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TASK FORCE CN HOUSII\G @STS

INTROD(TIION

By reronandr-un dated April 20, 1977, Secretary Patricia Roberts
Ilarris asked Under Secretary Jay Janis to develop specific reccmnenda-
tions on v,ihat the Federal Gorrerrnrent in general ard HUD in particular
qculd do to reduce escalating housing costs. Pr:rsr:arrt to this
nenorandun, a Task Force on Housing Costs was formed consisting of
Donna E. Shala1a, Assistant Secretary for Poliry Developnent ard
Research; Lalrrence B. Sinons, A.ssistant Secretarlz for Housing - FI-IA
Ccnrnissioner; Gerp C. Baroni, Assistant Secretarlz for l.Ieigtiborhoods,
Voluntarlz A.ssrciaticr:s, and Consuner Protection; witlr William J. Wkr.ite,
General l{anager, Ner^r Gnrn:nity Developnent Cortrnration, as Chainn m.

It is o<pected that ttre Task Force will be expandeil to inc}-rde up
to 36 irdividuals frcm the private sector wittr e<pertise irr housing.
If ttris er<parded Task Force is approrzed by ttre Office of l4anagenerrt
ard Brdget, it will hold its first nreeting jn late surrrer. In ttre
neantjne, the Chairman assembled a Task Force staff ard a Central Offie
working grpup to identify cost-reducing ideas ard to prepare rnaterials
for an interirn relDrt to t}re Secretarlr. Ttre r,,orking group nEt in
several sessions frcnr Jr:ne 16 ttrrough Jwre 22, L977. l[tre staff ard
worki-ng group nEnbers are listed i:r ttre Apeendix.

Ttrc Task Forcre staff acrnpiled a list of scme 80 cost-reducing
ideas inch:ding suggestions rnade bV OeparUrental staff and reccnnenda-
tions derived frcnr literatr:re on the sr:bject. ItE r,orking group then
eva}:ated these ideas and others usiag the follcn'dng criteia:

I Cost inpact;

2. Feasibil-ity;

3. Whettrer HUD could furplenent tlre specific idea now or vr?rether
action by Congress or another Federal agency was required; ard

4. I{tether tlre idea should be strdied furEher.

ltris Interim Retrnrt presents ttre oonclusions and preliminaqz
reccnnerdations of the vorking grcup, as rpdified by nembers of ttre
existing HUD Task Force. It is not neant to be considered a definitive
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vork nor does it chronicle or di-scuss the econcrnic reasons for oost
escalation during the past fa,tr years. Ratter, it s.unnarizes sore
actiqrs h,tLich IIUD crcrrId take inmediately and presents scme ideas for
ftrrtler csrsideratim.

Iats this stunrer, tlte Interirn Report will be sent to a second
working group of HUD field persorurel for ttrei-r reviqu and contrjlcutions.
Their responses to the Interjm Reporb ard any fi:rther Departrrental
suggestions will be given to ttre e:<5>anaea Task Force for its considera-
tion. fhe Task Force will sulornit a final report to the Secreta:12 at ttre
crcnc}:sion of its deliberations.

LOCAL IAIID USE CCIUIROLS (ZOI\iII\trG, SUBDfiISION ORDINAIICES, GROhIITI COMBOIS)

In recent years, nwry local goverrnents have strengttrened ttreir
land developrent regulations to gain greater control over the fiscal,
envirorunental and social impacts of grcnarttr, arrd in so doing have contrib-
uted to the higher initial cost of neur housing. l4any of ttrese regulations
may crcnfer benefits on ttre ocmrn:nity wtrich offset ttreir costs. Tkerefore,
in considering ratrettrer HUD should take action to aneliorate ttre crcst
effects of tlrese regulations, it is necessaq/ to distinguish arbitrarl,
and e>rcessive actions frcrn those wkr-ich are reasonable ard defensilcle.

Ihere are scne regulatory practices whicfr are generally aclcnowledged
to be r:nreasonable. Zoning wtrich allcrvs only large-1ot, singl+family
detached housing tlr:ougtrout a nnrnicipality denies Lard for higherdensitlz
housiag such as sraller houses and apartsren'ts vfrrich can be derzelo@ at
lcner costs. Sr:bdivision design requirenents for street widths, curbs
and ottrer facilitj-es are often o<cessive and r.rrreasonably costly. Semrcn
tatr>in fees rnay be nu.rctr h:igher than what is justified in t€rms of semer
costs. Often, these high stardards and fees a:re fuposeal strictly for
purposes of increasing hor:sj-r:g costs ard thus for keeping out all h:t
utrper-inccme fanrilies. A1so, a municipality may have wtrat appears to be
a valid grcl^rth{anagement ordinance but in actual practice rnay be using
it for orch:.sionaqz lrurposes. An e><anp1e of ttris occurs wten a local
jurisdiction will rpt penrLit nemr derrelopnent in t}re absence of adequate
facilities v*ri1e it refuses to provide tisn at a reasonable pace.

Procedural delays also drive up tlre costs of holding and developing
1anl. Arbitra4z, capricious arxi inequitable enforcsnent of otlrerwise
valid regrulations can result in o<cessive processing tirre. Prrccedr:ral
ccnplo<ityr €.9., multi-agenqT and nulti-Ie'rel revierns wittr conflicting
reqtrirernents, can crcntribute to ilcreased cnrerhead, to trncertai-nty and
to risk, as well as to sheer deIay. Such inrproper enforcsrent acEions
and unneeded pnocedr:raI ccnplociQz can be identified.

I
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the @artment currently is doing little to encourage local
cqnmmities to eliminate obvious cases of excessive lard use contnols
and protracted lreedr:res. Ihe Departnent stptrld use ocisting
statutory autlrority nore vigorously ard increase its rerriews of loca1
lard use control policies and prograns. Many ccrnrunities ottld be
persuaaea to rodify their stardards and pnocedures to reduce ost-
inceasing effects and at the sane tirte facilitat€ tJe derreloSnent of
lcmr and nrcderat*incone hoLrsing.

