of the sponsor. The use of a professional "syndicator" who will package the
exhibits and identify the limited investors may be necessary.‘ In addition,
syndication may be contrary to the UNCA's objectives: ownership of the
project during any leasing period will be held by investors who most likely
live elsewhere, have never seen the property, and have no real interest in
providing decent shelter or achieving any other neighborhood-related objec-

tives.
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Tax benefits are also available for owner/residents who itemize their
taxes. Deductions can be taken for the interest paid on an individual mort-
gage and property taxes (condo/HOA), or the portion of monthly cooperative
carrying cost that goes into interest and taxes (coop). In the early years

¢ a mortgage, most of the monthly debt service goes to paying interest.

J I PPROACHING THE LENDER

The urban lending industry is more sensitive to the credit needs of
low and moderate income communities than in the past years. The current
climate, due in part to legislation such as the Home Mortgage Disclosure Act
of 1975 and Community Reinvestment Act of 1977, supports loans for rehabili-
tating existing city properties.

In order *to win lenders over, every 19an application should indicate
that:

o the project will produce enough net earnings to insure monthly
payments (in condos and HOAs, the units will be sold and
occupied);

o the borrowers (sponsor and eventual residents) have sufficient
equity to cover periods of poor sales/earnings on the property;
and

o the sponsor has sufficient credit to justify the lender's
confidence.

Full documents to submit with loan applications (as recommended by the
National Trust for Historic Preservation) are included below.

Project Description
Brief narrative explaining UNCA
Photographs of building and neighborhood
Map noting location
sample floor plans
Plat map (from title report)

Debt Scrvice Requirements
Ma: ot study or explanation of local area housing need
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Comparable sales (are there similar projects elsewhere in the city?
metropolitan area?)
Value appraisal
Documentation of acquisition
Drawings of proposed alterations
Necessary building permits
Copies of engineering studies
-specifications of rehabilitation
—-cost breakdown
-contract with rehabilitation contractor (subject to loan approval)

Documentation of UNCA Sponsor's Ability to Pay
Background, objectives of sponsor and any joint venture developer
Financial statement of developer and/or sponsor
Cash flow projection from project
Credit report

Items Relating to Buyers' (or Cooperative Members') Ability to Pay
Description of buyers' financial status
Deposit receipts on pre-sales

Sources of ?unding

For short-term (development) loans, commercial banks are the principal
source of financing. Because the source of their funds is more liquid, the
loans they make are short-term and also more liquid. The commercial banker
will service the loan by on-site supervision of the rehabilitation process
to check whether the work is being completed as contracted.

For permanent financing, savings and loans (S & L's or thrifts) are a
major finance source. S & L's write over half the mortgages in the United
States for single family dwellings. They may be either State or federally
chartered, and are in the business of makipg loans on properties for
relatively long periods of time. Other sources include the following:

o Savings banks, or mutual savings banks, are useful for home

mortgages. State chartered, they are concentrated in the
Northeast.

o Commercial banks write permanent mortgages as a side business
(currently holding 15% of U.S. mortgages), and are not a likely
source in times of tight money.
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o Mortgage bénking companies use the money of private investors to
write home loans, and concentrate on FHA or VA backed mortgages.
They buy and sell insured mortgages and profit from the servicing
fees, and are a likely source for the project mortgage.

o Life insurance companies, State-chartered, invest in both multi-
family and single family loans.

.0 Pension funds are just beginning to get into the residential
investment market, although they concentrate on multi family prop-
erties. Pension funds are now buying pools of mortgages from
secondary markets.

o The seller can be the source of financing as noted above, particu-
larly in a conversion project. This can be done through a purchase
money mortgage or a contract sale. This type of arrangement should
be carefully constructed to protect the purchaser (UNCA sponsor).

o Credit unions are now allowed to write home mortgages and may be a
good source for end loan commitments for an UNCA in a particular
city. '

OTHER ACTORS
Public Agencies

The Federal Housing Administration (FHA) does not write loans:
instead, it insures them against default. Because the lender's risk is
reduced, FHA interest rates usually run slightly less than market rates, and
downpayments are substantially reduced. Currently, loans can be made at 97%
of value for the first $25,000 and 95% of the remaining value up to the
$60,000 limit.

Applications for FHA loans are made through FHA-approved lenders.
Applications are sent to local HUD area offices for inspection and apprai-
sal. For project mortgage insurance on multifamily properties, processing
time can vary from 1 month to a year, depending on the program and local HUD
office. Processing is accomplished in specific stages (feasibility, condi-
tional, and firm commitment) for these multifamily project mortgages. The

lender will prepare the documentation necessary on various FHA forms.
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A feasibility application is suggested for rehabilitation projects to
determine if the project is viable under FHA programs. At this time, there
is no fee for feasibility application. It does not provide a commitment to
insure.

The conditional commitment step is optional, and may be replaced by
the firm commitment application. A processing fee is levied on each unit
for condominiums; for cooperatives, $2/$1,000 of mortgage value is charged
for processing a conditional commitment and $1/$1,000 of mortgage value for
a firm commitment. Processing time for insurance on individual unit mort-
gages is considerably shortgr-—about 1 to 2 weeks for approval.

The Veterans Administration (VA) guarantees a portion of a loan (equal
to a reasonable downpayment or $25,000, whichever is less) for eligible vet-
erans. Because of this guarantee veterans can get 100% mortgages, without a
required downpayment. Like the FHA rate, the VA rate is fixed at slightly
below market rates.

Because FHA/VA insured loans are available at below market interest
rates, lenders will often charge points in order to raise the effective
yield of the mortgage. Points are equal to 1% of ;he value of the mortgage
and must be paid up front 5y the seller (who will include the additional

cost in the property price).

Private Mortgage Insurance Companies

Private mortgage insurance companies (PMI) handle the greatest volume
of mortgage insurance, and serve the same functions as FHA or VA insurance.
PMIs usually insure the top 25% of the loan balance, thus allowing loans up
to 95%. The premium for this insurance usually amounts to 1/4% for 90%

mortgages and 1/2% for 95% mortgages.
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The Secondary Markets

The secondary market allows mortgage originators to sell their mort-
gages--thus freeing up their funds to make more loans. The secondary market
agencies in turn sell securities that represent pools or blocks of mortgages
tc other investors, much like stocks and bonds. Only lenders or mortgagees
(rather than an UNCA developer) deal with the secondary market agencies
directly. The UNCAT and sponsor should be familiar with the terms and pro-
grams, however, because they are used frequently for low and moderate cost
housing loans.

The Federal National Mortgage Association (FNMA or Fannie Mae), a
privately owned corporation, trades in government backed and convenfional
mortgages and provides liquidity for the national market. Its activities
are explained ir more detail later in this chapter.

The Government National Mortgage Association (GNMA or Ginnie Mae) is
part of HUD. It subsidizes housing by purchasing publicly subsidized
mortgages at above market prices and selling them to investors at market
value-—-absorbing the cost differential. The term "tandem plan" refers to
the FNMA administration of GNMA housing programs. Tandem programs 27 and 29
are explained later in this chapter.

The GNMA pass-through program provides securities from a pool of
FHA/VA mortgages. The mortgages in the pool are serviced by the original
lenders, GNMA guarantees payment of principal and interest, and all payments
are passed through to the holders of the securities.

The Federal Home Loan Mortgage Corporation (FHLMC or Freddie Mae) is
another private secondary market agency for residential mortgages which buys

principally from S & L's.
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The Regulators

The Federal Home Loan Bank Board (FHLBB) regulates federally chartered
savings and loan institutions. FHLBB has been instrumental in increasing
the availability of mortgage funds in central city areas through the
programs listed below.

o The Office of Community Investment provides training materials,
educational sessions, and other technical assistance to S & L's
working with public programs.

o The Community Investment Fund (CIF) provides a Bank Board
commitment of $10 billion in below-market loans to member
institutions for purchase and rehabilitation of over 300,000
housing units.

o Special waivers have been used to modify regulatory requirements.

For instance, 10 Pittsburgh S & L's and three banks with FHLBB supervision
will originatey$14 million in Title I loans to be repurchased with recourse
by the Pittsburgh Urban Redevelopment Authority.

The National Credit Union Administration (NCUA) regulates federally
chartered credit unions. It has developed a training program for persons
interested in chartering community development credit unions. NCUA is now
allowing credit unions to sell mortgages on the secondary market to FNMA,
GNMA, and the FHLMC.

The Community Reinvestment Act (CRA) of 1977 required that all Federal
financial regulatory agencies encourage lenders to meet the credit needs of
the community they serve. A CRA statement and past performance record is
used when a lender applies for a charter, expansion, relocation, or other
reqgulated activity to ensure that the lender has hiétorically met the needs
of the low and moderate income residents.

The Neighborhood Reinvestment Corporation (formerly the Urban Rein-

vestment Task Force), under the direction of a board of directors from HUD



91
and the regulatory agencies, administers the Neighborhood Housing Services
(NHS) program. Currently operating in 75 cities, NHS establishes a non-
profit partnership of residents, representatives of municipal government,
and lending institutions. This local corporation provides a number of ser-
vices to certain neighborhoods, such as establishing revolving loan funds,

to increase rehabilitation activity and support ownership.

INTRODUCTION TO USING FEDERAL AND LOCAL PROGRAMS IN THE DEVELOPMENT OF
AN UNCA

Table IV.3, following, is a guide to Federal, State, and local pro-
grams potentially available to an UNCA sponsor. Several warning signals
should be noted for all of these programs:

o Even if the program has existed for several years, regqulations and
funding levels change frequently. Check with the appropriate
agency to obtain specific figqures and criteria for eligibility.

o These are public programs administered by local offices of a
Federal agency or various State or municipal agencies. Each UNCA
sponsor must approach and work with local personnel first; it may
take considerable time and effort to put together a funding
package.

o There is never enough money to go around, since the demand for
subsidized housing programs is higher than the supply. However, it
is easier to get money under certain programs and localities than
in others.

