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Foreword

The rehabilitation of the country's aging housing stock is a major resource for meeting the
Nation's affordable housing needs. Large numbers of communities recognize this and use HUD,
as well as other public and private resources, to address their affordable housing needs. These
communities do this because of the demonstrated economic and social benefits of rehabilitation.

Despite the demonstrated benefits of rehabilitation, there is potential for even greater use
of the existing stock, not only to address affordable housing needs, but also to promote broader
community revitalization goals. However, heretofore there has been a lack of in-depth research
on the factors that act as barriers to rehabilitation of affordable housing. Gaining a sound
understanding of the issue is difficult because barriers vary from project to project and from
community to community.

To address these concerns, HUD entered into a cooperative agreement with the National
Trust for Historic Preservation to examine the major barriers to urban rehabilitation. The result
of this collaboration is this study, Barriers to the Rehabilitation of Affordable Housing, which is
intended to fill this information gap and, in doing so, empower decision-makers and housing
professionals to begin work to eliminate these barriers.

The project's research team reviewed relevant literature, conducted case studies, and
convened study groups of highly-qualified real estate developers, nonprofit leaders, architects
and other professionals who face barriers to affordable housing rehabilitation in their "real
world" experiences. Volume I provide the context of the study as well as a synthesis of findings
and technical analysis. Volume II presents the case studies in detail.

The rehabilitation needs of our cities will continue to grow. The comparative advantages
of housing made available through the rehabilitation of existing buildings will enhance the
character of our housing stock in the years to come. Through this report and other activities,
HUD will continue to encourage rehabilitation as a way to renew our cities and as a way to
increase homeownership opportunities for all Americans.

P A

Lawrence L. Thompson
General Deputy Assistant Secretary for
Policy Development and Research
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EXECUTIVE SUMMARY

The rehabilitation of affordable housing (hereinafter rehab or renovation) faces many barriers. It
is concerned inherently with existing, typically older buildings, making the rehab process less
predictable and in many ways more challenging than new construction.

Rehab faces a major economic barrier, namely the gap that often exists between the costs of
renovation and the financial resources available for those buildings requiring improvement. Of
the $623 billion in rehab needed nationwide—a conservative estimate—3$227 billion, or about
one-third, is unaffordable without some measure of subsidy or other means of support (e.g.,
using “sweat equity” or staggering the improvements over time).

Accomplishing rehab also is a challenge. The development process can entail difficulties in
acquiring properties, estimating costs, dealing with restrictive land-use requirements (e.g.,
limitations on mixed use and adaptive reuse), and other issues. The construction phase involves
assembling qualified tradespeople and abiding by myriad codes regulating asbestos, construction,
fire safety, energy efficiency, historic preservation, lead paint, radon, and so on. Although
development and construction requirements are essential for the public’s welfare and in many
respects foster rehab efforts (e.g., historic designation often encourages upgrading), they can be
challenging. For example, trying to retrofit off-street parking in a building undergoing rehab
(sometimes mandated by land-use regulations) or ensuring that a building meets all new-
construction standards (sometimes mandated by the building code) are significant difficulties.

The rehab barriers are of a diverse nature and encompass economic constraints, professional
inadequacies, regulatory and programmatic problems, and miscellaneous other issues.
Furthermore, the specific incidence of the barriers varies by jurisdiction and project type. For
instance, the building code can be a major problem in one city where archaic provisions prevail,
but only a minor issue in a community that enjoys more flexible codes and code administrators.

The barriers to rehab are far from insurmountable. The roughly $150 billion of renovation done
annually in the United States attests to this. The public and private sectors are working together
on many fronts to resolve lingering issues. More rehab-friendly building code regulations have
been adopted in New Jersey, Maryland, and other states. Banks have become more receptive to
financing renovation. There are promising collaborations between the public sector and industry
that are improving the collection of data on rehab so that it can be better understood.
Nonetheless, many challenges remain.

The U.S. Department of Housing and Urban Development (HUD) contributes to rehab through
subsidies, regulations, technical assistance, and in other ways. Its Community Development
Block Grant (CDBG) and HOME programs alone assist in the renovation of about 200,000 units
annually. HUD’s sponsorship of the National Applicable Recommended Rehabilitation
Provisions (NARRP) has helped foster regulatory reform concerning renovation’s construction
standards. Potential HUD assistance in the future includes encouraging local adoption of the
NARRP, reducing the “costs” of HUD subsidies from ancillary requirements (e.g., discouraging
local jurisdictions from effectively raising minimum standards when subsidized renovation is
undertaken), and monitoring how the new lead-based paint regulations, which will be fully
implemented in April 2001, affect affordable rehab.
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INTRODUCTION AND MAJOR FINDINGS
STUDY PERSPECTIVE: THE CRITICAL ROLE OF HOUSING REHAB

About $100 billion to $200 billion' in housing rehabilitation (hereinafter rehab or
renovation) is carried out each year in the United States. Rehab activity thus approaches
or even exceeds investment in new housing construction and constitutes about 2 percent
of the nation’s economic activity.’

Rehab is essential for sustaining the useful life of America’s housing stock—which, like
its population, is aging. In 2000, the median housing unit in the United States was “thirty-
something,” and in central cities, it was “forty-something.” In a decade or two, much of
America’s housing stock will be in advanced middle age, and central-city housing will be
geriatric. Rehab is a matter of life or death to these aging housing units.

While rehab takes place throughout metropolitan areas, it is especially prevalent in
central cities. From 1990 through 1994 (curtailments in census data do not allow more
current reporting), rehab constituted almost 80 percent of the total dollar amount of
central-city residential construction in St. Louis and 50 percent to 60 percent in
Baltimore, Cleveland, Detroit, Philadelphia, San Francisco, and Washington, D.C. Rehab
is thus critical for central cities. If these places and other older centers are to be
invigorated—as is contemplated under smart growth—then a vital rehab industry is
essential.

The overwhelming share of rehab in the United States is done without government
intervention or support. The public sector, however, does play a role through regulations,
and in some cases, with subsidies.

Several major programs of the U.S. Department of Housing and Urban Development
(HUD) have a large rehab component. About one-quarter of HUD’s Community
Development Block Grant (CDBG) funds and nearly half of its HOME program monies
are used for renovation. CDBG helps fund the rehab of 175,000 to 200,000 housing units
annually, and HOME about 30,000 units yearly. Since its inception, HOME has provided
financial support for the rehab of more than 250,000 housing units (253,984 units as of
February 28, 2001).

Given the above, it is important for the private and public sectors involved in housing to
better understand rehab. Unfortunately, rehab—especially in comparison to new
construction—has received relatively little attention in housing research and the housing
literature.

This study examines barriers to the rehabilitation of affordable housing. It is envisioned
as the first of a two-part investigation. In the next phase, we will examine how the
hurdles to renovation can be overcome.

'The wide range is due to variations in how rehab is defined (e.g., whether it includes or excludes repairs and
whether conversions from nonresidential use, such as loft conversions, are included).
*These data are from the Joint Center for Housing Studies and the National Association of Home Builders (2000).
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STUDY OBJECTIVE, DEFINITIONS, AND METHODOLOGY

Our charge is to examine the barriers to the rehabilitation of affordable housing. The
elements of the study objective are defined as follows:

Barriers are obstacles that are either unique to rehab or generally more problematic in
rehab than with new construction. A barrier in this instance can be the result of many
factors, ranging from public regulations (e.g., restrictive building codes) to market and
other forces (e.g., inability to afford the rehab and inadequate tradespersons).

Affordable housing is defined as housing that is targeted to the middle- and lower-income
markets (approximately 80 percent to 120 percent of area median income).

Rehabilitation is defined as repairs, improvements, replacements, alterations, and
additions to existing properties. While the study considers all levels of renovation—
minor, moderate, and substantial—the focus is on the moderate and substantial
categories. Adaptive reuse, from nonresidential to residential, is considered briefly as
well.

The barriers to affordable housing rehab cited in this study are ascertained from multiple
sources.

Literature. The study reviews pertinent literature on housing rehab, including previous
studies examining renovation barriers.

Case studies. Since the literature on rehab barriers is limited, 11 case studies in cities
across the United States were carried out for this report.

Study resource group. The current investigation provides insight into the “real world”
barriers to renovation through communication® with a range of individuals and
organizations knowledgeable about affordable rehab. This “housing resource group” of
nationwide contacts includes for-profit developers, nonprofits, knowledgeable industry
groups, architects, and other professionals.