Studies by suctr organizations as ttre Urban Iand Institute ard tlre
t{ational A.ssociation of Hcnre Builders harre found ttrat local land use ard
grcmrth controls affi frcnr $11500 to $15,000 pen hor:sing unit. rt is not
trnssible, trcrreVer, to determine what proportion of ttris oost i.s erccessive
because these sttdies do not agree about ttre stardarrds for deterrnining
t*tat onstitutes Em excessive regrulation. It shculd be recognized that
many local land use controls wtrich generate higter hor-rsing osts have
been carefully desigrned to be legaIly defensiJcle as appropriate neans
to valid ends.

Itrere are m.uny orarples of strch defensi-ble lard use oontrols.
For fiscal reasons, subdivision ordinanes rovr carrpnfy require the
develqen--ard thus the consrner of nen tousing--to pay for a1I local
streets, siderrqalks, utilities, and parks ard school sites directly
serrring the sr:bclivisiqr. High stardards for street oqrstnrctim ane
often ftrposed to reduoe public nraintsrarrce oosts. Oostly storm water
IltarngerlEnt systans are nor re+dred as a lnrt of srrbdivision develop-
nent jn rnrry jurisdictiqrs to arioid flooding, ercsion, ard dangen to
fistr ard wildlife. Selver tap-in fees harre risen rapidly to pay the
capital oosts of ns'r or upgraded treafient plarrts, often requireal by
Etsderal stardanls. An increasing nunber of localities are effectively
discotrraging rmr developnent in sections ladcing a minimm leveI of
utilities arrl cqnruniQz facilities. l[tris tends to put a prenirm on
the price of adequately serrziced lard, hrt it can be fiscally resSnnsi-
ble. Several loca1 gpverrurEnts and scne states ruu require
envirornrental and fiscal inpact statenrents, especially for larger
residential develoSrnents. Itrese statsnents crost noney, h.rt so do
Federal envirorrrental iryact reviqnrs required r:rder the lilatioral
Envirwrental Folicy Act, l*rich influd:ced rnany srrh local requirarenLs.

reccnnerdations:

I. Ht D stptrld develop clear, oorpretrensive ard practical stardards
for reviaring the cost fuWacts of leal lard use cqrtrols ard shor.ld
rotify all CcnnnniQz Derrclopnent Block frant applicarrts ttrat tfrcy will
be wlcject to suctr a revisv. Using s:uch stardards, HUD staff shottld
determine $rhetter the cost inpacts of each applicantrs land use cuttrols
so hinder the achievenent of the goals set forth in the jurisdictionrs

I
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Cfinnmity Dorelogrnent PIan ard its Housing A.ssistance Plan ttnt they
must be ctnngred. If srrch a fJnding is rnade, HtD shculd negotiate
wittr the applicant to assure that actiqr is taken to eliminate
orcessive controls prior to rnking a grant.

2. HUD slpuld reqLlire all gtates ard area--wide agencies receiving
funds urder the 701 Ccnpretrensirze Planning A.ssistance kogram to srvelz
and eva}:ate the cost inpacts of local lard use controls in their
respective jurisdictions as a part of ttre Housing Element reqr,rired under
the 701 kogrram. the nenflydeveloped HUD standards should be used.
Itrese 701 silrdies should be rpnitoreit by HUD staff ard ttre results
strould be ccnpiled and evah:ated for national policy inplicatlons.

3. HUD should prepare and disssninate to state and local agencies
nrcdel statutes, ordinances, regrulations, and aerdnistrative prrocedr:res
pertainjng to laru1 use ard grcr^rth cpntrols.

4. the nervlydeveloped HIID stardarrcls should be aplied as a part
of any regional strategy vfr.ich HUD rnay adopt to achieve national r:rban
policies. ff an area-vide certificatior process is trr:rsred, reasonable
land r:se controls slrould be required prior to certification.

STATE AIID IOCAL BUILDING CODES

l4any state ard local jurisdictions add to tJre cost of hctrsirry by
failing to adopt hrildJng odes willch apply nationally recogerized
standa:rds for building technoloqf, nethods, ard rnatenials. In 1969,
the l{ational @rmissicn qr Urban Problerns (tne Ootrglas Ccnrnission)
estjmated t}tat tluis fai}:re perhaps adds as rnrch as $640 to ttre cost of
a conventionally oonstrrrcted hcrne, ard as rnrch as $21500 to the cost of
a factory-built tsne.

In addition, p@r odes artninistration contributes to orcessive
hou.si.:rg osts. Aftninistrative practices wittr respect to a girzen txrild-
ing code differ frcrn one jurisdiction to another. In scne jr-rrisdictions
fees and ctrarges may be unreasonable, wtrile in others, mde iaterpreta-
tion and enforcenent procedures are unSxofessional and inconsistent.

In the past, HUD revis'red loca1 codes ard pensuaded loca1 ccnnnnities
to upgrade tlrenr and the nanner in hrtrich they were a&ninistened so as to
redrrce oosts. Initially, HUD co:ducted its rerzis.r r:rder Section 2 of the
Natiornl Housing Act of 1949 which requjres tlte Secretaqr to encourage
and assist "the reductior of ttre costs of housirq wittput sacrifice
of * * * sourd standards." FI{A developed Mininun koperty Starutarrts
(MPS) in part to encourage the use of cost-sav5.ng matenials ard rettpds.
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fhese stardards influenced ttre develoSnent of the lbdel Gre ard fi/tlc
fEd1y Duelling @de ard scne loca1Iy vrritten codes, suctr as the
Orya}rcga Cornty @ionaI Oode, the Ch-icago Suhtrban Buildixrg Officials
Code, and Milwaulceers Soutlpastern Wisconsin Code.

