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FOREWORD 

The Texas Advisory Commission on Intergovernmental Relations has 
devoted attention during the past three years to various intergovern-
mental dimensions of housing policy in Texas. Previous reports have 
been concerned with the administration of housing codes (Housing Code 
Administration: Proposals for Texas, 1973) and with the development 
and future of public housing authorities (Public Housing in Texas: 
Past, Present and Prospective, March 1974). 

This report examines the impact of federal housing programs on the 
conditions and supply of housing in Texas. It also explores the need 
for and approach to more vigorous intergovernmental action on housing 
problems in the state, particularly in view of the latest changes in 
federal housing policies. These changes, quite apparently, attempt to 
shift a greater share of public responsibility for housing programs to 
the state and local levels of our federal system. 

The study reported in this publication was conducted from the summer 
of 1974 through the winter of 1975. The report was adopted by the Com-
mission in the spring of that year. Its subject and general content 
appear likely to remain pertinent to public policy deliberations on 
housing problems in the foreseeable future. 

T. Patrick Hamilton, now director of community development for the City 
of Urbana, Illinois, was the principal researcher and writer on this study, 
under the direction of N. David Spurgin, the Commission's director of 
research. Richard M. Jones, currently associated with the Attorney 
General's staff, assisted with legal research and drafting. 

Austin, Texas 	 Tom J. Vandergriff 
February 1976 	 Chairman 
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CONCLUSIONS AND RECOMMENDATIONS 

The development and maintenance of adequate shelter for Texas families and 
individuals has depended historically upon public policies and programs at 
the federal and local levels. Texas state government has played a passive 
role while other states in recent years have taken a more active part in 
trying to assure decent housing for their residents. The state's own 
1971 survey of housing conditions in Texas indicated the inadequacy of 
federal and local government programs at that time to meet housing needs. 
The Texas Research League study that prompted this survey, furthermore, 
foresaw the likelihood that housing conditions would worsen unless federal 
policies were changed and local programs were supplemented by a state effort 
to save as much marginal housing as possible. 

This study relies upon the state's findings in 1971 and at the same time 
brings up to date the earlier analysis of the prospective impact of federal 
policies by examining the new federal Housing and Community Development 
Act adopted in 1974. It also surveys the housing role assumed by several 
states in the last few years and examines program options for Texas state 
government. The report concentrates special attention on state-sponsored 
housing rehabilitation but considers possible solutions to other housing 
problems as well. 

Based upon the findings of this study, the Texas Advisory Commission on 
Intergovernmental Relations reaches 10 basic conclusions and offers three 
major recommendations for state and federal action. 

CONCLUSIONS  

• Since 1973 the Texas housing industry has not been producing new 
housing at the rate required to meet projected demands in the conven-
tional market. 

• Housing finance agencies created since 1960 by over 30 other states 
have been able to supplement the production of new housing in the 
conventional market, but assistance for low-income families has been 
provided only when direct federal subsidies have been added onto 
federally tax-exempt bond financing. 

• Current federal housing assistance programs are not adequate to meet 
the needs of the approximate 15 percent of the Texas population who 
reside in marginal or totally inadequate housing and have annual 
incomes too low to afford decent housing in the conventional market. 
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• Low-income residents of totally inadequate housing in urban areas are 
dependent on the new federal rental assistance program for improved 
housing because federal housing assistance programs no longer promote 
homeownership for households eligible for assistance or the construc-
tion of additional public housing. 

• State-sponsored new housing construction could expand the availability 
of rental units for low-income Texans if it couples tax-exempt finan- 
cing with housing payments provided by the new federal rental assis- 
tance program, part of which has been earmarked for state agencies. 

• Low-income renters in marginal, deteriorating but salvageable housing 
must rely on the new federal rental assistance program to provide 
either alternative shelter or to serve as a source of rehabilitation 
assistance to present landlords; but new or rehabilitated housing 
that might be developed under the program, while potentially substan-
tial, would not be able to accommodate all qualifying households. 

• Direct federal rehabilitation assistance is no longer available to 
low-income owner-occupants of marginal housing, but community 
development block grants authorized under the Housing and Community 
Development Act of 1974 may be used in part by Texas cities for 
rehabilitation assistance. 

• While owner-occupants of marginal housing in cities of 50,000 or more 
may be assisted by community development funds authorized by the new 
federal law and Farmers Home Administration programs could supply 
needed funds in cities and towns under 20,000 population, federal 
government assistance is unlikely to meet the full needs for rehabili-
tation assistance in all the metropolitan areas of the state. 

• A state program designed to provide housing rehabilitation assistance 
to low-income owners of marginal housing could substantially augment 
available federal and local programs and provide an assured source of 
rehabilitation funding. 

• The extent of housing needs in Texas and the low incomes of a great 
number of families in inferior shelter suggest that only a signifi-
cant expansion of overall federal housing assistance, including 
private market support, can provide enough money to meet all the 
shelter needs of the state. 
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RECOMMENDATIONS  

RECOMMENDATION 1  

THE COMMISSION RECOMMENDS THAT THE TEXAS LEGISLATURE ENACT A STATE HOUSING 
REHABILITATION PROGRAM FOR OWNERS OF MARGINAL HOUSING UNABLE TO SECURE 
REHABILITATION LOANS AT AFFORDABLE COSTS FROM PRIVATE FINANCIAL SOURCES. 

The new state program should be capitalized initially through appropriation 
of state funds in the amount of approximately $10 million placed in a 
revolving fund created with the state treasury. Loans should be made at 
interest rates and terms which would require a reasonable amount of family 
income to be spent for housing costs. A first or second lien should be 
acquired to assure that principal and interest due could be recovered 
upon sale or inheritance of the property. Maximum interest charged should 
be no higher than the rate allowed by the state constitution on real estate 
loans (currently 10 percent), and maximum terms should be 20 years. 

The program should be administered locally through cities and counties on 
the basis of an area development plan submitted by the local government 
to the state. Within reasonable rules and regulations prescribed by the 
state, local governments should be able to handle loan approval and pro- 
cessing and the setting of individual loan terms and conditions. Locally, 
it should be possible to contract applicant and financial administration 
to existing financial institutions or to other agencies selected by the 
local government. 

The Texas Department of Community Affairs should administer the program 
at the state level. State funds for administration should be appropriated 
by the legislature. State approval of housing codes used in the program 
should be provided only where no local code exists, and environmental 
improvements should be permitted. State approval of materials, contract 
standards, and contractor qualifications and bonding requirements also 
should be required in the program. 

RECOMMENDATION 2  

THE COMMISSION RECOMMENDS THAT THE STATE ESTABLISH A PROGRAM OF LEASED-
HOUSING CONSTRUCTION LINKED TO THE NEW RENTAL ASSISTANCE PROGRAM OF THE 
FEDERAL GOVERNMENT. 

The program should be financed through federally tax-exempt revenue bonds 
or the newly authorized taxable bonds with federal interest subsidy. The 
agency should be empowered to sponsor section 8 (rental assisted) housing 
under the new federal law and to utilize any other federal housing subsidy 
programs for low- and moderate-income families. Sponsored projects, how-
ever, should not require or contemplate complete occupancy by subsidized 
families. 
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While there should be no limit to the bonding authority of the agency, its 
programs should be financially self-supporting, including federal subsi-
dies where applicable. Administrative costs should be financed from 
agency fees or charges and should not require legislative appropriation 
except for start-up monies. Local financial administration should be 
handled through existing financial institutions wherever feasible. 

RECOMMENDATION 3  

THE COMMISSION RECOMMENDS THAT THE FEDERAL GOVERNMENT MAKE SUFFICIENT 
FUNDS AVAILABLE FOR THE CONSTRUCTION AND LONG-TERM FINANCING OF HOUSING 
FOR MODERATE- AND MIDDLE-INCOME FAMILIES. 

The serious depression of the housing industry has placed inordinate 
demands upon the states to finance new housing for these families. The 
states are incapable of meeting these demands adequately. Moreover, in 
attempting to provide some assistance the states have found it necessary 
to resort to the federal treasury to finance their programs through the 
use of federally tax-exempt bonds. While the states may properly augment 
federal housing policies to fit their several particular needs, the 
federal government with its superior revenues and responsibility for 
national economic policy must continue to establish the principal housing 
policies of the nation to meet the needs of all American families. 
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NOTES 

1 The legal authority apparently needed by Texas cities for this purpose 
was provided by SB 734, Tex. Laws 1975, ch. 677, at 2058. 
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HOUSING PROBLEMS IN TEXAS 

Prior to 1971 virtually all data pertaining to the conditions of housing in 
Texas were developed by the Bureau of the Census of the U.S. Department of 
Commerce. In 1970 the Texas Research League issued the first of a two-
volume study of Texas housing problems requested by former Governor Preston 
Smith. Because of deficiencies in federal definitions used in each 
previous decennial census, the league recommended that "Texas . . . act 
immediately to determine the extent, degree, and location of its housing 
problems." 1  The categories of "sound," "deteriorating," and "dilapidated" 
used by the Census Bureau were found to neglect some important indicators 
of quality, both structural and environmental. Methods employed, moreover, 
were excessively subjective and resulted in wide disparities in structural 
appraisals between enumerators. This recommendation launched the first 
and only attempt by the state to collect and study its own data on housing 
conditions in Texas. 

DEFINING THE PROBLEMS  

With the aid of private funding from the Brown and Moody foundations, the 
Governor's Office contracted with the private research firm of Louis, 
Bowles and Grace, Inc., to survey the state's housing stock. The results 
of this survey were published in January 1972 in the Texas Housing Report. 
In addition to structural appraisal, the study focused on environmental 
surroundings and occupant attitudes in order to provide a more comprehen-
sive housing picture than traditional census techniques. The Texas 
Research League incorporated the findings of the Texas Housing Report in 
the second volume of its housing study, Housing for Texans: A Rational 
Response to Texas' Housing Needs. For purposes of that report and this 
discussion, the five quality rating groups used in the Texas Housing Report 
were combined into three categories of "adequate or better," "marginal, " 

and "inadequate." 

Structural Characteristics  

By far the largest segment of the housing stock in Texas was found to be of 
good quality and to require no special attention, private or governmental. 
Out of a total of 3.4 million occupied units, about 85 percent were 
estimated to be adequate or better in quality. As indicated in Table 1, 
page 8, however, a significant number--372,000--of the housing units in 
Texas were marginal. These units, while providing minimum shelter, 
were judged to be in a state of continuing deterioration that without 
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Table 1 

OCCUPIED HOUSING UNITS IN TEXAS BY QUALITY, 1971 

Occupied Housing Units  
Number 

Quality 
	

(in thousands) 	Percent  

Adequate or better 
	

2,912 
	

84.8% 

Marginal 
	

372 
	

10.9 

Inadequate 
	

148 
	

4.3 

TOTAL 
	

3,432 
	

100.0% 

substantial improvement would lead to total inadequacy within a short 
period of time. Housing for Texans estimated in 1971 that 178,000 of 
these units would need rehabilitation within five years and the remaining 
194,000 within 10 years. The remaining 148,000 units of occupied housing 
in the state were classified as clearly inadequate and in need of imme-
diate demolition and replacement. 

Location of Problem Housing  

Marginal and inadequate housing is found in every part of Texas, but 
one-half of the inadequate housing in the state is located in urban 
centers. Of the remainder, better than one-fourth is in rural towns and 
about one-fifth is in nonurban cities. Significantly, only 3,000 
inadequate units are found in urban fringe (suburban) areas. 

The distribution of the state's marginal housing stock resembles the 
pattern of inadequate stock. Something over 50 percent is found in urban 
centers with nonurban cities and other rural towns accounting for 22 
percent and 20 percent respectively. Suburban areas, again, contain only 
a small proportion of the total marginal housing in the state (see Table 2, 
page 9). 

SOURCE: Texas Research League, Housing for Texans: A Rational Response 

to Texas' Housing Needs, vol. 2 (Austin: TRL, 1972). 
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Table 2 

MARGINAL AND INADEQUATE HOUSING UNITS 
IN TEXAS BY QUALITY AND SIZE OF PLACE 

(in 
Central urban 

cities of 
50,000 or 
more popula- 

Inadequate Marginal Total 
Number 	Percent 	Number 	Percent 	Number 	Percent 
thousands) 	(in thousands) 	(in thousands) 

tiona 75 50.7% 199 53.5% 274 52.7% 

Urban fringe b  3 2.0 16 4.3 19 3.6 

Nonurban cities 
of 10,000 but 
less than 
50,000 popula-
tion 29 19.6 75 20.2 104 20.0 

Rural towns of 
less than 
10,000 popula-
tion 41 27.7 82 22.0 123 23.7 

TOTAL 148 100.0% 372 100.0% 520 100.0% 

SOURCE: Texas Research League, Housing for Texans: A Rational Response  
to Texas' Housing Needs, vol. 2. 

aA total of 38 cities that includes 11 central cities with less than 
50,000 population. 

bUrbanized areas outside central city or cities (suburbs). 