Technical analyses. We perform a number of technical investigations on such topics as
estimating the need for and affordability of housing rehab in the United States.

Research team experience. The Enterprise Foundation has decades of experience in the
development and construction of rehabbed housing, and other members of the research
team have done a great deal of work pertinent to the current investigation.

Because there are so many constraints to rehabilitation, we present an analytic framework of
the hurdles as a means of organizing the information.

The resource group members are identified in the acknowledgements. The resource group was contacted by
telephone and at two national meetings (in Washington, D.C., and Los Angeles, CA) conducted as part of this study.
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ANALYTIC FRAMEWORK OF BARRIERS
TO THE REHABILITATION OF AFFORDABLE HOUSING

Renovation is often carried out in the face of daunting barriers. Summary exhibit 1 outlines the
obstacles to affordable-housing rehab.

The characteristics inherent to rehab make it different from new construction and underlie
many of rehab’s difficulties. For instance, renovation typically does not “start from scratch,”
and it generally must take into consideration unique features. These characteristics make
rehab less predictable than new construction and mean that it requires more intensive
management in order to be properly executed.

The traits of rehab contribute to many subsequent constraints. For example, rehab’s
customization requirements and greater administrative demands drive up costs. Higher
expenses aggravate an overarching economic barrier, namely, the gap that often exists
between the costs of renovation and the financial resources available to property owners
and/or tenants of buildings requiring rehab.

Economic constraints, in turn, aggravate barriers related to the various stages of renovation.
We show these barriers, labeled development, construction, and occupancy, in summary
exhibit 1.

— Development encompasses all the activities performed before construction can begin,
including acquiring properties, estimating costs, and securing insurance and
financing.

— In the construction phase, the major concerns are assembling qualified tradespeople
and abiding by the myriad codes and regulations (e.g., building, housing, and
environmental) governing the “bricks and mortar” work on a property.

— Following construction, the rehabbed property is subject to numerous occupancy
considerations, such as rent control (i.e., to what extent rents on the renovated
property can be raised) and property taxes (i.e., to what extent taxes on the rehabbed
building will be increased).

This study examines the economic, development, construction, and occupancy barriers in detail.
The findings are summarized below.

STUDY FINDINGS

Economic Constraints: The Need for and Affordability of Rehab

Rehab Need
Of the 82.2 million occupied, permanent (non-mobile home), year-round houses or
apartments in the United States reported on in the 1995 American Housing Survey (AHS), the

study estimates that

— 3.9 million, or about one in 20 (4.7 percent), require substantial rehab;
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— 8.2 million housing units, or about one in 10 (9.9 percent), need moderate rehab;

— approximately 25.1 million housing units, or about three in 10 (30.6 percent), can
make do with minor rehab; and

— 45 million housing units, or slightly more than half (54.8 percent), require no rehab
(summary figure 1).*

Rehab need is related to various housing-unit and household characteristics. Compared with
the overall nationwide figures cited above, somewhat greater renovation need (summary
figure 1) is suggested

—for rental as opposed to owner-occupied units;
—for units occupied by minorities and the poor; and
—for older housing units, and—by a very small margin—for central-city units.

The total national rehab investment needed for occupied, permanent housing in the United
States as of 1995 was $623 billion. Both this dollar amount and the percentage of housing
units described previously as needing rehab are conservative estimates’—that is, they likely
underestimate the full measure of necessary renovation.

Rehab Affordability—The Economic Constraint

We estimate the ability to afford housing and measure affordability by employing the
housing expense to income ratio (HEIR). An HEIR of 40 percent or more is deemed
unaffordable or excessively burdensome. We estimate excessive housing costs versus
affordable housing costs under two conditions: (1) current, or before any minor, moderate, or
substantial rehab is effected, and (2) post-rehabilitation. The former figures are those
reported in the AHS; the latter figures were calculated by the study team.

— Currently, without factoring added expenses for renovation, 15 million housing units, or
18.4 percent of the 80.8 million total housing-units studied here, have an excessive cost
burden, as defined above.

— The number of households experiencing an excessive burden rises to 20.1 million, or
25 percent of the total, when the costs for rehab are factored in (summary figure 2).

— Thus, there is an affordability gap even before considering rehab need, and that
affordability problem worsens if the estimated rehab occurs. Rehab affordability is an
even greater problem for certain types of households and housing units, such as
minorities and rental units, respectively (summary figure 2).

“In fact, every housing unit needs some measure of repairs each year. Our determination of rehab need, based on
AHS data, is a crude gauge that probably better captures the need for improvements, replacements, and alterations as
opposed to ongoing repairs and maintenance. We also do not include any of the rehab need for unoccupied housing,
mobile homes, vacation homes, and other units. Thus, our estimates of rehab need in this section are very
conservative and understate the true need for renovation.

>See note 4.



Of the estimated $623 billion in rehab needed nationwide

— $396 billion, or about two-thirds, is deemed affordable (i.e., with rehab, the HEIR is less
than 40 percent); and

— $227 billion, or about one-third, is unaffordable (i.e., post-rehab, the HEIR is 40 percent
or more). The greatest financial burden is faced by renters versus owners; central-city
residents and the poor; minorities; and those living in the oldest housing units (summary
figure 3).

The calculations on rehab affordability did not factor in subsidies,6 such as CDBG, HOME,
low-income housing tax credits (LIHTC), and historic rehab tax credits (HRTC), that can
help bridge the affordability gap. Yet these subsidies are typically in short supply relative to
demand. Also, if more than one subsidy is utilized, additional challenges may be posed (e.g.,
subsidy requirements may contradict one another).

Development, Construction, and Occupancy Barriers to Rehab

The barriers to affordable-housing rehab identified in this study are synopsized in summary
exhibit 2.

The barriers are interrelated and often reinforcing. For example, “excessive” building codes
raise costs—and higher costs widen the economic gap. “Unclear” building codes make it
harder to estimate costs, often limiting the contractor pool. Reduced market competition and
a small contractor pool can lead to increased construction costs—again aggravating the
economic gap. The economic gap, in turn, magnifies the impact of many of the barriers
encountered in effecting affordable rehab. Delays, excessive codes, rising property taxes, and
other issues would be less daunting if the margins in doing affordable-housing renovation
were not as critical as they are.

Most of the hurdles are at the development and construction stages, not the occupancy stage.
The two occupancy issues studied here, rent control and rising property taxes, are relatively
minor constraints. Rent control barely exists in the United States, outside of a few cities, and
the property tax problem is negated by frequent abatement programs.

The barriers are diverse and encompassing.

— Economic constraints include the inability to afford the rehab, to pay for a
professional to estimate costs, to properly abate environmental hazards, and to restore
historic elements.

— Professional inadequacies involve such matters as the ability of real estate agents to
locate properties suitable for rehab, insurance agents to secure affordable coverage,
contractors and architects to estimate costs, and appraisers to identify suitable
“comparables” to the subject property.

%In addition to the utilization of layered subsidies, rehab affordability can be enhanced through such means as sweat
equity and by doing renovations over an extended period.
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— Regulatory and programmatic problems range from prolonged property tax
foreclosure impeding property acquisition to the building code’s “25-50 percent
rule,” which demands that new-construction building standards be met when
undertaking rehab.

— Miiscellaneous constraints. In general, the smaller, less-capitalized, less-experienced
contractors do rehab work, whereas the larger, better-capitalized, and more-
experienced contractors do new construction. Consider these facts in light of the
reality that many rehab jobs are much more complex than new construction projects.
A rehab project is more difficult to manage due to its complexity, smaller size (which
makes construction less efficient), and the fact that the contractor needs to know old
(“archaic”) construction techniques and building codes as well as current techniques
and codes. A recurring problem is that the better rehabbers “graduate” to become
new-home builders. This “brain drain” is a major problem for the rehab industry.

The barriers to rehab are often most problematic in those cases with the greatest potential
social, economic, and planning benefits. Rehab is particularly challenging in mixed-use,
adaptive reuse, and historic situations. The building code alone can stop these types of efforts
in their tracks. Conversion of upper-story space from commercial to housing may be
thwarted by the building code’s demand that reuse and rehab satisfy new-construction
standards—a near impossibility. The building code can also complicate mixed-use planning,
as we found in Seattle where code requirements for renovating mixed-use apartments in
buildings often means that commercial uses, such as first-floor restaurants, be retrofitted to
new-building standards, which would involve expensive and extensive work on smoke
dampers, air changes, and the like.