Sectiqr 101(a) of the 1949 Act, utrich eeated the Urban hneml
hogran, requires the Secretary to consider, in any contract for
advances urrler this Title:

"the extent to w?rich * * * leal public bodies have
urdertaken trnsitive progE aIIE (t}troryh ttre adoption,
adninistration, ard enfoncsnent of tu.rsing, zoning,
building ard other lanos, codes ard regulations * * *)
for * * * encorragrrg tousing cost redrrctions thnough
tte use of aSprcprjate rrew materials, tectnriques ard
nethods * * * ad the elimination of restrictive
practices which unne@ssarily ineease housing costs. "

Section 101(c) of the 1949 Act as anrended jn 1954, urder v,trich the
I{cr}<able P:ograrn for Ocnnu.:niQ fnproverrent was fuplerrcnted, states
ttrat no localiQz !'ri11 be eligi-b1e for Title I assistance: o

"unless ttrere is presented * * * an officjal plan of
action * * * for effectively dealing wit}r the pr&Ian
of urban sluns ard blight ard ttre establistnent of
decent trcrcs for adequate family life * * * and * * *
the Secretarlr determines that srch a program reets
ttre reqtri:erents of ttris subsectior. "

FYcm 1949 to 1968, HUD staff reviei^red the codes of local juris-
dictions and encouraged these jurisdictions to anerd and update their
codes in accordance with the nationally recognrized rpdel odes. As
a result, 41000 jurisdictions mcdified their ode provisiqrs to cqrform
to national stardards or o<plained wtry local deviations were needed in
parLicular instances. E:sn 1968 to L974, HUD staff rerriemed only the
deviations, hrt required ttrat tlrose v*rich @uld not be stpported wittt
scnrrd engjxeerirg data be replaced wittr tle nationally recognized
prorzisiors. Appno<imately 11000 jurisdictions had rerncved srrch
deviations by ttre tine the Department terminated ttrcse revierns follcrr
ing the enactnent of ttre Horsing and CcrrrrtuuiQz Developrnent Act of
L974.

a
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In 1969, HUD created the Operation Bneakthrough program wtr-ich
was termiruted in 1975. Under ttris progrranr, HUD sought to eeate
nass rnarkets for factory-hri1t housing. HtD persuaded 31 states to
enact legislation pnoviding for state reviemr and atrprorral of suctr
hou.sing systens. After suctr state revier,rs, derzelopers cq.r1d use these
systems ttmctrgtout the state, notwithstarding conflicting local build-
ing codes. As a result, in nrarry instan,ces loca1 trxocessiag tjre was
substantially reduced, wittr scme cost savilgs to ttre developers.

there is langn:age in tle Conference Report that irrylies that ttre
L974 ML does not grant the Departnrent auttrority to inpose specific
oode requirenents on jr:risdictiqrs assisted with Conrunity DeveloSnent
Blocl< frants. However, there is nottring in the Act wtrich requires HUD
to accept 1ocaI code prorzisions r/uithcut question. ISn does the 1974
AcE require HUD to refrain frcrn exercising its resgnnsibility r:rder
the 1949 Act to encsurage oode revisiqrs v*rich crrt tlre cost of horsing.
ii&rnetheless, sirce L974, HtlD has ceased nuritori:'lg oodes, has stopped
giving technical assistarrce for code revisions ard as a restrlt costly
deviatiqrs frcrn national stardards are rea$)earing in local codes.

Ihe Ccnnunity Denrelotrment Block Grarrt prograrn regrulations urder
Section 104 of ttre Act do not provide for HUD revier'r of hrilding codes.
Ilcrrever, just as HUD revieurcd hrilding oodes under tlre 1949 Ho:sirrg
Act, as arrended, it should stilI do so.

Reccnrnendations:

1. Anerd tlre @nrn:nitfr DevelWnent Block frant reguJations
fuplenEntirrg Section 104 of ttre Housing ard Ccrnunity Derclo5ment Act
of L974 to provide for HUD rerzis'r of local hrilding codes ard to require
that. csnru:nities applying for errtitlenEnt grants derpnstrate that their
local building odes sutr4nrt ttre protrnsed "ccnprehensive strategy" for
neeting "jdentified ccnnunity derrcloSment needs." S5)ecifically, the $

atrplicant should strcrnr: 6

a. that srrch codes are revised peniodically;

b. Ihat efforts have been rnade to eliminate ineqLdtable and
inconsistent interpretatlon of code provisiors; ard

c. llhat any prorzisions wtrich uruEcess€rriJy increase ttre cost
of housi:rg wiII be eliminated or w"ill not atrp1y to tnusing oonsUrrcted
witi HLID/EIIA-insured or assisted fiaarcing.

!
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2. Founflate ard furylerent a strorry natimal policy to ensure
that codes are aftrdnistered and enforced in a professioral and
oonsistenE nEurner. Ilnden a crrrzent HUD research contract, training
prograns available to local- oode enforcenrent a&ninistrators and
technicians are being evaluated and suggestions for inproving suctr
progrErrlrs dazeloped. In addition, a npdel code adninistratiqr
cunriculun is being developed for national use. Ihis researctr co'fld
be accelerated and, if necessarlz, sr4>plerented to provide ttre basis
fon an effective national progran.

HUD^T{A PRTESSrNG

Itris section pertains to HT DAIIA p:rccessing of aptr>lications for
holsing loan insurance ard subsidy. It does not include HUD environ-
rental reviorls, t*rich are covered in anottrcr section.

Recrcnnendations:

1. HUD should better distrilrute, manage ard train staff assign:ed
to prccessing rnrlti-fanily pnoject applicaticns. [tre Office of Housing
estimates that a saving of 155 calendar days in overall preessing tine
pgr_project v'ould result. A.ssuning a tlpical total develognent cost of
$3.27 million trrer project and an inflaticn rate of g percent
annually, the 155 days u,ou1d represent 42 percent of a lear ard thus
save 3.36 percent of ttre 8 percent inflation ra@. The saviags per
project ($3.27 nillion tjnes 3.36 percent) r,or-rld be $109,900. mrltiplied
bV the toEal nunber of project-s (1,800), it is obvious that ttre total
savingrs would ccnre to nearly $200 rfllIion in develoSrrent osts per year.
Itris estjmate does rpt inch:ile 5nssi-ble savings i-n bfdirrg osts ard
overtread.

Ftrtherrore, if the total cost of a sr:bsidized project is
redtrced, ard the rents are therefore reduced, snaller subsidies will be
required. Orehalf of ttre nurlti-fanily projects are subsidized.
Ass-uning rent reducEions of 10 pencent of the develotrrrent osts, annual
savings rtould be just r:nder $10 miIliqr.