Low-quality housing is much more prevalent in rural Texas than in other 
areas of the state. Nearly one-fourth of all homes in rurtion aeas are 
either inadequate or marginal, while approximately 15 percent of housing 
in both urban centers and larger nonurban cities is low-quality. In 
suburban areas 7.2 percent of the dwellings are low-quality although only 
1.2 percent need replacement. 2  
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Table 3 

MARGINAL AND INADEQUATE HOUSING UNITS BY ETHNIC GROUP 

Inadequate Units 	 Marginal Units  
Number 	 Number 

Ethnic Group 	(in thousands) Percent 	(in thousands) Percent  

Whites 	 54 	36.5% 	 179 	47.9% 

Blacks 	 48 	32.4 	 97 	25.9 

Mexican-Americans 	 46 	31.1 	 98 	26.2  

TOTAL 	 148 	100.0% 	 374 	100.0% 

Occupant Characteristics  

Not only is the incidence of low-quality housing greater among blacks and 
Mexican-Americans than among whites, but more of the total amount of low-
quality housing is occupied by minorities than by whites. Some 9 percent 
of the white population resides in low-quality housing; comparable figures 
for blacks and Mexican-Americans are 36 percent and 32 percent respec-
tively. 3  Blacks and Mexican-Americans live in two out of every three 
inadequate dwellings, but white households are found in almost half of the 
marginal units (see Table 3). 

Perhaps more telling than any other factor related to low-quality housing 
is the integral relationship between housing and income. Although not all 
households residing in marginal or inadequate housing have low incomes, 
there is a strong and obvious relationship between low-income families and 
low-quality housing. Over 90 percent of households in inadequate housing 
and about 90 percent of households in marginal housing had incomes in 1971 
of less than $8,000 per year. Over four out of five households living in 
inadequate shelter and fully three out of four in marginal dwellings had 
annual incomes under $6,000 (see Table 4, pagell). The incidence of unem-
ployment and matriarchal families increases with the decline of housing 
quality. However, the majority of households in low-quality housing do not 
have these additional problems. For these families the principal problem 
appears to be a lack of money. 4  

SOURCE: Texas Research League, Housing for Texans: A Rational Response  

to Texas' Housing Needs,  vol. 2. 
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Table 4 

PERCENT DISTRIBUTION OF INADEQUATE AND MARGINAL HOUSING BY 
QUALITY AND HOUSEHOLD INCOME, 1971 

Inadequate Housing Marginal Housing 
Cumulative Cumulative 

Annual 	Income  Percent Percent Percent Percent 

Less than $2,000 44.2% 44.2% 24.2% 24.2% 

2,000 to 3,999 26.5 70.7 28.2 52.4 

4,000 to 5,999 14.0 84.7 24.3 76.7 

6,000 to 7,999 7.6 92.3 11.4 88.1 

8,000 or more 7.7 100.0 11.9 100.0 

SOURCE: Texas Research League, Housing for Texans: A Rational Response  
to Texas' Housing Needs,  vol. 2. 

Ownership and Property Value  

Occupancy of housing by the owner increases with housing quality. Even 
among those units in Texas that are clearly inadequate about 46 percent 
are owner-occupied, and of the state's 372,000 marginal units 57 percent 
are owner-occupied.5 

The Texas Housing Report sought to establish the value of owner-occupied 
housing. Since on-site appraisals by qualified personnel were not 
feasible, owner-occupants were asked to estimate the sale value of their 
homes. Thus, the information shown in Table 5, page 12, is only as accurate 
as the occupant's assessment; however, it does provide some indication of 
the value of low-quality housing in Texas. 

Not surprisingly, the value of most owner-occupied marginal and inadequate 
units was reported to be quite low. Over 80 percent of owners of marginal 
homes and 90 percent of owners of inadequate homes reporting estimated 
the resale value of their homes at less than $10,000. Over four out of 
five inadequate homes and two out of three marginal units were estimated 
to be worth less than $7,500. 
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Table 5 

PERCENT DISTRIBUTION OF OWNER-OCCUPIED INADEQUATE 
AND MARGINAL HOUSING UNITS BY ESTIMATED SALE VALUE, 1971 

Sale Value Inadequate Housing Marginal Housing 
Specified by Cumulative Cumulative 
Owners Reporting Percent Percent Percent Percent 

Less than $5,000 68.6% 68.6% 37.1% 37.1% 

5,000 to 7,499 14.4 83.0 30.1 67.2 

7,500 to 9,999 7.4 90.4 16.4 83.6 

10,000 or more 9.6 100.0 16.4 100.0 

SOURCE: Office of the Governor and the Department of Community Affairs, 
Texas Housing Report  (Austin: TDCA, 1972). 

MEETING THE NEEDS, 1970 - 1980  

In addition to defining Texas housing problems, Housing for Texans 
analyzed how the housing needs of the state might be met during the 1970s. 
Meeting these needs involves both supply and demand aspects of the conven-
tional housing market and governmentally assisted housing supply programs. 

Conventional Needs  

In 1971 it was estimated that just over 1.2 million dwelling units would 
have to be constructed between 1970 and 1980 to satisfy needs in the con-
ventional market where government assistance takes only indirect forms 
such as Farmers Home Administration (FHA) and Veterans Administration (VA) 
insurance programs and federal income tax deductions (see Table 6, page 13). 
This estimate was based on demands projected from population growth and 
replacement unit requirements (to replace those removed by condemnation 
or converted use) and included reasonable vacancy rates, which permit 
population mobility. When the estimated total demand is distributed over 
the decade, it is apparent that 120,000 new units (including mobile 
homes) are required each year, and most of this new housing is 
needed in metropolitan areas. 
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Table 6 

PROJECTED DEMAND FOR NEW RESIDENTIAL 
CONSTRUCTION IN TEXAS, 1970 TO 1980 

Units Needed Metropolitan Nonmetropolitan State 

For Areas Areas Total 

Net Population 
Growth 877,400 0 877,400 

Net Vacancies 
and Replacements 160,400 163,600 324,000 

TOTAL NEW 
CONSTRUCTION 1,037,800 163,600 1,201,400 

SOURCE: Texas Research League, Housing for Texans: A Rational Response  

to Texas' Housing Needs,  vol. 2. 

Housing for Texans concluded that "this goal is well within the present 
capabilities of the residential construction industry in Texas." 6  The 
report also recognized three "imponderables" that vitally affect the 
production capability of the housing construction industry--the availabil-
ity of mortgage credit, the cost of mortgage money (interest rates), and 
the cost of construction. Trends in each of these factors in the past 
two years have negatively affected the ability of the industry to satisfy 
the demand for new housing (illustrated in Figure 1, page 14). 

Construction trends prior to 1973 indicated that conditions were 
adequate to permit the housing industry to produce the needed annual 
average of 120,000 units. Despite accelerating construction costs 
during this period, available and comparatively affordable credit 
permitted record construction rates. The final months of 1973 and the 
first eight months of 1974, however, show the effects of tight mortgage 
credit and expensive mortgage money that have marked more recent ex-
perience. As of August 1974, the annual rate was about half the level 
required to meet projected demands in the private housing market. 
Although no data are available on mobile home supply in Texas, it is 
highly doubtful that mobile homes have offset the decline in conven-
tional home construction. The reduction in new construction probably 
means that fewer households are relocating into more desirable housing 
and, correspondingly, fewer adequate dwelling units are "filtering down" 
to lower income groups. The impact that reduced new housing construc-
tion has on the filtering down of housing is difficult to assess and 
impossible to quantify but seems nonetheless real. 
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Figure 1 

HOUSING AUTHORIZED IN TEXAS 
AND THE UNITED STATES, 

JANUARY 1970-AUGUST 1974 

(000) 	 000) 

SOURCE: Original graph from Bureau of Business Research, Texas Business 
Review 48, no. 2 (Austin: University of Texas, 1974):29. Supplemental 
1974 data supplied by the Bureau of Business Research, University of 
Texas at Austin; data seasonally adjusted. 

The Need for Government Assistance  

Housing for Texans concluded that in addition to meeting conventional 
needs the private market could solve part of the problem of marginal and 
inadequate housing. According to the report's. estimates, 12,000 of the 
148,000 households in units needing immediate replacement would be able 
to provide themselves with adequate shelter in the private market in view 
of their $8,000 or more annual incomes. The report also concluded that 
of the 372,000 marginal units in Texas, the 87,000 occupied by households 
with annual incomes of $6,000 or more should be able to improve their 
residence or relocate into adequate shelter without assistance. 

The balance of problem housing--285,000 marginal and 136,000 inadequate 
units--would require governmental aid. In using these cutoff points for 
government assistance, the report pointed out their arbitrary 
nature and stated that the assumptions on which this definition of 
'housing need' are based can be criticized from several viewpoints . . . 
[T]he assumptions . . . involve a number of judgment factors on which 
opinions might differ."7 Defining "need" is, of course, a critical 
policy matter. 
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Inadequate Housing. Of the 136,000 households residing in inadequate 
shelter who were determined to require special assistance to improve their 
living conditions, 52,000 earned between $3,000 and $8,000 annually and, 
it was assumed, could utilize existing federal subsidy programs for renters 
and homeowners. The balance of 84,000 households living in inadequate 
shelter earned less than $3,000 annually and could not qualify for federal 
programs other than public housing. Housing for Texans estimated that 
some 57,000 units of public housing would be constructed in the 1970s 
leaving a balance of 27,000 in inadequate housing (see Table 7). With 
these assumptions relating to needs, conventional market activity, and 
federal government programs, Housing for Texans in 1971 concluded that all 
but 18 percent of the households in totally inadequate units would have 
solutions to their problems available during this decade. 

Table 7 

ANTICIPATED REMEDIES FOR LOW-INCOME HOUSEHOLDS 
IN INADEQUATE HOUSING IN TEXAS, 1971 

Type of Unit 	 Number of Units 	Total  

LOW-INCOME HOUSEHOLDS IN 
INADEQUATE HOUSING 	 148,000 

Less Households with Access to: 

Private Market 	 12,000 

Federal Homeowner and Rental Subsidy 	52,000 

Public Housing (57,000 New 
Units Projected) 	 57,000  

HOUSEHOLDS WITH ACCESS TO 
SUITABLE HOUSING 	 121,000  

HOUSEHOLDS WITHOUT AVAILABLE ASSISTANCE 	 27,000 

SOURCE: Texas Research League, Housing for Texans: A Rational  
Response to Texas' Housing Needs, vol. 2. 
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Marginal Housing.  The largest segment of the Texas housing problem is its 
marginal stock. Again, it was assumed by Housing for Texans that the 
private market would be able to meet the housing needs of a substantial 
proportion of the households in marginal shelter, and federal assistance 
also was expected to be available for some households. Of the 372,000 
occupied marginal units, however, almost 40 percent (146,000) of the 
households had no available or foreseeable means for achieving adequate 
housing (see Table 8). 

Table 8 

MARGINAL HOUSING IN TEXAS AND ITS 
ANTICIPATED RESOLUTION, 1971 

Type of Unit 	 Number of Units 	Total  

MARGINAL HOUSING 	 372,000 

Less Households with Access to: 

Private Market 	 87,000 

Renters (Needing no Assistance or 
with Access to Federal Subsidy Programs) 	119,000 

Federal Rehabilitation Assistance 
for Homeowners 	 20,000  

HOUSEHOLDS WITH ACCESS TO 
SUITABLE HOUSING 	 226,000 

HOMEOWNERS WITHOUT ACCESS TO 
REHABILITATION FUNDS 	 146,000 

SOURCE: Texas Research League, Housing for Texans: A Rational  
Response to Texas' Housing Needs, vol. 2. 

GAPS IN THE RESOLUTION OF TEXAS HOUSING PROBLEMS  

Based on trends that were current in 1971 in both the private market and 
federal housing programs, Housing for Texans was able to project the reso-
lution of Texas housing problems with only two exceptions. First, the 
projected 57,000 new public housing units to be constructed in Texas in 
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this decade would fall 27,000 short. Second, 146,000 owner-occupants of 
marginal housing were without means, public or private, to sufficiently 
refurbish their homes and would face the prospect of remaining in deteri-
orating housing. Housing for Texans further concluded that the magnitude 
of federal housing program activity permitted reallocation of federal 
effort sufficient to satisfy these two areas. That is, the report 
calculated that federal programs in Texas were overbuilding in the new 
construction programs for moderate-income groups. Housing for Texans, 
however, found the prospects were not bright for expansion of federal 
rehabilitation programs for owner-occupied marginal housing. As a result 
the report concluded: "If the state is to provide any program of finan-
cial assistance for housing, the most practical and promising area would 
be in t4 rehabilitation of marginal units occupied by low-income home-
owners." 