While the barriers shown in summary exhibits 1 and 2 reflect practitioner experiences, their
specific incidence and degree of difficulty vary by jurisdiction, project type, and so on. As
just noted, rehab is often more difficult in adaptive and mixed-use situations. Many other
influencing conditions can add to the challenge.

— Variability in local codes and their administration. While the building code can be a
major impediment in some cities—those with archaic codes and inspectors
demanding compliance “by the book”™—it may be of little concern in communities
with more flexible codes and code administrators.

— Subsidy utilization. Davis-Bacon, while irrelevant to unsubsidized rehab, can pose a
challenge to federally aided affordable rehab. In general, the more subsidies are
drawn upon, the greater the potential barriers to affordable renovation projects.
However, subsidies are often essential.

— Environmental conditions. Rehabbers of contemporary buildings do not confront
issues of lead paint and asbestos abatement, yet regulations governing these materials
can bedevil the renovation of older properties.

— Experience. Estimating cost is often very challenging to the novice renovator; it may
be of little issue to a more experienced counterpart.

— Issues of ownership acquisition. Property acquisition is irrelevant for the owner
wanting to upgrade his or her property, but can be challenging for outsiders wishing
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to buy and renovate (i.e., those doing “acquisition rehab”). Acquisition is also more
challenging for those seeking to focus their renovation efforts in selected blocks or
neighborhoods (i.e., those doing “targeted rehab”).

— Urban issues. Identifying and obtaining clear property title as well as problems
securing insurance and financing may be more challenging in urban locations than in
suburban locations.

— Rehab scale. Moderate-scale rehab is more challenging in many respects than
smaller- and larger-scale renovation.’

— Rehab level. A moderate amount of rehab—more than minor but less than substantial
renovation—often poses relatively more difﬁculty.8

— Other variables. The presence of a basement can increase radon risk. Even
topography can influence the issues confronted in doing rehab. For example, the
access mandate is harder to satisfy in cities with sloped streets.

Given the variability in the barriers to rehab, there is no uniform ranking of the severity of
the hurdles. What is a minor or nonexistent issue in one situation may be a moderate to
significant problem in another context. Nonetheless, we rate on a rough ordinal scale of
“minor,” “moderate,” and “‘significant” those barriers that the study suggests are more or less
troubling. Most of the barriers are minor, including estimating costs, obtaining insurance,
dealing with minimum housing standards, radon, energy, regulations, and rent control and
property tax issues. The most significant problems include the economics of affordable rehab
projects, regulations, and the related ability to secure financing. Lead-paint abatement is a
moderate to significant problem. The remaining issues identified in summary exhibits 1 and 2
are of minor to moderate concern—again subject to tremendous variability.

The barriers must be considered in the broader context of their main purpose. Historic
preservation is illustrative of this reality. While renovation may sometimes be impeded by
certain preservation provisions (e.g., protracted local historic commission review), historic
preservation contributes to housing rehab by encouraging investment in older housing and
neighborhoods and through various preservation-targeted subsidies, such as property tax
abatement. Also, although affordable-housing advocates would prefer more accommodating
standards for the historic rehab tax credits (HRTC), the HRTC’s goal is fundamentally
preservation, not housing.

Perspective is also needed in viewing lead-paint abatement and asbestos abatement, access,
building code, and other regulatory mandates that affect rehab. These provisions are essential
for serving the public’s health, safety, and welfare. At the same time, these mandates can

"Renovating a few properties is generally quite manageable, and at the opposite end of the spectrum, the large-scale rehab outfit
is typically professionally staffed and well capitalized, and benefits from scale economies. Moderate-scale rehab, falling between
the two polar cases just described, is often more problematic. The activities and scheduling are more demanding than with small-
scale jobs, yet the resources and competence of the larger operation are not at hand, nor are the economies of scale.

#Minor rehab is more straightforward, its costs are easier to predict, and the expenses are more affordable. Moderate rehab shares
the economic challenge of substantial rehab (Duncan 1991) yet in many respects is harder to do: more decisions have to be made
on what to retain and what to replace (with substantial rehab, the entire housing unit is often gutted); costs are harder to predict
than with minor or substantial rehab; and with moderate rehab, some regulations may be more of an issue or harder to predict.
For instance, the building code’s “25-50 percent rule” is typically not triggered with minor rehab, is usually triggered with
substantial rehab (and thus the impact of the rule may be anticipated), and may or may not be applicable with moderate rehab.
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pose challenges to rehab. The issue is one of balance. One objective of this study is to foster
further dialogue on this subject.

The challenges of rehab must be acknowledged. Rehab is sometimes viewed as “easier” than
new construction. That view is inappropriate. Realism should prevail and proper support be
accorded to renovators. Realism about the task and appropriate support are especially critical
in tackling difficult assignments, for example, when a nonprofit is ratcheting up activity from
small-scale to moderate-scale rehab.

While the barriers to rehab are challenging, they are far from insurmountable. Rehab in the
United States is being done on a large scale, about $150 billion worth annually. As one
member of the housing resource group commented, “There are always issues to resolve and
we deal with them.” Further, the barriers are more serious for affordable rehab. Finally, the
hurdles to renovation are being addressed on many fronts. Building codes are being
reformed; receivership laws (for securing neglected properties) are being adopted; lenders are
more comfortable granting rehab loans; and regulators increasingly are working with the
housing industry to foster flexibility in enforcement. Maryland, New Jersey, Vermont, and
several other states are actively working to further statewide rehab, historic preservation, and
related activities. This study points to the need for further investigation into ameliorative
strategies.

HUD, already an important contributor to affordable renovation, can take various actions to
foster affordable-housing rehab. Potential activities are listed in summary exhibit 3.

GUIDE TO THIS REPORT

The remainder of volume 1 of this report consists of two sections. The first, Context and
Synthesis of Findings, provides background to the study (chapter 1) and synthesizes the barriers
to rehab as revealed in the study’s technical analyses and the case studies (chapter 2). The
technical analyses contained in the second section of volume 1 consider three matters: national
rehab need and affordability (chapter 3), LIHTC (chapter 4), and the building code (chapter 5).

The detailed case studies are contained in volume 2. Each case study (chapters 6 to 11) is
organized using the following common framework:

1.

2.

3.

4.

Executive Summary. This opening section provides a synopsis of each case study’s major
findings.

Background. This section sets the context and includes such considerations as the history of
the organizations (e.g., Isles or Little Haiti Housing Association) or legislation (e.g.,
Massachusetts’s Article 34 or New Jersey’s new rehab code) studied and an overview of the
local or state setting.

Rehab Description. Where applicable, information is provided on the scale and nature of the
rehab activity.

Barriers to Housing Rehab. This section presents the barriers as illuminated in the case
studies. The hurdles are presented in keeping with the analytic framework of summary
exhibit 1: The economic barriers are presented first, followed by the hurdles to effecting
renovation at the development, construction, and occupancy stages.
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SUMMARY EXHIBIT 1
Barriers to the Rehabilitation of Affordable Housing: Analytic Framework

I. Overall Rehab Characteristics
Frame the Process and Underpin Many of the Barriers
Compared with new construction, rehabilitation
is often
nonstandard
less predictable
smaller scaled
challenged in other ways

I1. Economic Constraints
Are Key Barriers Affecting All Stages of the Rehab Process
The gap between the costs of rehab and the available financial resources of
property owners/tenants impedes rehab investment and aggravates
development, construction, and occupancy issues.