Saviags in processing time lvould also yieJd ultimate savirqs
in the HUD staff tnrilget, assr-uning no additiqral staff ard a constant
volune of applications. It curently takes about 882 manhours to
process a rnrlti-fanily project atrplication. lIkre Office of llcusing
estirnates processing time could be reduced tD 774 hor:rs. HUD r,'urld sarze
tte staff cost of $12 per hour, nultiplied by 1,800 rulti-family projects
processed each year, for a total of $2.3 million ar,nually.

#
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In slrrt, ttre totaL goverrnental and prirrate saving vltrich
could be actrieyed throu$ proper staffing is estirnatsd to be abcut
$210 million pen ]€ar.

2. Hire staff rattrer tlran outside fee atr4raisers. Ttris would
have saved HUD orzer $4.7 million irr L976.

3. Strictly enforce HUDrs instnrcEions vfiich require that rulti-
fanily project applications be ccnplete before IIID will begin to
process th€m. It is estimated that at least 50 percent of the mlti-
family applicaticrs proc-essed by HtD are ford to be inccrq>lete,
requiring IIUD to seek additiornl infomation at all three stages of
prccessing. A.ssuning ttrat a mirrfunrn of one nsrttr is lost in request-
ing and anassing the missing inforrnation, the @st of the project is
increased by about $2OOrlunit. (Assr.une an irrflatim rate of 1 percent
per nonttr on a tlpical per r:nit onstnrction cost of $241000.) lltre
resulting additional overhead costs, at abo.rt $l5/rour, ccme to about
$2,700 per pnoject. In s.unnary, the increased ost due to a tlpical
qre rsrttr delay caused by obtairdng inforrnation missing frcrn each of
the ag>ro>rimately 900 applications lxocessed in 1976 equals rncre than
$24 rniIlior. Itris figrune does not inc}de the intenest on irnrested
capital.

4. Elimirrate ttlat part of the processing pertainirg to the sub-
division (as opposed to the strrrctrrres ard thei-r inrnediate site) vffren
single-fanily or otlen infill housing is planned for vacant sites
wittrin ccrpJ-eted subdivisims lfrrere streets arrl utilities are aJready
installed. In ttrese cases, revien should be limiteil to the site
orrcred by the application as is rpur the practice in ftitly hrilt-qt
subdivisions.

Ilpically, it takes 180 days to process a subdivision. V{hen
a hrilder pioposes to build in an oristing sr:bdivision, tle enUire
tine peniod could be saved. Itris rneans savings for HUD (18 achral
processiag days at $12 per hour) as well as for the hrilden ard
@nsurrEr. Assmring a csrstructiqr oost of $301000 pen unit ard a 12
percent annr:al cqlstnrction cost inflation facton, the savings per
rarit core to $11800.

5. AnEnd HUD regrulations ard denrelop a standard affirmative
rnarketSng centslfication trrocedure for sSnnsors of ]pusing in lrcations
Jacking an area-vride agreenrc!1t. C\:rrently, s6pnsors in ttris situation
nnrst sr:trnit pJans to the field office Eqtral Opporfi-nity staff.
ReqdrerEnts vary fron one office to ano'tler so that a plan acceptable
to orre Equal Oportenity officer is nort necessarily aeeSrtable to
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another. llhe cost of preSnring tlnse Affisnalive l{arketing plans
nms frcn $11000 to $51000 per pnoject. A.ssming, for ttre 5>rlrposes
of a onservative estirna@, that ttre cost is $L,000 pen plan ard
that 80 percent of all applicatiors wqrld be affected, tIE savings
to the irdustry upuld be $4.3 ni].lion ($11000 tines 5,400 applicaLions
tines .8 equaLs $4;20,000).

6. Require ttrat operating loss loans be ccrgrted frcnr ttre day
after the fixal endorsement date ratler than frcnr ttre day aften the
strbstantial ccnpletion date. llhis wiJl provide an incentive for
closing nore guickly ard will keep operating losses dcnm. fhe Office
of Housing estirnates ttrat ttris requirerent could save betlreen $101000
ard $20,000 pen rulti-family project. A,ssuning that 1,000 projects are
corpleted per year, the total savings rryould be at least $10 miIlion.

HIJD BMTROD{MENIAL RE\IIEI4S

Pursr.rant to ttre l{ational Ervirorurental FoIiry Act (NEPA), HUD
assesses tlrc trntential envirorrnental fupact of neur tousing ad lard
develognent projects for which it is asked to prcvide loan insrrrance,
hosing subsidies on other assistarce. Scne of tlrese revisrls are tjrre
consr.uning. In o<trsne cases, ttrey can jneease tlre ovenall project
processirg tine by over a year. De1ays are elrpensive because ttey
increase ttre sponsor/developer's holdjng @sts ard because inflation
occr::rilg during a delay requires ttre sposor/developer to spend nrcre
qr rnterials and labor than was originally projected.

Depending on ttre size of tie project and the Federal- action
i-nvolved, HUD urdentakes one of tlrree levels of envinomnental rqriew:
(1) rprrnal, (21 special, ard (3) pneparaticn of a firll Ervirorunental
Inpact Statemerrt (EIS). l[or:na1 assesgrents which require only a fe,r
days to ccrq>Iete do nct trresent nrrch of a problen. Hcneven, special
assessrents (prepared for housing develotrments of 200-500 units)
usually requi$e 30 days to ccnplete, and approrfunately 520 special
assessrents nust be preSnred each year. The ftrll EIS prepared for
develo6nents of 500 tJnits or rrDre involves agxorirnately 750-900 man-
days, translating to six rncnths to UiD lears of elapsed tirle, depending
or the availability of staff. F\rII EISs are crtTent1y prepared for
about 3 percent of all trcusing develcgnents or abut 155 per year.

the delay wtrich accoryanies ttre preparation of an EIS leads to
dsrpnstrably e<pensive delays to the spqsor/aevelopen ard ttrus
ineeases ttre ultinate cost of each unit to ttre consurer. It also
terds to deter detrelopers frcrn Uecfidng involved in larg*sca1e pnojects,
t^rtrich is anottrer v.ray of saying it disourages tlsn frcrn ach:leving cost
savinge by taking advantage of the econcrnies interent in largescale
develcgnent.
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Reccnrnendations:

1. ArrEnd HUD regulations to pnorride for ttre acceptance of
envirmrental rerriqos certified by other FederaL agencies. ltren
anottren Federal agenqu has taken tte lead in a project, HUD strotrld
accept the restrlts of ttrat agencyrs environnental rerzisr without
requifing its cnm as we1l. As it is, HUD accepts alL the restrlts
of processing oordrrted b!, ottrer Federal agrencies except tlre
envirorurental revis,rr. Ttrus, only a regulatory change stards in the
way of HIJD's Snssing along significant savings to the
developer ard in turn to tlre consurer Lryr acceptiag the envfuortrental
approral granted a project centified Lryz anotl-r Federal agency.