Federal housing programs have been drastically changed, but the effects 
are more likely to increase than to diminish housing problems in Texas. 
The extent to which the federal government has altered its programs is 
the subject of chapter 2. 

NOTES 

1 Texas Research League, Planning a Response to Texas' Housing Needs, 
vol. 1 (Austin: Texas Research League, 1970), p. 122. 

2 Texas, Office of the Governor and the Department of Community Affairs, 
Texas Housing Report (Austin: TDCA, 1972), p. 18. 

3 lbid., p. 16. 

4 Ibid., p. 24. 

5 lbid., p. 50. 

6Texas Research League, Housing for Texans: A Rational Response to 
Texas' Housing Needs, vol. 2 (Austin: Texas Research League, 1972), 
p. 35. 

7 Ibid., p. 38. 

8
Ibid., p. 74. 
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2 

NEW FEDERAL HOUSING ASSISTANCE POLICIES 

In 1971 federal housing assistance programs were expected to contribute 
significantly to the future resolution of housing problems in Texas. 
Housing for Texans did acknowledge that many of the federal housing assis-
tance programs were being heavily criticized and that their future was un-
certain. Since the new directions of federal housing policy were not 
known, however, projections of anticipated federal activity were based on 
production patterns and goals current at the time. 

FEDERAL POLICIES IN RECENT YEARS  

The Housing Act of 1968 for the first time quantified housing goals while 
reaffirming the historical pledge contained in the Housing Act of 1949 
to provide "as soon as feasible [a] decent home and living environment 
for every American family." 1  The 1968 act called for the construction or 
rehabilitation of some 26 million units by 1978, 20 million of which were 
to be constructed or repaired by the private sector, and the remainder, 
through various federal subsidy programs. To aid in the realization of 
that goal, the 1968 act created two high-volume programs, the so-called 
section 235 and section 236 programs. Section 235 combined a direct sub-
sidy to reduce effective interest rates with an extended loan term and 
increased loan coverage to facilitate homeownership for moderate-income 
households. Section 236 was designed to expand the availability of multi-
family rental units through provisions quite similar to section 235. 

The 1968 act also called for greater emphasis on rehabilitation of existing 
marginal units and an increase in the number of conventional public housing 
units. Other primarily urban programs, as well as rural programs adminis-
tered by the U.S. Department of Agriculture, were included in the federal 
response to the mandate to provide six million subsidized dwelling units 
during the decade. 2  

The production record of the four years following passage of the 1968 act 
was impressive when compared to previous federal output in the subsidized 
market. Between 1968 and April 1972, nearly 1.5 million subsidized units 
were produced with new construction representing 90 percent of the total, 
and rehabilitation, the balance. 3  More than one-half of the directly 
subsidized units produced since the federal government first entered the 
housing market in the 1930s were created in that four-year period. 
Housing for Texans was completed when subsidized housing production 
was in full gear, and its projections were based on extrapolations from 
these record years. 
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The extraordinary federal effort of the late 1960s and early 1970s came to 
a halt in January 1973 when the administration imposed a moratorium on 
most of the federally subsidized housing programs, including all of its 
high-volume programs such as sections 235 and 236. Since then, little 
subsidized production has occurred although some projects for which funds 
were already committed have been continued. Aside from its immediate 
effect on the subsidized housing market, the moratorium signaled a marked 
shift in federal housing policy as evidenced by passage of the Housing 
and Community Development Act of 1974. 4  

FEDERAL POLICIES IN THE FUTURE  

This new federal law is particularly significant in two respects. First, 
the type of federal housing assistance that will be available is sub-
stantially altered. Second, institutional responsibilities are revamped 
for the provision of housing for low- and moderate-income households. 

Assisted Housing Programs  

The promotion of homeownership, a principal component in the strategy out-
lined in the 1968 act, appears to have been abandoned. The section 235 
program, the mainstay of the ownership effort, is extended in the new law, 
but no new funding is authorized. The statutory retention of the program 
was a legislative compromise but the Department of Housing and Urban Develop-
ment (HUD) has stated that it will not seek any additional appropriations 
for the program.5 

Public Housing.  Few additional units of conventional public housing 
will be developed. For fiscal year 1975 HUD proposed construction of 
38,000 units to satisfy prior commitments of which Texas, based on past 
experience, should be allocated approximately 2,000 units. For fiscal 
year 1976, however, only 6,000 units designated specifically for Indian 
reservations are projected. 6  

The new law substantially increases the availability of operating 
subsidies--$500 million in fiscal year 1975 and $560 million in fiscal 
year 1976--and, at least nominally, increases rental revenue by requiring 
a minimum rent of 5 percent of gross income per household. 7  Moreover, 
housing authorities are required to establish tenant selection criteria 
designed to produce a tenant composition with a broad range of incomes and 
to avoid concentrations of very low-income households which often have 
other serious social problems. Continued occupancy income limits are 
removed in the new law, also, which means households will not be forced 
to move from public housing in the event annual income rises above a 
specified level. The degree to which these additional changes will provide 
greater financial security for local housing authorities is not known. 
It is clearly possible, however, that these changes will result in fewer 
very poor families occupying public housing. 
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Rental Assistance. Rental assistance emerges from the new law as the 
principal tool the federal government will employ in its contribution to 
the alleviation of housing problems confronting low- and moderate-income 
groups in the nation. While rental assistance is not a new concept in 
federal housing assistance, the new program contained in the act differs 
from past efforts in this area. 

The major housing feature of the act is the new section 8 leasing program, 
which will subsidize rents through housing assistance payments to owners 
of units occupied by eligible low- and moderate-income families, including 
elderly households. "Owner" is defined in the act as any private person 
or entity or public housing agency with the legal power to lease the unit. 
The amount of assistance provided per unit will be the difference between 
15 to 25 percent of household gross income and "fair market rent" in the 
area as determined by HUD. 

Provisions in section 8 stipulate that the upper limit for tenant eligibi-
lity is 80 percent of the median income for the area. Very low-income 
families, defined as families with incomes less than 50 percent of the 
area median income, must occupy at least 30 percent of assisted units. 
For Texas as a whole, median family income is approximately $8,500, which 
means eligibility if determined on a statewide basis would be restricted 
to families with annual incomes of less than $6,800 while very low-income 
families would be those with annual incomes less than $4,250. 

If fully implemented, the new leasing program could provide up to 600,000 
units nationwide over a two-year period. However, numerous unresolved 
questions surround the program. It is not at all clear to what extent 
private developers will sponsor such projects since sponsors assume 
responsibility for project management and maintenance. More importantly, 
the law guarantees only 80 percent rentals for a maximum period of 
60 days. 

Since the 1968 act the primary source of assistance for rental units has 
been the high volume section 236 program, which combines an interest rate 
reduction subsidy and increased loan coverage for developers and sponsors, 
who also are given the tax benefit of accelerated depreciation. This type 
of subsidy has enabled sponsors to provide multifamily rental units to 
moderate-income households. Activity under this program was curtailed by 
the 1973 moratorium but is extended in the new law with an additional 
$75 million in funding authority. HUD, however, has indicated reluctance 
to use the program except in those areas where the new leasing program 
demonstrably will not work. The conference report on the new act states: 

The Secretary is expected to approve commitment of available funds 
for new projects when the community has identified its special 
housing needs and demonstrated that these needs cannot be met 
through the new housing assistance program authorized under the 
1973 [sic] Act.8 
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As interpreted by HUD, this statement will mean that the full potential 
of the new leased housing program must first be utilized in a community 
before section 236 funds will be available. Even if the added authority 
were fully utilized, section 236 would not be a high-volume program and 
would probably provide fewer than 5,000 additional subsidized rental 
units in Texas. 

Housing Rehabilitation. The 1974 act contains the following finding: 

. . . a greater effort must be made to encourage the preservation 
of existing housing and neighborhoods through such measures as 
housing preservation, moderate rehabilitation, and improvements 
in housing management and maintenance, in conjunction with the 
provision of adequate municipal services. Such an effort should 
concentrate, to a greater extent than it has in the past, on 
housing and neighborhoods where deterioration is evident but 
not yet acute.9 

While officially endorsing and encouraging housing rehabilitation, con-
gress effectively ends direct federal funding of section 312 loans and 
section 115 grants, the two principal sources of financing the rehabilita-
tion of single-family, owner-occupied units. 10 These two programs were 
tied to urban renewal, neighborhood development, and concentrated code 
enforcement projects, all of which were consolidated into the community 
development block grants authorized by the act. 

Under the new federal law, title I community development block grant funds 
may be expended for housing rehabilitation loans and grants. Use of 
these funds for housing rehabilitation is clearly linked to other eligible 
community development activities as in previous federal community develop-
ment programs. The new act emphasizes a comprehensive approach to neigh-
borhood revitalization with the apparent intent of tying the restoration 
of homes to improvements in public facilities and services in specific 
neighborhood areas--much like sections 312 and 115 have been used in 
urban renewal and neighborhood development areas. 

The new section 8 leasing program may be used for rehabilitation of rental 
but not owner-occupied units; however, it is not known whether or to what 
extent HUD will use the authority to further the rehabilitation of exist-
ing units. Because of the rather high level of funding authorized for 
the new leasing program, section 8 could prove to be a prime source of 
rehabilitation funds for marginal rented dwellings. 

Rural Housing Programs. The new federal act requires that at least 20 
percent but not more than 25 percent of all HUD subsidized housing be 
outside of metropolitan areas, which makes the preceding discussion, 
particularly of section 8, relevant for rural as well as urban areas. 
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The act also makes housing programs administered by the Farmers Home 
Administration of the U.S. Department of Agriculture available in cities 
up to 10,000 in population inside standard metropolitan statistical areas 
(SMSAs) and, with the enactment of the new law, up to 20,000 population 
outside SMSAs. 

Unlike the act's treatment of urban housing programs, it does not eliminate 
or neutralize the rural housing programs that have been active in recent 
years. Although the absence of guidelines and uncertain appropriations 
in some instances preclude a neat assessment of future availability, Texas' 
rural areas may be better off than their urban counterparts in terms of 
the availability of housing assistance funds. 

Shifts in Policymaking Powers  

The new federal law significantly realigns governmental responsibilities 
for administering federal housing assistance programs. The federal govern-
ment will be less directly involved than it has been in the past, and 
primary planning responsibility will shift to city governments, especially 
in metropolitan areas. 

Private Sector. The section 8 leasing program is designed to encourage 
maximum private participation in the provision of assisted housing not 
only in development but also in management and maintenance. In the past 
private entities were primarily involved in the development of assisted 
housing. Upon the completion of a project, management responsibilities 
were assumed by nonprofit or public housing agencies. The leasing program 
also authorizes regular adjustments in rental assistance payments to 
reflect increases in property taxes, utility costs, and other related 
expenses incurred by owners. 

City Governments. The community development grant program in title I of 
the act assigns substantial responsibility for planning and guiding housing 
activity to cities by requiring a housing assistance plan as part of 
community development grant applications. The housing plan must contain 
an appraisal of local needs, with special emphasis on the needs of low-
income households, and specific goals aimed at alleviating community 
housing problems. Types of programs to be used and the general location 
of all assisted housing proposed for the city must be shown in the plan 
with the objective of furthering the 

. . . revitalization of the community including the restoration 
and rehabilitation of stable neighborhoods, promoting greater 
choice of housing opportunities and avoiding undue concentrations 
of assisted persons in areas containing a high proportion of 
low-income persons, and assuring the availability of public 
facilities and services adequate to serve proposed housing 
projects. 11  
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All federally assisted housing projects subsequently developed in the 
community must be in accordance with the approved housing plan. Thus, 
these cities can have a strong hand in determining the extent, location, 
and type of assisted housing that may be developed within their boundaries. 

For the 1975 federal fiscal year, $2.5 billion is authorized for community 
development activities nationally such as acquisition and clearance in 
blighted areas, construction of public facilities where absent or inferior, 
and housing rehabilitation loans and grants. Eighty percent of appro-
priated funds will be allocated to cities of 50,000 or more, plus smaller 
central cities in SMSAs. 

Public Housing Authorities.  The development and management role of local 
housing authorities may become more important as a result of the new law. 
In addition to continuing their development and management of conventional 
public housing, these agencies may sponsor section 8 projects. For the 
first time local housing authorities will be eligible for federal mortgage 
insurance, possibly enabling them to secure development funds through 
private lending institutions. The new program also permits HUD to con-
tract with a local housing authority which, in turn, would separately 
contract with local owners or developers of section 8 projects. Thus, 
local authorities may be important intermediaries in providing and 
managing section 8 housing within the community. 

