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developments under the Housing development Bonds used by the Apartment Development
Program. .In addition to the fact that a new bond resolution would probably need
to be adopted, there is another key factor that makes such an action questionable.
Since the Apartment Development Program are uninsured, the marketability of bonos
to finance these developments is tied to the ability of the Agency to persuade the
bond market as to the quality and financial soundness of the individual multi -
family developments. The Agency should give serious consideration to the possible
effect that inclusion of park developments with apartment developments would have
cm the ability of the Agency to sell market bonds and how such inclusion would
effect bond interest rates, which impact on the economic, feasibility of apartment
developments. A park mortgage insurance program is available through the Federal
Housing Administration but whether this program would provide the security that the

bond market needs 1is uncertain.

J
An alternative to including a park development program under the apartment

development bond resolution would he to adopt a separate bond issue and to pool
park development proposals until a sufficient volume to justify a bond sale was
accoum"ilateJ. Such a system would probably ieduce the demand for a program further,
.however by lengthening the loan approval process for developers, and the time
:frame over which proposals were assembled might proved to .be excessive. Until the
"Agency can be assured of a reasonable level of program activity, tins alternative
seems unfeasible.
Smary

Jt appears that a park development program would be unfeasible, given the
estimated activity that, would he generated. Dospile the fact that staff resources
are available to deliver the funns, the expected size of the park proposals and the
-lqw.per space development costs and loan amounts for park developments would make
it extremely difficult for the Agency to develop a program that, could generate a
:surplus of.revenue over.cost through foe income and interest income to cover tn:

expenses of a program, -While the Apartment Development Program has bad -r. yV-Hi/- "~



tile underwriting expenses of smaller.apartment developments, this has been compensated
by the fee income generated by larger developments. With a park development program,
almost all of the proposals would prove to be unprofitable to the Agency from a
revenue/expenditure standpoint. Finally, the Agency® does not want to metge a park
development program into the Apartment Development Program if there is any chance

such an action would jeopardize that program®"s funding sources.

113. Financing the RehaMli taticw of Individual Mobile Homes and Mobile Home

Two program activities in which the Agency could become involved are loan and
grant programs for mobile homes rehabilitation and rehabilitation financing for
mobile home parks. Decause of the unique nature of the rehabilitation performed
and the difference in delivery systems that are needed, these two activities, if
carried out, would need to be developed as separate programs.

More so than with other activities that have been discussed, the appropriateness
of homo improvement loans and grants to mobile home owners needs to be determined.
Due to the relatively short life of mobile homes, especially older units, it is
difficult to justify rohabiVit"tion expenditures on an economic basis. Due to the
high levels of mobile home production in the late sixties and early seventies,
approximately 9 out of 10 mobile homes in the state are less than 16 years old.

Given this fact, the demand for rehabil itation loans by mobile home* owner:; would
be minimal, especially if eligibility criteria remained the same for mobile homes
<. for conventional housing. It seems obvious that an activity of this 1iygv “would
lined to be incorporated into ike existing homo impro Tameni: loan and grant programs.

There, are no private lenders to our knowledge that will make home improvement
loans on mobile homos. There; is one known lending activity 1involving mobile homes,
order which Northern States Power is providing funds to mobile home owners to up-
grade the energy.efficiency of their units by retrofitting the. units with additional
eiusulation.

Demand for rehabilitalicn loans for mobile home parks 1is also minimal. Many

parks lei It in the fifties and sixties were built to lower standards than <v.e



currently in effect. However, though many parks need upgrading, the financial
incentive for jar!; operators to make improvements is not present. Unless state or
local governments instituted mandatory upgrading to parks there can be little
expectation of much demand for loans. Because of this, any activity would need to
be incorporated into a park development program and would entail the same feasibility
concerns as that progs am.
Program feasibility

Beyond the question as to whether the Agency should make home improvement,
loans and grants to mobile, home owners 1is the question as to whether such a program,
if attempted, would be feasible. If allowed, such an activity would not generate
enough volume to justify a.separate program, and would need to be incorporated
into the existing Horns Improvement Program. There would be no difficulties with
a delivery system, since such a system is already in operation. The only requirement
would be to amend the Agency"s rules and regulations and inform participating lenders
or grant administration centers of the program changes. Because of the uniqueness of
mobile homes, special regulations spelling out the eligible improvements might also
be necessary.

The Ley to feasibility of a lorn program centers around whether the Agency
would be willing to adopt a new home improvement bond resolution allowing loans
on mobile iioir.es. Despite the small fraction of bend proceeds that would go for
improvements to mobile homes, such language could have an effect on the marketability
cf home improvement bonds or on the Agency"s cost of borrowing for the Home Improvement
Loan Program.
v \. Rtiaiwing_ tjw_Drv.-luf.-mont of Rental Housing Util;izjny Kohi le Hornes

The final area where, the Housing Finance Agency could potentially become
involved-deals with an innovative use of mobile homes as rental housing. Such
rental housing developments would assemble mobile femes, either detached or attached

for use as rental housing, with the Agency or some other financial institution
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providing construction and/or permanent financing. Rental housing of tins type
would be eligible for assistance payments under the Section 8 Program.

Ho attempt is made to evaluate the feasibility of such developments. Success
of a new concept of this nature would depend eventually on the market acceptance of
mobile homes on one hand and the te- hnical and financial feasibility of a development
on the-other. The concept is mentioned because, with 15-20 year mortgages rather
than 40 year mortgages, such housing may provide the Agency with more flexibility in
the provision of rental housing in cowium"tics with uncertain long-term demand.
Before any programs were developed, a demonstration project designed to test the
market response and feasibility from both a technical and financial stand point
would be appropriate.

Program feasibilitj/

Beyond the technical and financial feasibility of such developments and the
acceptance of mobile homes by the rent 7 market is the question of program feasi—
bility. A mobile, home rental housing program could be expected to face the same
problems as a park <fvolopment program. Mobile home rental housing developments
would be developed in much the same manner as conventional apartment developments
rirl underwritten by the Apartment Development Program staff. However, such
developments, like park developments, would result in lew mortgage amounts and
generate little fee incoi.r* which requiring nearly as much staff time as an apartment
proposal, though design review requirements might be rude m.d somewhat. Though per
unit development cos Is would be higher than for park spaces, approxirvj Lely $16,000,
a typical development would be expected to have only 10-20 units, resulting in an
development mortgage of only $150,000 to $300,000. hike a park program, a rental
program would be expected to operate at a lc .s unless fee income was iru;)eased
to & larger percentage of the mortgage amount. The development team fees would also
be expectsd to be too low to attract experienced developers and lessen the chances

for an acceptable proposal to be put together.



The low volume of activity under a prog,am would, like a park financing
program, make the structuring of a bond issue difficult. As many as 350 units
would need to be financed to generate a mortgage volume of $5,000,000, which
may even prove to be too small, financing developments under the Housing
Development bonds might require the adoption of a new resolution, though this
should be determined by legal counsel. Again, the Agency should seriously
consider the consequences such a use of bond proceeds mwuki have on the overall
marketability of a particular bond issue,

Y. Overall Summary

Preliminary evaluation of each of the potential program activities reveals
special problems that would make the success of a individual loan program
questionable. Under a program for financing the purchase of individual homes, it
appears that there would be problems "in developing a network of dealers or lenders
to deliver funds to low-and-mode; ate income Tfamilies.

On the other hand, the low expected loan volume for the other potential
programs might requije that they be funded v-ilh proceeds from existing bond
issues. Whether such or. alternative should be pursued given the possible effects
of the marketability o! those bonds for other Agency activities must be decided.
Further infos nation or. ihe foasibiliiy of those program;, is being collected, but
the available date suggests that any mobile l,wr* lending activity by the Agency

would fare difficult vbr.Ucks.
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IN THE SNATE BY RDEY, KHELY AND FAHRENKAVP

SENATE BILL ND. 26
IN THE LEGISLATURE OF THE STATE OF ALASKA
HEVENTH LEGISLATURE - FIRST ESSION
A BILL
For an Act entitled: "An Act meking a special gopropriation to the Alaska
Housing Finance Corporation; ad providing for an
effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALAKA:
* Section 1. The sum of $1,000,000 is gopropriated fran the gereral fud
10 the mortgage Insurance fud of the Allaska Housing Finence Corporation
(S 18,55), 1o be paid t© the nortgege Insurance fud In the anounts  re-
quested by the corporation as necessary In corection with the 1ssuance of
insured nmortgege program bonds of the corporation anly 1f the bonds are
Issuted for the nortgege financing of mobille hares.
*Sec. 2 The uneqpended ad unadblligated portion of the gopropriation
mece iIn sec. 1 of this Act lgoses Into the gereral fud Jue 30, 1980.
*Sc. 3. This Act takes effect inmediately in accordance with AS (01.10.-
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A. Introduction

This report was prepared at the request of the Alaska Legislature,
discussing the potential for AHFC loans on mobile homes.

In response to this request, AHFC focused its attention onmanu—

factured housing delivery systems which make significant use offactory
production and minimize construction activity at the final site. It is
important that the terms "manufactured home"™ be understood. Although

the mobile home industry has used the term manufactured home asa

synonym for mobile home, the termhas a broader meaning. Any home
produced in a factory that utilizes enclosed components or building
systems not readily inspected at the site is classified as a manufac—
tured home. Under this definition, modular homes, certain panelized
homes, and mobile homes would all be considered manufactured homes.

Manufactured homes other than mobile homes are subject to the same
construction standards as site built homes. Mobile homes, on the other
hand, are exempt from state or local construction standards and subject
instead to federal standards which apply exclusively to mobile homes.

The federal standards define a mobile home as " a structure, transpor—
table in one or more sections, which is eight body feet or more in width
and is thirty-two body feet or more in length, and which is built on a
permanent chassis, and is designed to be used as a dwelling with or with—
out a permanent foundation, when connected to the required utilities."”

Panelized home manufacturers produce roof, floor, and wall panels
in a factory and deliver the panels to a building site for final assembly
on a permanent foundation. Modular home manufacturers produce the roof,
floor, and wall panels and assemble them into three dimensional modules
before transportation to a site. The crucial distinction is that mobile
homes are designed for use without a permanent foundation and, under
federal law, are exempt from state and local construction standards.