F'or instance, ever? tjJrE HUD deterrnined it need not cordtrct
a special cleararce, the 30 days saved tolld sa',rc the dwelopen of
a tlpical 300 lot project:

Interest on Investnent: $2,000/acre tines
100 acrres at 10 percent

Inteest for One l6nth: $1,667

Salaries and Overtead: $21500

Inflatiorurlz Savings at 10 percent anrrual
(for one ronth, $33 per unit. tinEs 300 equals $9,900)

ItoEaI Savings: 9141067 or $47 per unit

HUD Savings at $I2,/hor:r tines 80 tines 520 equals $499,200.

In tlre case of a ftrll EIS, assunirg an absolute ninfunm 180-
day preparation tjnre, tlre savings turld be:

Intenest on Invesftent at $2r000/acre tinEs 200 acr:es at
L0 peroent iaterest/6 nsrtlts equals $201000

Salaries and Overhead at. $2,500/rronttr equals $151000

Inflatiora:ryr Savings at $2O0rlunit of hotrsing to be built
tines 600 equals $120,000

Tlota1 Savingrs: 91551000 or $258 per unit
HUD Savings at $l2rrhour tjrnes 750 hor:rs per EIS are 12 Limes 750 tines
156 equals $1,404,000.

{
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2. . HUD should urork wittr ottrer Federal horsing agencies, such
as the Veterans A&rrinistraLion and ttre Farmers Hcrne Aftninistration, as
well as the Council on E:vironnental OraliW, to develop a uniform netlrod
of reviarrirg the envinornental irpact of Federally-insured on assisted
housirg and lard developnent progn ans.

3. HUD shor-rld aocept erlirornental rerriews prepared by state
agencies rtrich follcw HUD-aSproved stardards ard procedures. In the
past, the Council on Srvirorurental Onlity has rpt been willirtg to
s[Dr]sor legislative or regrulatory dranges to peurdt the use of state-
approved envi:cornental irpact statenent-s. If adopted, ttris preedure
$rurld harre an funrediate inpact on the costs of developrents in states
already haring envirorsrEntal inpact rerris'l requirements srrch as
Minnesorta, Wash:ington, Florida ard California.

4. HUD stptrld act funediately to develop standard docurents ard
forms to speed up t}re trxeparation of EISs. this qrld sa\re 14> to 30
rorkirrg days in preparing a fir1l EIS.

5. HUD should anend its regulatiors to eUrninate tle reqtrirerent
that envircrrrental assessnents be cmdrrted for single-fardly nortgage
iasurance atrplications irr oristilg subdivisims (i.e., sr:Hivisions
with streets and utilities already in place). lbrmal urdenrriLirq
prooedures are adequate in srrch situations.

6. HUD stpuld seek auttrsity to eliminate the requirenent that
it cmduct envirorrrental assessrents for rulti-fadly prcjects $rhictr
have alreadlz received envirorurrental atrproval fron a loca1 gorerrnent
in conjr:nction wittr a Ccrnu.nity Dwelcgnent Block fant alplication.
Rrrsr.rant to Title I of the Housing ard Ccnrnmity Danelogxcnt Act of
L974, the Secretaqz of HUD delegates to the Block frant recipient her
resSnnsibility for rerziaring the envirornental fupact of projecfs
furded with Bl@k &ant finds. If a tmsing project tras been revierrcd
pursuant to ttris prccedr:re, HUD should not have to duplicate tlle effort
vften it receirzes a request to suhsidize ttre project.

FI}IAT{C]NG COS"IS AND TI{E SrcCNDAIUT FIIirANE I,IARKEIS

The csrslrer ultinately pays for all the developer's firnrrcing
osts including the intenest ard fee trnynent-s on the larrt deriefWrcnt
loan, ttte interim or oonstnrctiqr loan finarci:rg intenest ard fees,
ttre ccmrlitrrent fees chargied for perrnnent nortgage financing ard tIE
finarcing ctrarges associated. wittr settlsrent. Itrese osts are paid at
ttre tine of settlsnent or over the life of the rrDrtgage, if the

I
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Gcnsurer is a hryen, or iJr a portion of eactr rental payrnnt, if he
is a renter.

Scne of tlrese financing costs could be reduced by arending HUD/
FIIA regr:lations. Otters can Oe ittectea by ctrarqing -ertain poticies
and pnograms of tlre rnajor seondarlr finance market agencies: GtiDlA,
FlillvtrA and F[ILI,C.

Reconrendations:

1. Reqrdre limited dividend builder-developens of mflti-fadly
rental projects to pledge or place jn trust a pontior of syndication
pnerniuns to corzer operations for up to five years. In the alterna'Birre,
reduce tle permitted 10 percent Br-rilders SlDnsors kofit and Risk
Allcn,raance (BSPRA) ncn ocngr.rted in tle rortgage loan anrcr:nt to five
pencent or less. It is estirmted that eittren of these requirenents
r,vould yield a savings of appro<inately ttrree percent of the total
developnent cost of each duelling unit.

2. Ibdify G'$m, regrulations ard encourage FIS,IA and FHIIE to &ange
their nrles to enable all three agencies to purchase all tlpes of
secr:red loans relating to housing constrtrction. ey eD<pardiry ttre market
fon secured land denrelognent, jrrt€rim and perrnanent loans, both those
insr:red by FHA, \Z\ and private insr:rers and tlrose tlat are r:ninsured
conventicnal loans, tlre availability of capital to p:blic ard pnivate
letders originating srrch loans lould be insreased. Irrcreasing ttre
supply of finds strcmld cause ttre interest rates charged for such loans
to drop.