\III. Specific Barriers along the Continuum of Rehab Implementation Stages\

A. Development B. Construction C. Occupancy
. Acquiring Properties— 1. Codes/Regulations—building, 1. Rent Control—restricts
difficulty obtaining sufficient housing, fire, lead, asbestos, income necessary to meet
and appropriately located and energy, historic, and access rehab outlays
priced properties regulations are sometimes 2. Property Tax Increases—
. Estimating Costs—difficulty problematic in retrofit increases following rehab
estimating precise rehab situations can discourage investment
expenses 2. Trades—difficulty obtaining
Obtaining Insurance— qualified tradespersons
difficulty obtaining various 3. Other—e.g., technology,
forms of insurance (e.g., security issues
hazard and bonding)
Obtaining Financing—
difficulty obtaining

sufficiently leveraged,
affordable financing

. Land-Use Restrictions—e.g.,

disallowing change or
intensification of use




SUMMARY EXHIBIT 2
Summary of the Barriers to Rehab at the Development, Construction, and Occupancy Stages

Barriers by Rehab
Stage

Barrier Profile

Barrier Incidence (Where
Problems Are Most
Challenging)

Ameliorative Strategies

Development Stage Barriers

Property acquisition

Acquisition from owners—owners difficult to locate; complications (e.g.,
estate); expense; “lienfields”

Property tax foreclosure—time-consuming, weak title

Bank foreclosure—time-consuming and sometimes limited to “bulk”
sales

Other—limitations with eminent domain, owner donation, and other
acquisition strategies

Acquisition rehab (properties are acquired and
then renovated) and targeted-area rehab (rehab
is done in targeted locations)

Receivership

Accelerated foreclosure
Better property identification
Addressing lienfields

Cost estimation

Uncertainty Concerning Needed Improvements

Hidden problems (e.g., termite and water damage) exacerbated by
building code issues

Time uncertainties (inflation and damage)

Estimating-Process Difficulties
Limited access and building plans
Time and budget limitations constrain a comprehensive estimate

Moderate rehab, special situations (e.g., historic
or adaptive reuse), novice rehabber

Better training
Estimating software

Resources to accomplish careful
estimates

Better inspection methods and
technologies

Insurance

During Rehabilitation
Premium for hazard-liability insurance in rehabilitation projects

Difficulty in obtaining surety bonding

After Rehabilitation
Difficulty in securing coverage

Special situations and novice/small rehabber

Pooled-risk insurance for contractors

Anti-redlining provisions

Financing

Appraisal Issues
Difficulty in identifying “comps” and making adjustments
Discrepancy between rehab cost and supportable property values

Higher-Cost Financing Terms

Loan to value ratio, income-expense ratio, fees, credit enhancement, and
other provisions are more stringent for rehabilitation

Other

Public funding constrained by limited supply of, and competition for,
public assistance; the “costs” of subsidies from ancillary requirements;
the timing of subsidies (e.g., deadline conflicts), and other issues (e.g.,
LIHTC selection criteria may be problematic to rehab)

“Pioneer and lower-income rehab,” “special
situations” (e.g., historic and adaptive reuse),
novice rehabber

Shared-risk financing pools
Appraiser-lender education

Streamlined, more rehab-supportive
subsidies

Land-use restrictions

Limitations on
Intensification of use
Change of use
Mixed use

Requirements for

Off-street parking, open space, etc.

Adaptive reuse, mixed-use, and historic
situations

Allow land-use flexibilities

Allow place-based standards (e.g.,
reduced parking and open- space
requirements in urban neighborhoods)
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SUMMARY EXHIBIT 2 (continued)
Summary of the Barriers to Rehab at the Development, Construction, and Occupancy Stages

Barriers by Rehab
Stage

Barrier Profile

Barrier Incidence (Where Problems
Are Most Challenging)

Ameliorative Strategies

Construction Stage Barriers

Building code

Questionable Standards
Scale (“25%—-50% rule™)
Excessive minimum standards

Administrative Problems
Inflexible administration

Conflicts between agencies (e.g., building code vs. fire code)

Novice rehabber, moderate rehab, subsidized rehab,
and “special situations”

HUD-recommended rehab code provisions®
New Jersey reformed code®

Alter “triggers”®
Better training

Coordinate code administration (e.g.,
between building and fire officials)

Minimum housing
standards (MHS)

Questionable Application

Heightened MHS enforcement when rehab is effected
reduces the ability to capitalize on remaining economic life for
roofs, windows, and other components

Moderate, subsidized rehab

Effect regular and nuanced MHS enforcement and
homeowner replacement reserve

Historic preservation

Preservation controls and programs, e.g., Section 106, tax credits,
and local landmarking, contribute to housing rehab by

encouraging rehab investment
fostering a rehab industry

providing incentives

Preservation can sometimes be a barrier to rehab due to
inflexible 106 review
inflexible tax credit review

stringent local regulations

Historic properties, novice rehabber, small rehab
projects, and selected instances of inflexible
enforcement

Greater flexibility and working to realize the
federal “Policy Statement on Affordable Housing
and Preservation”

Lead-based paint

Regulatory Issues
Many regulations because of severe health hazard associated with
lead:

HUD (where HUD assistance is involved)
OSHA—for worker safety
EPA; local health and building codes

Liability Issues
Citations and lawsuits
Property owner disclosure
Liability insurance

Cost Issues

Testing, abatement, and disposal costs can be expensive

Most residential units built before 1960. Generally,
the older the home, the greater the amount of lead-
based paint. HUD estimates that 60 million occupied
homes have some lead-based paint.

Cost-effective abatement solutions

Subsidy sources for lower-income rental
property

*Both the HUD provisions (National Applicable Recommended Rehabilitation Provisions, or NARRP, and the separate New Jersey building subcode for rehab established a hierarchy of construction

requirements linked to need.

®Modify or eliminate 25%—50% rule that mandates more stringent construction standards based on the dollar investment in renovation.
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SUMMARY EXHIBIT 2 (continued)
Summary of the Barriers to Rehab at the Development, Construction, and Occupancy Stages

Barriers by Rehab
Stage

Barrier Profile

Barrier Incidence (Where Problems
Are Most Challenging)

Ameliorative Strategies

Construction Stage Barriers (¢

ontinued)

Asbestos regulations

Regulatory Issues
Regulations to address health hazards:

EPA
OSHA

Cost Issues

Can be expensive, though typically not as daunting as the costs of
dealing with lead-based paint

Apartment buildings with friable asbestos constructed
before 1970, especially apartments; adaptive reuse of
larger commerecial or institutional buildings is also
problematic

Regulatory streamlining

Subsidies for lower-income
development

Radon Regulatory and Cost Issues Construction materials, building techniques, local No new strategies needed
Recommendation for testing (EPA and Surgeon General) geology, and other factors (presence of a basement)
. . affect radon levels
Minor cost for abatement if necessary
Energy Regulatory Issues Moderate to substantial rehab with HUD subsidies Encourage energy-efficient mortgage
Numerous regulations to reduce energy consumption: (EEM)
C
HUD/PATH Enhance energy-certification process
Model Energy Code for rehabilitated properties
Cost Issues
While energy efficiency reduces housing costs over time,
retrofitting for energy efficiency can be expensive
Accessibility Regulatory Issues Public accommodations, publicly financed rehab, Because of the difficulty of

To satisfy a vital national mandate, there are various regulations:
Architectural Barriers Act
Rehab Act of 1973
Fair Housing Act
Americans with Disabilities Act
State access provisions
Cost Issues

Retrofitting access can be expensive (regulations recognize this)

historic properties, and other situations (e.g., projects
with small-sized units and cities with highly sloped
streets)

retrofitting access when an existing
building is being renovated, flexibility
in satisfying the accessibility mandate
is encouraged (e.g., allow alternative
minimum standards in historic
properties)

Davis-Bacon wage
requirements

Regulatory and Cost Issues

Prevailing wage requirements for projects with federal funding
boosts labor costs

Federally funded (CDBG and HOME) multiunit
projects over certain thresholds: eight or more units
for CDBG, 12 or more for HOME

Legislative actions to revise or repeal
the requirements

Occupancy Stage Rehab Barri

ers

Rent control

Presence of stringent as opposed to moderate controls. (The latter allow
sufficient rent increases to economically support rehab.)

Jurisdictions (very few) with stringent rent control

Reconsider controls or adopt
moderate regulations

Property tax

Rehab increases the property tax obligation on the buildings that are
renovated

Problems are most severe in high property tax
jurisdictions and where property tax abatement for
rehab is unavailable

Provide rehab property tax abatement
Reduce property tax burden

“Partnership for Advanced Technology in Housing (PATH) is a private/public effort to develop, demonstrate, and gain market acceptance of innovative technologies.
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10.

11.

12.

SUMMARY EXHIBIT 3
Fostering Affordable-Housing Rehab—Potential HUD Actions

Encourage and evaluate pilot efforts to acquire properties for rehab through such innovative means as fast-take property
foreclosure, receivership, and a torrens title system.