Despite the controversial nature of mobile homes, very little sub—
stantive research has been done that would help resolve concerns over
the quality, safety, and long term cost of this particular alternative
housing delivery system. This report includes information developed
by AHFC and incorporates information produced in a two-year study by
the Minnesota Housing Finance Agency.

B. Research Findings
AHFC currently provides for financing of two of the three forms

of manufactured housing. Research showed no significant differences
in the construction quality or safety of site-built, modular, and



panelized homes. Major emphasis was placed on an analysis of the con—
struction quality, safety, and long term cost of mobilehomes, and on
the feasibility of AHFC loan programs for mobile homes.

Information 1is not available on the number, age, condition and
regional distribution of mobile homes in Alaska. An estimated 60%
of the mobile homes were produced after 1972, when the State first
adopted mobile home standards. These homes should comply with the
State standards or the federal standards that preempted the State
standards in 1976. Prior to 1972, compliance with industry standards
occured strictly on a voluntary basis. (Approximately 7,745 mobile
homes have come into the State since 1972)

There 1s no accurate inventory on the condition or the degree of
compliance with applicable standards. One study conducted by the
National Bureau of Standards suggested that a significant number of
mobile homes have construction-related problems which affect the per—
formance of the home and the health and safety of the occupants. The
problems ranged from life-threatening fire hazards to less serious
but major problems related to water leakage and inadequate fastening
of materials. There is widespread concern over the poor performance
of mobile homes in the energy conservation area.

Though predominantly owner occupied, mobile homes appear to serve
as an alternative to both ownership of conventional homes and rental
of a home or apartment. As a form of transitional housing, mobile
homes replace a portion of the demand for rental housing. The esti—
mated higher concentration of mobile homes in non-metropolitan areas
may in part be due to the shortage of rental housing in those areas.

Mobile home purchasers have not had access to real-estate mortgage
funds. This is true in all states for a number of reasons. As dis—
cussed .i this and earlier reports, the mobile home, by definition,
generally cannot be considered as real property. In addition, over
the years a mutually beneficial relationship between manufacturers,
dealers, and lenders has developed. Thus mobile homes are predomi—
nantly financed like a car, with installment loans. This marketing
arrangement provides high profit for the manufacturer, the dealer,
and because of higher interest, the lender.

The arrangement has been accepted by the consumer because it has
provided readily available and fast credit. Despite the exi tence of
federalloan insurance and guarantees on mobile homes that provide for
lower interest rates and longer terms, these types of loans have not
been accepted by the consumer, the lenders, or the dealers.

1). Housing Standards
Structures meeting the federal definition of a mobile

home are regulated under federal rather than state standards.
These standards are applied at the point of manufacture. There

-2-



is no enforcement system or inspection system by state officials
or local inspection of the installation of the home. There Iis

no state warranty law to provide additional protection to con—
sumers that the mobile homes they purchase comply with applicable
construction standards.

Installation of mobile homes on a support system that is
properly designed for local soil and climatic conditions is
crucial to the proper performance of a mobile home. Lacking
jurisdiction to establish installation standards, HUD has en—
couraged states to undertake that responsibility. Alaska has
not adopted standards governing the installation of mobile
homes.

In the energy conservation area, the performance of mobile
homes is lower than the performance of modular, panelized, or
site-built homes. HUD standards allow for less insulation.

It could not be determined that fire safety standards
for mobile homes are less stringent. However, because of the
widespread practice by mobile home manufacturers of using ply—
wood paneling as an interior finish material rather than the
costlier drywall, the interior of mobile homes continue to be
more flammable than those of other homes. This higher hazard
is reflected by insurance premiums that are more than three
times as costly for mobi homes. Statisiical data is not
readily available, however. Based on information gathered in
Anchorage during 1978, a mobile home was 3.7 times more likely
to have a serious fire than other 1-2 family homes.

Beyond the energy and life-safety issues, there are con—
cerns with the durability of mobile homes. While other forms
of housing, both site-built and manufactured have experienced
fairly strong appreciation in value, mobile homes continue to
experience rapid depreciation in value. Because of the greater
depreciation the long term costs of mobile homes tend to cancel
out the benefits of lower short-term monthly costs.

2. Program Feasibility

In addition to evaluating the need and desirability of
establishing AHFC programs for mobile homes we also focused
on questions of technical feasibility.

Findings on the quality, safety, and costs raise serious
questions about the desirability of an AHFC program for the
purchase of mobile homes.

In terms of the technical feasibility of such a purchase
program, there are more unresolved questions than answers.
Marketability of bonds to fund such a program would depend on
the security of FHA Title 1 insurance, VA guarantee, or a
State-appropriated insurance reserve. As indicated earlier,
FHA and VA programs have not been well received in Alaska or
other states. Since financing is available in tiie private

3



sector, the use of State funds for this purpose is questionable.
The ultimate acceptance by the bond market is also questionable.
There are also serious concerns over the ability of AHFC to
establish a private sector delivery system and to attract an
experienced mobile home servicer willing to originate and service
the loans.

C. Conclusion

1.) AHFC should continue its current policy of providing financing
of 1-2 family residential homes, whether site-built or manufactured.

2). The State should examine current statutes and regulations re—
lating to mobile homes and make necessary revisions to insure that
purchasers of mobile homes receive consumer protection and tax treat—
ment equal to that afforded othe * homeowners.

3). The State should develop the capacity to monitor the National
Mobile Home Construction Standards to insure that they provide adequate
protection to consumers and to make recommendations for revisions. The
State should take full advantage of provisions within the National Mobile
Home Construction and Safety Standards for State participation in the
inspection system and in the overall monitoring of the enforcement system.

4). The State should develop mobile home installation standards
and insure that they provide adequate protection to consumers.

5). The State should develop mobile home park standards to insure
they provide adequate protection to consumers. A system to insure the
parks remain in full compliance is also needed.

6). The State should develop a warranty law providing additional
protection to consumers that the mobile homes they purchase comply with
applicable construction standards and are properly installed on a support
system with adequate anchoring systems.

7). The State should insure that statutes and regulations maintain
the legal distinction between mobile homes and other forms of site-built
and manufactured homes as long as mobile homes are constructed and in—
stalled under distinct standards and enforcement svstems.

8). The State should address the problem of defining the
mobile home as personal property vs. real property.

9). AHFC should endeavor to make possible the financing for the
purchase of new mobile homes as long the program will be self-sustaining,
provide for mortgageable loans, warrant a reasonable interest rate in
the public market, and be of true benefit to the people of the state.
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STAFF PAPER:

FEASIBILITY Of FINANCING MOBILE HOMES AND MOBILE HOME PARKS

The 1976 State Legislature requested that the Housing Finance Agency research
the feasibility of utilizing its resources to finance the development, purchase or
rehabilitation of mobile homes. The purpose of this staff paper is to provide
background information on mobile home financing and to serve as a preliminary
evaluation of the feasibility of various financing activities in which the Agency
might become involved.

There are five major activities that could potentially be carried out by the
Agency. These include consumer financing of mobile homes, mortgage financing of
mobile home parks, rehabilitation financing of individual mobile home-. rehabil—
itation financing of mobile home parks, and mortgage financing of rental housing
utilizing mobile homes.

The evaluation of each of these potential program activities will follow a
set format. The initial step is a determination of the need for the financing
activity that is under consideration. The role of the Housing Finance Agency 1is
to supplement the activities of tne private sector in the provision of housing.
Only where private financial institutions have demonstrated an inability to
produce a sufficient supply of capital at costs affordable to low and moderate in—
come families should the Agency become involved. Thus, the initial step in the
evaluation involves an analysis of the performance of the private finance sector
and an analysis of the impact the Agency could have in improving this performance.
Sufficient information does not always exist to resolve this area of concern, but
the paper will attempt to provide a framework for future research.

For each potential program activity an evaluation must also be made of the
feasibility of the Housing Finance Agency developing an operational program.
Provided®"that a need for an activity can be demonstrated, the success of any program
developed will depend on the ability of the Agency to raise funds for the program on

the bond market and on the ability of the Agency to develop an effective, low cost



means of delivering the.funds to families of |PW and moderate income.
I. Financing the Purchase of Mobile Homes

The most obvious financing activity where the Housing Finance Agency might be—
come involved is in the consumer financing of individual mobile homes. Such an
activity would assist low ar.d moderate income families in the purchase of new and
possibly used mobile homes and might also assist these families in the purchase
of land on which to place their mobile homes. All of these financing activities
are currently performed by the private sector. Since there is little wide spread
mknowledge about the private financing of mobile homes and because of an Agency
program, a brief description of this financing system 1is provided.
Description of private sector activities

Consumer financing of mobile homes has developed independently from the
mortgage lending activities of private lenders. The fact that mobile homes have
traditionally been classified as personal rather than real property meant that
mobile home loan programs developed within the installment or consumer loan depart—
ments of private lending institutions. Mobile home financing is a complex activity
with many unique characteristics requiring a considerable degree of expertise. As
a result, the origination and servicing cf mobile home loans has tended to be
concentrated among larger financial institutions that can generate sufficient loan
volume to justify developing this necessary staff expertise. The mobile home loan
field in Minnesota is currently dominated by Midwest Federal Savings and Loan.

Specialized service companies have developed within the mobile home industry
to provide® the underwriting expertise that mobile home financing requires. These
service companies, for a fee, perform many of the functions that would need to be
performed within a mobile home loan departme». of a lender. Service companies have
permitted larger financial institutions to enter the mobile home loan field before
they have developed in-house capability to originate and service loans, and allow
any financial institution, large or small, to purchase mobile home paper for their

portfolios without having to get into the business of originating and servicing



loans. In this way service companies play an important role as a broker between
mobile home dealers and lenders. Operating over a wide geographic area, service
companies are able to distribute investment capital from one locality to another.
IT a lender in a particular locality is unwilling or unable to absorb the mobile
home paper that is generated by local dealers, the service company searches for
lenders in other communities willing to purchase the loans.