3. Ibdify GtiS,lA regulations to o<pand the use of "vrholesale"
secrcnda4z nnrket tectrriques, suctr as using norEgag*backed securities,
to include convrentional nrcrtgage loans ard secured lard derreloprent
and interim loans as additional collateral fc sr:ctr securities. tlrts
would allow access to additional sor:rces of frrnds srrh as pension tJ:usts
arxl insr.rance resenres. Again, increasi:rgr the sr.rpply of furds stpuld
cause interest rates ctnrged for suctr loans to drop.

4. Elimi:rate the Supplenental !{anagement EUrd oontribution of
$100 per unit frcnr tlre estimated replacercnt cost of housing develop-
nents or units constrrcted. for leasing r:nder Section 8.

IARGE.SCAI.;E I,AI{D ACQUISIT]ON AI{D DEIIEIOPMENI

Itre Departnent's rnjor efforts to encu:rage larg*sca1e lard
denrelotrrnent have been thnough the Urban Renevaal, Title X, Operation
Breakthrcrugh and Nelv Conrunities programs. tntil L974, r:rrlen Urban
Renersal mmicipalities lr,ere en@uraged to erploy a fuII range of



I3

p:blic pcnders to aoquire ard hold large tracts of lard ard rnke tlrgn
arrailablts for dwelc6xurt. gpically, the local renetlal agency
oordenrred or negoEiated t}te purchase of lard occrpied Lryz "blighted"
residential, ccnner:cial or irdrstrial strueures and cleared it for
nenr construction. Ttre Title X program pnovides dorelotrnrs with shorb-
term secured loan guarantees for ttre develoErcnt of Jarge tracts of
tnrsirry lots, $ihich then are sold to builders fe tousing construction.
Irtany of the derzelognents in the ncw terminated Q>eration keakthrough
progran r,rere large in scale inc1tlding fi^D wittr npre than L,2OO hor:sing
turits each. 1[lre Nes'r Cqnrnrnities program provides a wide rzariety of
assistance to both public and private derzelopens fon lard acquisition
arul denreloprent associated wittr larg+scale, nerrtotrr develoSnent.

vil:en ttre derreloprent is ottrerwise feasible ard nrarketable, the
econcnr-ies of scale realized frcrn large-scale derrelrynent us.rally result
in mbstantially lcmrcr costs per housing unit. Ccmbining large-sca1e
develc6nrent with the use of ns,r site planning tectrUWes, srrh as those
arployed in planred-unit developents, will result in even lorer
develryrent osts 1rer unit.

Alttrough precise calculations of cost sauings are not available,
scrne have estimated tlnt cost savfurgs frcrn larg*scale ec-oncnries alone
anount to atrp::o:rirmtely 3 to 5 percent of tIrc land developrent oost, or
1 to 3 percent of tIre tortal developnent cost of each tnrsing udt.

Similarly, site planning savirgs attrilrrtable to a reduction of
street, sidqralk and utiliQz rights-ofruay may anormt to 3 to 5 percutt
of lard develqnent oosts alone, or 1 to 3 pencert per &rellirg rmit.
Itre ost savings resulting frqn the use of both aprpoactps corld be as
high as 6 to 10 percent of land denrelotrnent @sts, witfr a per unit
savings of 2 to 6 percent. A $301000 lqrrise, nurlti-fanily tousing
unit could ost frcrn $500 to $1,800 less, rryere tlese ocmbired econsrLies
realized.

HUD has generally not encouraged the develogrrent of Jarge tracts of
larul fon singlefandly or nnrlti-family hosirry. The average size of a
rulti-family cordcminir.un, cooperatirre or rental project developed urder
HUD prograns is atrprorSrnately 112 dr^relling units. Sr-rbdivision derzelq
nents rrEy be planned on large tracts, h.lt usually are developed in
snaller-sca1e stages, if Ht DAIfl loan insrrrance is so.rght.

I,Iany state housing finance agencies, suctr as those in llassachr:setts,
Michigan, tiEvr Jersey, I{e!w York ard !{est Virginia, trave done m:ch rrnre
ttran ttre Federal Governrent to prorote largescale tnusing developrent.



L4

lbst of ttrese developnent-s are financed by the state agencies w:itlout
the assistance of Ftil, loan insurance, altlrough usr:ally wittr scre tlpe
or anumt of IIUD subsidy.

It has been zuggested that tle Federal Gorrerrurent's erqnrative
relrrctance to prarote largescale develqnent relates to the
statr.rtorily irposed limit on the size of FHA insured nortgages.
Altlrotrgh large tracts can be broken dovm into sraller parcels ard
rcrtgaged separately, tlre resulting difficulty in allocating acquisi-
tion and developxrent costs arrDng the parcels ccnplicates ttre project's
processing ard auditing. Hcnrrever, ttris kird of allocation is nranaged
i:n rulti-family ordcnriniun ard cooperatirae projects, even ttrough tlre
processing ard undenvrriting procedures differ ard, therefore, should
not be disnissed as infeasible.

It is also alleged that mrket feasiJcility projections extending
belpnd tlvo or three years tend to be r:nreliabIe. Fearing that long-
term projects are corsequently rislqr, tIE HUD field offices are likely
to reject ttrcrn or to insist ttrat develqnent be staged 5n separately
ror@aged phases. In ttris regprd, ttte Fedenal Gover:rnent should note
that tlre larger pa:ojects developed wittr state housilg firrance agency
sutrport have not experienced higher rates of faifu:re tlan ttre nnre
conventionally sized projecEs; irldeed, tJe reverse appears true.

HUD can ard stmld en@urage large-scale Jard develoEnent
activities through an exparded use of ttre Title X program ard the
I{ew @nrnrrities prcgran. ftre result strould be a neasurable ard signifi-
carrt redrrction in housing costs to the @rrsurler.

Reccnnendations:

1. I,lake nrcre effective, ag€fressive trse of the TiLLe X prcgran,
arcnaing it as necessarlu. Focus on oomunities wtrictr are e*periencing
rapid grcffifi and wtrich harle used 701 or Ccmru:nity Developent Block
Grarrt funds to develop arceptable local larul use plans.