In any case, having an UNCAT member who is familiar with housing and

development program regulations is very advantageous. BAn experienced

grantsperson who can put together good grant applications will also assist

an UNCA team in obtaining public funding.
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Table IV. : GUIDE TO PROGRAMS FOR AN UNCAP SPONSOR

Programs Which Reduce
Cost of Mortgage Interest
Rate or Downpayment

Programs Reducing
Cost of Rehabili-
tation Financing

Methods of Reducing
Costs of Property
Acquisition

S. 234(d) with GNMA S. 312 ° Acquire HUD-held
(S.246) properties
For S. 213 for coops CETA
project ° Acquire city-held
mortgage FNMA rehabilita- properties
tion loan program
° Receive a gift
° Community land trust
S. 235 S. 312

S. 234(c) with GNMA
Program 27 or 29

S. 213 for coops

S. 245
For unit State Housing Finance
purchaser Agencies

L.ocal/CDBG rehab
loan programs

Local tax revenue bonds

mortgage plans

Local or state housing

assistance programs

VA insurance
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FHA MORTGAGE INSURANCE AND ASSISTANCE PROGRAM

HUD/Federal Housing Administration (FHA) mortgage insurance programs
provide Federal insurance for mortgages written under various sections of
the National Housing Act. Depending on the program, downpayment or interest
subsidies are also provided. Local lending institutions will provide mort-
gages under any number of HUD/FHA housing programs.

Mortgage insurance programs mean that the mortgage held by the bank is
insured by HUD. In the event of default, the mortgage can be assiéned to
HUD by the bank. A mortgage insurance premium (MIP) is paid by the mort-
gagor (UNCA sponsor and buyers of the units) in order to insure the mort-
gage. For most FHA programs, the MIP is 1/2 of 1% of the unpaid balance of
the principal. It is paid monthly and effectively raises the interest rate

by 1/2%.

Section 234(4d)

Under Section 234(d), FHA insures mortgages to finance construction of
condominium projects or to finance substantial rehabilitation of an existing
property to be converted to a condominium (project mortgage).

Individual units can be released from the blanket S.234(d) mortgage,
sold to purchasers, and insured under S.234(c); sold and subsidized under

S.235(1i); or financed conventionally.

Section 234(c)

Section 234(c) provides FHA mortgage insurance for condominium units
in projects of 12 units or more which must be constructed or rehabilitated
under $.234(d) or any FHA mortgage insurance program for unsubsidized multi-

family rental buildings. A property containing 11 units or less may be
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converted to a condominium and insured under S.234(c) even if it was not

built or rehabilitated and insured under a section of the Housing Act.

Section 235(1i)

Section 235(i) is a program for single-family homeownership assistance
which reduces the interest cost on the mortgage for the purchaser.

A sponsor of a condominium built or substantially rehabilitated under
S.234(d) can secure a convertible commitment for S.235(i) if the unit is to
be sold to a family eligible for assistance payments. The statutory limit
that not more than 40% of the units in a project can be insured under S.235
may be waived if there is rehabilitation or if the project is located in an
urban neighborhood with an established plan for redevelopment, allowing for
subsidized units. Even if the property is less than 11 units, or if the
property was originally built under a HUD/FHA insurance program, substantial
rehabilitation is necessary if the building is to be converted to a condo-

minium and the units sold under S.235(i).

A Comparison

If an UNCA sponsor develops under a Section 234(d) project mortgage,
the downpayment is reduced to 10%. Also, it is possible to release the
project mortgage for sale of individual units under S.234(c) or 235(i), if
there is an 80% presale.

Sections 234(c) and 235(i) reduce the cost of purchase for the unit
owners. First, both programs substantially reduce the downpayment recquire-
ment under both programs. Also, under S.234, the FHA interest rate is
slightly less than market interest (S.234 can provide lower cost mortgages

when used with Program 27 or Program 29, the targeted tandem programs of
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GNMA.) Finally, Section 235 provides a very viable option for a sponsor to
use in developing low cost condominium units. Because of the maximum mort-
gage amounts, it is easier to develop condominium units at these costs than
detached single family units.

For an illustration of how an UNCAP could be financed under S. 234 or
S.235, see Appendix IV.2. For further information on processing and
availability of funds, contact the local HUD/FHA area office. Local lending
institutions which participate in FHA programs will also have the necessary

forms and information.

Section 213

Under Section 213, FHA insures mortgages for cooperative housing proj-
ects of five or more units for construction, acquisition, rehabilitation, or
improvement and resale of memberships. Management-type cooperatives which
are initiated by a cooperative corporation (presale management cooperative)
or by an investor, and sold to a cooperative corporation, are eligible under
Section 213. Here, the corporation owning the cooperative is the mortgagor.
A nonprofit sponsor is not eligible to use S.213 and must use S.221(d4)(3).

A presale is a group of residents that have already formed a coopera-
tive corporation. In a presale, the monthly cost of a unit in a cooperative
insured under S.213 is only slightly less than a compafable condominium unit
insured under S.234. The downpayment necessary from a for-profit sponsor is
the same as the 10% required under S.234. Upon sale to the cooperative
corporation each member must pay a 2% downpayment. A nonprofit sponsor
developing a cooperative must use S.221(d) (3), which allows 100% financing.

This will result in slightly higher monthly costs.
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Section 245

. Section 245, one of the newest FHA mortgage insurance programs,
insures mortgages which combine an attractively low downpayment with reduced
monthly costs through a graduated payment mortgage (GPM). S.245 is applic-
able to the S.234 condominium érogram and S.203(b), the single family mort-
gage insurance program. Other kinds of graduated payment mortgage plans are
also available without FHA insurance from savings and loans.

With S.245, mortgage payments during the first years of ownership are
lower than comparable FHA rates, and rise over a period of 5 to 10 years
until they are above the regular rates. Obviously, this system is best for
purchasers who expect their incomes to increase over the next 10 years.
During periods of inflation, the GPM mortgage is particularly attractive
since later and higher payments are made with increasingly cheaper dollars.
There are five payment options which vary the increases: generally, the
greater the rate of increase (or the longer the period of increase), the

lower the early mortgage payments.

FEDERAL NATIONAL MORTGAGE ASSOCIATION PROGRAMS

An UNCA sponsor uses FNMA programs through a lending institution. 1In
most cases, with the exception of the Urban Loan Participation Program, the
institution must be approved by FNMA. For condominiums and HOAs, FNMA must
approve the overall project and its documents.

Project aspects examined by FNMA include:

o the legal descriptions of unit and common areas;

o insurance requirements;

o reserves and assessment procedures;

o presale requirements from 55 to 70%; and
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o rights of first refusal.

The latter requirement can be a potential problem for a sponsor if it
affects the "marketability" of the unit or the mortgage holder's rights.

While FNMA commitments do not reduce the costs of the mortgage, they
are useful in increasing the avai;ability of funds for common interest
.ownership projects in urban areas. FNMA will purchase loans for conven-
tional condominiums and government-insured projects on similar terms.

Under the Urban Commitment Program, FNMA will purchase an individual
FHA, VA, or conventional mortgage in a 1- to 4-unit property, condominium
unit, or HOA unit in older urban areas. These properties can be existing,
new, or undergoing substantial rehabilitation. FNMA provides a commitment
to purchase mortgages for a 12-month period. Under the newest version, the
commitments are not tied to specific properties.

The Urban .oan Participation program is designed to involve non-FNYA
approved lenders. FNMA buys a 60-90% share in a pool of mortgages rather
than single loans. Condominium or HOA unit mortgages must be in FNMA-
approved projects.

FNMA has also set up a rehabilitation loan program which buys mort-
gages for purchase or rehabilitation of units. The rehabilitation portion
of the loan will be placed in an interest-bearing escrow account which is
drawn upon as work progresses. Funds are thus provided at long-term mort-
gage rates rather than short-term construction rates.

Another new FNMA program allows banks (commercial and savings and
loans) to borrow from FNMA to finance new construction or rehabilitation in
urban areas. Each loan is secured by a pool of residential mortgages.

further intormation on these programs can be obtained from FNMA-approved
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lending institutions or the FNMA Regional Offices in Chicago, Philadelphia,

Atlanta, Dallas, Los Angeles, or the Washington, D.C. central office.

GNMA TANDEM PROGRAMS

FNMA has special assistance tandem programs which can be used to
reduce interest rates on FHA insured mortgages. The lender utilizes and
prepares their documentation. Program 27 is targeted for projects within
cities and counties eligible for HUD's Urban Development Action Grant
program (322 metropolitan areas). Program 29 commits money for projects
within Neighborhood Strategy Areas (NSA's). S.234(d) condominium projects
and S.213 or S.221(d)(3) cooperatives are eligible under Programs 27 and
29.

For a rehabilitation project, the lender obtains a GNMA purchase
commitment after the FHA S.234(d) or S.213 or S.221(d)(3) feasibility
letter, conditional commitment, or firm commitment is issued. For a 234(d4)
project, the GNMA commitment is converted to a commitment to purchase indi-

vidual 234(c) unit mortgages.

LOCAL HOUSING ASSISTANCE PROGRAMS

Many states and communities are designing and implementing assistance
programs to stimulate rehabilitation in urban neighborhoods or lower housing
costs. An UNCA sponsor may be able to take advantage of cost savings by
using these local progranms. In fact, the difference between a successful
and an unsuccessful undertaking may well be the methods and support provided

by local government, especially in high-cost areas.
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Housihq Finance Agencies

State housing finance agencies (HFA's) have been very successful in
providing financing for multifamily housing and increasingly for single
family ownership projects. - In fact, over 60% of HFA bond issues in 1978
were for single family housing. Of the 37 states with operating agencies,
30 currently have single family programs which could be utilized for the
development of a typical UNCA.