Dealer financing, also called indirect financing, is by far the most common
method by which funds are delivered to the consumer. Under dealer financing
arrangements, which account for approximately 90 percent of all consumer financing,
the dealer acts as an intermediary between the consumer and the lender. The
dealer prepares the loan application and submits it to the lender for approval o
disapproval, which is normally made within 24 hours. Typically, the dealer also
acts as an agent for insurance companies providing mobile home insurance and
consequently is often the only contact the consumer has with the mobile home in—
dustry. This fast, "one-stop shopping” arrangement is a key element in the mobile
home industry®s marketing strategy. It also provides financial advantages to both
the lender and the dealer.

Figure 1 1illustrates the operation of the private mobile home financingsector.
Once the loan application is approved by the lender, a purchase agreement issigned
and the consumer makes a downpayment (1) directly to the dealer. At the same time
the lender advances the sales balance, or the difference between the sales price
and the downpayment, (2) to the dealer. The advance is usually limited by re—
gulating agencies to between 113 to 115 percent of the factory invoice price.

Rather than appraising the retail value of the mobile home and setting maximum
loan-to-value vratios, this limit on the loan size isused to insure that the retail
price and the loan amount are not inflated above the actual value of the mobile

home.
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Figure 1:

Consumer Finance Model
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Deale 3 usually require interim financing of their inventory of unsold mobile homes.
Private lenders provide this interim financing, called floor planning, under a
system where the lender pays the factory invoice price (3) to the manufacturer on
delivery and retains title to the mobile home until it is purchased by a consumer.
Under this arrangement, the largest portion of the sales balance advanced to the
dealer 1is used to repay the principal on the floor planning of the mobile home by
the lender (4). Once the purchase is completed, the consumer makes monthly pay-
ments of piincipal and interest (5) to the lender.

Lenders have traditionally protected their portfolio of mobile home loans
through several types of contractual arrangements. One is a recourse agreement
between dealer and lender. Under recourse financing the dealer is responsible for
consumer defaults and the lender can demand that a dealer repay the unpaid principal

on a defaulted loan whether or not the dealer has repossessed the mobile home. The

dealer must obtain legal title to the property and recondition and resell the mobile



home to recover its expenses. While recourse agreements have been the most common
protective arrangement used by lenders, many lenders are now accepting dealers,
especially the more established dealers, under non-recourse arrangements that re—
lease dealers from any legal obligation for the repayment of delinquent accounts.
Alternative protective arrangements are repurchase agreements where the dealer
assists the lender in the repossession and resale of mobile homes, private credit
risk insurance that protects the lender against default losses, and federal loan
insurance under FHA and VA programs.

Because of the regulatory limits placed on the amount a lender can loan on a
mobile home and the competitive limits on the downpayment a dealer is able to
charge, many dealers claim that the sales price they charge does not provide a
sufficient markup over the factory invoice price to cover their expenses and
provide a reasonable profit. Mobile home dealers have overcome this apparent dilemma
by relying on sources of revenue other than those received through the sale of
mobile homes. One source is the commission received for acting as the agent for
insurance companies. Another source of revenue comes from the sale of accessories.
But the major source of additional revenue is the income received for participa—
tion in the financing of mobile homes. Mobile home dealers have traditionally
received a participation fee (6) from lenders for their role in originating loans.
This "finders fee", which far exceeds actual expenses to the dealer, takes one of
two forms. Under recourse agreements, the dealer receives what is known as a
dealer reserve, which amounts to approximately 5 percent of the contract value
(principal and interest) for obtaining the consumer®s business for the lender.

This fee 1is placed in a reserve account to protect the lender against defaule losses
and is paid to the dealer in increments over the term of the loan. As an alterna—
tive to the dealer reserve, the non-recourse dealer normally receives a commission
equal to approximately 0O percent of the finance charge or interest on the contract.
Though this commission 1is smal-ler than the dealer reserve, the entire amount is

paid within 30 days. These dealer participation fees can amount to $500 to $1,000



and constitute an expense to the lender that results in higher interest rates to the
consumer than would otherwise occur.
Evaluation of private sector performance

Any analysis of the performance of the private sector should place central
performance on the welfare of the consumer. How well consumers needs are being
met within the present financing system will determine if there is a need for
change or for Housing Finance Agency involvement.

Unfortunately, this assessment is complicated by the fact that each consumer
has a distinct set of needs. Factors that are important to some degree to most
consumers are: (1) the monthly payment, (2) the downpayment requirements, and
(3) the general availability of credit. The mobile home market consists of several
discernable groups. These groups include elderly individuals and families with
limited incomes but established credit and considerable savings or assets in a
house; middle age families with moderate incomes and assets and established
credit; young, newly-formed families with limited credit standing but the potential
for higher incomes and increased assets; and low-income families constrained by in—
come, a lack of savings and poor credit standing. Each of these families places
different levels of importance on the factors mentioned, and adequate performance
by the private sector for one type of consumer may be inadequate for another.

The monthly payment is one of the most improtant factors to many consumers.
Monthly payments are the combined result of the principal amount, the interest
rate and the term of the loan and in the case of most mobile homes should include
the park rent ot make comparisons with other types of housing meaningful. The
mobile home industry and private financial institutions have been able to perform
reasonably well regarding monthly payments on new mobile homes, which have re—
mained below the typical payment on mortgage loans for newer conventional housing
and competitive in many areas with rents on newer apartment units. To many mod—
erate income families, the monthly payments on mobile homes provide an affordable

homeownership option. Typical loan payments on a new unit range from $100 to $200,



and park rentals between $50 and $100 with the overall payment typically between
$200 and $250. To lower income families, the monthly payments for a mobile home
are still beyond their financial capabilities unless they purchase an used mobile
home and are able to locate the mobile home in parks with lower space rentals.
The private sector has been able to keep monthly payments within the capabilities
of many families by gradually lengthening loan terms, but there still exists a
segment of the population that they have not successfully served.

The interest rates that lenders charge have a tremendous impact on the
monthly payments, and interest rates have been the most criticized aspect of mobile
home financing. Dealer participation fees and low interest, rates on wholesale
"floor plan" financing create expenses that lenders must recover through finance
charges on consumer financing. But while both of these expenses could be eliminated,
allowing the lender to low interest rates, such an action would both decrease
revenues and increase expenses to the dealer. To compensate, the dealer would need
to increase the retail sales price of the mobile homes, increasing either the loan
amount, the downpayment, or both and having little effect on the overall cost to
the consumer. The primary reason that interest rates are high relative to mortgage
loan rates is that mobile home portfolios must provide yields that are competitive
with yields on other types of installment loans to continue attracting investment
capital. As lung as this 1is the case, it will be difficult for lenders to lower
interest rates far below their current level, other than through the relatively
minor reduction that could occur if dealer participation fees were eliminated.

The downpayment is the second factor important to many consumers, especially
those with limited liquid assets such as savings. Downpayments on mobile homes
generally range from 10 to 15 percent of the retail price, but since the retail
price of mobile homes is low relative to most conventional houses, especially new
houses, the dollar amount of the downpayment tends to be less than that on a con—
ventional house. A typical downpayment ranges between $1,000 and $2,000, with no

closing costs. Initial purchase costs for mobile homes are a barrier to only the



most asset-poor families.

The availability of credit is a crucial concern to certain segments of the
mobile home market. At an aggregate level, funds for mobile home loans have
generally been plentiful due to the high yields and the presence of service companies
which shift mobile home paper from capital dificient areas to areas with a surplus of
investment funds. In recent years, however/lenders who experienced relatively
high default and repossession rates have tightened their credit standards for
individual-borrowers, making it more difficult for marginal credit risks or
borrowers with limited credit records to obtain financing. Several large lenders
in the state estimate that 20 to 25 percent of all mobile home loan applications
are currently being disapproved by the lenders.

Overall, it should be concluded that the private financing sector has performed
well and has been responsive to most consumers. In fact, many cons-mers probably
choose mobile homes because of the attractiveness of the financing package. It
seems safe to say that the hugh success of mobile homes in recent years is not
only due to the mobile home itself but also in large part to the finance system
that has provided fast, convenient credit at costs that are attractive to many
consumers. This overall performance, however, should not overshadow the fact that
there remains a segment of the population that has not been served by either the
mobile home industry or the conventional housing industry.

MHFA impact on private sector performance

The Housing Finance Agency could reduce the monthly payments and overall costs
to the consumer through a combination of lower interest rates and longer maturities,
though maturities provided by private lenders go as high as 15 years and are close
to the maximum maturities the Agency could provide under federal insurance programs.
As a result, the Agency could not lower monthly costs substantially be lengthening
loan terms, as is the case under the Home Improvement Loan Program. The Agency
can, however, have an impact on the monthly cost to the consumer through the lower

interest rates it could.charge on loans. Given assumptions about Agency borrowing



costs and spreads that are discussed in the following section, the Agency would
likely charge an interest rate in the range of 7 1/4 to 7 3/4 percent, compared
with private lender interest rates in the 12 1/2 to 13 1/2 percent range. On a

typical loan amount of $12,000, the following savings occur:

Table 1:

Comparative Loan Costs on Mobile Home Loans

Terms Private MHFA til MHFA #2
Maturi ty 10 years 10 years 12 years
Interest Rate 12.75% 7.50% 7.50%
Monthly Cost $177.36 $142 .44 $126.60
Savings - 19.7% 28.6%
Total Cost $21,283 $17,093 $18,230
Savings 19.7% - 14.3%

The reduced interest rate lowers the monthly and total cost approximately
20 percent, while increasing the maturity helps reduce the monthly cost approxi—
mately 30 percent. The longer maturity reduces the total cost savings, however,
while the inclusion of park rental reduces the overall monthly cost savings to
between 15 to 20 percent. The $35 to $50 monthly cost saving is sizeable,
especially to lower income families.

Though monthly costs could be reduced, it appears that the Agency could have
very little impact in reducing downpayment requirements. Though minimum down—
payment requirements under the FHA-insurance program that the Agency would likely
have to operate under are lower than the 10 to 15 percent requirement of private
lenders, actual downpayments would be above the minimum and close to those under
private financing because the Agency would be under the same limitations as to the

amount they could loan (115 percent of factory invoice price) as private lenders.