Apply FHA property disposition policies to further renovation. For example, consider reinstituting discounts to nonprofit
housing rehab organizations when they bid at FHA sales.

Encourage local adoption of the National Applicable Recommended Rehabilitation Provisions (NARRP), developed under
HUD auspices to improve the building code climate for renovation.

Encourage communities to examine the impact of land-use requirements on rehab feasibility and to identify ways these
standards can be made more rehab-supportive. For example, reduce off-street parking requirements for rehab projects
located in areas served by transit and encourage zoning that permits adaptive reuse.

Evaluate how HUD standards affect rehab. For example, the one-space-per-unit parking requirement for HUD-financed
Section 202 projects may be too high, particularly in urban areas. As with local mandates, the HUD parking requirements
are especially critical in a rehab context because it is difficult to retrofit off-street spaces for an existing building.
Underwriting standards can be reviewed. Section 221(d)(4) underwriting currently limits the amount of allowable
nonresidential space to 10 percent of the project. This can be a problem for a mixed-use rehab project because ground-floor
tenants for commercial space improve project economic feasibility—and also further smart-growth objectives.

Encourage states to review their selection criteria for the low-income housing tax credit projects. Our research (chapter 4)
indicates that six selection criteria contained in state LIHTC Qualified Application Plans (QAPs) may discourage rehab
applications and that five QAP criteria can encourage renovation projects. States should review their QAPs to identify
influences and incorporate rehab-supportive criteria.

Reduce the “costs” of HUD subsidies derived from ancillary requirements. With congressional action, the Davis-Bacon
requirements can be modified, or at least its administration improved. For instance, the eight-housing-unit trigger for Davis-
Bacon in CDBG might be raised to the HOME program’s 12-unit threshold. To encourage more mixed use, HUD might also
limit when commercial wage rates are triggered in mixed-use projects. In a similar vein, participating jurisdictions (PJs)
involved in CDBG and other HUD-supported programs should be discouraged from effectively increasing improvement
standards when a housing unit is improved with government support (e.g., PJs sometimes strictly enforce minimum housing
standards [MHS]).

Monitor how the new lead-based-paint regulations, which will be fully implemented in April 2001, affect affordable rehab.

Publicize and promote implementation of the Advisory Council on Housing Preservation’s (ACHP) June 1998 policy
statement on “Affordable Housing and Historic Preservation” (HUD participated in the formulation of, and was a signatory
to, this statement).

HUD should continue to work with sister federal agencies, such as the National Park Service, the Environmental Protection
Agency, and OSHA, on such mutually important matters, as affordable housing, historic preservation, and protection from
lead, asbestos, and other health hazards in a rehab context.

Improve existing HUD supports for rehab. The 203(k) mortgage, which is granted by private lenders and insured by the
FHA, is illustrative. This program dates to 1961, yet has experienced uneven and for the most part modest usage. That is
unfortunate, because by offering purchase-rehab financing as well as refinancing for renovation, the 203(k) loan offers much
potential. While it has encountered some problems of abuse, with tightened oversight, greater publicity, and revisions
(perhaps the ban on use by investors might be lifted on a pilot basis), the 203(k) program can be invigorated as an important
support for rehab financing.

HUD should continue its efforts to improve data on rehab. It can begin by annually identifying how much rehab (dollar
amount and units) its major subsidy programs are supporting. Those data are already readily available from the HOME
subsidy, and, with some additional work, data can be developed for CDBG as well. With the addition of rehab data from
203(k), Title I, HOPE’s renovation component, and a few other programs, it would be possible to annually compile HUD’s
rehab contribution from its major subsidies. Additionally, HUD can continue its collaboration with the U.S. Bureau of the
Census, the remodeling industry, and others to improve the geographical, financial, and housing dimensions of rehab
information.
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SUMMARY FIGURE 1
Estimate of National Rehab Need:
Share of All Occupied, Permanent (Non-Mobile Home) Year-Round
U.S. Housing Units Needing Rehab (1995)

All Housing Units
No Rehab
55%
Substantial Rehab
5% OMinor Rehab
B Moderate Rehab
Moderati Rehab O Substantial Rehab
10% ONo Rehab
Minor Rehab
30%
Renter Occupied Owner Occupied
52% 56%
6%
4%
12%
9%
30% 31%
Non-Hispanic White Non-Hispanic Black
57% 8%
46%
0,
4% 16%
9%
30% 30%
Built 1980-1995 Built 1939 or Earlier
0,
63% 7%
46%
15%
3%
5%
29% 32%
Very Low Income High Income
54% 55%
6% 4%
8%
12%
28% 33%

Source : 1995 American Housing Survey and calculations done by

the Center for Urban Policy Research, Rutgers University.
Note : Figures presented are a very conservative estimate of rehab need.
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SUMMARY FIGURE 2
Percentage of Excessive Cost Housing Units in the United States
Current (Pre-rehab) and Post-rehab (1995)

All Housing Units
30% -
25%
25% A
18%
20% A
15% -
10% -
5% A
0% ‘
Excessive Cost--Current (Pre-rehab) Excessive Cost--Post-rehab
Renter Occupied Owner Occupied
50% 39% 50%
40% 28% 40%
30% 30% o 17%
20% 20% 13%
0% - T 1 0% - T
Excessive Cost--Current ~ Excessive Cost--Post-rehab Excessive Cost--Current ~ Excessive Cost--Post-rehab
(Pre-rehab) (Pre-rehab)
Non-Hispanic White Non-Hispanic Black
50% 50% 40%
40% 40% 28%
30% 16% 21% 30%
vomm  HR
10% 10%
0% - T 1 0% - T
Excessive Cost--Current  Excessive Cost--Post-rehab Excessive Cost--Current ~ Excessive Cost--Post-rehab
(Pre-rehab) (Pre-rehab)
Built 1980-1995 Built 1939 or Earlier
50% 50%
40% 40% o 30%
30% 16% 19% 30% 21% L
20% 20%
Y = mm - [
0% - T 1 0% - T
Excessive Cost--Current ~ Excessive Cost--Post-rehab Excessive Cost--Current ~ Excessive Cost--Post-rehab
(Pre-rehab) (Pre-rehab)
Very Low Income High Income
71%
75% 58% 75%
50% 50%
25% 25% 2% 39,
0% - T 1 0% - T 1
Excessive Cost--Current ~ Excessive Cost--Post-rehab Excessive Cost--Current  Excessive Cost--Post-rehab
(Pre-rehab) (Pre-rehab)

Source : 1995 American Housing Survey and calculations done by

the Center for Urban Policy Research, Rutgers University.
Note: Excessive cost = housing expense to income ratio (HEIR) of 40 percent or more.
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SUMMARY FIGURE 3
Estimate of Rehab Investment Needed Nationwide
by Affordability (1995)

All Housing Units

Unaffordable

Rehab
36%
Affordable Rehab
64% O Affordable Rehab
@ Unaffordable Rehab
Total rehab need $623 billion
Renter Occupied Owner Occupied

‘52%
48%

77%
23%

Non-Hispanic White

71%‘29%

Non-Hispanic Black

56%
44%, l

Built 1980-1995 Built 1939 or Earlier
43%
4% 26%
57%
Very Low Income High Income

86%
14%

95%
5%

Source : 1995 American Housing Survey and calculations done by

the Center for Urban Policy Research, Rutgers University .
Note: Affordable = with rehab, the housing expense to income ratio (HEIR)

for the occupant is less than 40 percent.

Unaffordable = with rehab, the HEIR is 40 percent or more.
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CHAPTER 1
STUDY CONTEXT

INTRODUCTION

This chapter sets the context and background to the investigation of the barriers to affordable-
housing rehab. It defines housing rehab, describes the current scale of rehab activity, reviews the
history of affordable-housing rehab and summarizes prior literature on the subject. The literature
review includes studies that have examined barriers to renovation. The chapter also includes a
section on contemporary data sources that track housing rehab construction.

REHAB DEFINED

Many definitions have been offered for housing rehab. Warren (1965, 893) defined housing
rehab as “the renewal and modernization of existing buildings,” and Hendy (1970, 64) defined
the term as “improving building habitability.” The Secretary of the Interior defines rehab as “the
process of returning a property to a state of utility through repair or alteration which makes
possible an efficient contemporary use while preserving those portions and features of the
property which are significant to its historic, architectural, and cultural values” (U.S. Department
of the Interior 2000). According to The New Illustrated Book of Development Definitions, rehab
is “the upgrading of a building previously in a dilapidated or substandard condition for human
habitation or use” (Moskowitz and Lindbloom 1993, 222).