State Government.  State involvement in the provision of low- and moderate-
income housing is also encouraged in the new law. Section 802 of title 
VIII of the act explicitly states that it is the purpose of that section 
to "encourage the formation and effective operation" of state housing 
finance agencies with the authority to finance and develop housing and 
other community development projects. In pursuit of this objective the 
act authorizes grants to such agencies to cover up to one-third of the 
interest payable on securities issued in support of such activities, 
provided the notes or bonds are not exempt from federal taxes. State 
finance agencies are authorized under the section 8 leasing program to 
act as project sponsors and may receive housing assistance payment com-
mitments of up to 40 years, which is the term for which such entities 
generally issue bonds. 

LOCAL REHABILITATION UNDER THE NEW LAW 

While the federal government, as indicated, will provide only limited 
direct support to the rehabilitation of owner-occupied units, the new law 
will indirectly underwrite programs initiated at the local level. Forty-
one Texas communities qualify as "entitlement" cities and are automati-
cally funded at a level determined by community population, number of 
impoverished households, and incidence of overcrowded housing. These are 
the 27 with populations of at least 50,000 plus 14 smaller central cities 
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of SMSAs. During the first year of the act, these 41 cities were expected 
to receive a total of $82.4 million in title I funds. 

An additional 25 Texas cities with populations of less than 50,000 having 
recent experience in categorical community development programs also will 
receive funding under the law's "hold-harmless" provision to ensure project 
completions. For fiscal year 1975 hold-harmless cities in Texas antic-
ipated $17.9 million; however, this amount will gradually decrease over 
the next five years at the end of which hold-harmless funding will be 
terminated. The balance of Texas cities must compete for title I com-
munity development block grants from smaller "discretionary" funds. 

In an effort to ascertain to what extent entitlement cities in Texas--where 
slightly more than 50 percent of marginal housing is located--will support 
housing rehabilitation with title I funds, a questionnaire was sent to each 
of these cities in early February 1975. Of the 27 cities that responded, 
10 indicated housing rehabilitation would be part of their first-year 
community development program. The 10 cities reported that they expect 
to spend $4.6 million out of a total of $48.3 million in title I funds for 
housing rehabilitation--almost exclusively for improving owner-occupied 
units. Two cities intended to use part of their entitlements to establish 
the necessary administrative capacity for a rehabilitation program although 
no actual loans would be provided with the first-year entitlement. Signif-
icantly, an additional seven entitlement cities in Texas expressed 
interest in supporting a local housing rehabilitation program but were 
hesitant because the legality of such activities under Texas law had not 
been clearly established at that time. Thus 17 of the respondents, or 
63 percent, either intended to inaugurate rehabilitation programs or 
apparently would if the legality had been certain. 

Although authorized under the new federal law, local housing rehabilitation 
programs` funded through federal community development block grants appar-
ently are subject to the same state law that would confront similar 
programs using local or state revenues, Article III, sections 50, 51, 
and 52, and article 16, section 6 of the Texas Constitution preclude the 
lending of state credit and the making of grants to individuals and cor-
porations and further prohibits the state from authorizing similar lending 
of credit or granting of funds by the state's political subdivisions. 
While these constitutional provisions appear to exclude all lending by the 
state and its political subdivisions, their application depends primarily 
upon whether there is a public purpose involved. The attorney general 
of Texas in 1965 stated "In testing the validity of the expenditures, the 
courts will look to the character of the use for which the money is ex-
pended, not who receives it."12 

The "public purpose" doctrine also appears well established in Texas case 
law. Two Texas statutes with purposes like that of a housing rehabilita-
tion program, which would seek to address the problems of housing and 
community deterioration by conferring benefits to certain individuals, have 
been upheld as public purposes for which public funds may be expended. 13  
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Although recipients may receive additional benefits, the principal benefit 
is public in nature. That is, the elimination or prevention of conditions 
which a neighborhood intensive housing rehabilitation program would address 
would likely be upheld, particularly if pursuant to a legislative find-

ing."' 

THE IMPACT ON TEXAS HOUSING PROBLEMS  

Extrapolating from then current housing production patterns in the public 
and private sectors, the 1972 report Housing for Texans concluded that of 
the 520,000 low quality units (marginal and totally inadequate) in Texas 
all but 173,000 were eligible for federal assistance or conventional mar-
ket solutions. Chapter 1 touched on changes in the conventional market 
which suggest that the cutoff points for government assistance adopted by 
the report may no longer be valid. While discussion of shifts in federal 
housing policy must be considered tentative in some respects because of 
the rather recent enactment of the new law, the housing provisions of the 
1974 act point to a significant alteration of the extent to which federal 
programs may contribute to the alleviation of Texas housing problems. 

As indicated previously, in the early 1970s housing thought to be without 
access to remedies was owner-occupied marginal stock (146,000 units) and 
totally inadequate dwellings (27,000) occupied by low-income families in 
need of unavailable public housing. These housing problems are unlikely 
to be materially improved by the new law. 

At the expiration of the one-year stay granted by the section 312 rehabil-
itation loan program, owners of marginal housing in urban cities will be 
without access to direct federal assistance although some local assistance 
apparently will be made available through title I. Moreover, the apparent 
cutoff point at $6,000 of annual income for the marginal category suggests 
that more renters in marginal housing may require other governmental 
assistance to acquire decent housing. In rural areas, however, adequate 
federal assistance may be available if actual funding and administrative 
capacity match the program authorizations in the law. 

Those 27,000 households occupying totally inadequate housing who in 1972 
did not have public or private solutions to their housing needs probably 
will not benefit from the new law. Reduced conventional housing produc-
tion, changes in tenant selection criteria for public housing, and the 
likelihood that section 8 rental housing will serve only part of the 
low-income stratum all indicate that the number of households in that 
situation will grow. Moreover, in arriving at the 27,000 figure, Housing 
for Texans assumed that some 57,000 new units of public housing would be 
made available during this decade. This estimate was a goal that would 
have required record construction of new public housing in the state. Its 
achievement is not even a remote possibility now. 
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In addition to the two persistent problem areas discussed above, the new 
federal law, by virtually eliminating the high-volume homeownership and 
rental programs and replacing them with an unseasoned leasing program, 
has probably increased the magnitude of the Texas housing problem even 
more. When considered in concert, changes in the conventional market and 
federal housing assistance that have occurred since the early 1970s suggest 
that the number of households in low-quality housing without available 
assistance, private or public, is now substantially greater than the 
estimated 1971 level of 173,000. 

NOTES 

1 42 U.S.C.A. sec. 1441, as amended, Pub.L. 81-171 (1949). 

2Programs constituting the thrust of the subsidized effort other than 
those mentioned included the section 202 and section 221(d)(3) below-
market interest rate loan programs, section 312 and section 115 rehabil-
itation loan and grant programs, and rent supplements. 

3Anthony Downs, Federal Housing Subsidies: Their Nature and Effectiveness 
and What We Should Do About Them, Summary Report (Chicago: Real Estate 
Research Corporation, 1972), p. 12. 

442 U.S.C.A. 5301 (Supp. 1975). 

5$75m (annual authorization) 4- $2k (average annual federal cost per 
public housing unit) = 37,500 new units. 

6National Association of Housing and Redevelopment Officials, "HUD Budget 
Shows Expected Levels of Funding, No New Programs," NAHRO Newsletter 9, 
no. 6 (February 1975):1. 

7 U.S., Department of Commerce, Bureau of Census, Statistical Abstract: 
1973, p. 332. 

8Pub.L. 93-383 (Aug. 22, 1974), U.S. Code Cong. & Ad. News 820 (1974). 

9 lbid., sec. 104(a)(4)(c). 

10 Section 312 was granted a reprieve in July 1975 when congress approved 
an extension of the program until August 1976 and $100 million additional 
funding in the Emergency Housing Act of 1975 (Pub.L. 94-50). 

11 42 U.S.C.A. 5304(a)(4)(c) (Supp. 1975). 

12 Tex. Att'y. Gen. Op. No. C-530 (1965). In addition, the Attorney General 
in May of 1975 found that a state housing rehabilitation loan bill con-
sidered by the 64th Legislature was not in violation of any constitu-
tional provisions (Letter Advisory No. 107). 
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13TEX. REV. CIV. STAT. ANN. arts. 1269k, 12691-3 (1963). 

14 Determination of "public purpose" has been held to be primarily a legis-
lative function. Davis v. City of Taylor, 67 S.W.2d 1033 (Tex. 1934); 
Housing Authority of City of Dallas v. Higginbotham, 143 S.W.2d 79 
(Tex. 1940). Senate Bill 734 passed by the 64th Texas Legislature in 
May 1975 authorizes municipalities to implement the new federal law and 
defines housing rehabilitation and other community development activi-
ties as public purposes for which public funds may be spent. This 
legislation apparently clarified the legal situation to which reference 
is made. 
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3 

STATE-SPONSORED HOUSING PROGRAMS 

In recent years state governments have shown increasing awareness of and 
interest in the housing problems of their citizens. One reason for the 
growth of state activity has been the inability of the federal government 
to effectively meet all the housing needs of the states. Also, several 
major federal subsidy programs have been designed to encourage and reward 
state participation. Historically, states have provided for certain regu-
latory functions related to housing, but a substantial number are now in-
volved in the actual provision of shelter through both new construction 
and rehabilitation. 

NEW CONSTRUCTION: STATE HOUSING FINANCE AGENCIES  

In efforts to upgrade housing stock and to deal with the fluctuations often 
experienced in conventional housing production, a number of states now 
provide new homes for moderate- to low-income groups. Until 1960 when New 
York established the first state housing finance agency, no state was 
directly involved in any facet of low- and moderate-income housing produc-
tion. Since then, and particularly since 1970, over 30 states have 
authorized the creation of such semiautonomous public corporations. State 
housing finance agencies have several attributes that explain their in-
creasing popularity: 

• They can increase the flow of mortgage capital by selling 
securities. 

• They are able to provide mortgage capital at lower interest 
rates because of their public corporation status which 
exempts them from federal, state, and local income taxes. 

• They may establish mortgage insurance programs and 
secondary mortgage markets; such funding mechanisms, at 
least thus far, provide states with an inexpensive method 
of becoming involved in low-, moderate-, and middle-income 
housing development. 

• They provide a conduit through which the states can negotiate 
directly with the federal government to increase the net 
inflow of federal subsidies. 

• They afford the states an opportunity to influence the 
spatial distribution of subsidized projects. 
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• They may be used to fill gaps which may exist in the array 
of federal programs, e.g., provision of seed money to local 
sponsors, or down payment loans; they also promote the 
establishment of expert staff at the state level in the 
area of housing) 

Not all existing state housing finance agencies are authorized to engage 
in all of these activities. Some agencies have broad and flexible 
authority while others are more restricted in terms of which program 
and funding arrangements they may initiate. The foregoing list is a 
cumulative description of methods used by the agencies to support housing 
production. 

There is considerable organizational similarity among state finance 
agencies. As noted, such entities usually are semiautonomous public cor-
porations. This status presumably enables them to avoid state debt limi-
tations and other constitutional difficulties such as restraints on 
direct lending. The corporate boards generally are comprised of both 
public officials and private individuals involved in housing-related 
activities. 

Enabling legislation generally provides for either a state start-up loan 
or grant to establish the necessary agency infrastructure. Then, subject 
to borrowing limits, the agency capitalizes by issuing revenue bonds or 
bond anticipation notes. No state finance agency has the credit of the 
state as security for its bonds; instead, security usually is provided by 
a "moral obligation" clause and creation of a reserve fund, or by lending 
restrictions limiting activity to federally insured mortgages. While 
adequately meeting investors' demands for security, limiting state pro-
grams to federally insured mortgages does restrict the state's options 
over beneficiary groups and adds federal control over many aspects of 
any housing the agency sponsors. 

Operating expenses of the agency are paid out of revenue generated by the 
activities of the agency. Charging fees for services rendered, e.g., 
site evaluation and project appraisals, and lending at slightly higher 
rates than those paid by the agency for its loan capital are the two most 
common ways by which housing finance agencies maintain self-supporting 
operations. 

No state directly administers all of its housing finance programs. Local 
financial institutions are utilized to handle contractual arrangements 
and financial services on individual mortgages. Several states have 
architectural and inspection personnel to assure proper design and con-
struction of projects financed by the agency. A financial management 
staff is necessary for handling contracts with local institutions and 
administering agency funding and bonded indebtedness. 
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State housing finance agencies generally purport to serve the housing needs 
of low-, moderate-, and middle-income groups. To date, however, the pre-
ponderance of dwelling units constructed with assistance from these 
agencies has been for moderate- and middle-income groups. The principal 
reason for this recipient distribution pattern is the mode of funding. 
Prevailing interest rates for tax-exempt revenue bonds preclude assistance 
to very low-income households for whom deep subsidies are required. In 
instances where state finance agencies have been able to provide new units 
for low-income groups, subsidies from the federal government usually have 
been involved. By coupling the below-market rate bond proceeds with 
federal subsidy programs, per unit costs have been sufficiently reduced to 
permit occupancy by lower-income households. In some cases a third sub-
sidy, direct rental assistance, has made it possible to reach the very 
low-income groups. Under the new section 8 leasing program, state finance 
agencies potentially will be able to combine the benefit of tax-exempt 
financing with housing assistance payments. 