Whether the Housing Finance Agency has an impact on the availability of credit
depends to a great extent on how competitive an Agency program would be with private
lending activities. As was previously stated, an estimated 20 to 25 percent of all
mobiie home loan applications are rejected by private lenders on the basis of income
or credit history. To the extent that the Housing Finance Agency served this annual
pool of approximately 1,000 families, either by relaxing credit requirements or by
lowering income requirements through the reduced monthly payments, Agency activity
would result in a net addition to the overall mobile home lending activity in the
state. Psssibly as many as half of these families could be served by the Agency.

It appears likely, however, that a large portion of the Agency"s lending
activity would be redundant; that is, business taken away from private lenders.
Mobile home purchasers generally have incomes under $15,000 to $16,000. Unless the
program was limited to a lower income group, the Agency would be in direct com—
petition with private lenders across their entire market, unlike the Home Improvement
Loan Program under which the Agency only competes with a segment of the private loan
market.

Combination mobile home/lot loans

.One component of the mobile home financing market that is receiving increasing
attention is financing for the purchase of land on which to place a mobile home.
Although mobile homes have traditionally been located on spaces within rental parks,
many mobile homes are placed on individual parcels outside parks and a sizeable
portion of the owners placing mobile homes on individual parcelsown the land.
Private financial institutions have not beer entirely responsive in providing a
financing instrument that meets the needs of these consumers, however. Possibly
because of the legal problems in combining personal and real property under one
loan,, private lenders have not packaged mobile homes and real estate. As a result,
the consumer that needs financing on both the mobile home and the land must obtain
separate loans. And the land loan might have a downpayment requirement as high as

50 percent and a term as short as 5 years, making the initial purchase costs and



monthly costs, at least.for the first few years, unaffordable to many low and
moderate income families. Table 2 gives an approximation of the cost savings a
Housing Finance Agency program might affect, for a $16,000 mobile home loan and

a $3,000 loan on a parcel of land.

Table 2: m

Comparative Loan Costs on Combination Loans

Terms Private MHFA
Maturity 15 years (home) 20 years
5 years (land)
Interest Rate 12.75% (home) 7.50%
10.50% (land)
Monthly Cost $199.84 (home)
$ 64.47 (land)

$264.31 $153.14
($199.84 after 5 years)

Savings 42 .1%
(23.4% after
5 years)
Total Cost $39,839 $36,754
Savings 7.7%

The Agency could provide substantial savings through the combination of lower
interest rates and significantly longer maturities. A monthly cost savings of
over $110 would bring this homeownership option within the financial reach of
numerous low and moderate income families.

The Agency could also have a significant impact on the downpayment requirements
for the mobile home pruchaser. Overall downpayments under the private sector loan
would be at least 15 percent and possibly as high as 25 percent, while downpayments
under an Agency program would be between 5 and 10 percent. Little is known about

the availability of credit, except that it is Known that private lenders do not



package combination mobile home/lot loans.
Program Feasibility

Any evaluation of the feasibility of developing a financing program for the
purchase of mobile homes or combination mobile homes®™ and lots necessarily involves
two separate but inter-related areas of concern. One is the ability of the Agency
to raise funds for a program. The other 1is the ability of the Agency to develop
an effective and cost-efficient program for delivering the funds to low and moderate
income families.

The initial concern involves whether the Agency can raise program funds. While
the Agency obtains program funds from two sources- bond sales and legislative
appropriations— a mobile home program would need to rely primarily on the sale of
tax-exempt bonds to raise funds. The funds for a mobile home loan program could
be raised within home improvement or homeownership bond sales, expecially if there
is a low level of funding. A more likely approach, however, would be to develop a
separate bonding program. Beyond the fact that new bond resolutions would probably
be needed before mobile homes could be financed with the proceeds from either home
improvement or homeownership bond sales, there are several other reasons why a
separate bond resolution and bond sale are more appropriate. One is the unique
nature of a mobile home loan program, which would allow loans with longer maturities
than under the home improvement program, but shorter maturities than under the
homeownership program, making it difficult to structure the bond maturities under
a combined bond sale. Another reason is that the Agency would not want the bond
market®s response to a mobile home loan program bond issue to affect the marketability
and interest costs of borrowing on bond sales for other Agency program. It appears
that a program could generate sufficient volume to justify the development of a
separate._bonding program for a mobile home loan program, provided that an effective
delivery system can be developed.

It is the opinion of several consultants that some form of loan insurance would

be necessary as a security instrument to insure the sale of bonds at reasonable



interest rates. There currently exist several federal programs that would provide
such security. The Federal Housing Administration of the U.S. Department of Housing
and Urban Development initiated a mobile home loan insurance program in 1970, and

in February, 1977, regulations became effective for a loan insurance program
covering the purchase of mobile homes and lots. The Veterans Administration also
operates a loan guarantee program. Table 3 presents the maximum loan amounts

and maturities under these programs. These terms would provide the framework within

which an Agency loan program would operate.

Table 4:

FHA and VA Loan Insurance Programs

FHA VA
Type Maximum Maximum Maximum Maximum
Purchase Loan Amount Maturity Loan Amount Maturi ty
Single wide $12,500 12 years $12,500 12 years
Single wide with
developed lot $20,000 i5 years $20,000 15 years
Double wide $20,000 15 years $20,000 20 years
Double wide with
development lot $27,500 20 years $27,500 20 years
Developed lot
only $ 7,500 10 years $ 7,500 12 years

The second concern of any evaluation of program feasibility involves the
delivery of funds to the consumer. A mobile home loan program must be designed to
provide a effective and cost-efficient delivery system. While other methods of
delivery are probably available, the most apparent system would utilize mobile home
dealers for the distribution of program funds. There are two advantages to this
delivery system; The first is that a delivery system utilizing the dealers that
are currently operating in the state would be by far the most effective system that

could be developed. Because dealer or indirect financing is so prominent, consumers



«
have come to expect the mobile home dealer to provide all the services they need,

including financing, and they don"t seek financing at alternative sources such at
lending institutions. As a result, a delivery system that utilized lenders or
other institutions and not dealers would have to expend considerable effort in—
forming consumers of the program through advertising and other publicity. It is
much simplier and less expensive to have potential loan recipients informed of a
program by the one person they are sure to contact when attempting to pruchase a
mobile home.

The second advantage of a system utilizing private lenders and dealers is that
the Housing Finance Agency is limited in the amount of funds that it can expend to
deliver loans. A Tresury Department regulation that restricts the spread betv/een thf?
interest rate the Agency must pay on bonds and the interest rates it charges to
consumers to one and a half percent effectively limits the program expenses under
any Agency loan program. With the home improvement and homeownership programs, the
Agency has been able to operate within these limits because of the involvement of
private lenders in the process.

The 1 1/2 percent spread in interest rates must be sufficient to cover FHA-
insurance premiums, origination fees, if any, and servicing fees, and should provide
a sufficient surplus to cover the costs of bond issuance and program administrative
expenses. The current Agency loan programs have succeeded partly because the
origination and servicing fees have been kept at reasonable levels.

Theikey to the success of a mobile home loan program will depend on these same
factors. Servicing fees are crucial to the success of a program. The Agency must
be able to find a lender or servicing company willing to service mobiel home loans
at a reasonable price. Considering the relatively low volume of a mobile home loan
program (500 to 1,000 loans/year) and the complex nature of mobile home® loan servicing
and repossession procedures, the Agency would probably have to find an agent who is
currently servicing and would be willing to service the Agency®"s loans. There are

probably only a few lenders or servicing agents in the state that could perform this



service at a fee that would be acceptable to the Agency.

Equally important to the success of a p:ogram is the involvement of mobile
home dealers or lenders who would be willing to originate loans for a reasonable
fee. Mobile home dealers would be the ideal originators, but it is diff-"cult to
imagine dealers cooperating with the Agency, given the existing structure of the
mobile home industry. When the participation fees that dealers receive from private
lenders are compared with the origination fees that the dealer could reasonably
expect under an Agency program, the financial disincentives to the dealer of
involvement in an Agency program becomes evident.

If dealers v/ere not willing to participate in a program, an alternative would
be to operate through lenders making direct loans to consumers. One option would
be to distribute funds through lenders who are currently originating mobile home
loans. This approach has several problems, not the least of which is the fact
that these lenders depend on dealers to generate geographically dispersed loan
activity, and the disincentives for dealers to participate have already been
discussed. In addition, these lenders might hesitate in cooperating given their
perception of the competition that the Agency presents to their loan activity.
This perception is doubly important, since these lenders are also important to the
servicing aspect of a loan program. A second option would be to attempt to get
eprivate lenders who are not currently originating mobile home loans but are part—
icipating in other Agency loan programs to participate as originators or mobile
home loans. This appears to be the only alternative in which the Agency might be
ablt to develop a dispersed network of loan originators while at the same time
keeping origination fees at an acceptable level. Whether lenders would be willing
to participate and whether consumers can be made av/are that their local lender is
making low-interest mobile home loans is uncertain, but both of these factors are
crucial to the success of a program.

Summary

It appears that the Agency would be able to raise funds through bond sales.
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The key to whether a workable program is possible lies with two factors. The first
is an agreement with an experienced mobile home loan servicer to service the Agency"s
loans at a reasonable fee. The second is the development of a state-wide network of
dealers or lenders who are willing to originate loans for a modest origination fee.
While both of these may be possible, it appears that the development of a workable
program will be extremely difficult.
I1. Financing the Development of Mobile Home Parks

A second loan activity area in which the Housing Finance Agency could potentially
become involved is in the financing of mobile home parks. Such a loan program would
include construction and permanent mortgage financing of mobile home rental parks,
and might also include construction financing for mobile home condominium parks and
mobile home subdivisions. Mobile home condominiums are developed much like rental
parks, but offer an ownership option where the mobile home resident owns a lot and
undivided interest in common areas. Mobile home subdivisions would be developed
like conventional subdivisions, with the individual land parcels in fee simple
ownership and public ownership of streets and public open space.

Though detailed information on market demand for mobile home park rental spaces
is not available, the evidence that is available suggests that a shortage of park
rental spaces exists in the state. There has been very little park development of
Minnesota in the last few years, despite the fact that mobile homes continue to be
purchased in sizeable numbers.