2. Anend Title X to pnwide loan giuarantees or insurarrce to
pulclic agencies for ttre ptrpose of acquiring and hoJding lard suitable
for residential develotrment. Any such aren&rcnt shcnrld rmrdate that
lard be sold for residential develolment within a reasonbly brief
tirre, at a price reflecting the cost of acquisition plus directly
related holdiag costs.
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3. enEnd the regulations inplanentirg HtD's rrariqrs loan
insr:rance progralls ard pncrnrlgate instrtrctions to the field offices
to facilitate ttre aSproval of aSplications for larrge-scale derzelop
rents, vrtrene eaoncrnic and nrarket feasibility can be strcxmr.

4. Increase Section 8 set-asides ard,rgake contract authoriQr
still oristiag urder Sestions 235 arxl 236 y available to state
housing finarrce agencies to assist thsn in supporbing largescale
land and housing derclc6xnent activities.

5. Capitalize orr tlle Ner.r Ccmrnnities program, encor:rage tIre
developnent of additional ne[^, tCIArns, partictrlarly "ne\d tovJns-in-toun."

SETTT,EMMVI COS"IS

the term "settlsrent costs" custcmarily includes title searctr
fees, title insr:rance clrarges, loan-related fees ard ctrarges includirg
disor:nt points, title reconlation fees, transfer fees, real estate
sales crcmnissions and attornelzs' fees. So defined, settlsnent oosts
tlzpically add abolt 10 pecent to the selling price of ttre individr.ral
house ard lot, ard in scme locations, perhaps as rurch as 14 5rercent.
related erq)enses paid by the hryer at settlenrent irrchde furds escroeed
for futune real estate ta<es and for hazard insuranc€.

Eal estate sales ccmrdssions of 5 to 7 percent of ttre selling
price cqrstitute the largest ccnponent of settlsrent costs. Altto.rgh
paid by tlre seller, they are factored into tlre selling price. Loan-
related fees and charges, ronnally split beb^ieen the seller ard the
hryen depending on loca1 practice, cqrstitute t}le nerrL largest ompqrent
of settlsent costs and equal anlnrhere frcm tvo to five percent of the
selling price.

HUD has initiated tr^,o research projects to respord to isstres
raised by tlre Real Estate Settlsnent kactices Act (RESPA). Ttre first
will e><amine ard test cteaper ard nore efficient netlrods of lard title
recordation and develop mcdel state statutes affecting title to lard
intenests. ltris project strould be ccnpleted in about tr,o 1ears.

ttre secord research project will sraluate tte furpact of setLlenent
cost notification practices rsu in use r:rder RESPA ard will assess ttE
need for ard feasibility of Federal actiqr to reduce settlemsnt @sts.
Fbr orarple, dre idea which will be sfidied is the "lerder-5:ay" oonce5rb,
under wtrich the lerder insted of ttre hrler and seller ttufld pay a] I or
rpst of ttre settlsrrent costs. In theory, ttris uDuld give the lender an

Estimat€d to be about $17 million.
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incentive to use its power ard expenUi.se to reduce srch costs to
ttre mininun. EVen thcnrgh any palznrents the lender did make ttotrId
li-kely be capital-ized into the mcrtgage 1oan, the settlerent ost
to the buyen r^,oul-d be reduced.

Wittr respect to professional fees and clnrges, ttre Federal Ttade
Ccnn[ssion has conducted inriestigations of real estate bn:okerage
practices. Ore of ttre Fedsal Trade Ocnnrissionts rmjor concerns is
tlre practice of denying access to rnrlUip1e listirq senzices to
realtors vfro chargre loruer tttan the average bnokerage ornission.
Scrne ourts recently have nrled against loca1 practices lrltlictl
establish minfunm ccnmission rates. In 1975, the lrnited Statqs
Suprene Court held ttrat the minimun sctredules for lega1 fees estab-
listed b1z state ard local bar associations are illegaI tmder Federal
anti-tnrst statutes as pricefixing praclices.

Recqnnendations:

I. Accelerate crrrrent research pursuant to the Real Estate
Settlenent Practicres Act to fi:rd ways of reducing loan-related fees
ard charges, title search and reoordation charges, title insurance
charges, realty brokerage cqrnisions, attorneys' fees ard o'ther
settlenent c'osts, ard ways of inproving the efficiency of lard
recordation trxactices.

2. Geate a joint task force with the Federal frade @ntission
to exarrine trade nles arrl regrulations pertaining to real estate/
brokerage practices.

IDEAS FOR CIDUSIDERTITIODI

lltre u,orking group prolnsed serzeral ideas rl,trich it believed would
result in nreasr:rable, srbstantial savings to t}te lnrsing @nsrtrrer,
but drich rnay require tfure to inplenent arxl to test. Scne of ttrese
ideas could fe inpfsrented no'r, br.lt their ilrpact lvru.rld be felt only in
ttre long n:n. Ottrcns could be inplenented effectively mly after
study or, in scne jnstances, unden nqr Federal legislation.

Recq[endaticns:

Taxation

1. ArrErxt the 701 ard Connnity Developnent Block @ant ptograms
to enmurage states and localities to adopt profrty ard inccne ta:r
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laws wtrich enotrrage the derreloSment of housing on cr:rrently uninproved
land not required fon parks, reeeation or ottEr such u.ses.

2. Strdy the feasibility of encor.raging states ard lrcaIities to
minirn1ze ttre inpact of praniding sales taxation on transactiqrs
reIating to lard ard housing dexrelotrnent by granting recitrxocal eedits
for ta< payrents or by accepting payments in lieu of tar<es.

Release of Surplus RIcIic Lard

B.pand Federal prograns to encrcurage tle release of strrplus
Federal, state and nnrnicipal pr.operty, in ard around rapidly grcffiing
or already cxic[,'ded r:rban arxi suh:rban areas, to increase the supply of
lard suitable for residential constrtrction.

Local Planning ard Design Reviews

1. Anend the 701 ard @nrnnity DevelopnEnt Block frant pcEframs
so as to encrcuragre nunicipalities to sinplify reviems for site ard lard
planning, architestural design, and engineening for tnrsirq. Redrrctions
in ttre tine inrrclved and the fees ctnrged in onnectim with such reviqms
r,ould result in ost savings to ttre developer wtrich corId be passed
along to ttte censurrrcrr.