There are three levels of rehab. They are often colloquially referred to as “minor rehab,”
“moderate rehab,” and “substantial rehab.” Minor rehab refers to repairs (activities short of
replacements that maintain the home) and improvements (activities that enhance the residential
structure) of a minor nature, such as replacing or refinishing cabinets, fixtures, and finishes.
Moderate rehab involves more extensive improvements, such as new wiring and heating and
cooling systems, as well as new cabinets, fixtures, and finishes. Substantial rehab entails removal
of all interior walls and mechanical equipment and installation of a new space plan. The level of
rehab often determines whether the project requires a contractor or can be conducted as a “do-it-
yourself” improvement job. Moderate and substantial rehab often involve a contractor or other
professional while minor rehab typically does not.

This study broadly defines rehab to include repairs, improvements, major replacements,
alterations, and additions to existing properties. While we consider all levels of rehab—minor,
moderate, and substantial—we focus on the last two categories.

'Rehab differs from redevelopment in that redevelopment is an encompassing revitalization plan for a particular area
that often includes demolition and new construction, and that is used in areas where rehab alone is considered
inadequate to stem decay (Warren 1965). Rehab and conservation are closely linked terms, where conservation
includes rehabilitation in a coordinated neighborhood attempt at renovation and preservation.
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AGING OF THE HOUSING STOCK
SCALE AND INCIDENCE OF THE REHAB INVESTMENT

Compared with housing in other developed countries, the housing stock in the United States is
relatively young. According to the 1997 American Housing Survey (AHS) (U.S. Department of
Commerce 1999), the median age of all American housing units is only 32 years old.
Nonetheless, there is a significant amount of aging housing in this country. Although there is
popular awareness of the “graying” of America’s population, especially its baby boomer cohort,
there is less appreciation of the aging of the country’s housing. According to the 1997 AHS,
about a quarter (27 percent) of the 112.3 million housing units in the United States are a half
century or older, an age at which major rehab of expensive systems and building components
(e.g., kitchen and bathrooms) is often needed.

America’s central cities are home to the nation’s oldest housing stock. According to the 1997
AHS, about two-fifths (39 percent) of the 34.1 million central-city housing units are at least half
a century old. By comparison, somewhat less than one-fifth (18 percent) of the 51.4 million
suburban housing units are 50 years or older, and about one-quarter (26 percent) of the
26.9 million housing units outside of metropolitan statistical areas (MSAs) were built more than
one-half century ago.

Another way of considering the age of the stock is to identify the median year of construction as
reported in the 1997 AHS. For all housing units, the median year of construction was 1967. For
housing units in central cities, suburbs, and outside MSAs, the median years of construction were
1958, 1972, and 1968, respectively. In other words, as of 2000, the median housing unit in
central cities is “forty-something”; everywhere else it is “thirty-something.” Although some
housing is lost to demolition or other causes, for the most part a housing unit, unlike a person,
does not inevitably “die” (only about one-quarter of one percent of the housing stock is lost
annually). What that means is that in roughly a decade or two, much of America’s housing stock
will be in advanced “middle age” and central-city housing will be “geriatric.”

Given the general aging of the housing stock, it is not surprising that there are considerable
outlays for residential rehab. Exhibit 1.1 shows the value and distribution of residential
construction in the United States from 1980 to 1997 in 1997 constant dollars. Exhibit 1.2 shows
the breakout in percentage terms. In 1997, for example, the aggregate value of new construction,
rehab (shown in this instance to include the census-defined terms of additions and alterations and
major replacements), and repairs was approximately $304 billion. Of that total, new residential
construction amounted to $187 billion (62 percent), rehab (excluding repairs) amounted to
$80 billion (26 percent), and repairs amounted to $38 billion (13 percent). Of note in figure 1.1 is
the cyclical nature of overall construction (e.g., downturns in the early 1980s and early 1990s),
mainly driven by the up-and-down cycle of new construction. Rehab is a much steadier
investment; for much of the 1980 to 1997 period, rehab, even excluding the repair component,
made up about a quarter of all residential construction.
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EXHIBIT 1.1
Value of Residential Construction by Type, 1980—-1997 (in Millions of 1997 Dollars)

CONSTRUCTION TYPE
Total
Construction Outlays New Rehabilitation

(New, Rehabilitation, | Residential | Additions/ Major Total Total Rehab

Year and Repairs) Construction | Alterations | Replacements | Rehab | Repairs | and Repairs
1980 $225,670 $135,955 $41,663 $19,168 $60,831| $29,656 $ 90,486
1981 $204,028 $122,888 $36,135 $17,551 $53,685| $28,361 § 82,046
1982 $169,216 $ 95,043 $31,303 $16,185 $47,489| $28,029 $ 75,517
1983 $232,063 $152,904 $50,350 $17,601 $67,951| $29,286 $ 97,236
1984 $283,001 $176,274 $43,086 $20,236 $63,322| $44,746 $108,068
1985 $289,852 $171,463 $43,029 $24,126 $67,156| $52,874 $120,029
1986 $327,290 $195,377 $56,633 $24,490 $81,123| $52,765 $133,888
1987 $329,509 $197,966 $56,565 $22,462 $79,026| $54,090 $133,177
1988 $324,906 $188,905 $57,958 $23,085 $81,043| $55,578 $136,621
1989 $309,923 $180,585 $51,827 $23,740 $75,567| $54,940 $130,507
1990 $288,007 $157,502 $46,209 $22,705 $68,914| $62,983 $131,897
1991 $245,380 $130,583 $55,354 $19,400 $74,754] $59,015 $133,769
1992 $266,913 $148,515 $46,124 $20,856 $66,981| $51,682 $118,663
1993 $280,661 $160,358 $50,699 $23,151 $73,851| $46,414 $120,265
1994 $305,636 $182,152 $53,045 $24,678 $77,723| $46,515 $124,238
1995 $287,633 $171,902 $47,466 $26,276 $73,742| $44,195 $117,937
1996 $300,984 $183,967 $54,642 $25,117 $79,759| $38,065 $117,824
1997 $303,640 $187,075 $55,300 $24,400 $79,700] $38,030 $117,730

Source: See Exhibit 1.9.
Notes: While this study generally includes repairs in the overall category of rehabilitation, in this table, we break out repairs.
In all tables and in the text, figures may not add to totals due to rounding.
EXHIBIT 1.2
Percentage of Residential Construction by Type, 1980-1997
CONSTRUCTION TYPE
Total
Construction Outlays New Rehabilitation

(New, Rehabilitation, | Residential | Additions/ Major Total Total Rehab

Year and Repairs) Construction | Alterations | Replacements| Rehab | Repairs | and Repairs
1980 100% 60% 18% 8% 27% 13% 40%
1981 100% 60% 18% 9% 26% 14% 40%
1982 100% 56% 18% 10% 28% 17% 45%
1983 100% 66% 22% 8% 29% 13% 42%
1984 100% 62% 15% 7% 22% 16% 38%
1985 100% 59% 15% 8% 23% 18% 41%
1986 100% 60% 17% 7% 25% 16% 41%
1987 100% 60% 17% 7% 24% 16% 40%
1988 100% 58% 18% 7% 25% 17% 42%
1989 100% 58% 17% 8% 24% 18% 42%
1990 100% 55% 16% 8% 24% 22% 46%
1991 100% 53% 23% 8% 30% 24% 55%
1992 100% 56% 17% 8% 25% 19% 44%
1993 100% 57% 18% 8% 26% 17% 43%
1994 100% 60% 17% 8% 25% 15% 41%
1995 100% 60% 17% 9% 26% 15% 41%
1996 100% 61% 18% 8% 26% 13% 39%
1997 100% 62% 18% 8% 26% 13% 39%

Source: See Exhibit 1.9.
Note: While this study generally includes repairs in the overall category of rehabilitation, in this table, we break out repairs.
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FIGURE 1.1
Construction Outlays (1997 Dollars)
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Source: See Exhibit 1.9.