People within the mobile home industry suggest several reasons for the overall
lack of development activity. In some market areas over building did occur in the
past, resulting in locally high vacancy rates. But even.in market areas with extremely
low vacancy rates, several factors have limited park development. In many areas,
especially the metropolitan area, developers find it extremely difficult to locate
suitable land where they can develop a rental park .due to local zoning policies,

and when land is available, developers are finding it difficult to keep land and

land development costs at levels that permit rents competitive with existing parks



in the local market area. These increasing costs are caused partially by inflation
and partially by the gradual upgrading of park development standards by local
governments. .These developers don"t view the availability or the cost of private
financing as a key factor in the success or failure of their park development
efforts.

A second area where the Agency could become involved is in the construction
financing of condominium parks or mobile home subdivisions. These ownership
alternatives for mobile home residents are such a new concept that very little 1is
known about the market for such developments. Despite the advantages that these
ownership arrangements seem to hold, there has been little evidence that a sizeable
market demand exists. Condominium parks and mobile home subdivisions are predom—
inantly located in southern states where their chief attraction is to retirees.
Whether other subgroups of the mobile home market such as the young, newly formed
family would be attracted to ownership rather than rental parks is uncertain.

In addition to the construction financing for land and land development for a
condominium park or a subdivision, there may also be a need for interim financing
to cover expenses that occur between the signing of a purchase agreement by a
consumer and the point at which the home 1is ready for occupancv and permanent
financing is provided. Whether interim financing for these expenses 1is necessary
depends a great deal on the type of development. With condominium parks, no interim
financing would probably be needed since no site preparation would be necessary and
home installation and finishing would be fast and inexpensive. In addition, homes
would probably be purchased from mobile home dealers who have financed the factory
purchase and delivery of the home under their floor plan agreement with a private
lender. With subdivision developments, however, site preparation and home erection
and finishing are likely to be more expensive and time consuming, possibly neces-
sitation interim financing. In addition, if the home is factory purchased and the
manufacturer demands payment on delivery, the developer may need interim financing

for the purchase of the.homes. An alternative to interim financing would be a



consignment agreement, under which the manufacturer will accept payment 30, CO,
or 90 days after delivery.
Evaluation of private sector performance

Analyzing the performance of private lending institutions with regard to
the welfare of consumers is more difficult when discussing park financing rather
than consumer financing of individual mobile homes. As was stated previously,
combined mobile home loan payments and park rents have tended to be competitive
with comparable payments on new conventional housing.

Mobile home park developers receive financing from a variety of financial
institutions. Private lenders view park development loans in much the sane way
they view most other development loans and follow the same underwriting practices
that are followed for all project loans, whether for a mobile home park or sub-—
division or any other commercial venture. Lenders consider the market, pc.rk design
and costs in determining economic feasibility and consider the appraised value
of the land and improvements and the income derived from the operation of a park
when setting a loan value. Generally speaking a loan of 80 percent of appraised
value would be the top loan-to-value ratio allowed by a lender. Maturities range
from 10 to 20 years at a reasonable rate of interest that reflects the current
investment market plus any risk factor perceived by the lender. Private lenders
will also generally supply construction financing to the park developer.

Little is known about the availability of private financing for mobile home
subdivisions, since these types of development are new and there has been very
little development activity of this type, especially in Minnesota and other northern
states. It can be exoected that private lenders would be more conservative in
underwriting a construction loan for such developments, given their unique nature
and the uncertainty of the market for land ownership alternatives among mobile
home owners. Where financing was made available, lenders could be expected to
impose additional requirements on the developer to protect their investment, such

as low loan-to-value ratios or a requirement that the developer pre-sell a portion



of the lots in a development.
MHFA impace on private lenders performance

The Housing Finance Agency could have an impact on the performance of private
lenders by the reducing debt service requirements through the terms the Agency
could offer, by providing an additional source of financing to private developers
and by increasing the availability of credit. The Agency could reduce the debt
service requirements on capital expenditures by offering a lower interest rate on
loans and possibly by extending the loan maturity. In addition, the Agency could
reduce the equity requirement for developers by offering a higher loan-to-value
ratio than is offered by private developers. Table 4 shows the :avings in debt
service expense that could be achieved under an Agency loan program given a

representative development cost of $5,500 per park space.

Table 4; .

Comparative Loan Costs for Park Developments

Terms Private MHFA #1 MHFA #2 MHFA #3
Downpayment 20 percent 20 percent 10 percent 10 percent
Maturity 20 years 20 years 20 years 40 years
Interest rate 10% 7 1/72% 7 1/2% 7 1/2%
Monthly cost $42 .46 $35.46 $39.90 $32.57

(per space)

Savings - 16.5% 6 .0% 23.3%

As 1is shown, monthly savings through a combination of reduced interest rates
and/or longer maturities reduces the monthly payments only slightly in dollar
amounts. The key roles that the Agency could play would be in reducing the equity
requirements for park developers and in increasing the overall availability of
mortgage funds. Whether these factors are necessary and will increase park
development activity is questionable, however. Given the processing requirements

that the developer would have to assume under an Agency program and the limits the
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Agency would set on the return on equity to the developer compared with normal
returns in the private market, it is also questionable whether park developers
would be attracted to an Agency loan program.

Program feasibility

In addition to the factors considered in evaluating the feasibility of a
loan program for individual mobile homes, other factors must be dealt with when
determining the feasibility of park financing. A important consideration 1is
whether the Housing Finance Agency has the legal authority to finance land devel —
opment without financing the dwelling unit placed on the land. The Agency"s
enabling legislation appears to provide the flexibility to finance a portion of
a housing development, namely the land development, but a legal interpretation of
the law is needed.

As with the financing of individual mobile homes, any evaluation of a mortgage
loan program must be concerned with funding sources and a loan delivery system.
With mobile home park financing a vehicle for delivering program funds already
exists within the Agency in the apartment development program. The development
review and loan underwriting process for park proposals is similar to the process
the Agency utilizes for apartment development proposals, involving review of site,
market, project design and engineering, developer qualifications and economic
feasibility. The existing staff of underwriters and technical staff within the
apartment development program would be able to perform the underwriting functions
that would be able to perform the underwriting functions that would be necessary
under a park development program, though some special training would probably be
necessary to prepare the staff to handle the unique aspects of park development
underwriting.

Despite the fact that the apartment program has the type of staff necessary
for underwriting park development proposals, there are several issues with which
the Agency must be concerned. Any park development program would place an

additional workload on the apartment staff. The staff time and expense necessary
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underwrite a mobile home park proposal could not be expected to be significantly
than the effort expended in underwriting apartment developments, sin®"- the
.ew requirements are identical. At the same time, the low average number of
per park proposal and low development costs per space relative to apartment
jsals would be compounded to produce low mortgages. A typical apartment
-opment financed by the Agency has 100 apartments and a mortgage amount of
Aximately $2,500,000, while a typical park development could be expected to
50 spaces and require a mortgage of only $250,000. As a result, fee income
underwriting and construction administration would be minimal and the program
be expected to operate at a loss unless fee income for park proposals were
-"dsed to a larger percentage of the mortgage amount. Since annual fees that
Agency management functions are also based on a percentage of the mortgage
t, this Agency activity would also probably operate at a IPss and need to be
.dized by other Agency activities.
An even more crucial concern with mobile home park financing involves the
*y of the Agency to raise funds. It is difficult to determine how park
vpers would respond to an Agency program. But given the overall park
vpment activity in the state, demand c\r construction and/or permanent
.".ing would be expected to be low in terms of proposals, total number of
< and total mortgage amounts requested compared with apartment development
.ty.
he expected low volume of activity under a park development program would
-.he structuring of a feasible bond issue extremely difficult,. The Agency
need to attract a third of the estimated development activity in the State
-.urate $5,000,000 in loans annually, ar.d the ability of the Agency to attract
..mount of business.is uncertain. In addition, even a bond issue of $5,000,000
prove to be too small to generate enough revenue to cover the costs of

.J the bond. One possible solution to this problem would be to finance park
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developments under the Housing Development Bonds used by the Apartment Development
Program. In addition to the fact that a new bond resolution would probably need
to be adopted, there is another key factor that makes such an action questionable.
Since the Apartment Development Program are uninsured, the marketability of bonds
to finance these developments is tied to the ability of the Agency to persuade the
bond market as to the quality and financial soundness of the individual multi -
family developments. The Agency should give serious consideration to the possible
effect that inclusion of park developments with apartment developments would have
on the ability of the Agency to sell market bonds and how such inclusion would
effect bond interest rates, which impact on the economic feasibility of apartment
developments. A park mortgage insurance program is available through the Federal
Housing Administration but whether this program would provide the security that the
bond market needs 1is uncertain.

An alternative to including a park development program under the apartment
development bond resolution would be to adopt a separate bond issue and to pool
park development proposals until a sufficient volume to justify a bond sale was
accoumulated. Such a system would probably reduce the demand for a program further,
however by lengthening the loan approval process for developers, and the time
frame over which proposals v/ere assembled might proved to be excessive. Until the
Agency can be assured of a reasonable level of program activity, this alternative
seems unfeasible.

Summary

It appears that a park development program would be unfeasible, given the
estimated activity that would be generated. Despite the fact that staff resources
are available to deliver the funds, the expected size of the park proposals and the
-low.per space development costs and loan amounts for park developments would make
it extremely difficult for the Agency to develop a program that could generate a
:surplus of revenue over.cost through fee income and interest income to cover the

expenses of a program. While the Apartment Development Program has had to subsidize



th*e underwriting expenses of smaller apartment developments, this has been compensated
by the fee income generated by larger developments. With a park development program,
almost all of the proposals would prove to be unprofitable to the Agency from a
revenue/expenditure standpoint. Finally, the Agency does not want to merge a park
development program into the Apartment Development Program if there is any chance

such an action would jeopardize that program®s funding sources.

111. Financing the Rehabilitation of Individual Mobile Homes and Mobile Home Parks

Two program activities in which the Agency could become involved are loan and
grant programs for mobile homes rehabilitation and rehabilitation financing for
mobile home parks. Because of the unique nature of the rehabilitation performed
and the difference in delivery systems that are needed, these two activities, if
carried out, would need to be developed as separate programs.