Housing Finance Agency Programs  

State housing finance agencies have developed several programs designed 
to attain their objectives. While not all options are presented, the 
following discussion of finance agency activities includes most programs 
implemented to date. 

Direct Lending. Single-family and multifamily housing in many states is 
eligible for construction and mortgage assistance through direct lending 
practices. Direct loans, funded from the proceeds of revenue bonds, are 
placed into construction loans or original mortgages owned by the agency. 
In most states direct lending assistance programs are administered by 
local lending institutions. 

Mortgage Purchasing. Some state housing finance agencies purchase seasoned 
mortgages from private lenders at a price which results in a below-market 
yield to the agency. Under this program the state stipulates that the 
selling institution must use the new capital within a prescribed time to 
make mortgage loans to low- and moderate-income households. 

A variation of the mortgage purchase approach is the purchase of new mort-
gages at closing from private lenders on the basis of a prior agreement. 
Because of agency tax-exempt financing, mortgages are purchased at below-
market rates, thereby providing assistance to eligible households. 

A third mortgage purchase program provides for the purchasing of existing 
mortgages at market value. The difference between the interest rate on 
the mortgages and the interest rate on bonds of the agency is used to 
support other agency programs. 
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Interim Financing. Most state housing finance agencies are authorized to 
make construction loans. Loan recipients use the interest savings to im-
prove the housing or lower its final cost. Permanent financing is provided 
through federal mortgage programs, private lenders, or the housing finance 
agency if authorized. 

Security Purchasing (Loans to Lenders). Some state finance agencies pur-
chase mortgage-backed securities or secured notes from private lending 
institutions. The agency requires that the lender make new loans to low-
and moderate-income households. In addition to increasing the availabil-
ity of mortgage money, new loans generally are made at rates that are 
1 to 2 percent below market rates. 

Mortgage Insurance. Several state finance agencies have mortgage insurance 
programs to increase the mortgage money available to low- and moderate-
income groups. At least one state, Delaware, has authorized insuring 
rehabilitation loans as well as mortgage loans. 

Seed Money Loans. The majority of state finance agencies are authorized 
to make "seed money" loans to eligible housing sponsors. Nonprofit or-
ganizations use these loans to package housing proposals. These loans 
may cover preliminary project designs; site planning; architectural, legal, 
engineering, and other professional assistance; and acquisition of land 
options. Seed money loans are made at below-market rates thereby lowering 
the total cost of the project. 

Technical Assistance. The provision of expert advice, counsel, and assis-
tance is another facet of state finance agency activity. This assistance 
indirectly lowers project costs and contributes to the overall project 
design. In addition, the accessibility of professional counsel facilitates 
the introduction of new or minority developers. In some cases technical 
assistance has been expanded to include project management or oversight. 

State Finance Agency Capitalization  

Table 9, page 33, shows the magnitude of capitalization among the 19 state 
finance agencies which had issued bonds or bond anticipation notes as 
of August 1974. The states with the oldest and most active agencies 
account for most of the bond activity. Connecticut, Illinois, Massachusetts, 
Michigan, New Jersey, and New York together have over 85 percent of all 
outstanding state finance agency bonds. New York alone has issued slightly 
more than one-half the dollar volume of all bonds. These states, excluding 
Connecticut, have also issued over 78 percent of the dollar volume of all 
outstanding state finance agency notes. 
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Table 9 

STATE FINANCE AGENCY 
BOND LIMITS AND ISSUES, AUGUST 1974 

Authorized Notes Bonds 
State Bonding Capacity Outstanding Outstanding 

 	(in millions) 	 

Alaska Unlimited $ 	76.0 $ 	62.4 
Connecticut Unlimited -0- 124.6 
Illinois $ 	500 149.6 79.4 
Kentucky 200 20.0 52.1 
Maine 60 -0- 48.8 

Massachusetts 1,000 401.6 104.5 
Michigan 600 113.0 208.5 
Minnesota 650 39.0 30.0 
Missouri 100 38.0 12.9 
New Jersey Unlimited 220.0 154.9 

New Jersey* Unlimited -0- 267.0 
New York 2,000 330.6 1,098.4 
New York* 750 -0- 265.6 
Pennsylvania Unlimited 51.0 -0- 
Rhode Island Unlimited -0- 42.7 

South Dakota Unlimited 15.5 -0- 
Virginia Unlimited 43.4 53.1 
West Virginia 130 23.0 29.1 
Wisconsin 150 27.2 37.6 

TOTAL $1,547.9 $2,671.7 

SOURCE: Paine, Webber, Jackson and Curtis, Inc. 

*Mortgage purchase agency. 
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HOUSING REPAIR AND REHABILITATION  

In addition to supporting financing of new construction, a number of 
states have become involved in housing rehabilitation programs designed to 
preserve existing housing supplies and to upgrade deteriorating neighbor-
hoods. These programs usually involve direct lending or tax incentives 
structured to encourage or assist property owners in the repair or rehabil-
itation of their residences. 

State Housing Finance Agencies  

The enabling legislation for state housing finance agencies usually 
authorizes participation in housing rehabilitation programs. However, 
actual rehabilitation projects are few in relation to total agency 
activity, due in part to many state finance agencies' substantial use of 
federal programs oriented toward new production. Nevertheless, several 
states, including Massachusetts, Michigan, Missouri, Illinois, Connecticut, 
and New Jersey, have initiated direct financing programs for 
rehabilita-tion. 2 In addition, Oregon and Minnesota anticipate substantial rehabil-

itation activity in the near future. 

Michigan and Massachusetts have been the most active states to date in 
housing rehabilitation.3 As of June 1974, 10 percent of Michigan's 
housing production had resulted from single-family and multifamily unit 
rehabilitation. Multifamily rehabilitation constituted approximately 
10 percent of the Massachusetts Housing Finance Agency's total production 
as of September 1973. 

Rehabilitation projects supported by state finance agencies have focused 
primarily on apartment complexes in central city locations although 
recently there has been increasing emphasis on rehabilitation of single-
family dwellings. Nonprofit or limited-dividend corporations have acted 
as sponsors. These local entities have purchased the marginal structures, 
rehabilitated them with funds from the state agency, and then rented or 
sold the units to low- and moderate-income households. 

Other Approaches to Rehabilitation  

Several states have adopted or are planning rehabilitation programs which 
operate under the purview of a state agency rather than as a semiautono-
mous instrumentality of the state. In addition, at least two states--Cali-
fornia and Kentucky--have passed legislation authorizing certain cities 
and counties to engage in housing rehabilitation programs without direct 
state financial assistance. 
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Maryland. Funded by a 1973 issuance of $10 million of general obligation 
bonds, the Maryland Home Finance Program provides direct mortgage loans to 
low- and moderate-income households for the acquisition and rehabilitation 
of existing single-family units. Under this program loans of up to $25,000 
are made at an interest rate of 6 percent for terms up to 40 years. The 
bonds were issued at 4.73 percent, permitting differences in rates to cover 
administrative expenses. Generally, eligibility is determined by household 
income (scales for which are established for each area in which the program 
is implemented), general credit standing, and the employment record of the 
applicant. A minimum down payment of 5 percent is required. 

To date, the program has been utilized in every Maryland county and report-
edly has been very successful. 4  The initial fund has been exhausted and 
additional funding of $20 million to $50 million has been sought.5 

Maryland also supports a 100 percent guarantee insurance program in coop-
eration with the city of Baltimore. The program insures mortgage loans 
for the acquisition and rehabilitation of single-family units located in 
areas that are beginning to deteriorate but that can be preserved. The 
city contributes technical and financial advice to prospective occupants 
and makes capital improvements in the area. Arrangements have been made 
with local lenders to provide loans with 20-year terms. Business is con-
ducted just as it would be if the program involved a private mortgage 
insurer. The principal benefit derived is the provision of loans in areas 
in which private lenders might otherwise be reluctant to participate. 6  

New Jersey. Under a state Demonstration Grant Law the New Jersey Depart-
ment of Community Affairs makes direct grants to local lenders in an 
amount equal to 30 percent of the total cost of rehabilitating an appli-
cant's dwelling. The result is to reduce the interest which the recipient 
must pay and to demonstrate that public and private sectors can collaborate 
in those areas where rehabilitation loans are unavailable or unaffordable. 
The program is conducted on a designated area basis with local redevelop-
ment agencies or housing authorities acting as the local administrative 
entity. A schedule of public improvements in the area to complement the 
rehabilitation effort is required. Since its inception in 1973, 17 New 
Jersey communities have received contractual grant commitments from the 
state totaling $1.3 million.? 

Pennsylvania. The Pennsylvania Department of Community Affairs has 
initiated a rehabilitation loan program similar to New Jersey's. Using 
monies available in a discretionary fund, the agency provides grants 
to municipalities and redevelopment authorities for the establishment of 
housing rehabilitation programs. The grants are used to reduce the 
interest rate that recipients must pay on conventional loans from local 
lenders who have agreed to make the loans in marginal areas. Household 
and property eligibility criteria are patterned after the federal section 
312 program. 8  
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Utah.  Direct grants and loans of up to $5,000 are available to qualified 
owner-occupants and landlords in Utah as a result of that state's decision 
to use $3 million from general revenue sharing for housing assistance, 
primarily rehabilitation. Rehabilitated units must subsequently be occu-
pied for at least five years by persons of low income. Because of the 
relatively small appropriation, donated labor is encouraged and actively 
solicited.9 

Hawaii.  Rehabilitation loans currently are available to residents in 
designated areas of Honolulu as a result of the governor's approval of an 
allotment of $350,000 from the state's general fund. The beneficiaries 
are those residents of the project area who are economically disadvantaged 
and unable to obtain loans from private sources. No administrative ex-
penses are met with the state funds; therefore, the city must provide the 
necessary support services and match the funds to the best of its ability. 10 

California and Kentucky.  These states have recently enacted similar legis-
lation that permits the larger cities and counties of each state to engage 
in housing rehabilitation and to finance these programs with revenue bonds 
not secured by the taxing powers of the locality. 

PREVIOUS HOUSING PROPOSALS IN TEXAS  

Texas does not have a housing finance agency nor does the state provide 
financial assistance for the rehabilitation of marginal housing stock. As 
in other states, however, interest in these areas has grown substantially 
in recent years. In 1971 the Texas Urban Development Commission recom-
mended that the state enact legislation creating a housing finance agency 
and a housing rehabilitation loan fund to expand the housing opportunities 
available to low- and moderate-income Texans. 11  The Texas Research League, 
in its study of housing in Texas completed in 1972, concluded that "if the 
state is to provide any program of financial assistance for housing, the 
most practical and promising area is to establish a combination loan and 
grant program for the rehabilitation of owner-occupied marginal housing 
units." 12  In 1973 the Texas Rural Development Commission also recommended 
that the legislature create a low-interest loan program to support home 
construction and rehabilitation in rural areas of the state. 13  

Housing Proposals of the 63d Texas Legislature  

The 63d legislative session saw the introduction of two major bills aimed 
at creating a housing finance agency--SB 469 by Senator Oscar Mauzy and 
HB 1274 by Representative Henry D. Sanchez, Jr. Other bills introduced 
in the 63d session concerned with the problem of rehabilitation, but 
which would not have created a separate state agency, included HB 1483 by 
Representatives Joe Allen and Ben T. Reyes (in the Senate, SB 800 by 
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Senator Mauzy) and HB 1019 by Representative James Kaster. The only bill 
to pass in either chamber was HB 1483, which the House adopted in late 
May 1973. In the 62d session, a measure virtually identical to HB 1274 
passed the Senate by voice vote but failed in the House. 

The Texas Home Rehabilitation Loan Fund Act (HB 1483, SB 800) was intended 
to prevent the deterioration of residential neighborhoods by providing 
access to home improvement loans for low-income persons and families and 
by encouraging research and vocational training programs in fields related 
to housing rehabilitation. Basically, this act would have provided funds 
to designated local agencies which would have insured or made home im-
provement or rehabilitation loans to persons and families of low income. 
To have been funded by a state appropriation, the program would have been 
administered by the Texas Department of Community Affairs (TDCA), which 
would have had wide discretion in setting eligibility requirements for 
persons receiving loans. 

The Texas Home Rehabilitation Loan Insurance Fund Act (HB 1019) was 
similar in scope and purpose to HB 1483. Under the provisions of this 
bill, TDCA would have managed a loan insurance fund consisting of appro-
priations which would have been used to insure conventional loans and to 
provide direct loans to eligible low-income persons and families for 
rehabilitation of their homes. Again, TDCA would have had broad discretion 
in establishing specific guidelines in the program. 