Given the characteristic “graying” of central-city housing, it is not surprising that rehab is an
even more significant component of residential construction in most cities. To explore that point
more fully, we accessed construction data for the period 1990 to 1994 for 20 metropolitan areas
from the State of the Nation’s Cities (SNC) database. Our 20 sample areas are mainly
representative of the nation’s largest and oldest MSAs (e.g., New York, New York; Chicago,
Illinois; and Boston, Massachusetts) but also include a sprinkling of newer, rapidly growing
sunbelt locations such as Las Vegas, Nevada.” The SNC data indicates the importance of
renovation in central-city residential construction. On average, almost two-fifths (38 percent) of
the value of central-city residential construction in the 20 MSAs during the period 1990 to 1994
consisted of rehab. That compares with one-seventh (15 percent) rehab incidence of total
residential investment in the suburbs of the 20 metropolitan locations. Rehab was particularly
significant in certain cities; it made up almost 80 percent of the total value of central-city
residential construction in St. Louis and 50 percent to 60 percent in Baltimore, Cleveland,
Detroit, Philadelphia, San Francisco, and Washington, D.C. In stark contrast were a handful of

>The 20 MSAs are Atlanta, GA; Baltimore, MD; Boise, ID; Boston, MA; Buffalo, NY; Chicago, IL; Cleveland, OH;
Denver, CO; Detroit, MI; Houston, TX; Las Vegas, NV; Little Rock, AR; Miami, FL; New York, NY; Newark, NJ;
Philadelphia, PA; Salt Lake City, UT; San Francisco, CA; St. Louis, MO; and Washington, D.C.
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cities such as Las Vegas, where only 1 percent of the value of central-city residential
construction from 1990 to 1994 consisted of renovation.

Incidentally, the metropolitan-level data presented above can no longer be monitored. We relied
on the Census Bureau’s C-40 (building permit) Survey, which until 1995 tracked rehab at the
metropolitan level. The current C-40 series no longer monitors rehab’ at all (it reports on new
construction only). Although rehab is covered by the Census Bureau’s C-30 (value of
construction put in place) and C-50 (residential improvements) series, those data have numerous
limitations. For instance, the C-30 information is not differentiated by metropolitan area or by
minor civil division, and the C-50 information is not available below the national and regional
levels (see the technical note at the conclusion of this chapter for further details).*

The data limitations are acknowledged. A year 2000 “Remodeling Industry Information Summit”
concluded that a “key issue raised was the serious deficiency in hard data necessary to develop a
comprehensive picture of the total industry, . . . information on the geographical dimensions of
remodeling, as well as poor data on the financing of remodeling projects” (Joint Center for
Housing Studies and the National Association of Home Builders 2000, i). The paucity of data
belies the significance of remodeling activity, which the 2000 conference estimated had climbed
to $150 billion a year. That amount is almost 2 percent of the total output of the United States
economy, approaches the national spending on the construction of new homes, and exceeds the
scale of such better-known industries as legal services and arts and entertainment (Joint Center
for Housing Studies and the National Association of Home Builders 2000, 2).

HUD, the building industry, and others recognize that better national-level data on the volume
and incidence of rehab are important. To that end, they convened the summit described above
and are contemplating other actions to improve the availability of information on repairs and
improvements to the existing housing stock.

Rehab information gathered by state and local governments and other agencies provides a useful
supplement to federally collected data. The state of New Jersey, for example, keeps central
records of the building permits from its 566 municipalities. We can determine from that file the
incidence of renovation in four categories of New Jersey communities: cities, mature (or inner-
ring) suburbs, developing (or outer-ring) suburbs, and rural communities (exhibit 1.3). There is a
preponderance of rehab in New Jersey’s cities and mature suburbs. Almost three-quarters
(72 percent) of all residential and nonresidential construction in New Jersey cities as of the mid-
1990s consisted of renovation (Listokin and Lahr 1997). That rehab share is lower for older
suburbs but remains a very high 57 percent of all residential and nonresidential investment. By
contrast, in rural New Jersey communities, new construction dominates—the rehab share is only
19 percent. Rehab makes up about a third (35 percent) of the value of residential and
nonresidential investment in developing suburbs.

’Another change was that the pre-1995 C-40 series tracked nonresidential rehab, which is a significant central-city
construction activity.

* Another limitation is that the C-50 data comes from a housing unit or household survey and thus would not capture
conversions from nonresidential use, such as loft-building conversions.
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EXHIBIT 1.3
New Jersey Total Residential and
Nonresidential Construction and Rehab Share (1994)

Total Construction
(in $ Millions
Community Type New Rehab Total Percentage Rehab
Cities $ 159 § 404 $ 563 72%
Mature suburbs $ 320 $ 423 $ 743 57%
Developing suburbs $2,052 $1,108 $3,160 35%
Rural $ 194 $ 45 $ 239 19%
All $2,725 $1,980 $4,705 42%

If residential construction alone is examined, a similar pattern of emphases on rehab is observed
in cities and mature suburbs.

EXHIBIT 1.4
New Jersey Total Residential
Construction and Rehab Share (1994)

Residential Construction
(in $ Millions)
Community Type New Rehab Total Percentage Rehab
Cities $ 39 $108 $ 147 74%
Mature suburbs $ 193 $208 $ 401 52%
Developing suburbs $1,482 $385 $1,867 21%
Rural § 162 § 24 $ 186 13%
All $1,876 $725 $2,601 28%

Other state and local data can further our understanding of rehab. We have examined listings of
properties on federal, state, and local historic registers (e.g., National Register of Historic Places)
as well as local building permits to determine how much of New Jersey’s rehab was occurring on
historic (i.e., designated on register) properties (Listokin and Lahr 1997). As shown in exhibit
1.5, almost 10 percent of all renovation in New Jersey’s cities and older suburbs was effected on
designated historic properties, about double the 4 percent incidence found in developing suburbs
and in rural communities.
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EXHIBIT 1.5
New Jersey Total Residential and
Nonresidential Rehab and Historic Rehab Share (1994)

Rehab

(in $ Millions) Historic Rehab
Community Type All Historic Percentage (%)
Cities $ 404 $ 38 9%
Mature suburbs $ 423 $ 38 9%
Developing suburbs $1,108 $ 45 4%
Rural $ 45 $ 2 5%
All $1,980 $123 6%

In a recent study (Listokin and Lahr 1999), historic rehab was found to have a noticeable
presence in a number of Texas cities (see exhibit 1.6). That investigation also capitalized on
available state and local data, namely local building permits and historic register listings.

EXHIBIT 1.6
Historic Rehab as a Percentage of All Rehab (1994-1997)—Selected Texas Cities

Historic Rehab
as a Percentage of
Texas City All Rehab® (1994-1997)
Abilene 14%
Dallas 4%
Ft. Worth 9%
Grapevine 21%
Laredo 5%
San Antonio 8%
San Marcus 6%

Residential and nonresidential.

The New Jersey and Texas data reveal how important rehab is, especially in cities and older
suburbs. Data for the two states also show that rehab is effected on historic buildings in a
significant percentage of cases.

Although we can use state and local information to glean a profile of rehab, there are severe data
concerns with respect to this endeavor.” We noted some of these limitations earlier, such as the
retrenchment in the coverage of the C-40 series and drawbacks with the C-30 and C-50 series. A
more fundamental limitation is that the available data focuses on rehab’s monetary magnitude
(e.g., the C-30’s value of construction put in place and the C-40’s permit value), not on rehab’s
housing import. The available renovation information does not specify whether a deteriorated
housing unit has been saved or an additional housing unit produced through adaptive reuse or

*HUD and the Census Bureau are exploring ways to improve the availability of rehab data. For instance, as a follow-
up to HUD-Census Bureau deliberations at the “Remodeling Industry Information Summit,” the Census Bureau is
contacting local permit-issuing jurisdictions to determine the local requirements for rehab permits and the data that
would be available from local rehab permits.

25



other means (i.e., industrial space converted to residential lofts). The Census Bureau’s new-
construction data records the number of units started, but no such comparable data is available
for renovation. These data shortfalls are especially unfortunate given the importance of rehab and
the long involvement of government in this sector.

BRIEF HISTORY OF HOUSING REHAB
POLICY AND PROGRAMS IN THE UNITED STATES

The first tentative governmental actions involving housing rehab assistance occurred during the
time of the depression of the 1930s. Though mainly concerned with new construction and home
purchase, the 1934 Housing Act authorized the Federal Housing Administration (FHA) to insure
short-term installment loans made by private lenders to homeowners for repairs and
improvements. Together with the Home Owners Loan Corporation (HOLC), which also made
rehab loans, these efforts were created to deal with the need for renovation financing and to
provide impetus to home repair businesses. A public housing program was initiated in the 1930s,
but for the most part it focused on eliminating slums and building new low-income units.