More so than with other activities that have been discussed, the appropriateness
of home improvement loans and grants to mobile home owners needs to be determined.
Due to the relatively short life of mobile homes, especially older units, it is
difficult to justify rehabilitation expenditures on an economic basis. Due to the
high levels of mobile home production in the late sixties and early seventies,
approximately 9 out of 10 mobile homes in the state are less than 15 years old.

Given this fact, the demand for rehabilitation loans by mobile home owners would

be minimal, especially if eligibility criteria remained the same for mobile homes
as for conventional housing. It seems obvious that an activity of this type v/ould
need to be incorporated into the existing home improvement loan and grant programs.

There are no private lenders to our knowledge that will make home improvement
loans on mobile homes. There is one known lending activity involving mobile homes,
under which Northern States Power is providing funds to mobile home owners to up—
grade the. energy.efficiency of their units by retrofitting the units with additional
insulation.

Demand for rehabilitation loans for mobile home parks 1is also minimal. Many

parks built in the fifties and sizties were built to lower standards than are



currently in effect. However, though many parks need upgrading, the financial
incentive for park operators to make improvements 1is not present. Unless state or
local governments instituted mandatory upgrading to parks there can be little
expectation of much demand for loans. Because of this, any activity would need to
be incorporated into a park development program and would entail the same feasibility
concerns as that program.
Program feasibility

Beyond the question as to whether the Agency should make home improvement
loans and grants to mobile home owners is the question as to whether such a program,
if attempted, would be feasible. If allowed, such an activity would not generate
enough volume to justify a.separate program, and would need to be incorporated
into the existing Home Improvement Program. There would be no difficulties with
a delivery system, since such a system is already in operation. The only requirement
would be to amend the Agency®"s rules and regulations and inform participating lenders
or grant administration centers of the program changes. Because of the uniqueness of
mobile homes, special regulations spelling out the eligible imorovements might also
be necessary.

The key to feasibility of a loan program centers around whether the Agency
would be willing to adopt a new home improvement bond resolution allowing loans
on mobile homes. Despite the small fraction of bond proceeds that would go for
improvements to mobile homes, such language could have an effect on the marketability
of home improvement bonds or on the Agency"s cost of borrowing for the Home Improvement
Loan Program.
IV. Financing the Development of Rental Housing Utilizing Mobile Homes

The final area where the Housing "-inance Agency could potentially become
involved deals with an innovative use of mobile homes as rental housing. Such
rental housing developments would assemble mobile homes, either detached or attached

for use as rental housing, with the Agency or some other financial institution



providing construction and/or permanent financing. Rental housing of this type
would be eligible for assistance payments under the Section 8 Program.

No attempt is made to evaluate the feasibility of such developments. Success
of a new concept of this nature would depend eventually on the market acceptance of
mobile homes on one hand and the technical and financial feasibility of a development
on the other. The concept is mentioned because, with 15-20 year mortgages rather
than 40 year mortgages, such housing may provide the Agency with more flexibility in
the provision of rental housing in communities with uncertain long-term demand.
Before any programs were developed, a demonstration project designed to test the
market response and feasibility from both a technical and financial stand point
would be appropriate.

Program feasibility

Beyond the technical and financial feasibility of such developments and the
acceptance of mobile homes by the rental market is the question of program feasi—
bility. A mobile home rental housing program could be expected to face the same
problems as a park development program. Mobile home rental housing developments
would be developed in much the same manner as conventional apartment developments
and underwritten by the Apartment Development Program staff. However, such
developments, like park developments, would result in low mortgage amounts and
generate little fee income which requiring nearly as much staff time as an apartment
proposal, though design review requirements might be reduced somewhat. Though per
unit development costs would be higher than for park spaces, approximately $15,000,
a typical development would be expected to have only 10-20 units, resulting in an
development mortgage of only $150,000 to $300,000. Like a park program, a rental
program would be expected to operate at a loss unless fee income was increased
to a larger percentage of the mortgage amount. The development team fees would also
be expected to be too low to attract experienced developers and lessen the chances

for an acceptable proposal to be put together.



The low volume of activity under a program would, like a park financing
program, make the structuring of a bond issue difficult. As many as 350 units
would need to be financed to generate a mortgage volume of $5,000,000, which
may even prove to be too small. Financing developments under the Housing
Development Bonds might require the adoption of a new resolution, though this
should be determined by legal counsel. Again, the Agency should seriously
consider the consequences such a use of bond proceeds would have on the overall
marketability of a particular bond issue.

V. Overall Summary

Preliminary evaluation of each of the potential program activities reveals
special problems that would make the success of a individual loan progranm
questionable. Under a program for financing the purchase of individual homes, it
appears that there v/ould be problems in developing a network of dealers or lenders
to deliver funds to low-and-moderate income families.

On the other hand, the low expected loan volume for the other potential
programs might require that they be funded with proceeds from existing bond
issues. Whether such an alternative should be pursued given the possible effects
of the marketability of those bonds for other Agency activities must be decided.
Further information on the feasibility of these programs 1is being collected, but
the available data suggests that any mobile home lending activity by the Agency

would face difficult obstacles.



%DHOUSING'f"i! FINANC*E CORPORATION.

P.O. Box 1020, Anchorage, Alaska 99510

to: J. M. Linton date April 3, 1979
Executive Director

from : James P. Kennedy oR-
Rural Program Coordinato"

Re: FIRE AND EXTENDED COVERAGE AVAILABILITY IN REMOTE AREAS

Corron & Black/Dawson & Co. 1is providing fire protection under
the "Remote Rural Housing Program"™ at very reasonable rates. The
"houses must be within h mile of another residence and have two hand-—

held fire extinguishers.

Premium rates in rural areas of Southeast Alaska will be approxi—
mately 25% lower than those listed below.

In addition there is a small one-time surcharge or brokerage fee
of no more than $125.00.

Comparison

Using a $75,000 value, exclusive of land value, the following
annual premiums apply:

Anchorage Nome Beihel Unprotected
Monthly  Annual Monthly Annual Monthly Annual Monthly Annual
FIRE $23.83 $ 286.00 $42.25 $507.00 $55.92 $671.00- $66.67 $800.00
TAXES 123.33 1,480.00 N/A N/A M/A N/A N/A M/A
TOTAL  $147.16 $1,766.00 $42.25 $507.00 $55.92 $671.00 $66.67 $800.00
21 6> : 1> />0 7

Based on these figures the monthly cost forcoverage in an
"unprotected” rural area will be approximately 45%of the cost to

a homeowner 1in Anchorage. &

JPK/djd



Forfh No. 01-001

STATE OF ALASKA
OFFICE OF THE GOVERNOR

TO: —

DEPT: v > |

ATTN
Return letter with draft
Return letter with comment
Reply direct
Action _
Your information

REMARKS

FROM Date:

L))



State or Alaska
OFFICE OF THE GOVERNOR
Juneavj

April 10, 1979

g, B g
Anchorage, Alaska 99511

Dear Mr. Sullivan:

nkg e_lased to _inform you your- ap ointment to the
las 0using F|nance or ation F a term end ing
982. | appreci e your willingness fto sefve your

S ate

You are. now epting. importapt responsibilities. on behalf
? Taska 5? a V\PI|| Betterp lace In which to rve
because of t ness f ¢citizens such as yourself to
devote time and ta en In service to our state.

8 18t SO oyt appnctenty il e s

notarize then returne me as f n as tt) ssb
formal certl icate o [ﬁpomtment will be sent to you upon
my receipt of these

| IIy t)t IS tron lief that s ngr on ang/
Alaska oards n com | os sbo ivilege and a
respon3|b|It erefore, t eﬁgect each appglt]nt e to
attend at Jeas t Rercent of t eeting ould circum-
stances a B %g ve ﬁln% th f | a ou to reguest replace-
en so th e oar e a to con Inue to function
ficiently.
Again, | am I d to be able to appoint you and thank you
for your willingness to serve your EP Y Y

( SUncen?y, + 3

Jaf\ylS Hammond
ernor

Enclosures



hank Of the north

COLLEGE Office ANOADMIMStnATIv: CENTER EO COXCOI30 »AlilUANKS, ALASKA 00701 (90/1-1/0J78l

Aoril 6, 1979

Mr. Willian Dam, BExecutive Director
Norton Soud Health Corporation

P. 0. Bax 96

Nore, AK 99762

Dear Bill:

I!an responding mywrwiecthtertolvr Pel Ea’gljrlofﬁé%glaliusirg_
inance Corporation in whi S.?ﬁst aska National Bark is
uwilling o finace rural hayg:

After dledqrgwnh our Name Maneger, Mr_ Jim MdViillian, ad our
, aur position is as follons. "W\e believe rura
housing |mlucbsmeC|tyofl\bTeadaremNproo&a3|rgameerofAl-FC
lcas.  A\B hes been active In the real estate market as evidenoed by our
loen portfolio. Hovaver, ay real estate credit extended is when a sec-
ordaryrrarletlsaalldjle Atﬁeggerttmeﬁemlywtletv\ehave
f(]‘FESICHTtIaI drellings s Alaska ion. Asyw
V\eobrntsetﬁereq,llrmenlscf the borroner or

E)ropertyob@mt ify uder the |delln$0fA—FC then we are
emﬁﬂwec?d?:tw +

There Is a hesitation on tre part of the Bak © atter INto interim con-
struction finacing In rural arees. A cole of the more ggparent prablems
we faoe are ladk of comrol over construction (Ingpections I out of toan
aress), ardhawngtoaianefornater!alsmggwgdetosmllgs arriv-
ig all at ae tine on te We will not comit t© construction fi-

nancing without a permanant

In stmary, 1 would take exoeption © your comeatts and ask for clarifica-
tion with exaples. | feel cotfident we coulld showv you or ay of the other
ret:|p|entsof rletlerﬁatmembedmvetakenawactlvepartlnﬁ—

rural -1 think it woulld ke bereficial to provide you with
scma ardﬁgjresdyﬁemwbercfloarsmem,eﬁmmedmragwAlasle
Housing Finence ion In the rural aress of Noe, Kotzebue and Barrow.

Sinply extractirng figures fran aur balance sheet would also be clear
evidence of aur participation in rural real estate finacing.



Mr. William Dann
April 6, 1979
Page 2

I have asked JimMdviillian to cottact you personally ad disauss this iIn
greater detail with you.