The Texas Housing Finance Agency Act (SB 469) and the Texas Housing Finance 
Corporation Act (HB 1274) would have created state housing finance authori-
ties and attempted to encourage private housing production. Both bills 
would have given their respective authorities the power to issue revenue 
bonds. The most notable difference between these two bills was that under 
HB 1274 the Texas Housing Finance Corporation would have been limited to 
providing funds for projects or mortgages which were already federally 
insured, while SB 469 expressly empowered the Texas Housing Finance Agency 
to purchase any loan that would have been a prudent investment regardless 
of whether it was federally insured. Additionally, SB 469 expressly 
provided for loans for the rehabilitation of housing, whereas HB 1274 was 
unclear on this point. 

The Governor's Special Advisory Council on Housing  

In December 1971, Governor Preston Smith created by executive order a 
special advisory council on housing. Comprised of 12 private citizens with 
backgrounds in housing construction and mortgage banking, the council's 
purpose was to advise the Texas Department of Community Affairs on housing 
issues and policies. In March 1974, Governor Briscoe expanded the member-
ship from 12 to 15 and provided for broader representation to include local 
governments and housing authorities. 
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The council and the Texas Department of Community Affairs, which served as 
staff to the council, offered two proposals for consideration by the 64th 
regular session of the legislature. 14  The council recommended that legis-
lation be enacted to create a Texas Housing Finance Agency and to establish 
a housing rehabilitation program. 

Texas Housing Finance Agency. Upon completion of its deliberations, the 
Governor's Special Advisory Council on Housing recommended that "[
1]egis-lation should be enacted to create a Texas Housing Finance Agency for the 
purpose of increasing the availability of capital in Texas with which to 
finance housing for persons and families of low income." 15 The council 
also developed suggested implementing legislation which was submitted for 
consideration by the 64th Legislature. 

The council's proposal would have created an independent nine-member board 
of directors appointed by the governor to set policy, and the Texas Depart-
ment of Community Affairs would have operated the program. The program 
was expected to utilize private lending institutions for packaging and 
processing loans made by the agency. The board would have been empowered 
to promulgate rules and regulations governing program administration, 
authorize issuance of an unlimited amount of revenue bonds, adopt operating 
procedures and standards, and establish eligibility criteria. 

The board could have instituted two programs: direct mortgage lending and 
mortgage purchasing. Designed primarily for financing of multifamily 
units, the direct mortgage loan program would have enabled the department 
to receive applications from eligible sponsors for projects in compliance 
with program standards. Initial screening of applicants by an existing 
mortgage lender that had been certified for participation in agency pro-
grams would have been required. Upon the recommendation of the mortgage 
lender, the agency would have reviewed the application and granted final 
approval, at which time a commitment to the project developer for permanent 
financing was to be issued. While the program envisioned available private 
construction financing based on the existing pledge for permanent financing, 
the agency would have been authorized to market short-term notes to provide 
interim financing where such private funds were not available. 

The mortgage purchasing program would have been used primarily for finan-
cing single-family homes for eligible households. Basically, this program 
anticipated the purchase of mortgages by the agency at the time of closing. 
Rather than exercise exclusive loan approval authority on every application, 
the agency would have issued to participating lending institutions commit-
ments to purchase a specified number of mortgage loans meeting criteria 
set by the agency. The lender would then have been required to process the 
loans within a period of time established in the agreement between the 
lender and the agency. 

Following an initial start-up appropriation, the programs were expected to 
be self-supporting. Both lending programs would have provided financing 
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at interest rates slightly higher than those on the bonded indebtedness 
of the agency with the anticipated difference in rates financing agency 
administration. Private lenders' packaging and processing loans would 
have been remunerated by discounts or premiums on agency-sponsored trans-
actions. 

By capitalizing the program with tax-exempt revenue bonds, the proposal 
anticipated agency lending at 2 to 3 percent below conventional rates. 
The agency would also have been able to couple tax-exempt financing with 
available federal subsidies to serve households below the level that could 
be served with tax-exempt financing alone. The council concluded that a 
mortgage insurance program was not needed in the state, and the proposed 
agency would not have been authorized to offer mortgage insurance. 

Neighborhood Preservation Program. The council also considered the 
problem of the deterioration of existing housing stock and neighborhoods. 
As a measure to prevent slums, the council recommended that "the State 
should take an active role in aiding local governments in their efforts 
to preserve older neighborhoods." 16  Legislation encompassing the council's 
recommended program was introduced in the 64th Legislature. 

The proposed program called for creation of an appropriated revolving 
fund with the state treasury from which low-interest housing rehabilita-
tion loans were to be made to qualifying lower-income households. The 
proposal focused on neighborhoods characterized by a high incidence of 
homeownership; working low- and moderate-income households, including a 
significant elderly population; and encroaching deterioration of public 
facilities and private residences. The primary objective of the program 
was to rejuvenate these residential areas. The council found that resi- 
dents in such areas were not able to refurbish their homes, either because 
they simply could not afford conventional home improvement loans or 
because private lenders were reluctant to invest in declining areas. The 
council concluded that marginal areas experiencing this type of disinvest-
ment ultimately became slums resulting in substantial public expenditures. 

This program would have been administered and supervised by the Texas 
Department of Community Affairs. Designation of eligible neighborhoods 
would have been contingent upon the local government's submission of an 
extensive area rehabilitation plan which had to include a precisely 
delineated area, a schedule of public improvements and code enforcement 
activities, a pledge of private lending institution participation, 
neighborhood support, and the presence of a local administrative capacity. 
Local governments by formal resolution would have committed the city to 
fulfill the requirements set out in the plan. The commitment of govern-
ment spending would have been aimed at increasing the flow of private 
capital into the area. 

Local administration of the program was to be provided by a neighborhood 
preservation agency designated by the local government. Private and 
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public nonprofit corporations or organizations, housing authorities, and 
mortgage lenders would have been eligible to act as the local administra-
tive entity. The local entity would have acted as an agent for the state 
and the local government by packaging loans, providing financial counsel-
ing, servicing loans, and facilitating and monitoring rehabilitation 
activities. State funds were not to be authorized for local administra-
tive expenses. The department would have retained individual loan approval 
authority; however, the program also envisioned block loans to the local 
administrative body, in which case disposition of applications would have 
been at the local level in compliance with rules and regulations estab-
lished by the department. Security would have been provided by state-held 
liens against the rehabilitated property. 
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4 

STATE PROGRAM OPTIONS FOR TEXAS 

The federal government traditionally has been the major source of public 
financing for housing development in the United States. During the 1960s 
federal programs were markedly expanded to place more fiscal resources of 
the nation into efforts to meet the housing needs of moderate- and low-
income Americans. At the same time many states and numerous local com-
munities developed housing assistance programs to boost new construction 
and rehabilitation beyond the levels that federal programs were supporting. 

The larger and by far more expensive federal programs have encouraged and 
aided homeownership among middle- and higher-income households that can 
take advantage of FHA and VA benefits and federal income tax deductions. 
Homeownership for moderate- and lower-income households has been supported 
by various purchase options in direct-subsidy programs, particularly 
through the section 235 program. Federal programs also have supported 
rental properties through public housing, the section 236 program, rental 
supplements, and other means. 

With passage of the Housing and Community Development Act of 1974, the 
federal government has virtually abandoned support of homeownership except 
for middle- and higher-income families. The major emphasis of the new 
federal policy will be on leased housing for moderate- and low-income 
families, probably predominantly multifamily units. In marked contrast to 
the assisted-housing production record of the early 1970s, the development 
of additional housing under the new program is very much uncertain. In 
any event, the law will not provide enough additional housing in Texas to 
approach the needs of families living in inadequate and marginal shelter. 
There is reason to believe, furthermore, that the rapid rise in housing 
construction and financing costs in recent years has reduced the number of 
households that can afford housing in the conventional market. 

Texas has two basic options for initiating state-sponsored housing assis-
tance programs: (1) new construction and (2) rehabilitation. The options 
are not mutually exclusive, and they may be combined in several ways. In 
addition, there are numerous alternatives as to beneficiary target groups, 
methods of financing, and administrative arrangements. 

NEW CONSTRUCTION 

Development of federally underwritten public housing, the only federal 
alternative, has not been authorized at a level commensurate with the 
need in Texas, and the prospect for substantial new public housing is not 
encouraging. 
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To fill part of the new housing requirements in Texas the state might 
establish a housing program financed solely by federally tax-exempt 
revenue bonds. In this way additional construction and mortgage funds 
could be made available to the Texas housing industry for expanded develop-
ment of single-family and multifamily residences for moderate-income 
families at apparently little, if any, cost to the state. To provide 
new housing for lower-income households, a housing finance agency could 
combine section 8 rental assistance payments, part of which are earmarked 
for state agencies, with the benefits of federally tax-exempt financing. 
State finance agencies in other states have been able to merge agency 
projects with available federal housing assistance programs. A housing 
finance agency patterned after those created by over 30 other states 
could administer such a new construction program at the state level. 

Although a revenue bond program could be authorized by legislative act, 
a court test of its constitutionality might be necessary before the 
bonds could be fully marketable and the program could become operational. 
In some states, test cases have required several years to complete. 

HOUSING REHABILITATION  

A substantial portion of the housing problems in Texas consists of low-
quality shelter that could be rehabilitated and retained in the state's 
standard housing stock. The Texas Housing Report shows that 372,000 
units, or slightly more than 70 percent, of the 520,000 low-quality 
housing units in Texas in 1972 were in marginal condition and were likely 
to deteriorate completely within a short time. The likelihood of these 
units becoming totally inadequate is heightened by the low incomes of many 
of the households occupying them. 

Rehabilitation assistance has been provided in the past through various 
federal housing programs but never at a level comparable to new housing 
assistance. The most recent and most active programs were the section 312 
loan and section 115 grant programs, which dovetailed to provide rehabili-
tation assistance in federal urban renewal, neighborhood improvement, and 
concentrated code enforcement project areas. In Texas some 34 cities 
participated in the programs with more than 1,700 loans averaging $5,000 
and 3,700 grants averaging $3,000 made to lower-income households 
through 1973. 

Fewer states support housing rehabilitation than new construction. Aug-
menting private new construction with monies derived through the sale of 
tax-exempt revenue bonds is in some respects easier than establishing a 
rehabilitation program. Increasing the flow of mortgage capital can be 
accomplished almost entirely through existing private institutions. 
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In addition to providing financial assistance, a housing rehabilitation 
program includes coordinating improvements in public facilities and 
services with the housing assistance; conducting code enforcement; and, at 
least in substantial part, effectuating administrative arrangements which 
are not available in the conventional market. To facilitate an under-
standing of the concept and its practical aspects, the following discussion 
focuses on the mechanics of housing rehabilitation. 

Definition of Rehabilitation  

While there is general agreement that rehabilitation means "improving 
substandard or marginal dwelling units," there is no consensus on what the 
process encompasses. In some programs, rehabilitation has been defined as 
"bringing a dwelling unit into compliance with locally adopted housing, 
fire, and sanitary codes." Others have interpreted rehabilitation to mean 
"renewal and modernization of existing housing stock to avoid blight or 
general deterioration of a segment of the community." Still other 
programs, spurred by a local housing shortage, have focused on making 
run-down, uninhabitable dwellings into habitable units. 1  Each of these 
definitions entails different programmatic efforts and financial commit-
ments. 

Mere elimination of structural deficiencies suggests ordinary code 
enforcement without regard to environmental improvements that generally 
enhance the appearance of the property. That is, a dwelling unit in com-
pliance with local codes still may not look good. Conversely, if the 
program is concerned with neighborhood deterioration and disinvestment 
which affect the generation and allocation of public and private resources, 
then housing rehabilitation must do more than ensure code compliance. The 
provision of sidewalks, fences, exterior paint, rudimentary landscaping, 
and other general property improvements are likely to act as catalysts in 
preventing or reversing neighborhood stagnation, in terms of both resident 
and investor perceptions. 

The final definition mentioned is premised on the need to increase the 
supply of habitable dwelling units which implies still other program 
parameters. Converting an uninhabitable dwelling unit to habitable status 
requires more flexibility in the loan-property value ratio. Pressing need 
may supersede economics. This may also mean considerably higher expendi-
tures because of the increased propensity for massive rehabilitation of the 
type which under different circumstances might be rejected due to economic 
infeasibility. Such massive rehabilitation usually has focused on old 
multifamily housing units. 
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The New York Housing and Redevelopment Commission has developed a simple 
classification scheme which captures the different levels of rehabilitation 
under which a program might operate. The classification system includes: 

Minimal Rehabilitation: code compliance, plus environmental-type 
improvements. 

Moderate Rehabilitation: the requirements for minimal rehabilitation 
plus minor floor plan alterations; general interior and exterior 
repairs; modernization of heating, plumbing, and electrical systems; 
and the replacement of outmoded fixtures. 