A bill recently introduced to the House Ways and Means Committee (H.R.
3712) forbids states and localities to issue tax exempt bonds for single
family mortgage programs. This bill is in response to the controversial
municipal bond programs for mortgages (explained later in this chapter), and
essentially stops the single family bond market. An UNCAT and sponsor
should check on the progresé of this bill with the local HFA;

An HFA acquires funds through the sale of tax exempt notes and bonds
to investors, then uses these funds for long-term mortgage and short-term
construction loans for low and moderate income housing development. Because
the bonds and notes are generally marketed at rates well below current mort-
gage lending rates, HFA's can in turn lend out money at below market
interest rates.

The UNCA sponsor may be able to secure development loans through a
single family program of an HFA. Some of these programs provide direct con-
struction financing to the developer. Most of the single family development
loans, however, are made through the loans-to-lenders or mortgage purchase
program. In the loans-to-lenders program, the HFA lends money to bankers
from bond sales which they use for low and moderate income housing mort-
gages. Through the mortgage purchase program, the HFA acts as a secondary

market and buys bhelow market rate mortgages with bond or note proceeds from
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the lenders. Most of these programs require the mortgages to he insured
through FHA, VA, or private mortgage insurance.

It is important to note that an HFA may be one of the only sources for
low cost mortgage money if FHA S.235 or Program 27 or 29 are not available.
Sponsors should check with their State HFA (listed in the Appendix) about
single family programs.

Many HFA's also have designed special mortgage programs. An example
is the Minnesota Housing Finance Agency, which has funded a program éirected
to moderate income families which combines downpayment assistance with
graduated mortgage payments.

This assistance decreases annually by $5 per month ($60/year). When
the full loan is advanced, repayments increase by $10 per month until full
repayment is achieved. With the initial loan ($75/monthly), assistance will
continue for 15 years. The purchaser contributes from 15% to 20% of his/her

adjusted income.

Local Tax-exempt Revenue Bonds for Single Family Housing

An innovative and controversial means of raising funds for housing
assistance is the issuance of tax—-exempt bonds. Because there is an
increasing demand for affordable single family housing, and because cities
want to attract this market, the use of bonds to promote homeownership is
becoming popular among local governments: some 23 local governments have
issued them since 1978,

Most local programs work in the same manner: the government first
borrows money from investors by selling tax—exempt bonds, then relends the

proceeds through a private lending institution for individual home
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mortgages. However, these programs are coming under closer scrutiny by
housing administrators and policymakers because of several factors.

o Tax exempt bonds produce a loss to the Federal treasury in tax
revenues. (It is estimated that for every billion dollars of new
issues, the treasury loses $26 million over the life of the
bonds.) :

o The bonds may drive up the cost of other bond issues (i.e., roads
or schools) that have traditionally been financed with bond
revenue.

o The mortgage plans have not been closely targeted to any lower-
income families in need of decent housing. It is possible that the
bond programs accelerate displacement of lower income residents by
allowing more moderate and middle income families to buy and

renovate.

o Prices of housing locally may rise in bidding, since there are more
purchasers for every existing supply of units.

Because of such disadvantages, HR 3712 (noted earlier) may disallow
the issuance ¢” .ax exempt bonds to finance single family home mortgages.
However, at present, local bonds can assist potential UNCA unit purchasers

by providing lower interest mortgages for condominiums or HOA units.

PRIVATE SECTOR EFFORTS

In response to programs, guidelines, and legislation emphasizing urban
lending, many local lenders have established assistance programs. An UNCA
sponsor would ‘be wise to identify which lenders have good records in serving
the credit needs of the community. Relevant CRA statements (described

earlier) are available to lenders on request.

Some examples of lender-initiated programs follow.

o The Mechanics and Farmers Savings in Bridgeport, Connecticut, has
established a $2 million fund as part of its Community Investment
Fund plan. Mortgages and home improvement loans are available at
interest rates 1% below market. The agency is also working with a
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housing and development corporation to rehabilitate houses and sell
them to low and moderate income families.

o Lander Federal Savings and Loan in Memphis, Tennessee, has estab-
lished an urban lending department for residential and second
mortgages and home improvement loans. As head of a consortium of
banks, Lander offers below-market rate home improvement loans in
targeted areas. :

o Dallas Federal Savings and Loan in Dallas, Texas, has an active
loan outreach program (via mobile units) to promote low- and

moderate-income housing in older areas.

o State Savings Company in Columbus, Ohio, has organized a wholly
owned subsidiary to rebuild selected neighborhoods in Columbus.

REDUCING COSTS OF REHABILITATION FINANCING

Just as there are programs to ease the difficulty and reduce the cost
of ownership, there are programs which write déwn the cost of financing
rehabilitation. In this chapter, it is possible to describe only a few of
the many types of programs available. For further information, see

Financing Techniques for Local Rehabilitation Programs (David Gressel:

National Association of Housing and Redevelopment Officials, 1976).

In most cases, rehabilitation loans such as those described below are
available to property owners. The sponsor will have to determine whether
local programs can be used after acquisition by unit pufchasers.

It is crucial to remember that Title I, Section 312 loans, or other
local rehabilitation loan programs provide longer-term second trust financ-
ing. For a cooperative, 312 or Title I loans can be used once the corpora-
tion is established. The costs of repayment on the loan can then be divided
among the cooperative members over the term of the loan. In a condominium,

only purchasers could apply for funds, since the association does not own
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the property. In an HOA, the association can use rehabilitation loans for

the common elements.

Federal Rehabilitation Loan Assistance Programs

The Title I Property Improvement Loan Insurance Program has recently
become very useful in local programs to stimulate rehabilitation of housing
in older urban neighborhoods. Title I is being used in tandem with CDBG
funds to insure and subsidize rehabilitation loans.

Loans issued under Title I are insured by FHA with up to 90%
reimbursement in case of default. All processing is done fairly quickly by
participating lending institutions, and lenders use normal credit standards.
Eligibility for Title I loans is not based on the appraised property value,
but rather on the credit rating of the applicant.

While Title I loans cannot be used for acquisition, an UNCA owner/
resident can use Title I loans to:

o enlarge, replace utility systems;

o paint;

o ‘insulate;

o 1install new bathrooms, kitchens, bedrooms, living rooms;

o repair or replace roofs, windows, floors;

o construct sidéwalks, and landscape; and

o construct an attached building for UNCA residents' use.

Title I is significant in that many public and private organizations
use Title I insured loans in rehabilitation programs. The HUD booklet "FHA
Title I Property Improvement Loans in Public Rehabilitation Programs: Case

Studies," describes these programs in greater detail.
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The Section 312 rehabilitation loan program exists at various levels
of funding. HUD provides funds to local agencies such as housing authori-
ties or municipal community development offices.

An UNCA sponsor should check the availability of S.312 funds with the
local housing agency. The low interest rate (3%) and longer term (20 years)
of S.312 loans are the key ingredients which can reduce the cost of rehabi-
litating an UNCA.

Section 312 loans cannot generally serve as short-term financing in
the development of a condominium or HOA. However, they can be used in a
--cooperative and are being used in the urban homesteading program. In the
latter program, singié family purchasers are buying units at very low cost
from a city and often using Section 312 for rehabilitation. When the title
passes (3 to 5 years), the ownef becomes mortgagor of the S.312 loan.

Section 312 is difficult to use in rehabilitation and conversion to a
condominium or HOA for two basic reasons:

First, the 312 payments schedule and procedure are not designed for
short term development financing. It is not worthwhile for the local
government, HUD, and UNCA sponsor to arrange all of the necessary
documentation for a 20-year loan, only to turn it over to a project mortgage
or group of mortgages on condominium units in one or two years.

Secondly, the intent of Section 312 is to bring property up to code
standards. Because a condominium and HOA are made up of individually owned
units, a local government or HUD might be reluctant to arrange separate
loans with each unit owner; it is difficult to design a standardized rehabi-

litation program which will satisfy all owners.
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LLOCAL REHABILITATION PROGRAMS
Since the passage of the 1974 Housing and Community Development Act,
many local governments have used CDBG funds to set up rehabilitation prog-
rams. Rehabilitation costs may be reduce@ by:

o Making loans directly at lower than market rates (as in Section
312);

o Setting up a revolving fund so that loans are made from the
proceeds of the first loans as they are repaid;

o Making direct grants to cover all or part of the cost of
rehabilitation;

o Subsidizing interest rates on loans made through lending
institutions; and

o Providing a pool of funds to a lending institution as a guarantee

for rehabilitation loans made. Reducing the risk for the lenders
should result in lower cost funds.

Dollar Savings Through Alternative Sources of Energy

Sponsors who demonstrate new energy savings technologies may be eligi-
ble for funding through the National Solar Heating and Cooling Demonstration
Program (administered through HUD and the Department of Energy). The
Department of Energy (DOE) administers energy demonstrations in commercial
structures, while HUD is responsible for the residential applications
through the Residential Solar Demonstration Program. Grants are available
to developers and builders who wish to market housing equipped with solar
systems. Most recently, grants have focused on water heating systems in
existing multifamily housing; it is expected that this trend will continue.

Applicants must respond to the Requests for Grant Applications
announced through the general media and the mailing list of the National
Solar Heating and Cooling Information Center (see Appendix for address and
phone number). Nonprofit housing sponsors which have successfully installed

solar heating, cooling, and hot water systems include the San Bernadino
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Community Development Corporation, Durham Housing Authority (North

Carolina), and Peoples Development Corporation (the Bronx, New York).

REDUCING LABOR COSTS

The cost of labor is a sizeable portion of rehabilitation costs. It
is possible to use CETA (Comprehensive Employment Training Act) labor in the
development of én UNCA. However, costs in terms of paperwork and time may
outweigh the benefits of reduced wages. The program is also subject to vast
funding cutbacks.

CETA funds provide wages for trainées and/or instructors, and create
employment and training for unemployed residents of the community. CETA
labor costs can be subsidized for any phase of rehabilitation, and the
financing consequently reduced. Auxiliary costs for training are covered by
the total CETA grant. In some cases, actual residents may receive CETA
stipends for their work (as in New York City's Sweat Equity Urban Homestead-
ing Demonstration). In Milwaukee‘s Sherman Park Community Association, CETA
workers are prepared for union apprenticeship exams in cooperation with the
Milwaukee Building Trades Council.