Sincerely,

Frank H. Murkonski
President

FHM: s

= S A e
. rguson
Rep. Jack Fulller
Ryp. Leo Sdeeffer, Jr.
Rep. Russ Meekins
Frank Jdrson, BRS
Jim Mdviillian, A\D
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Introduced: 2/13/79 _
Fuling Infomagion y Referred:  Gommunity & Regioral
0~ A )
$1,000,000
IN THE SENATE BY RCEY, KALLY A\D FAHRENKAVP

SENATE BILL NDO. 26
IN THE LEGISLATURE OF THE STATE OF ALAKA
HEVENTH LEGISLATURE - FIRST SESSICN
A BILL
For an Act entatled: "'An Act meking a gpecial gopropriation to tre Alaska
Housing Finence Corporation; ad providing for an
effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. The sum of $1,000,000 is gopropriated fraon the gereral fud
10 the nortgage Insurance fud of the Alaska Housing Finance Corporation
(S 18.5), tr e paid 0 the mortgege Insurance fud In the anmunts  re-
quested by the corporation as necessary In comection with the issuance of
Insured nmortgage program bonds of the corporation only If the bods are
1Issled for the nortgege financing of mobile hones.
*Sc. 2 The unexpernced and unobligatd portion of the gppropriation
mace 1IN sc. 1 of this Act lgosss into tte gereral fund Jure 3, 1980
*Sc. 3 This Act takes effect inmediitely in acocordance with AS 01.10.-
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A. Introduction

This report was prepared at the request of the Alaska Legislature,
discussing the potential for AHFC loans on mobile homes.

In response to this request, AHFC focused its attention on manu—
factured housing delivery systems which make significant use of factory
production and minimize construction activity at the final site. It is
important that the terms "manufactured home"™ be understood. Although
the mobile home industry has used the term manufactured home as a
synonym for mobile home, the term has a broader meaning. Any home
produced in a factory that utilizes enclosed components or building
systems not readily inspected at the site is classified as a manufac—
tured home. Under this definition, modular homes, certain panelized
homes, and mobile homes would all be considered manufactured homes.

Manufactured homes other than mobile homes are subject to the same
construction standards as site built homes. Mobile homes, on the other
hand, are exempt from state or local construction standards and subject
instead to federal standards which apply exclusively to mobile homes.

The federal standards define a mobile home as " a structure, transpor—
table in one or more sections, which is eight body feet or more in width
and is thirty-two body fe<t or more in length, and which is built on a
permanent chassis, and is designed to be used as a dwelling with or with—
out a permanent foundation, when connected to the required utilities."”

Panelized home manufacturers produce roof, floor, and wall panels
in a factory and deliver the panels to a building site for final assembly
on a permanent foundation. Modular home manufacturers produce the roof,
floor, and wall panels and assemble them into three dimensional modules
before transportation to a site. The crucial distinction is that mobile
homes are designed for use without a permanent foundation and, under
federal law, arc exempt from state and local construction standards.

Despite the controversial nature of mobile homes, very little sub—
stantive research has been done that would help resolve concerns over
the quality, safety, and long term cost of this particular alternative
housing delivery system. This report includes information developed
by AHFC and incorporates information produced in a two-year study by
the Minnesota Housing Finance Agency.

B. Research Findings
AHFC currently provides for financing of two of the three forms

of manufactured housing. Research showed no significant differences
in the construction quality or safety of site-built, modular, and



panelized homes. Major emphasis was placed on an analysis of the con—
struction quality, safety, and long term cost of mobile homes, andon
the feasibility ofAHFC loan programs for mobile homes.

Information is not available on the number, age, condition and
regional distribution of mobile homes in Alaska. An estimated 60%
of the mobile homes were produced after 1972, when the State first
adopted mobile home standards. These homes should comply with the
State standards or the federal standards that preempted the State
standards in 1976. Prior to 1972, compliance with industry standards
occured strictly on a voluntary basis. (Approximately 7,745 mobile
homes have come into the State since 1972)

There 1is no accurate inventory on the condition or the degree of
compliance with applicable standards. One study conducted by the
Rational Bureau of Standards suggested that a significant number of
mobile homes have construction-related problems which affect the per—
formance of the home and the health and safety of the occupants. The
problems ranged from life-threatening fire hazards to less serious
but major problems related to water leakage and inadequate fastening
of materials. There is widespread concern over the poor performance
of mobile homes in the energy conservation area.

Though predominantly owner occupied, mobile homes appear to serve
as an alternative to both ownership of conventional homes and rental
of a home or apartment. As a form of transitional housing, mobile
homes replace a portion of the demand for rental housing. The esti—
mated higher concentration of mobile homes in non-metropolitan areas
may in part be due to the shortage of rental housing in those areas.

Mobile home purchasers have not had access to real-estate mortgage
funds. This is true in all states for a number of reasons. As dis—
cussed in this and earlier reports, the mobile home, by definition,
generally cannot be considered as real property. In addition, over
the years a mutually beneficial relationship between manufacturers,
dealers, and lenders has developed. Thus mobile homes are predomi—
nantly financed like a car, with installment loans. This marketing
arrangement provides high profit for the manufacturer, the dealer,
and because of higher interest, the lender.

The arrangement has been accepted by the consumer because it has
provided readily available and fast credit. Despite the existence of
federal 1loan insurance and guarantees on mobile homes that provide for
lower interest rates and longer terms, these types of loans have not
been accepted by the consumer, the lenders, or the dealers.

1). Housing Standards
Structures meeting the federal definition of a mobile

home are regulated under federal rather than state standards.
These standards are applied at the point of manufacture. There



is no enforcement system or inspection system by state officials
or local inspection of the installation of the home. There is

no state warranty law to provide additional protection to con—
sumers that the mobile homes they purchase comply with applicable
construction standards.

Installation of mobile homes on a support system that is
properly designed for local soil and climatic conditions is
crucial to the proper performance of a mobile home. Lacking
jurisdiction to establish installation standards, HUD has en—
couraged states to undertake that responsibility. Alaska has
not adopted standards governing the installation of mobile
homes.

In the energy conservation area, the performance of mobile
homes is lower than the performance of modular, panelized, or
site-built homes. HUD standards allow for less insulation.

It could not be determined that fire safety standards
for mobile homes are less stringent. However, because of the
widespread practice by mobile home manufacturers of using ply—
wood paneling as an interior finish material rather than the
costlier drywall, the interior of mobile homes continue to be
more flammable than those of other homes. This higher hazard
is reflected by insurance premiums that are more than three
times as costly for mobile homes. Statistical data is not
readily available, however. Based on information gathered in
Anchorage during 1978, a mobile home was 3.7 times more likely
to have a serious fire than other 1-2 family homes.

Beyond the energy and life-safety issues, there are con—
cerns with the durability of mobile homes. While other forms
of housing, both site-built and manufactured have experienced
fairly strong appreciation in value, mobile homes continue to
experience rapid depreciation in value. Because of the greater
depreciation the long term costs of mobile homes tend to cancel
out the benefits of lower short-term monthly costs.

2. Program Feasibility

In addition to evaluating the need and desirability of
establishing AHFC programs for mobile homes we also focused
on questions of technical feasibility.

Findings on the quality, safety, and costs raise serious
questions about the desirability of an AHFC program for the
purchase of mobile homes.

In terms of the technical feasibility of such a purchase
program, there are more unresolved questions than answers.
Marketability of bonds to fund such a program would depend on
the security of FHA Title | insurance, VA guarantee, or a
State-appropriated insurance reserve. As indicated earlier,
FHA and VA programs have not been well received in Alaska or
other states. Since financing is available in the private

-3-



sector, the use of State funds for this purpose is questionable.
The ultimate acceptance by the bond market is also questionable.
There are also serious concerns over the ability of AHFC to
establish a private sector delivery system and to attract an
experienced mobile home servicer willing to originate and service
the loans.

C. Conclusion

1.) AHFC should continue its current policy of providing financing
of 1-2 family residential homes, whether site-built or manufactured.

2). The State should examine current statutes and regulations re—
lating to mobile homes and make necessary revisions to insure that
purchasers of mobile homes receive consumer protection and tax treat—
ment equal to that afforded other homeowners.

3). The State should develop the capacity to monitor the National
Mobile Home Construction Standards to insure that they provide adequate
protection to consumers and to make recommendations for revisions. The
State should take full advantage of provisions within the National Mobile
Home Construction and Safety Standards for State participation in the
inspection system and in the overall monitoring of the enforcement system.

4). The State should develop mobile home installation standards
and insure that they provide adequate protection to consumers.

5). The State should develop mobile home park standards to insure
they provide adequate protection to consumers. A system to insure the
parks remain in full compliance is also needed.

i). The State should develop a warranty law providing additional
protection to consumers that the mobile nomes they purchase comply with
applicable construction standards and are properly installed on a support
system with adequate anchoring systems.

7). The State should insure that statutes and regulations maintain
the legal distinction between mobile homes and other forms of site-built
and manufactured homes as long as mobile homes are constructed and in—
stalled under distinct standards and enforcement systems.

8). AHFC should not become involved in a program to provide financing
for the purchase of mobile homes.
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MEMORANDUM

TO: Senator John Sackett
Chairman
Senate Finance Committee -
«f
r
FROM: Garrey M. Peska !
Administrative Assistant
DATE: April 18, 1979
RE: LOAN FUND BILLS
SB 147
1. Allows the interest rates for the loans to "float"
at within 1/4% of the current yield on Federal
National Mortgage Association (F.N.M_A.)
conventional home mortgages.
2. Changes provisions of the laws that said the
Department of Revenue shall buy®all loans
offered to may buy all loans offered.
SB 165
Appropriates $5,000,000 to AHFC"s mortgage insurance
fund.
SB -205

Appropriates $1,000,000 to AHFC®s 1insurance fund for
mobile home financing.



GENERAL GOVERNMENT (Continued)

SB 554

Title: Costs of New Capital Const.