Extensive Rehabilitation: comprehensive remodeling or redesign of 
floor plans, major interior and exterior repairs, in addition to the 
requirements for minimal and moderate rehabilitation. 

Program Design  

The determination of household and property eligibility defines the demand 
for assistance under a housing rehabilitation program. States with such 
programs employ several criteria in determining eligibility; while not 
identical in every case, these criteria are generally the same. 

Household Eligibility. States engaged in housing rehabilitation vest in 
the state administrative entity the authority to prescribe specific income 
limits although state funds are invariably limited to providing housing 
assistance to low- and moderate-income households. For example, Oregon 
and Minnesota both stipulate that loans will not be made to households 
with incomes which exceed the median income of the community in which the 
assistance is being provided. That rule is premised on the finding that 
local lending institutions are not servicing that segment of the population. 
Generally, the principal variables relating to the determination of house-
hold eligibility appear to be a showing of the applicant's inability to 
obtain a conventional home improvement loan on terms which the applicant 
can afford, favorable credit standing, and the ability to repay. 

It is important to note that none of the states for which adequate data is 
available purport to serve the lowest end of the low-income stratum through 
loans. When revenue bonds are used as the funding mechanism, it is neces-
sary to recoup both the principal and interest. Those states utilizing 
revenue bonds to support rehabilitation always operate through a self-
sustaining state housing finance agency; consequently, loans substantially 
below rates that the agency must pay are precluded. The appropriation 
funding mechanism affords greater latitude in setting interest rates. 
There are some households, however, that cannot be reached by any loan 
program because of their inability to repay even the principal. 
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Property Eligibility. In addition to occupant eligibility, the dwelling 
unit itself must meet specific criteria to receive rehabilitation assis-
tance. A review of existing programs suggests several primary considera-
tions. 

Urban housing rehabilitation programs usually are conducted in conjunction 
with improvements in public facilities in a specific area or neighborhood. 
Theoretically, all marginal housing can be rehabilitated; however, deteri-
orating dwellings are not always located in areas where rehabilitation as 
a public investment is feasible. In neighborhoods that are experiencing 
accelerated decline or are largely abandoned, rehabilitation may be un-
successful. The socioeconomic forces behind neighborhoods exhibiting 
late stages of decline are often irreversible, and rehabilitated property 
may similarly succumb. 2  Moreover, public expenditures in these areas 
probably would not result in substantial private investment necessary to 
ensure long-term neighborhood viability. Large scale, publicly financed 
redevelopment might be the only alternative in securing private monies for 
substantially deteriorated areas. 

Housing rehabilitation apparently can arrest decline in areas showing 
early stages of instability and deterioration.3 The infusion of public 
funds--at levels considerably less than required for total redevelop-
ment--are likely to increase the availability of private financing for 
housing rehabilitation, which otherwise might be difficult to obtain. In 
these areas, the public funds act as catalysts. A housing rehabilitation 
program currently operational in Dallas reports a private-public rehabil-
itation funding ratio of 4 to 1; that is, for every public dollar made 
available for housing rehabilitation loans, private institutions have 
loaned $4. The public funds are used for the higher risk loans while 
private lenders agree to make "bankable" rehabilitation loans to households 
who because of their location would not otherwise have necessary home 
improvement funds available. Local capital improvements in the designated 
project area are intended to provide further encouragement for private 
lending institutions. 4  

Figure 2, page 48, illustrates apparent general relationships between the 
quality of housing stock and neighborhood condition and the level of new 
public investment in housing required to maintain or save the neighborhood 
as a suitable residential area. The illustration presents only a general 
concept that has not been empirically verified in this study. The rela-
tionships shown, however, are quite important in considering the neighbor-
hoods in which housing rehabilitation is economically and fiscally feasible 
and the total costs that are implied. Figure 2 shows that as neighborhood 
condition declines and the quality of housing worsens, the level of 
necessary public funding increases. Area A, which typically would be in 
good condition with few or no marginal dwelling units, needs little or no 
new public investment. Area B, in contrast, demonstrates early signs of 
deterioration and disinvestment. Structures would be basically sound, but 
there would be an increasing number of marginal homes and declining public 
facilities. Some public funding would be necessary to avoid further 

47 



Best Worst 

Highest 

Required 
Level of 

Public 
Investment 
in Housing 

Lowest 

deterioration of the area which presumably, in turn, would increase the 
availability of private investment. Area C represents areas that are 
largely deteriorated both in terms of residential structures and public 
facilities. Retention of these areas as residential areas would require 
massive public expenditures. 

Another prominent factor related to property eligibility is ownership. 
Whether rehabilitation assistance is limited to owner-occupants is a 
question often answered negatively by most state programs for which 
adequate information exists. State housing finance agencies usually aid 
developers and sponsors of multifamily rental or resale properties. 
Rehabilitation assistance for single-family units often is restricted, 
however, to owner-occupants or landlords who meet income requirements. 
Programs that restrict lending primarily to owner-occupants rely on code 
enforcement and private source loans made possible by the general rejuvena-
tion of the neighborhood or federal government assistance to meet financial 
requirements for rehabilitation of rental properties. 

Figure 2 

MODEL OF HOUSING INVESTMENT DEMAND 
TO PRESERVE RESIDENTIAL NEIGHBORHOODS 

Represents the investment of public funds (including 
indirect subsidies) necessary to preserve or redevelop 
residential neighborhoods; the balance represents 
private funds. 
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Administration  

The states involved in housing rehabilitation have utilized various 
approaches to administration. There does not appear to be a single, most 
popular model. 

Sponsors.  A principal component in a housing rehabilitation program is 
the administrative entity, at both the state and local levels of govern-
ment. In addition to the state administrative unit, there are usually 
provisions for the delegation of authority to local sponsors. Some states 
provide substantial latitude in the selection of eligible participants 
while others are more restrictive. Generally, local administrative 
responsibilities are assumed by local governments, nonprofit and limited 
dividend corporations, housing cooperatives, local lending institutions, 
and public corporations (local housing authorities or local redevelopment 
authorities). 

Local Requirements.  Almost all state programs are operated in conjunction 
with housing or building code compliance; however, some states, such as 
Minnesota, do not refuse loan applications solely because the contemplated 
work will not bring the property into full compliance with the appropriate 
codes. However, all repair work must be in code compliance. The codes 
utilized may be local, state, or specially adopted specifically for a 
project. California and Minnesota, for example, require that all relevant 
state, local, or project codes be followed while Oregon relies on a state 
building code as a guide for rehabilitation standards. 

In addition to code enforcement, a few states require local in-kind contri-
butions or capital improvements. Hawaii and California include this type 
of local contribution in their enabling legislation. California, in 
granting cities and counties with populations greater than 600,000 the 
authority to engage in housing rehabilitation activities, stipulates that 
a "plan for public improvements must be adopted by the local agency . . . 
together with a commitment that, subject to budgetary and fiscal limita-
tions, such plan will be carried out by the local agency. 5  

FUNDING STATE HOUSING PROGRAMS  

Existing state-sponsored housing programs are funded in several different 
ways, including the use of revenue or general obligation bonds, regular 
appropriations, and general revenue sharing funds. There also are 
differences among states using similar funding mechanisms. Purposes for 
which state-authorized funds may be utilized, repayment provisions, the 
establishment of revolving and reserve funds, and other stipulations 
reflect interstate variations. 
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Revenue Bonds  

All state housing finance agencies utilize revenue bond financing, and 
every state that supports housing rehabilitation through a state finance 
agency relies on revenue bonds for funding. However, the marketability of 
housing finance agency bonds is a function of the agency's total housing 
program, of which rehabilitation has been a relatively small proportion. 
Whether the bond market would be responsive to securities issued to support 
housing rehabilitation activity exclusively has yet to be established. 
Housing finance agency bonds are attractive to investors principally 
because of their new construction activities, which provide greater 
security. 

An obvious advantage in utilizing bonds is the capacity to generate sub-
stantial capital without increasing state costs. A particular advantage 
of revenue bonds in Texas is the ability of the legislature to approve the 
issuance of revenue bonds without the necessity of a constitutional amend-
ment. Revenue bonds, however, do not provide sufficient flexibility to 
assist many low-income households. Assistance for these households 
requires subsidized funding. Because of the provision in the Texas 
Constitution prohibiting state debt, there is some question as to whether 
the legislature would be able to make a commitment to pay subsidy costs 
that would be necessary in a program that supported rehabilitation of 
property owned by low-income households. Without assurance that these 
costs would be paid, bond buyers undoubtedly would be unwilling to pur-
chase bonds issued to fund a rehabilitation loan program. 

There is at least one possible avenue open to the state that would permit 
the issuance of marketable revenue bonds while complying with the debt 
prohibition. Under this arrangement the state would appropriate a sum of 
money into a reserve fund at the outset of the program. This fund, in 
addition to all revenues of the program, would be pledged as security for 
the bonds. The revenue bonds that were issued would be a debt of the fund 
and not of the state. Interest earnings of the fund would be used to pay 
the subsidy required by the difference between the interest rate on the 
bonds and the average interest charged on rehabilitation loans. Apparent-
ly, bonds in a face amount equal to at least twice the value of the 
reserve fund could be issued under this approach, depending upon the 
interest rate differential and the rate of interest earned by the reserve 
fund. 

General Obligation Bonds  

Hawaii utilizes general obligation bond financing in support of one of its 
two housing rehabilitation programs. Because general obligation bonds are 
backed by the full faith and credit of the state, market response is more 
favorable, and lower interest rates are available. In Texas a constitu-
tional amendment would be necessary to authorize issuance of general obli-
gation bonds, and the legislature would have to meet from regular appro-
priations any principal and interest costs not recovered from loan repay-
ments. 
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Appropriations  

No state uses current appropriations to finance new construction, but at 
least five states use or will use current appropriations in support of 
housing rehabilitation programs. Three states use appropriated funds to 
provide capital grants to communities which have implemented approved 
rehabilitation programs. Recently enacted legislation will provide appro-
priated rehabilitation funds to the Minnesota Housing Finance Agency, thus 
enabling it to include more low-income households among its clientele. 
The apparent advantage provided by appropriations is the greater flexibil-
ity afforded in determining household eligibility, repayment schedules, 
and other important aspects of program design and operation. 

NOTES 

1 Robert Burchell, David Listoken, and Virginia Paulers, Housing Rehabili-
tation: Restraints, Prospects, Policies (Monticello, Illinois: Council 
of Planning Librarians, 1973), pp. 3 -4. 

2David Listoken, The Dynamics of Housing Rehabilitation (New Brunswick, 
New Jersey: Center for Urban Policy Research, 1973), p. 185. 

3 lbid. 

4 Information provided by Richard Wilson, Director, Department of Housing 
and Urban Rehabilitation, City of Dallas, February 1975. 

5 CAL. HEALTH AND SAFETY CODE sec. 37922(e) (1973). 
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PROPOSED LEGISLATION 



	

1 	By  	 B. No. 

2 

	

3 	 A BILL TO BE ENTITLED 

	

4 	 AN ACT 

	

5 	relating to the creation, administration, and financing of a statewide 

	

6 	housing rehabilitation program; and declaring an emergency. 

	

7 	 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF TEXAS: 

	

8 	 Section 1. SHORT TITLE. This Act may be cited as the Texas 

	

9 	Housing Rehabilitation Act. 

	

10 	 Sec. 2. LEGISLATIVE FINDINGS. The legislature finds that: 

	

11 	 (1) a substantial amount of housing in the State of Texas is in 

	

12 	deteriorating condition and much of this housing does not conform to 

	

13 	applicable local codes and ordinances which are intended to ensure the 

	

14 	health and safety of the occupants; 

	

15 	 (2) deteriorating housing contributes to the decline of neighbor- 

	

16 	hoods and the surrounding areas and causes a reduction of the value of 

	

17 	property comprising the tax base of local communities; 

	

18 	 (3) declining neighborhoods eventually will require large-scale 

	

19 	public investment to prevent the development of slums and concomitant 

	

20 	health and safety problems as well as social and economic disruption 

	

21 	within the affected communities; 

	

22 	 (4) many owners of deteriorating housing cannot afford to make 

	

23 	needed repairs and improvements without expending more than a reasonable 

	

24 	portion of their incomes for housing and some owners are financially 

	

25 	unable to spend any amount for improvement of their housing; 

	

26 	 (5) existing housing rehabilitation programs sponsored by public 

	

27 	and private agencies to facilitate the rehabilitation of housing owned by 
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persons of low- and moderate-income are grossly inadequate to resolve the 

growing problems, and a cooperative state-local government housing 

rehabilitation program is needed in Texas to meet this increasingly 

critical need; and 

(6) unless the problems of deteriorating housing and accompanying 

problems associated with the decline of neighborhoods and surrounding 

areas are met, the health, safety, and welfare of the residents of the 

affected communities and of the State of Texas will be detrimentally 

affected. 