The U.S. Department of Labor booklet, "Guide to Seeking Funds from
CETA: A Booklet to Assist Individuals and Organizations to Learn How to

Apply for CETA Monies" is a useful guide in this area.

REDUCING THE COST OF PROPERTY ACQUISITION
The following techniques present a means for acquiring low-cost

properties for UNCA development.

"w
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From HUD

In many cities, a large supply of housing has been acquired by HUD
through foreclosure of the mortgage insured under a section of the Housing
Act. These properties represent a substantial source for acquisition and
conversion to the UNCA form of ownership--for a reduced amount.

Sales by HUD are either through competitive bids or negofiation, In
a competitive offering, an UNCAT must bid against other potential purchasers
tc buy the property with cash, a purchase money mortgage, or an insured
mortgage. Negotiated sales may be made to local agencies or nonprofit
.groups who wish to form a cooperative or condominium. Properties acquired
through negotiated sales are usually cheaper than competitive offerings.

In several locations, HUD area offices are working with local govern-
ment or private organizations to design innovative disposition techniques.
Section 246 of the 1978 Housing and Community Development Act allows HUD to
sell a HUD-owned property to a cooperative corporation. The acquisition
price can be set at an amount reflecting the non-profit income of the
property after payment of taxes, insurance and reserve. In other words,
the price of the property can be adjusted to fit the income levels of the
residents. UNCAP sponsors should pursue possible use of this authorization

with the local HUD office.

From the City

Municipalities also become landlords when the original property owners
stop paying property taxes (the city, through foreclosure proceedings,
receives the property if taxes remain unpaid for a specified period of
time). These properties are another potential source of low cost structures
Ffor UNCA conversion. Each municipality will have its own procedures for

acquiring tax-delinguent properties and conveying them to new owners at tax
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sales, auctions, or through a bidding process. The UNCA sponsor should
approach the city prepared to explain the intentions of the group and

benefits of the project.

Receiving Gifts of Property

An individual or institution that donafes property as a total gift or
sells property at less than the appraised market value to a nonprofit
sponsor (classified under a 501 Section by the IRS) receives a tax
deduction. The seller of the property, whether individuwal or corporation,
can deduct the absolute value of the property from annual income or deduct a
portion of the donated value over six years. These tax laws can enable an
UNCA sponsor to acquire property for free or less than market value.

There are a number of circumstances in which this type of donation
would be a viable setting for a community association project. For
instance, an already recognized neighborhood group may receive property
which they do not wish to hold. If the structure could be developed into an
UNCA, the burdens of owning and leasing property for the group would be
eliminated. This was true in Oakland, California, where the Trust for
Public Land helped nine community groups acquire préperty through the dona-
tions of foreclosing S & L's. This type of gift can also be made directly

to an UNCA sponsor.

LAND TRUSTS

Another potential UNCA source is community land trusts, chartered to
hold property in stewardship so that existing residents may share any value
appreciation. The trust can prepare the property in a number of different

ways for eventual sale as low and moderate income condominiums or units in
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an HOA. For instance, an interim stage between renting and eventual pur-
chase by residents can be set up through a nonprofit land trust. Each trust
will have its own set of objectives and procedures for conveying properties
to an UNCA sponsore.

For further information on designing and developing a neighborhood

land trust, see Citizen's Action Manual: A Guide to Recycling Vacant

Property in Your Neighborhood, prepared by the Trust for Public Land

(Washington, D.C., Department of Interior, 1979).

TECHNIQUES OF RAISING WORKING CAPITAL
Raising the necessary working capital can be a difficult but crucial
task of the project for the UNCAT. Following are some ideas for raising the

up front money needed to leverage financing.

Using Local Sources
Local foundations are possible sources of seed money, particularly now
that neighborhood preservation has become a priority issue in many cities.

(The Foundation Directory, Foundation Grant Index, and other directories in

local libraries list local foundations.) .After determining which projects
each foundation sﬁpports, the sponsor should submit letters briefly describ-
ing the proposed UNCA to likely groups.

Local churches can be another source of grants for equity funding or a
source of information on which national church-related organizations provide
funds for neighborhood housing activities. Direct mail campaigns--or
borrowing from supporters on a promissory note basis--are other alternatives

(both were used successfully by Jubilee Housing in Washington, D.C.).
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Almost all State housing finance agencies have the authority to pro-
vide interest-free loans or seed money to nonprofit or public housing
developers. BAn UNCA sponsor can use seed money to cover the costs of an
option on property, professional assistance from lawyers, architects and

other consultants, or other up-front costs. In most cases, seed money is

available if a sponsor can secure a commitment for financing a project. The

loan can be paid back to the housing finance agency from the proceeds of the

development or rehabilitqtion financing.

Most HFAs use a revolving fund to proviée money for these seed loans.
For example, the Michigan State Housing Development Authority created a $1
million fund from which $1.3 million were loaned to 27 nonprofit groups in

four years (1974-1978).

Using Federal Sources

Community Development Block Grant (CDBG) funds are available to non-
profit organizations for neighborhood preservation or economic development
projects. An UNCA sponsor allied with a recognized community group that
represents low and moderate income residents of a city may be able to use
CDBG funds to raise necessary equity or working capital. The sponsor group
should approach the city agency that formulates the long-range plans for
CDBG expenditures to discuss their intentions.

Urban Development Action Grants (UDAG) funds can also be used for

neighborhood redevelopment projects in cities which meet the HUD formula for

physical or economic distress. Since only cities are awarded the funds,
community groups should prepare an application which the city can submit to
HUD on the regularly scheduled six-month cycle. (Cities may submit more

than one application on each round; however, all applications must be

»



111

approved through the local review process.) UDAG projects must involve the
private sector. Using UDAG funds as equity for an UNCA is a good method of
leveraging or raising financing for the development of a community associa-
tion.

The UDAG office at HUD in Washington is particularly interested in
(and awards bonus points to) submissions from neighborhood groups. UDAG
projects funded in previous cycles include the Neighborhood Improvement and
Preservation Project, Inc. of Flint, Michigan (which sponsored a 40-year
project for housing preservation; and the 42nd St. Redevelopment Corporation
in New Yérk, which will use its $1,900,0b0 award as loans for theatre, rest-
aurant, and other commercial rehabilitation projects.

For more information, contact the UDAG office of HUD in Washington, D.C.

(202) 755-6234.

Revolving Funds

A revolving fund consists of seed money which supports loans for meet-
ing specific objectives. The fund is renewed as loans are paid back and the
money can be circulated to new projects. Revolving funds are generally used
as a source of higher risk loans to leverage other financing in the private
sector. Many revolving funds have been set up by nonprofit organizations to
stimulate neighborhood reinvestment. Normally, loans from these funds are
short term so that the money can be "re§olved" quickly. Many cities have
also set up revolving funds with CDBG funds.

The sponsor of an UNCAP can use a revolving fund loan as equity to
seek financing for the project. Alternatively, the sponsoring organization
can start a revolving fund using money raised from local and private

foundations or public dollars such as CDBG. A revolving fund is useful for
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financing phases and stimulating private reinvestment--particularly if an
organization is involved with redevelopment of a whole neighborhood.

The National Trust for‘Historic Preservation has a $1,000,000 revolv-
ing fund which is lent to member nonprofit and public agency organizations
on a matching basis for projects involving recognized historic properties
(listed in the National Register of Historic Places). The loans are made at
half of prime rate for 5 to 7 years.

| Projects that serve lower income residents of historic buildings have
the best chance of being funded under this program. Loans average $25,000
to $50,000 and must be matched by an amount raised by the organization.

Loans from this revolving fund have been made to the Neighborhood

Housing Services, Inc. in Anacostia (Washington, D.C.), and Little Rock,

Arkansas. Neighborhood Housing, Inc. in Fairhaven, Connecticut is using a

National Trust Loan in conjunction with money from the Connecticut Housing

Finance Agency for property acquisition. The Lafayette Square Restoration

Committee in St. Louis, Missouri, set up its own revolving fund with seed
money from the National Preservation Revolving Fund.

For further information on the National Preservation Revolving Fund,
contact the Office of Preservation Services, National Trust for Historic

Preservation, 740-748 Jackson Place, N.W., Washington, D.C. 20006.

Using Multiple Sources of Funding ("Piggybacking")

It is possible for an UNCA sponsor to combine and package funding from
several available sources and finance 100% of project costs. The sponsor
group may already receive monies from several sources such as CDBG, UDAG, or
State and local housing programs, and use them on a revolving basis. In

other words, the loans used to develop one property are paid back when the
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property is sold, and can be reused for the next project. The UNCA could be
the "next project.”

For example, the Upper Albany Community Organization in Hartford,

Connecticut, has packaged CDBG and UDAG monies, loans from the Connecticut
Housing Finance Agency and State Department of Community Affairs to finance
rehabilitation of housing. At sale, the CDBG funds are used to write down
the price of the unit, and the remainder of the development monies are
reused for other properties. Permanent financing commitments are made

through the Connecticut Housing Finance Agency.

THE LEASING OPTION

The UNCA sponsor can develop the project as a leased or rental
condominium, HOA units, or a cooperative--stipulating a period of time after
which the resident can opt to purchase. This manner of development achieves
several objectives:

o a substantial portion of development funds can be raised through
syndication, as explained earlier in this chapter.

o Residents do not need a downpayment to live in the units. However,
the option to purchase at the end of a specified period allows them
a chance to build up "equity" for a downpayment when the option
expires.

o The option period demonstrates the tenant's ability to make reqgular
housing payments. In addition, ownership counseling during the
leasing period can be designed to train residents in the financial
and maintenance responsibilities of homeownership and to develop an
ownership mentality.