2. Redrrce delays oceuring in ttrc A-95 revieur process by (a)
requiring q)onsors and developers to r,vork directly r,f,i$r the state or
area-w'ide clearinghouse prior to making application to HUD/ffiA, ard
(b) enabling sponsors and developers to b1z-pass A-95 rerriqCIs if the
developrent is planned arxt desigmed in acorrilarpe with an A-95 aperovea
Housing Assistarrce Plan that has received envirorrnental clearance.

Erilding Qles alf4 lec@logfcel BeVilsqi

1. AIIEnd ttre 701 ard ConruniQr Develognent Block @ant prograns
so as to encourage ttrc atrprc>rinately 19 states rrJtrictr have not dcrre so to
enact legislation prorriding for state rerzier.r ard atrprorral of hrilding
technologies, nethods and rnaterials, l*retten factory-hrilt or corventional.
Stateatrproved building technologies, nrethods and materials rrcu1d be
desred accepEable for trotrsing constnrcticn throrgtotrt tle state, rnbrittr-
stardi:rg contrarlz local hrilding code prorrisions. Simllarly, enccnrrage
the states to reciprocally peunit the r:se of hriJding tectnrologies,
rettrods ard rnatenials apprcved in other states.
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2. Strdy the feasi-bility of establishing a Fedenal certification
progran to certify building technologies, nrethods, arri rnaterials ard
of requiring states and local jr:risdictions to pemlit ttteir use in
housing constructior, notw"ithstardirg contrarlr local de prctrisions.
The standards incortrnrated into srrh a Federal certification program
could be detrelo@ by HUD in connection wittr strch organizations as ttre
National Institute for Building Standarrds, ttre Natiqral Conference of
States on Building Codes and Standards, the Corncil of Arerican Bullding
Officials, and ttre National Br:reau of Stardarrils.

3. Study the feasibility of rndifying the FIIA' Mininun koperQz
Stardards and srryporting regrulations to:

a. Rgrpve provisions nonr requiriJrg the builder to ccnply wittl
local building code requirsnents if they e><ceed those of ttre lvtirrfurnlrt
hoperQr Standards, and

b. Require tttat, all housing c.onstrtrcted wittr loan insr:rance
or other assistance frcrn HUD:

(1) corply with l[ininun Property Stardards, ard
(2) be certifiable or ottrerwise eligi-ble for occupanry,

local oodes rotrithstarding.
4. Study the inplications of HUD assuning an expanded role

in prcnoting the nretrication of the housing construction irdustrlz.
Attention should be given to adopEi:rg, urden Mininun Property
Stardards ard otlrer OeparUrental regulations, bttr approved units
of retric rrEasursnent and narly-established preferred dfuensional
ocordinates for rnajor elenrents of building techrology, rnatenials and
mrn6Dnents.

E<panded Special Insurance kogram

Str:dy tlre feasi-bility of expanding the auttprity of HUDrs
Federal Insurarce A&ninistratior so ttlat it could insure titles to
land ard property and perfornrance and palment constructicar bords,
vften ttre private insurance ir$:stry will not do so.

U!!Ii!y llerqviqes and Feeis

1. Study ttre feasibility of strengttrening Federal ard state
agenqf control of waten, ser,uer, electric, gas ard telephone utiliQr
ctrarges to assure that "tap-ia" fees ard charges are directly related
to the capital costs of installing the utilitiqs.

2. Ineease research and inforrnation disssnination on the
sr:lcject of permitting and encouraging ttre establishrent of privately-
cnrned water, s€Mier, electric, and gas utility systens in locations
vfttich cannot be senriced by ocisting pr-rblic utility ocnpanies.
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Iargescale Pub1ic Lard Develofmnt Senrices

Strdy ways of en@uraging state ard rurnicipal agencies to serire
as large-scaIe lard ard housinE developers.

I-oan Insr:rance for EperirrEntal finarcirry

Study the feasibility of authorizir:g HT DAI{A to pnwide loan
insurance at pnevailirrg intenest rates to prblic ard prirrate lenders
willing to e<peninent with nsv finarring techniges (e.g., t}lat
involve r:nusual secur"iQz, credit, arortization, palzrent, anl other
features). Such a program v,ou1d serrre to dsrDnstrate vtretler sudr
nanr techniques rould reslrlt irr crcst savi-ngs to the consurer.

Interim ard Pennanent Financing

1. Shrdy the feasibility of inplerenting a direct loan trxogran
pnovidjrrg interim financjng for land ard tousing derzelotrnent at
ccnpetitive interest rates in locations $,hicfr are not senred
adequately by o<istirg lenders. Ttris r,urld ineease the capital
available for such p;rposes ard ttnrs stftnrlate a reductiqr in int€rirrF
finarrcing interest rates in ttte locality.

2. Sfirdy the feasibility of providing HUD/EI{A srpport fon state
ard nn:nicipal housing finance agerrcies' efforts to provide bekrr-
nprket intenest rate interim ard pernranerrt financirg for lotrsirg
constnrction, thro,rgh iJrplqrentirg stlch appa:oactres as co-iJlsurance
and portfolio loan guararrtees.

3. Strdy the feasi-bility of requirjrg penrErrcnt ro@agees
to vrrite tr>errrranent loan cqrnifients at specific interest rates, to be
honored at fime of closing even if market rates rise.

4. Strdy the feasi-bility of making grants to lcrer-inccne
noneUuyars at settlerrEnt to reduce ttre size of ttre nortgage, wittr
prwisions for recapture of ttre grant anount plus reasonable intenest
at the tine the trcne is resold or ttre rrDrtgage prepaid. ltris systern
could senre as an alternative to traditional lorry-term interest
reduction and principal subsidy programs.

Iabor Practices ard CosLs

1. Study the methods ard near:s of achiering tle npst productive
and efficient use of labon i.n the hrifdjxg trades.
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2. Study ttre feasibility of increasing the acess of minority
ovsned and snall hrsiress firrns to ftousirg derreloSnent ard ctnsUruction
through li-beral ized credit, bording, arxl capitalization requirenents .
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