Sec. 3. POLICY; PURPOSE. It is the policy of the state and the 

purpose of this Act to provide a necessary means to prevent the deteriora-

tion of housing and the decline of neighborhoods and the surrounding 

areas within the State of Texas. The legislature therefore declares 

that all the purposes of this Act are public purposes and uses for which 

public money may be borrowed, expended, loaned, and granted. 

Sec. 4. DEFINITIONS. In this Act: 

(1) "Borrower" means a household whose loan application is 

approved by a local government. 

(2) "Department" means the Texas Department of Community Affairs. 

(3) "Direct housing rehabilitation cost" means the amount con-

tracted for between borrowers and contractors in a contract approved by 

a local government. 

(4) "Fund" means the Texas Housing Rehabilitation Loan Fund. 

(5) "Household" means a person or persons owning housing in an 

area designated under this Act. 

(6) "Housing" means a structure situated on a permanent foundation 

that consists of from one- to four-family units used exclusively for 
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residential purposes. 

(7) "Local agency" means a private, nonprofit organization whose 

principal purpose is to improve housing conditions or a local housing 

authority, urban renewal agency, or other public entity. 

(8) "Local government" means any county or incorporated city or 

town within this state. 

(9) "Rehabilitation" means the repair, renovation, or other 

improvement of housing with the object of making the housing decent, 

safe, sanitary, and more desirable in which to live. 

Sec. 5. HOUSING REHABILITATION LOAN FUND. (a) There is created 

with the state treasurer a fund entitled the Texas Housing Rehabilita-

tion Loan Fund. The state treasurer is custodian of the fund, but the 

fund is not part of the state treasury. The state treasurer shall invest 

and disburse money from the fund according to written instructions signed 

by the executive director of the department. The department shall admin-

ister the fund as a revolving loan fund for carrying out the purposes of 

this Act and may designate separate accounts in the fund and the purposes 

for which the accounts are to be used. 

(b) Money appropriated by the legislature for housing rehabilita-

tion loans and money received from other sources for the purpose of making 

loans under this Act must be placed in the fund. All repayments received 

from borrowers for loans made from the fund, income from the transfer of 

interests in property acquired in connection with rehabilitation loans 

made from the fund, and interest earned on deposits and investments of 

the fund are to be credited to the fund. 

(c) Money in the fund may be used only for: 

(1) financing loans made pursuant to this Act, including the 
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administrative charge provided for in Subsection (c) of Section 12 of 

this Act; and 

(2) paying expenses incurred by the department in connection with 

the acquisition or disposal of real property under this Act. 

Sec. 6. AREA REHABILITATION PLAN. (a) In order to qualify 

territory within its boundary for rehabilitation loans under this Act, 

a local government must designate a specific area, or areas, in 

conformity with standards established by the department and must prepare 

an area rehabilitation plan for each designated area in the form pre-

scribed by the department. 

(b) An area rehabilitation plan must provide relevant information 

concerning the area and must include at least the following elements: 

(1) a description of the physical, social, and economic charac-

teristics; 

(2) a description of housing conditions; 

(3) an assessment of the need for housing rehabilitation loans in 

terms of numbers and characteristics of households and average and total 

loan amounts; 

(4) a description of methods by which the local government will 

determine whether the rehabilitation of housing is economically feasible; 

(5) a description of methods by which rehabilitation work will be 

supervised and methods by which compliance with departmental regulations 

governing materials, fixtures, and rehabilitation contracts will be 

ensured; 

(6) a description of methods and procedures that will be used to 

enforce local housing, building, fire, and related codes, or if these 

local codes have not been enacted, methods and procedures for enforcing 
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1 	the standards promulgated by the department; 

2 	 (7) an assessment of the need for additional public improvements 

3 	and public services and a statement of plans for the provision of these 

4 	improvements and services; and 

5 	 (8) a description of methods by which private investment to 

6 	improve conditions in the area will be encouraged. 

7 	 (c) An area rehabilitation plan must be approved by resolution of 

8 	the governing body of the local government and submitted to the depart- 

g 	ment for review. The department shall determine whether the designated 

10 	area meets the standards established by the department and whether the 

11 	plan contains all the prescribed elements. If so, the department must 

12 	accept the plan. Upon acceptance of the plan, households in the desig- 

13 	nated area are qualified to apply for housing rehabilitation loans. If 

14 	an area does not meet the department's standards or a plan does not 

15 	contain all the prescribed elements, the department shall return the plan 

16 	to the local government with a list of deficiencies. No loans may be 

17 	made within a designated area unless the deficiencies are corrected and 

18 	the plan is resubmitted and accepted by the department. 

19 	 Sec. 7. AUTHORITY OF THE DEPARTMENT. The department has all the 

20 	powers necessary or appropriate to carry out the purposes and provisions 

21 	of this Act. The department may: 

22 	 (1) acquire interests in property necessary to and in connection 

23 	with the making of rehabilitation loans under this Act; 

24 	 (2) make contracts and agreements with the federal government; 

25 	other agencies of the state; any other public agency; or any other person, 

26 	association, corporation, local government, or other entity in exercising 

27 	its powers and performing its duties under this Act; 
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(3) make regulations governing the disposition or further encum-

brance by the borrower of property subject to a lien in connection with 

a rehabilitation loan; 

(4) expend funds appropriated by the legislature to employ staff 

and for travel, supplies, materials and equipment or to contract for 

services necessary to carry out its powers and duties under this Act; 

(5) provide technical assistance to local governments; and 

(6) seek and accept funding from any public or private source. 

Sec. 8. INTERESTS IN PROPERTY; DISPOSITION. (a) The department 

may acquire housing only in connection with a rehabilitation loan and 

then only by foreclosure of a mortgage, a sale under a deed of trust, or 

by a voluntary conveyance from a borrower in full or partial settlement 

of a rehabilitation loan. 

(b) Within six months after it acquires any housing, the depart-

ment must offer the housing for public sale or auction. Notice of the 

public sale or auction must be provided by the department by publication 

once each week for three consecutive weeks before the sale or auction in 

a newspaper of general circulation in the county in which the housing 

is located. The notice must contain a description of the property and 

must specify procedures for submitting competitive bids and the time 

and location of the public sale or auction. The department may reject 

any or all bids. If a sale cannot be effected by public sale or auction 

within six months, the department may enter negotiations with any party 

for the expeditious sale of the housing. 

Sec. 9. REGULATIONS AND STANDARDS. (a) The department shall 

adopt regulations for making and servicing housing rehabilitation loans, 

and for the foreclosure of defaulted loans. The regulations must require 
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1 	that each loan be evidenced by a promissory note payable to the state 

	

2 	and secured by a valid lien on real property in this state. 

	

3 	(b) The department shall establish: 

	

4 	(1) standards by which territory within the boundaries of a local 

	

5 	government may qualify as a designated area; 

	

6 	(2) standards and procedures for the administration of this Act 

	

7 	by local governments and local agencies; 

	

8 	(3) standards for the selection of contractors and for contracts 

	

9 	between borrowers and contractors performing rehabilitation work under 

	

10 	this Act; and 

	

11 	 (4) standards for materials and fixtures used in performing 

	

12 	rehabilitation work under this Act. 

	

13 	(c) The department shall set minimum and maximum interest rates 

	

14 	for loans made under this Act, but the maximum rate may not exceed 10 

	

15 	percent per year. 

	

16 	(d) The department shall adopt minimum housing, building, fire, 

	

17 	and related code standards. These standards are applicable in designated 

	

18 	areas for which a rehabilitation plan has been accepted and no such 

	

19 	local government standards are in effect. 

	

20 	Sec. 10. ADMINISTRATION BY DEPARTMENT. (a) The department shall 

	

21 	audit the local administration of rehabilitation loans under this Act 

	

22 	to determine if good faith efforts are being made to comply substantially 

	

23 	with the applicable area rehabilitation plan and the regulations, 

	

24 	standards, and guidelines adopted by the department. 

	

25 	(b) If in any fiscal year anticipated rehabilitation loans exceed 

	

26 	estimated available funds, the department shall allocate the estimated 

	

27 	available funds for that fiscal year among the local governments that 
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have filed area rehabilitation plans, taking into account the probable 

amount of rehabilitation loans to be made by each local government. 

(c) On receipt of notification of approval of a loan application 

by a local government, the director shall authorize the state treasurer 

to disburse the approved amount from the fund to the local government 

unless: 

(1) the department has found that the local government is 

currently not making good faith efforts to substantially comply with the 

applicable area rehabilitation plan or the regulations, standards, and 

guidelines adopted by the department; or 

(2) the remaining portion of the fund allocated to the local 

government under Subsection (b) of this section is insufficient to allow 

payment of the approved amount. 

Sec. 11. LOAN ELIGIBILITY. (a) The department shall establish 

eligibility guidelines for local governments to use in determining 

whether households qualify for housing rehabilitation loans under this 

Act. In establishing these guidelines, the department shall take into 

account: 

(1) household gross income; 

(2) household income available for housing needs; 

(3) household size; 

(4) the value and condition of the housing to be rehabilitated; 

and 

(5) the ability of households to compete successfully in the 

private housing market and to pay the amounts at which private enterprise 

is providing sanitary, decent, and safe housing. 

Sec. 12. GENERAL POWERS AND DUTIES OF LOCAL GOVERNMENTS. (a) A 
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local government may approve or disapprove loan applications from house-

holds according to the eligibility guidelines and regulations of the 

department. Upon approval of a loan application, the local government 

shall notify the department of the amount of the approved loan. 

(b) A local government shall fix the interest rate for each loan 

within the minimum and maximum rates established by the department and 

shall fix the term of each loan and any other necessary conditions per-

taining to the repayment of the loan pursuant to this Act and the regula-

tions of the department. 

(c) A local government may impose an administrative charge of 

not more than 3 percent of the direct housing rehabilitation cost and may 

deduct the charge from the amount loaned to borrowers. 

(d) A local government may contract with any public or private 

entity for servicing rehabilitation loans. 

(e) The governing body of a local government may designate a 

local agency or agencies to carry out any of the powers and duties of the 

local government under this Act. Any power or duty that a governing body 

delegates to a local agency may be withdrawn by the governing body at 

any time. 

(f) A local government engaged in housing rehabilitation under 

this Act shall carry on a program of general education designed to inform 

residents in designated areas of methods for maintaining their housing 

and of the availability of housing rehabilitation loans. 

Sec. 13. LOAN CONDITIONS. (a) Rehabilitation loans must be used 

primarily to make housing comply with state, county, or municipal build-

ing, housing maintenance, fire, health, or similar codes and standards 

applicable to housing. 

63 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

(b) No loan made under this Act may exceed an amount which, when 

added to all other existing indebtedness secured by the property, would 

exceed the market value of the rehabilitated property as determined by 

the local government. No loan may exceed the total of the approved 

direct housing rehabilitation cost together with the administrative 

charge provided for in Subsection (c) of Section 12. 

(c) The term of a loan made under this Act may not exceed 20 

years. It must be repaid by installments and must be secured as required 

by this Act and the regulations of the department. The local government 

may allow deferment of payments or adjust the interest rate or term of 

the note if the borrower is unable to make the required payments. 

(d) A borrower must agree that if he voluntarily destroys, moves, 

or relinquishes ownership of the rehabilitated housing within one year 

after completion of the rehabilitation, the loan is immediately due and 

payable, together with an interest surcharge sufficient to make the total 

interest paid equivalent to an amount determined by prevailing interest 

rates for rehabilitation loans from private sources at the time of the 

sale. If the local government finds that the borrower must sell due to 

financial hardship or similar circumstances, the interest surcharge may 

be waived by the local government with consent of the department. 

Sec. 14. REHABILITATION CONTRACTS. A borrower and contractor 

may not enter a contract for rehabilitation work to be financed under 

this Act unless the proposed contract has first been approved by the 

local government in accordance with standards established by the depart-

ment. The local government shall supervise all work performed under 

the contract. The contractor is not entitled to payment until the work 

has been approved by the local government, and the borrower is not liable 
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1 	to the contractor for any work not approved by the local government. 

	

2 	 Sec. 15. TRANSFER OF ENCUMBERED PROPERTY. Upon sale or gift of 

	

3 	the encumbered property, or upon the death of the borrower, the local 

	

4 	government may, subject to approval of the department, declare all or 

	

5 	part of any deferred payments due and payable; declare the balance of 

	

6 	the loan due and payable; or allow the buyer, donee, or other successor 

	

7 	in title of the borrower to assume the loan. 

	

8 	 Sec. 16. EMERGENCY. The importance of this legislation and the 

	

9 	crowded condition of the calendars in both Houses create an emergency 

	

10 	and an imperative public necessity that the constitutional rule requiring 

	

11 	bills to be read on three several days in each House be suspended, and 

	

12 	the rule is hereby suspended; and that this Act take effect and be in 

	

13 	force from and after its passage, and it is so enacted. 
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