Through this system, the UNCA sponsor purchases and rehabilitates the

property with a combination of conventional financing or FHA-insured
mortgages through a State housing finance agency program or other available

sources. The equity capital is raised by syndication to a group of limited

partner investors. These limited partners contribute capital and in return
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receive tax shelter through depreciation deductions. The sponsor becomes
general partner and manager of the project. Syndication of equity is
attractive for investors only if there is substantial rehabilitation which
allows deductions for losses created by rapid depreciation. At the end of 3
to 5 years, the tax shelter is diminished and the investors can sell and
invest in another project.

Residents take on long-term leases with an option to buy at the end of
a specified time period for a stated price. If the resident does not opt to
purchase, the sponsor and partnership can sell the unit to another resident
or maintain ownership themselves.

This basic description of the leasing option can be altered in various
ways to fit the specifics of a situation. The Upper Albany Community
Organization (UACO), in Hartford, Connecticut, has proposed a program which
could foster the development of an "ownership mentality" by requiring a $30
monthly equity payment of renters. If the resident leaves the unit at any
point during the leasing period, or does not exercise the option to
purchase, he or she cannot withdraw the equity payments and loses the money.
Therefore, there is built-in incentive for the resident to stay in the unit
and maintain it. Each month he or she has a little more invested in it.

In this arrangement, UACO extends many of the benefits of ownership to
residents who could not afford downpayments without saving the equity
payments duriné a leasing period. UACO can also raise equity itself for the

initial acquisition and rehabilitation through syndication.
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Chapter 5: DESIGN AND ARCHITECTURE

INTRODUCTION

Design-~as much as any other element in the development process--is
integral to a project's long-term success in meeting its residents' needs.
Design decisions affect marketing costs, ease of maintenance, and in
general, the way a conversion will "work." Even under the limited physical
possibilities offered by conversion, design choices are critical to meeting
the principal objectives of overall resident satisfaction.

A home is not only a shelter, but also a highly personal expression
and a setting for many significant social interactions. A community associ-
ation conversion must account for those factors in the design process, and
also permit the successful functioning of an association controlled by its

owner-members.

DECIDING AMONG CONFLICTING DESIGN GOALS

Once a building(s) and surrounding property have been selected for
conversion, the sponsor and UNCAT will need to address the many, frequently
conflicting design goals which can be pursued. Goals must be weighed in
relation to available financing, the target population, the sponsor's long-
range prograﬁ, and the property's location within the neighborhood. Goals
may include:

o efficient energy use and corresponding savings;

o quality of workmanship and frequency of future renovation and
maintenance;

o use of space to maximize the number of residents (within housing
code limitations), thereby spreading costs over large numbers of
anits; '
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o esthetic considerations;
o physical security and the residents’ sense of security;

o clear definition of residents' responsibilities through design
features; )

o impact on the surrounding neighborhood through visible exterior
changes;

o creation of recreational facilities open to the public;

o barrier-free facilities for the handicapped or elderly; and

o historic preservation.

During the development planning process, priorities must be assigned
to conflicting values and goals, and decisions made in light of physical and
budget limitations. Starting with an existing property will dictate only
part of the final results; the greater the extent of rehabilitation, the
greater the opportunity to incorporate extensive and significant design
changes. Once the overall rehabilitation and design changes have been made,
however, specific choices between short-run rehabilitation costs and long-

run operating costs will remain.

GAINING THE TRUST OF THE NEIGHBORHOOD AND OWNERS-TO-BE

Most tenants do not belong to organizations. Thus, there may be no
recognized neighborhood group through which the sponsor and UNCAT can pre-
sent information to potential owners and defend the UNCA's legitimacy and
credibility. In any case, the process of designing and rehabilitating the
property will be one of the most important sources of contacts with these
tenant "clients." Both the choice of personnel and the procedural methods

must therefore foster a good working relationship with neighborhood resi-

dents.

3
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The UNCAT should identify the informal block or building leaders who
command the respect of their neighbors. Information about these individuals
is often available from teenagers or younger children, and clergy or other
social service professionals. Once these leaders have been found, the UNCAT
should begin the difficult process of gaining their understanding and trust.
The sponsor group ané UNCAT may be suspected of being just another outside
group with little true understanding of the neighborhood or ability to help
it. At worst, the UNCAT will be seen as a group seeking to take advantage
of a poor and powerless neighborhood by taking housing away from existing
tenants and displacing them. The UNCAT must explain the goals and advan-
tages bf the UNCA in terms which are meaningful to the neighborhood in order
to gain support. At the same time, it should neither disregard nor minimize
the difficulties of success or the financial realities of the program--
including the fact that displacement may occur. Sensitive initial contacts,
in which UNCAT members may present the program while listening as much or
more than they talk, will permit a period of testing before the working
trust takes shape.

Every professional connected with the UNCAT, especially the architect
and rehab foreman, must strictly observe the common sense, human relations
guidelines necessary to successful work with neighborhood residents:
direct, honest, and stréightforward communications; sensitivity to fears,
aspirations, and expectations; and a sincefe declaration that the residents'

needs lie at the heart of the UNCA.

TNVOLVING RESIDENTS IN DESIGN DECISIONS
In making design decisions, the development sponsor, design profes-

sionals, management experts, and prospective residents will each have roles
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to play. The owners-to-be should be involved to the maximum extent feasible
in the design process, because their satisfaction will determine the ulti-
mate success of the project. Ready-made design packages are not necessarily
desirable, since group tastes and lifestyles vary considerably throughout
the United States.

One way to ensure owner involvement is to establish "sweat equity"
groups. Such groups work closely with an architect chosen to modify pro-
jects to meet individual needs. Such modifications may include the connec-
tion of buildings to increase apartment size and the creation of community
facilities, as with multifamily housing units in New York City (HUD, 1977).

With or without sweat equity, residents should participate in the
selection of the project architect when possible. Whether a full-time staff
member or a consultant, the architect must meet a number of criteria:

o Ability to design and conduct a rehabilitation project (new
construction experience alone is not a sufficient qualification);

o Willingness to work with neighborhod residents and owners-to-be,
giving preference to resident needs over professional considera-

tions;

o Ability to develop designs satisfying both the user's needs and
financial realities; and

o An understanding of UNCA's goals and the particular needs of a
community association.

Resident input in any design decisions will impact the eventual role of
the owners' association. After transition, the UNCA will be responsible for
operating and maintaining the common areas, for overall security, and for
enforcing architectural restrictions and controls established by the
developer or gssociation. If the UNCAT, sponsor, lenders, or any principal

funder alone make design and other choices independently of the ultimate
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users, conflict may occur. Including prospective owners in the design
process will encourage consensus, make them better aware of difficult
budget-design tradeoffs, and help train them for assuming full responsi-
bility after transition.

Beyond the choices owners can make concerning their own units, a prac-
tical method for determining preferences concerning the common areas should
also be found. This may be a difficult task if all the new owners have not
been identified, if the budget is highly restrictive, or if no ready consen-
sus emerges. If the new owners have not been identified, the UNCAT and
sponsor may use representatives from neighborhood groups already assisting
with the conversion effort. In conjunction with either the prospective
residents or neighborhood groups, the developer will have to determine
whether general group meetings, resident or neighborhood surveys, or use of
representatives will be the most legitimate and efficient method for measur-
ing opinion. Design decisions made on the basis of a market survey of pro-
spective buyers may be too expensive for an UNCA, unless it is large and
well funded.

While residents should take part in providing necessary information,
final decisions must be made by the UNCAT, which is responsible for the
solvency and success of the entire project. Potential conflicts between the
UNCAT and resident participants may be avoided by discussing how structural
and budgetary limitations affect project plans.

Experiments with self-help design and resident participation have
developed workable methods for involving residents in specific design
choices. In projects requiring restructuring of interior spaces, for exam-
ple, scaled-down models with grid lines and movable pieces have allowed

residents to understand and experiment with various floor plans. At the
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same time, the architect is able to point out concretely the problems or
difficulties of any proposal. In any case, residents can participate in
interior and exterior tours to discuss possible modifications, and can
review working and final drawings.

These methods have proven successful, and architects'have been in-
creasingly willing to join in such efforts. Over 60 cities now have Com-
munity Design Centers to provide assistance. Schools of architecture have
also participated in self-help progréms, both as outreach services and as
training grounds for their students; local universities or chapters of the
American Institute of Architects should be consulted by pfospective Sponsor s
or developers. The technical assistance organizations listed in the

References and Resources section include some which offer design services.

WORKING WITHIN THE LIMITS OF A REHABILITATION PROJECT

Except in gut rehabilitations, existing walls and structural features
will limit the extent of feasible changes. Features and standards mandated
by local housing and building codes will also place limits on possible

savings and changes. In federally assisted projects, the HUD Minimum Design

Standards for Rehabilitation for Residential Properties must be consulted.

Recently revised, these standards include requirements concerning basic
systems and suggestions concerning other features. While these standards
may not mandate significant additional costs, they may place constraints on
design changes.

Regardless of such limitations, interior space can be rearranged to

meet modern needs more adequately, to create sufficient storage spaces, and



121
to enhance both privacy and congeniality. The Federal National Mortgage
Association (FNMA) Forum One Project included model layouts for portraying
such modifications, applicable to both new construction and conversions.
For instance, more satisfactory bath facilities can be created without
addition of expensive new fixtures; existing bathrooms can be divided into
separate compartments for the toilet, shower, and sink. Each compartment
can then be in use at the same time (i.e., with a large family) without any
user disturbing the privacy of another.

New construction or landscape materials can also be chosen to meet
defined objectives. Decisions concerning materials should be based on
durability, cost of installation, cost of maintenance, intensiveness of
projected use, enerqgy efficiency, and other considerations. Careful
research should underly such decisions: woods, for example, may vary
considerably in terms of bending strength, stiffness, freedom from warping,

and paint holding capability (Anderson, 1978).