The 1949 Housing Act encouraged a more comprehensive approach to housing and community
development, but like previous housing legislation, it stressed a combination of demolition and
new construction, all under the guise of redevelopment. Rehabilitation projects had to compete
with the speed and substantial funding support of slum clearance projects, as well as with the
national fervor for the new, modern dwellings springing up in the suburbs.

In 1953, the Advisory Committee on Government Housing Policies and Programs recommended
that the 1949 Housing Act be expanded to include the rehab of existing structures. The
committee expressed concern with the economic and social costs of slum clearance and voiced
support for a conservation approach. Subsequently, the 1954 Housing Act included rehab and
conservation as allowable components of federal intervention in the housing market to prevent
neighborhood decline. The term wurban remewal was introduced; it referred to both slum
clearance and renovation. Additionally, FHA Section 220 mortgage assistance became available
for rehab projects in designated urban renewal areas.

A number of local programs were instrumental in encouraging inclusion of rehab support in the
1954 Housing Act (Heinberg 1983). In the years during and immediately following World War
II, the Baltimore Health Department established the Baltimore Plan and devised a comprehensive
attack on incipient blight. Racial change and community decline in a Chicago neighborhood led
concerned residents to form the Hyde Park-Kenwood Community Conference. The goal of this
organization was to keep “an interracial community of high standards” through maintenance and
improvement of existing housing (Heinberg 1983).

Despite the inclusion of rehab in the 1954 Housing Act, the strategy received little support from
the government. From 1954 through 1960, the federal government subsidized only about 10,000
rehabilitated housing units nationwide (see exhibit 1.7). Even the increased awareness of the
diminishing stock of affordable housing could not stem the continued demolition of older units.
In addition to societal emphasis at the time on clearing out old buildings and creating new
housing, rehab as a housing policy was hindered by economic and administrative difficulties
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(Hays 1995). Rehab in older areas was also thwarted by the large-scale demolition carried out in
building the interstate highway system.

EXHIBIT 1.7
Federally Subsidized Housing and Rehabilitation Production (Direct Assistance):
United States 1954 to 1983

Federally Subsidized Housing Production
(Number of Units)
Subsidized Rehabilitation as % of Total
Total Subsidized Rehabilitation Federally Subsidized Housing

Year Housing Production Production Production
1954-1961 N.A. 10,000 cumulative N.A.
1962 38,900 2,500 6.4%
1963 47,600 2,600 5.5%
1964 55,100 3,400 6.2%
1965 63,700 5,900 9.3%
1966 70,900 11,600 16.4%
1967 91,400 16,100 17.6%
1968 165,500 36,100 21.8%
1969 202,700 37,690 18.6%
1970 328,010 34,100 10.4%
1971 482,970 42,060 8.7%
1972 429,790 41,760 9.7%
1973 331,830 42,120 12.7%
1974 171,660 30,160 17.6%
1975 128,840 17,410 13.5%
1976 137,240 19,060 13.9%
1977 217,440 26,330 12.1%
1978 274,330 36,240 13.2%
1979 277,398 40,412 14.6%
1980 265,541 57,411 21.6%
1981 211,390 33,421 15.8%
1982 240,305 30,005 12.5%
1983 69,612 11,452 16.5%

Sources: Data for 1954 to 1961 are from John Heinberg, Public Policy toward Residential Rehabilitation: An Economic Analysis. Ph.D.
dissertation, University of Wisconsin, 1967; Data for 1962 to 1968 are from U.S. Department of Housing and Urban Development, Housing in the
Seventies (Washington, D.C.: U.S. Government Printing Office, 1974); Data for 1969 to 1979 are from U.S. Department of Housing and Urban
Development, Report on the National Housing Goal (Washington, D.C.: U.S. Government Printing Office, 1980); Data for 1980 to 1983 are from
figures supplied by the U.S. Department of Housing and Urban Development.

Note:Numbers are approximate. CDBG-aided rehabilitation is not included. Data for 1954 to 1968 shown by calendar years. Data for 1969 to 1983
shown by fiscal years.

N.A. = information not available.

In the 1960s and 1970s, many housing officials encouraged rehab as a means of stemming the
decline of older neighborhoods (McFarland 1966, U.S. National Commission on Urban Problems
1969). They touted rehab as a less socially disruptive, more economical method of
redevelopment than earlier large-scale-clearance-style urban renewal; renovation was also
advocated as cost-effective and expeditious. The federal government supported the shift in
housing policy to include renovation. It started to make more urban renewal grants with
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substantial rehab components. Examples include urban-renewal-funded renovation in
Philadelphia’s Society Hill and in numerous Boston and Baltimore neighborhoods.

Many new federal programs supported rehab. In 1961, the 221(d)(3) program made available
below-market-interest-rate (bmir) mortgages for rehabilitated as well as new multifamily rental
housing. In that same year, the 203(k)-220(h) programs insured loans made by private lenders to
homeowners who made major improvements. In 1964, Congress authorized federal Section 312
low-interest rehab loans; in 1965, the Section 115 rehab grant program for low-income
households was created. The Housing Act of 1968 established two programs, Section 235 and
Section 236, which assisted homeowners and renters, respectively, through the provision of
below-market-interest-rate loans. Some families benefited from the use of Section 235 for the
purchase of renovated homes. Section 236 could be used for new and rehabilitated rental housing
(HUD 1974, 1976a).

HUD’s Project Rehab, created in 1969, initiated a large-scale effort to rehab apartment buildings
for moderate-income families (Arthur D. Little Inc. 1971). Project Rehab assembled existing
rehab programs in target neighborhoods and applied best-practice administration and technology.

The Nixon administration’s 1973 moratorium on housing production effectively ended many of
the categorical supply-side programs noted above. Change in programmatic approach soon
followed. The development of the Community Development Block Grants (CDBG) in the 1974
Housing Act consolidated many of the earlier categorical programs aimed at rehabilitated
housing, although the popular Section 312 program remained in operation separately for some
time. (A 1977 Housing Act amendment made rehab an independently eligible activity for CDBG
funding.) The 1974 act also created the Section 8 multifamily rental program, which included
three subprograms—New Construction, Substantial Rehabilitation, and Existing Housing.

Other programs that included rehab benefits were put in place in the 1970s. National Housing
Service helped coordinate reinvestment into small neighborhood areas; Urban Homesteading
attracted families willing to rehabilitate dilapidated units by selling them at drastically reduced
prices; Urban Development Action Grants were given to redevelop deteriorating areas, through
both new construction and renovation (Dommel et al. 1983). The Home Mortgage Disclosure
Act (1975) and the Community Reinvestment Act (1977) were created to monitor and to increase
the amount of financing available in lower-income neighborhoods, money that could be used to
rehabilitate or renovate older units.

The many programs of the 1960s and 1970s helped boost federally aided housing rehab. We
cannot track CDBG-aided renovation very well (i.e., in terms of housing units aided), but we can
monitor subsidized renovation under such major housing production programs as Sections 8 and
236. Data regarding federally subsidized rehabilitation is shown in exhibit 1.7. From 1962 to
1967, the federal government was directly subsidizing from 2,500 to 16,000 rehabilitated units
annually. That rehab tally represented roughly 6 percent to 18 percent of all federal housing
production, which at that time was quite modest—about 40,000 to 90,000 units annually (exhibit
1.7). After significant federally subsidized housing programs came into being in the late 1960s in
the form of Sections 235, 236, and sister programs, federally aided total housing production
climbed to a high of almost 500,000 units annually (482,970 in 1971). With that overall increase,
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federally aided rehab also climbed to more than 40,000 units yearly by the early 1970s. Rehab
now made up roughly 10 percent to 18 percent of all federally assisted housing production.

The subsidy moratorium of the early 1970s dampened production of both new and rehabilitated
units, but when the new Section 8 program came into force, subsidized housing activity
rebounded. From the late 1970s to the early 1980s, the federal government subsidized more than
200,000 housing units annually. Of that total, roughly 25,000 to 60,000 rehabbed housing units
were federally aided each year, representing between