SAVING ENERGY THROUGH DESIGN: BASIC CONSIDERATIONS

The number of energy-saving and cost-reducing devices has been .in=-
creasing rapidly. Thus, the conversion project planner will need to find
out both the most recent and the most affordable new developments. A number
of enerqgy saving features will reduce energy costs by as much as one-third.
These include: insulation sufficient for the climate, weather stripping,
double-glazed windows, and "air lock" vestibules which separate heated
interiors from the cold outdoors. The extent of rehabilitation and the life
expectancy of existing heating or cooling equipment may dictate how many

other enerqgy saving changes are feasible.
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In general, energy saving methods can be divided into two types:
active and passive. Active methods generally rely upon technology and
include the traditional furnace and air conditioner, the heat pump, and
solar energy collectors. By contrast, passive design features have few
moving parts, are low cost, and use natural energy sources. Because many
older structures already incorporate many of these passive design features,
conversions should focus on enhancing their original contributions. Many
simple passive design changes can result in significant energy and money
savings. Shutters, awnings, and other simple movable screens can be used to
control light and heat; trees and landscaping can provide shelter from both
winter winds and summer sun. If possible, glass can be concentrated on

southern exposures to take advantage of natural (solar) heating.

Energy-Saving Investments

The effect of energy saving modifications varies considerably among
housing types, as determined by a HUD study (Figure Vv-1l). Of the four types
discussed, townhouses show the greatest savings in return for structural,
heating, and internal energy related modifications.

The effect of rising energy costs over time (Figure V-2) is another
major consideration.

As indicated, single family homes can realize an investment return in
about five years, with a doubled return in ten years. Stacked housing ﬁnits
can achieve similar success even though initial energy savings costs are
considerably higher. A 417-unit condominium, for example, recently in-
stalled window, lighting, and insulation features to realize a 39% fuel

savings in the first year alone (Washington Post, April 19, 1979); an in-

vestment return of five years was projected.
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Figure V-1: ENERGY SAVINGS DEVICES

ANNUAL ENERGY
SAVINGS

Single | Town- | Low | High
Family | house*| Rise* | Rise*

1. Structural modifications
(incl. storm doors &

windows, insulation, etc) 17.5% [ 23.0% | 18.0% |16.0%
2. Heating & cooling systems
modifications 10.7 10.7 0t 0t

3. Internal factor (appli-
ances, lighting, etc)
modifications 8.0 114 10.3 7.7

Totals 36.2% | 45.1% | 28.3% |23.7%

*Values shown in these columns are for the whole building.

tHeating and cooling svstems in these characteristic structures were the best
of those analyzed.

Figure V-2: COST BENEFITS OF ENERGY SAVINGS

DEVICES ON A SINGLE FAMILY HOUSE

DOLLARS

3000

2000

1000

10 YEAR RETURN
ON INVESTMENT

PAYBACK PERIOD
5.2 YEARS

‘

INITIAL INVESTMENT = $1010

\

PAYBACK PERIOD
6.7 YEARS

$2024

Assumpticns:

. Energy costs are 20¢ per therm (gas) and 4¢ per Kw-hr

. Assumes 10% increase in energy cost per year

. Assumes no increase in energy cost per year

. All dollars are 1972 dollars

. Ten percent interest compounded annually on initial investment

U= W=

Source for Both Charts: Restdential Energy Conservation, (HUD-PDR-175) p. 4.
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Exterior Modifications

Figure V-3 evaluates the energy saving potential of specific exterior
modifications to an 8-unit townhouse (the figures for a single-family home
or highrise multifamily dwelling are similar).

Many of these modifications do not readily apply to a moderate or cos-
metic rehab project; however, others are feasible. Specifically, addition
of storm windows and doors, use of window shades and awnings, and caulking
and weatherstripping can make significant differences in reducing the loss
of heat through cracks in siding, windows, and doors.

Better insulation can significantly increase a dwelling's energy effi-
ciency, although many existing structures must forego improved insulation in
side walls because vapor condensation promotes rot in wooden structural mem-
bers. (While this type of damage can be prevented with vapor barriers and
proper outside insulation, the American Institute of Architects advocates
more cost effective techniques for saving energy in frame houses--such as
complete furnace and air conditioner checkups, caulking, and weatherstrip-
ping.) Figure V-4 summarizes general insulation recommendations. More

specific improvements are included in the appendix as Appendix V.1.

Interior Modifications

By contrast, the savings possible from changing conventional heating
systems are much less. In fact (as Figure V-5 indicates), such modifica-
tions are more likely to increase than to reduce costse.

0il and gas furnaces have comparable efficiencies; a major concern in
both is fuel loss through chimneys (new systems deliver only about 60% of

fuel energy to living areas).
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PARAMETRIC ANALYSIS OF 8-UNIT TOWNHOUSE

(AS COMPARED TO THE CHARACTERISTIC TOWNHOUSE)

Townhouse Modifications

L

N

a1l

10.

11.

12.

14.

15.

l6.

19.

25% reduction in window area

. 25% increase in window area

. Storm windows (Interlayer R=0.8)

. No internal shading of windows

. Windows with reflective glass

(5.C.=0.25)

. Windows recessed 6 in. in walls

. Windows shaded with 1 ft. wide verti-

cal fins

. High insulation in ground floor

(R=20)

. High insulation in walls (R=10.6)

High insulation in roof (R=21.7)

High insulation in walls and roof
(#9+#10)

#11 with insulation placed close to out-
side

. Light construction

Low absorbtivity surfaces

House facing East-West

Combined 25% reduction in window
area plus storm windows (#2+ #3)

17. Combined storm windows plus high

insulation in walls & roof (#3+#11)

. L ombined 25% reduction in window

area plus storm windows plus high in-
sulation in walls & roof (#1+#3+#11)

Combined 25% reduction in window
area plus storm windows plus high in-
sulation in ground floor, walls, & roof
(#+#3+#8+#11)

Percent Change in Total Annual
Primary Energy Consumption

Decrease Increase
30 25 20 15 10 5 0 5
3.6
9.7
o
0%
0%
2.1
8.7
4.1
12.3
12.3
0%
0%
11.3
22.0
24.0

25.5

Source: Residential Energy Conservation, (HUD-PDR-175), p. 18.

10
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Figure V-4: INSULATION REQUIREMENTS

For oil heat, gas heat, Climate Zone (see accompanying map)
or heat pump A B D

Ceilings minimum* R-3t R-3t R-6t R-9 R-9
recommended R-19 R-19 R-19 R-30 R-30

Frame minimum none none none none none

walls recommended none fill cavity fill cavity

Walls of heated minimum none none none none none

basements and recommended none none R-3 R-11 R-11

crawl spaces

Floors over minimum none none R-6 R-6
unheated spaces recommended none none R-11 R

Climate Zone (see accompanying map)

For electric resistance heat A B C

Ceilings minimum R-6t R-6t R-9t R-9 R-11
recommended R-19 R-19 R-30 R-30 R-38

Frame minimum none none none R-3 R-3

walls recommended none fill cavity fill cavity

Walls of heated minimum none none none none none

basements and recommended none none R-3 R-11 R-11

crawl spaces

Floors over minimum R-6 R-6 R-6 R-6 R-6

unheated spaces recommended R-11 R-11 R-19 R-11 R-19

*Recommended levels are based on the proposed revisions to the HUD Minimum Property Standards, April
1978. The minimum levels in the tables are approximate.

tR-9 if the house has central air conditioning.

To use this table. first locate vour proper climate zone (A to E) on the accompanying map. Then use the proper

table based on the type of heat. Finally, refer to the measure being considered. The minimum numbers refer to

the minimum amount of insulation suggested by any standard. Below these levels you should insulate to the

levels recommended by the HUD minimum property standards or slightly better. If vour present insulation

level falls between the minimum and recommended levels then other energy saving measures should be

considered before additicnai insulation is applied.

'The R-factor is a measure of effectiveness: the higher the number, the greater the effectiveness.

Source: Historic Preservation, March April 1979, p. 45.
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Figure V-5: ANALYSIS OF HEATING AND COOLING SYSTEMS MODIFICATIONS

Percent Change in Total Annual
Primary Energy Consumption

Single-Family & Townhouse Decrease Increase
Modifications

1. High performance furnace 4.6

2. Electric resistance heating

3. Flue damper service 3.8

4. High performance air 23 E

conditioner

5. Temperature setback 72°F to 26
68°F between 8 PM to 8AM '

A

6. Combination of 1, 3, 4, 5 13.3

High-Rise

1. Centrally heated & chilled 2-pipe hy-
dronic system ON-OFF control of fan
coil fan

2. Same as 1 but continuous fan coil fan

3. Electric resistance heating + through-
the-wall air conditioners

4. Central heated & chilled 4-pipe hy-
dronic system ventilation rate varies
with time

. Same as 4 but constant ventilation of
full flow

(92}

0 “CHARACTERISTIC”

31.4

19.9

28.8

In gas furraces several new concepts are promising: heat exchangers which extract energy from the flue and deposit it in return air ducts.

Source: Residential Energy Conservation,

(HUD-PDR-175) p.

11

42.2
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In gas furnaces several new concepts are promising: heat exchangers
which extract energy from the flue and deposit it in return air ducts, new
high efficiency furnaces located outside the house, and automatic flue shut-
off devices which close the flue when the furnace is not operating. Such
innovations could save about 8.4 percent of the annual primary energy con-
sumed in the characteristic house.

Electric resistance heating imposes a severe enerqgy penalty when con-
sidering the actual primary energy consumed and the relative depletion of
the national energy supply. As shown, electric heating for a single family
" townhouse reduces primary energy consumption by 31.4 percent. Electric

heating may also be supplied with a device known as a "heat pump," which is
about twice as efficient as resistance heating. Heat pump heating is con-

sidered superior to electric resistance heating (HUD, 1977), and should be

promoted in those areas where electric heating is increasing due to gas and
fuel shortages.

A recent study shows that selection of gas appliances (ranges, clothes
dryers, and hot water heaters) can reduce energy consumption by over 20 per-
cent (HUD, 1977). However, the study's assumptions are based on the rela-
tive prices of gas and electricity and may be significantly changed by
national energy policies and the availability of fuel supplies. Decisions
should thus be made on the basis of the best available.information concern-
ing long-term prices and supplies.

Decisions concerning energy consumption by appliances and lighting may
be based on other, more specific considerations. Fluorescent lighting uses

less energy than conventional incandescent lights, but may not offer the

same esthetic qualities and flexibility. When new appliances are purchased
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(refrigerators, hot water heaters, and ovens), they can be evaluated accord-

in~ to their insulation and efficiency.

Meiering of Energy Consumption

Whenever possible, each dwelling unit should contain its own electric
ar. | gas usage meters, and each owner should be responsible for paying utili-
tv bills for his or her unit--even if initial conversion to such a system is
relatively expensive.

A study of the Department of Fnergy has concluded that an individual
unit served by a master electric meter tends to use 30-35% more in utility
services than the same unit if it were metered individually and the owner
paid directly for usage. Under a master meter, individual families in a
multi-unit building have less incentive to conserve energy because their
monthly utilitv _osts will be based on the formula for determining their
monthly association fee, ratﬁer than actual use. Conservation-minded fami-

lies thus in effect subsidize their more wasteful neighbors.

Solar Energy

Because of its relatively high installation costs and dependence upon
a large number of relatively cloud-free days for maximum efficiency, solar
hot water and space heating may at present offer only limited advantaqes in
many parts of the country. The difficulties in "retrofitting"—-insﬁalling
solar collectors on an existing building--may add further problems. Even
so, solar enerqgy systems should be considered a viable alternative. The
following cuestions and considerations suggested by the National Solar Heat-
ing and Cooling Information Center describe conditions which make this

method fe:sible.
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o Does the roof have enough southern exposure to accommodate the
collectors? Does that area have any existing or potential shading
problems?

o Is the roof strong enough to hold the collectors? This factor is
critical with solar space heating systems which require large col-
lector arrays; the small number of panels required for domestic hot
water systems should not affect most roofs.

o If a solar space heating system is to be added, is the present
heating system compatible? Forced-air heating systems work well
with solar systems because they operate at similar temperatures.
However, hot water and steam heating systems are less suitable
because they operate at temperatures higher than those produced by
most solar flat-plate collectors.

o Will there be special costs to remodel the building for solar? The
cost of necessary remodeling is a vital factor when determining
whether a solar retrofit will be economical.

Other factors may encourage a decision to go solar. Federal loans may
be available for installation of solar equipment (see chapter on Finance).
Moreover, the project can receive valuable, free news coverage and publicity
by incorporating such innovative energy features.

If a solar system will be installed, reputable guidance will be neces-
sary in order to determine how large a system is feasible. Because this
technology is relatively new and because many installers and manufacturers
have correspondingly short track records, special care is needed in finding
the best system (taking into account efficiency, installation costs, main-
tenance costs, and life expectancy) and the best firm to install it. War-
ranty coverage and the availability of competent service may also be factors
in the decision. The potential availability of Federal (and some State or
local) grants for solar installations and of the Federal income tax energy
saving deduction may also influence this choice.

Once the system has been installed, the installer should thoroughly

test it. For instance, the system should be pressure-tested to detect
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leaks. Thermometers should be placed on pipes or ducts going to and from
the collectors to monitor the system's heat gain; another thermometer should
be placed in the storage area to measure how much heat is being retained.
All switches and moving parts should function quietly, and elapsed-time
meters should be used to find out whether these parts (i.e., pumps or fans)
are working more thén they have to. Simple monitoring equipment (i.e.,
thecrmometers or pressure gauges) should be a part of the system so that per-
formance can be checked from time to time. ' Finally, the installer should

leave an operating manual for the svstem.

BARRIER-FREE DESIGN

In many cases, careful design can respond to the needs of handicapped
persons without appreciable impact on cost. Projects receiving Federal or
State assistance may be required to meet barrier-free design standards.
Regardless of the legal requirements, barrier-free design should be incor-

porated to the greatest possible extent. The HUD publication Barrier-Free

Site Design discusses in detail these considerations and presents a number
of barrier-free design possibilities. It includes recommendations concern-
ing design of walks and entrances, walls, gates, parking areas, vegetation,
lighting, and recreational amenities.

Recent attention to the needs of the severely handicapped have also
generated some design priorities for dwelling unit interiors. A 1979 study
of a "Creative Living" apartment complex for the severely handicapped
includes a ranking of interior features according to their ability to
support a handicapped resident's independence. The study (HUD, 1979) groups
features according to priorities for spending required additional funds, as

follows (it.ms are alphabetical within each category):
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Most Important for a Supportive Environment

Automatic main door to building
Emergency call system
Environmental controls
Kitchen and living room tables
Patio doors

Portable "on call” system
Site location

Site plan

Storage space

Unit front doors

Unit layout

Intermediate Importance for a Supportive Environment

Bathroom medicine cabinet
Bathroom sink

Drapery and window controls
Interior court walk overhand
Kitchen counter space
Kitchen refrigerator

Kitchen sink

Kitchen stove

Wall corner protectors
Window size

Least Important for a Supportive Environment

Bedroom size

Fences around the property

Kitchen oven ;

Laundry room

Lounge/size/location/decor

Shower modification

Note that, while this list relates to the particular complex studied,

it is also applicable to other units for the disabled.

DESIGN AND SECURITY

Because an UNCA encompasses groups of units or properties, it can take
primary responsibility for overall design and security decisions. For a
single, multi-unit building, the grounds can be organized to foster resident

enjoyment and security. In projects which cénvert detached or row houses,
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it is possible to combine yards or even streets in a way which markedly
increases the sense of community and security of its residents. Large
vacant areas such as parking lots, playgrounds, or commons subject to the
community association can be designed to be under informal resident control
--thus minimizing the threat of outside intruders.

The association's legal authority can be bolstered by designing the
property for natural "defensibleness," to use the words of Oscar Newman, a
leading design authority. Newman has pioneered in the use of design to
enhance security in multi-unit housing and has incorporated his ideas into
both conversions and new construction.

His suggestions for generating a sense of owner identification and
responsibility include: (1) creating physicalvand symbolic boundaries (i.e.,
through landmarks, gateways, an association symbol, and planting schemes);
(2) arranging small unit clusters for use by specific residents; and (3)
arranging recreational and travel areas so as to be easily surveyed from

residential units.

USING AVAILABLE OPEN SPACE

The nature and qualities of the land surrounding the building must
also be considered for both the benefits and costs they may add to the
project. Vacant lots may be used for open space, tot lots, recreation, or
other community association purposes, or may be a location for infill, for
new construction dwelling units. Similarly, the size, location, and special

features of yards or courtyards may present unique opportunities for afford-

able and creative design but may be the source of more problems than
advantages. In some instances, the developing community association may be

able to incorporate parts of adjacent streets or sidewalks into its overall
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design plan. Finally, alleys may offer special, often low-cost design op-
portunities. As noted by Grady Clay (1978), alleys may: (1) serve neigh-
bors (as commons) while repelling strangers; (2) facilitate street closings
by accommodating rerouted traffic; and (3) serve, in their invisibility, as

safer extensions of home, particularly for the elderly whose travel is limited.

ADAPTIVE REUSE OF A PREVIOUSLY NONRESIDENTIAL BUILDING

As cities change, so do the most desirable economic uses of buildings:
schools, churches, factories, warehouses, and other non-residential struc-
tures thus become candidates for abandonment or sale at low prices. 1In
order to take advantage of these low costs and large space opportunities,
UNCA sponsors should consider design as well as financial factors when
deciding whether to acquire such a building. These considerations include
the following:

o Original drawings. If the original plans for the building are
available, an architect or engineer can readily determine essential
structure features such as load-bearing capacity in order to assess
the costs of significant rearrangement of interior space. In addi-
tion, having these originals will save money in the preparation of
new working plans for the renovation. Finally, using copies of the

originals, the planning team can sketch alternative floor plans and
make rough cost evaluations~-thus reducing some planning costs.

o Structural soundness. The building's structure may not be able to
support the additional weight of facilities required by residential
use (such as bathrooms and kitchens).

o Extent of rehabilitation. Planners should determine whether gut
rehabilitation is necessary, or merely the addition of interior
walls and fixtures.

o Installation of basic systems. If additional plumbing, electrical
circuits, or ventilation duct work must be installed, possible
damage to existing walls, floors, or ceilings and attendant costs
must be assessed.

o Room layouts. The new room design must afford adequate light and
ventilation. Also, the sizes and types of units which can be
created will affect their desirability; certain features, such as




135

large, open, loft-type rooms, will be acceptable only to some
potential owners.

o Unique architectural qualities. Such features may add to attract-
iveness and desirability but may add development, management and
maintenance costs.

HISTORIC PRESERVATION

The sponsor group of an UNCA in an historic area of the city should
check on any possible official designation. Increasingly, the historic pre-
servationists are joining efforts with the neighborhood movement to save old
areas. Sponsors may benefit from o:iiicial historic recognition. The design
treatment should be sensitive to any historic renovation efforts in the
area.

If the property or district is listed or eligible for listing in the
National Register of Historic Places, and Federal dollars are being used in
the project, the sponsor must contract the State Historic Preservation
Office (SHPO). The design plans must pass through an environmental review
process with the proper authorities, such as SHPO. There are also special
funds available.

Many cities have established their own methods of recognizing historic
areas. Designation of loéal historic districts often creates a mandated
architectural review process which the UNCA sponsor must account for.

The literature of historic preservation standards and techniques is
large, and should be consulted if a recognized historic building is included
in an UNCA. Table V-2 (Appendix) lists specific considerations to be

applied to the renovation of any older building.
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Chapter 6: REHABILITATION

INTRODUCT ION

After a property is acquired, its rehabilitation can represent the
largest share of project costs. The nature of the rehabilitation will also
directly influence later costs of maintenance and operation. Incomplete
planning, or wasteful buying of materials, inadequate supervision of con-
tractors, or tolerance for unnecessary delays can financially doom the
project from the beginning.

Sound management quidelines should be observed throughout the rehab
process: lines of authority must be clear; sound accounting practices
should be followed; and accufate records should be kept. Participation in
government assistance programs will involve both extra paperwork and admin-
istrative expenses. In addition, lost time will always mean higher costs.

This chapter reviews the physical modernization process briefly, and
includes the general observations of noted experts in the field. Specific
details on each of the phases described are available in the sources listed

in the References and Resources section.

ESTABLISHING A REHABILITATION CAPABILITY

The sponsor and UNCAT must be certain at the outset that staff and
managerial talent are available to carry out the property renovation; a
sponsor who has never worked in housing rehabilitation will need to
establish relationships with lenders, suppliers, contractors, and other
necessary actors. Lack ¥ experience may be overcome by hiring experienced
managerial personnel or by working with other organizations who have worked

in this field.
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Many local technical assistance groups capable of assisting the plan-
ning or implementing of a rehabilitation project have developed during the
last decade. Although few can be expected to provide extensive assistance
at no cost to a multi-unit conversion project, they are important resources.
Since their capabilities vary, each should closely investigate local groups

before making any commitment.

NEIGHBORHOOD AND RESIDENT INVOLVEMENT

As mentioned in Chapter 1, even a thoroughly neighborhood-based organ-
ization may need to proceed carefully in order to meet the expectations of
its constituents--while at the same time operating on an efficient and pro-
ductive basis. Planning the UNCA and the property rehabilitation may take
longer because of these neighborhood political realities.

Resident involvement, while essential to planning (see chapter on
Development Process), also prolongs and complicates it. Getting responses
from a large group of tenants and neighborhood residents unfamiliar with the
UNCA pfocess will take time. _The sponsor and UNCAT can keep any delays to a
minimum by dealing with these residents in a thoroughly honest and straight-
forward fashion. Differences in levels of education and working vocabular-
ies must be kept in mind.

A generous amount of time should be allowed for this part of the plan-
ning process so that unexpected lags will be less expensive in this early
stage than later on, when loan funds have been received and interest is

being paid.

RANGE OF REHABILITATION
A standard set of categories classifying renovations is normally used

in government and other program descriptions; these definitions, listed
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below, are useful for describing the magnitude of the project, determining
eligibility for public financial assistance, and identifying general project
costse.

0 Minimum rehabilitation. Limited remodeling and modernization: it

typically includes replacement of specific plumbing or electrical
fixtures, patch replastering, and repainting.

o Moderate rehabilitation. Major repairs: replacement of mechanical
systems, roofs, doors and windows, significant carpentry and
plastering, and extensive repainting.

o Gut rehabilitation. Stripping a building's interior to its
structural members, followed by complete interior reconstruction
and exterior repairs.

o Substantial rehabilitation. (HUD terminology) Rehabilitation
costing at least 20% to 25% of the property's value. (HUD and FHA
programs use the term to describe work qualifying for insurance or
subsidy programs.)

The extent of rehabilitation and the quality of the work will depend
upon the expectations of prospective owners, the quality of rehabilitation
desired, and the financial capabilities of both the sponsor and the buyers.
If Federal financial assistance is involved, certain Federal (as well as
local) standards must be met; see the HUD Minimum Design Standards for

Rehabilitation for Residential Properties, listed in HUD Handbook 4940.4.

The HUD standards include recommended features which can assist the sponsor
in making decisions about level of quality to be achieved.

Level of quality is a question of basics versus the cosmetics—--that
is, making changes with long-term rather than short-term effects. Home-Tech

Systems of Bethesda, Maryland recommends the following rehab basics:

o Correct termite damage or structural defects before closing up the
walls.

0 Add electrical wiring as necessary before the walls are closed up.

0 Run all ductwork for heating and air conditioning before the walls
are closed.
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o Fix or replace the roof before installing new drywall or plaster
inside, so that roof leaks will not damage the new interior worke.

o Put new drywall over old bad plaster, or fix the plaster, before
paper or paint is applied.

o Do not remodel a bath without changing the piping down to the
basement.

o Fix the subfloor where partitions have been removed, and properly
prepare otherwise, before carpeting or a finished tile floor is

installed.

o Replace all rotted exterior wood before the outside of the house is
painted.

o Replace defective gutters and downspouts rather than painting over
theme

DETERMINING REHABILITATION OBJECTIVES

Objectives should address the financial limits of the proposed rehab-
ilitation and its beneficiaries. Minor objectives, including employmernt of
self-help or CETA workers, use of minority contractors, or neighborhood con-
siderations, must be considered in light of their impact on the overall
project. Each may affect the cost, time required, and quality of the final
housing and community association. Initial decisions concerning these goals
should be evaluated at regular intervals during the development process.

As with any other construction project, a number of other practical
decisions must be made at the outset. Since rehabilitation costs will
influence final costs, they will also affect purchase price. The extent and
nature of the renovation will also affect subsequent operating costs. For
example, if sweat equity is an objective, the UNCA must find contractors who
are both awenable and available.

Rerabilitation priorities must be initially determined in light of

both the residents' ability to pay and the work necessary to bring the
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building up to code. These decisions may involve difficult tradeoffs. For
example, including extensive energy saving features in the renovated prop-
erty will increase rehabilitation costs but save operating costs in the long
term. It may also be difficult to defer some desired, nonessential improve-
ments such as new kitchen appliances in favor of basic improvements to the
building's operating systems. Final acceptance of all such decisions will

be enhanced by residents' participation.

How Much Self-Help?

Typically, self-help involves participation by prospective owners in
the physical process of renovation. The success of self-help depends on
both the skills of the residents and the managerial approach of the
developer agency. The UNCAT can broaden the concept to include time and
work contributions by the elderly or others who may not have the capability
to take part in actual construction activity. The following sections treat
the benefits and problems of using self-help labor.

Self-help can be of benefit by:

o helping to select residents truly interested in hqme ownership;

o developing homeowner skills;

o ensuring that units are tailored to resident desires and needs;

o giving the participant a much greater stake in and appreciation for
the results;

o contributing to the overall success of association management;
o creating a commond bond between fellow residents;
o highlighting potential resident leaders; and

o ensuring low-cost labor for simpler rehab tasks (particularly
interior finish and carpentry, per a 1978 HUD study).

However, sweat equity does bring certain problems:
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o if the project is not carefully planned and implemented, resident
involvement may turn to frustration and anger;

o sweat equity requires closer supervision and more time than do

conventional programs;

o if not properly managed, sweat equity can be more expensive; and

o quality of work may be inferior to that of licensed contractors (as

long as the work is acceptable and cost savings significant, this
tradeoff may be warranted).

Sponsors who decide to use sweat equity must determine whether to
require all residents to contribute at least some of their labor. While
this requirement may make recruitment difficult, the failure to inciude it
may create two classes in the association: those who do contribute sweat

equity, and those who can afford not to.

The HUD publication, Sweat Equity Homesteading of Multifamily Housing

in New York City, prepared by the Urban Homesteading Assistance Board,

\

discusses the sweat equity process clearly, succinctly, and practically.

LABOR TRAINING PROGRAMS

Another method of reducing labor costs involves the use of government-
supported job trainees, such as those in the Comprehensive Employment Train-
ing Act (CETA) program of the U.S. Department of Labor. The chapter on

Finance discusses this program in greater detail.

PHASING THE REHABILITATION PROCESS

Phasing of the rehabilitation process can be a useful option. In some
urban homesteading programs, city agencies allow occupancy to take place
after minimum health and safety (building code) standards are met. Phasing

of the rehabilitation work may be adopted out of necessity--such as financial
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inability to complete all of the desired work at one time. Essential
structural or systems work should be first, followed by other improvements
(i.e., appliances, interior areas, or cosmetic renovation). Phasing
requires the approval of institutions providing financing, as well as
municipal building authorities. .

Phasing can also serve occupancy needs. For example, to minimize
resident displacement or to maximize rental income during the conversion
process, rehabilitation can be organized so that only some of the units need
be vacant at any one time.

Briefly, phasing can reduce costs by:

o facilitating sweat equity;

o saving money spent on temporary housing for former renters who will
become owners;

o producing a stream of rental income from the building during the
conversion period; and

o preventing vandalism to a building which would otherwise be vacant.
In addition, it can create the following problems:

o insurance costs may be greater in a partially occupied than a fully
occupied building;

o many contractors will simply refuse to work on partially occupied
buildings or occupied units; and

o residents may be unwilling to live with disruption which comes with
remodeling. (The extent of the disruption and its length of time
will determine the feasibility of this sort of phasing. What may

be manageable in a cosmetic remodeling will likely be impossible in
a substantial rehabilitation project.)

REHABILITATION TASKS
Once a particular structure has been selected as a possible rehabili- .

tation site, the developer and sponsor must evaluate it and make preliminary
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estimates of rehabilitation costs. A professional engineer or architect
should carefully inspect the structure to determine its overall life expect-
ancy as well as the condition and life expectancy of its major systems,
foundation, and roof. Estimates of other repairs or design changes should
also be made at this time. If a sponsor or developer expects to do more
than one building, or if more than one inspector will be used, a standard

preliminary estimate form should be developed.

Comprehensive Inspections

The specifics of the actual renovation should be determined on the
basis of a final, detailed, and comprehensive inspection report. This
report will serve as the basis for actual rehabilitation decisions and work,
and aid the development of architectural plans. For an example of such an

inspection form, see Appendix VI.1.

Architectural Plans

Architectural plans should be prepared by a professional, preferably
with rehabilitation experience, in conjunction with the prospective
residents. Costs can be reduced by working with architectural students
under professional supervision Architectural model kits have also been
developed for helping residents visualize alternative floor plans; (see
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