Sponsor: State Affairs

Status:
Proj.Amts: §966,000,000
(million)
Capital Facilities 604.1
Water, Sewer & Heat Plant 21.9

School Const. 260.7
University const. 9.2
Highway const. 65.1
Airport Const. 5.0

(Bond Comm. expenses=$1.5 million)

HB 965
Title: Costs of New Capital Const.
Sponsor: State Affairs
Status:
Proj.Amts: $966,000,000

designated amounts are the same
as SB 554 above —

SB 519 CSSB 519 (Rules)

Title: Costs of New Capital Const. Title: New Capital City const.
Sponsor: Rules at Governor®s request Sponsor: Rules

Status:

Proj.Amts: $966,000,000 Proj. Amts. - No projects amounts -

Bill relates to planning and
development of new capital -
no appropriations.

Designated amounts are same as SB 554
and HB 965
CSSB 554
Title: Costs of New Capital Const.

Sponsor: State Affairs

Status:
Proj. Amts: $296,700,000%*

(million)
Capital Facilities $165.2
Water,Sewer & Heat Plant 21.9
School Construction 66.3
University construction 9.2
Highway Construction 65.1
Airport Construction 5.0
(Bond Committee Expenses 1.5)

*The amounts listed in the bill add
up to $332,700,000, not $296,700,000)



COMMITTEE REPORT

SENATE

2113179 FURTHERS ?TI

Date:

Mr. President:

COMMUNITY C RZGIOML
The Committee on AFFAIRS _has had S3 205

making a special appropriation to the Alaska Housing Finance Corporation

under comsideratlon and (imajcrUy~"f the committee) (the committee )
report i-t-.back with the foTTowTng recommendations:

do pass. [ 1 do not pass

do pass with attached amendments(s)

' ] same title
[ ] replace with CS for [ J new title

and recommends

[ 1 AND attaches a "Letter of Intent"” [ 1 New Fiscal Note
[ 1] reports it back without recommendation

t ) referred to the Committee
MEMBERS SIGNING MEMBERS HAVING

OTHER RECOMMENDATIONS:

CHAIRMAN
S 60 (Rev. 12/78)
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MANUFACTURED HOUSING ISSUES
INTRODUCTION

The Minnesota State Legislature, in its appropriation to the Minnesota
Housing Finance Agency, requested that the Agency examine its role in the develop—
ment of alternative housing delivery systems. While the emphasis was on mobile
homes, the Agency was to investigate other alternatives to the traditional home
building system as well. Specifically, the State Legislature requested that the
Agency "...research the potential for utilization of resources provided in Minne—
sota Statutes, Chapter 462A, for the development, purchase or rehabilitation of
mobile homes and other alternative delivery systems".

The request reflects an interest by the Legislature in these housing de—
livery systems and the impact tLat they are having on housing markets, on the
production of new housing, and on housing costs. It also reflects the realization
that there does not exist sufficient information on which to base policy decisions.

This report is intended to present the initial research findings and to pro—
vide a framework for further research. It represents the first of three major
stages of this research project. The first stage involves a description of the
housing delivery systems and their impact on the housing market. The second stage
will examine these forms of housing in terms of their suitability as housing options
for low and moderate income households. The final stage will evaluate the desirabil
ity and ﬁeasibility of specific governmental responses to manufactured housing.

This report focuses on the delivery of manufactured housing systems which
minimizes the need for on-site labor in construction. The three production systems
which will be examined in this report all attempt to minimize the use of on-site
labor by pre-assembling housing components to some degree. They are combined un—
der the classification of manufactured or industrialized housing because each uses

industrial production systems.



The three manufactured housing delivery systems include:

1. Panelized housing, in which manufacturers fabricate and assemble
components into panels of varying degrees of completion in a
factory and then deliver the panels to a building site for final
assembly;

2. Modular housing, in which manufacturers fabricate and assemble
components into factory-completed, three-dimensional, volumetric
modules requiring minimal finishing work after delivery to the
building site.

3. Mobile homes, in which manufacturers fabricate and assemble compo—
nents into factory-completed, three-dimensional, volumetric units
on permanent chassis and not designed for placement on a permanent
foundation.

A number of terms specific to the manufactured housing industry are used in

this report. They are usually defined in the context in which they appear, but

their definitions will also appear in a glossary section of the final report.

1. NATIONAL ROLE OF MANUFACTURED HOUSING

Manufactured housing delivery systems have played a much larger role in the
production of new housing in recent years than many people realize. While com—
pletely reliable estimates of manufactured housing production are not available,
the existing information provides a generally adequate picture. The tables that
follow were developed from data supplied by the federal government, industry asso—
ciations, and industry consultants. They show the increasing role of manufactured
housing over the past twenty years, both in terms of overall housing production and
in the production of single family housing. Approximately thirty to thirty-five
percent of all housing production in the first half of the seventies was produced

using manufactured hous ng processes. Manufactured housing systems accounted for
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nearly half of all single family housing production.

Table 1
Estimated Manufactured Housing Production
In the United States: 1955-1974

Total Manufactured Housing Production
Housing Mobile Non-Mobile
Year Production Total Homes Panelized Modular
880,000- 462,000- 418,G00-
1955-1959 7,733,000 1,101,000 578,000 523,000
1,227,000- 523,000- 702,000 2,000-
1960-1964 8,038,000 1,534,000 654,000 877,000 3,000
2,097,000- 1,124,000- 93.,000- 40,000-
1965-1969 8,477,000 2,621,000 1,405,000 1,166,000 50,000
3,304,000- 1,896,000- 1,204,000- 204,000-
1970-1974 11,739,000 4,130,000 2,370,000 1,505,000 255,000
(Percent)
1355-1959 100.0 11.4-14.2 6.0- 7.5 5.4- 6.7
1960-1964 100.0 15.2-19.1 6.5- 8.2 8.7-10.9 0.5
1965-1969 100.0 24.7-30.9 13.2-16.6 11.0-13.7 0.5-0.6
1970-1974 100.0 28.2-35.2 16.2-20.2 10.3-12.8 1.7-2.2
Source: Mobile Home Production: Manufactured Housing Institute.

Conventional Production: U.S. Department of Commerce.
Panelized and Modular Production: Modular Housing 1972 by
J.A. Reidelbach, Jr.

These tables should be interpreted with caution since the information avail—

able on the production of non-mobile manufactured housing is less reliable than

that on mobile home production. The estimates are based on surveys conducted by

J. A. Reidelback, an industry consultant, and are further revised by the MHFA re—

search staff. The tables do, however, allow for general conclusions about the role

of manufactured housing. They show that these housing delivery systems have grown

rapidly over the last two decades and presently account for a sizeable share of new



Year

1955-1959

1960-1964

1965-1969

1970-1974

1955-1959

1960-1964

1965-1969

1970-1974

An estimated eighty-five
is single family housing
single family housing.

Single Family

Housing
Production

5,839,000

5,512,000

5,706,000

7,671,000

100.0

100.0

100.0

100.0

- 3a -

Table 2
Estimated Single Family Manufactured Housing Production
In the United States:

1955-19741

Single Family Manufactured Housing Production

percent of all
and one hundred percent of all

Mobile
Total Homes
817,000- 462,000-
1,023,000 578,000
1,122,000- 523,G00-
1,402,000 654,000
1,951,000- 1,124,000-
2,439,000 1,405,000
3,092,000- 1,896,000r
3,866,000 2,370,000
(Percent)
14.0-17.5 7.9- 9.9
20.3-25.4 9.5-11.9
34.2-42.8 19.7-24.6
40.3-50.4 24.7-30.9

Non-Mobile
Panelized Modular
355, G00-
445, 000 -
597,000- 2,000-
745,000 3,000
793,G00- 34,000-
991 ,000 43,000
1,023,000- 173,G00-
1,279,000 217,000
6.1- 7.6
10.8-13.5 0.5
13.9-17.4 0.6-0.8
13.3-16.7 2.3-2.8

panelized and modular production
mobile homes are
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housing production in the United States with mobile home manufacturers producing
the largest share. Table 2 shows that in recent years, approximately a third of
all new single family production has taken the form of completely factory assembled
mobile or modular housing.

No attempt has been made to forecast what proportion of total and single
family housing production will come from manufactured housing delivery systems in
the future. The degree to which these systems increase their market share depends
on many uncertain factors, not the least of which is the degree of consumer and
institutional acceptance. It is reasonable to assume, however, that these systems
will at least maintain, if not increase, their current market share.

Within the mobile home industry, the five year totals obscure recent fluc—
tuations in the production of mobile homes and their share of the total and single
family market. Mobile home production d*lined to a greater extent than conventional
single family housing production during the recent economic slump and, as a result,
its portion of the market has declined. Table 3 shows these trends. While total
production of single family homes including mobile homes decreased 35 percent be—
tween 1973 and 1975, mobile home production tell 62 percent from 567,000 in 1973
to 215,000 in 1975.

Table 3
Single Family Housing Production: 1970-1976

Total Mobile Home Mobile 1

Year Production Production Percent

1970 1,216,000 401,000 33.0
1971 1,649,000 497,000 30.1
1972 1,887,000 576,000 30.5
1973 1,700,000 567,000 33.4
1974 1,217,000 329,000 27.0
1975 1,109,000 216,000 19.5

(est.)1976 12500 252,000! 19.5

lSeasonally adjusted annual rate for September, 1976.



Industry representatives feel that although retail sales did drop substan—
tially when the economy faltered in mid-1974, the production and shipments data
exaggerates this decline. Apparently the industry produced a substantial inven—
tory of mobile homes during the early seventies and the current decline in produc—
tion is caused by a combination of reduced retail sales and reduced factory orders
from dealers that are attempting to reduce their inventory. While production in
1976 has increased along with production of conventional single family housing,
the industry®s share of the single family market has remained the same as in 1975,
approximately 20 percent. Whether the industry regains its previous 30 to 35 per—
cent share of the single family production remains to be seen.

There are no current production estimates available for modular or panelized
housing. The modular industry was small until the late sixties when it experienced
rapid growth paralleling the U.S. Department of Housing and Urban Development®s
Operation Breakthrough program. Production estimates for 1969, 1970, and 1971 based
on industry surveys showed 28,000, 58,000 and 76,000 units produced in respective
years. It is believed by leading industry sources that production has declined
since the peak production year of 1971, although no similar surveys have been con—
ducted since that year. The industry consultant v/ho conducted the surveys and pro—
vided production estimates for those three years estimates that approximately
30,000 modular units were produced in 1975. It should be stressed that while a
portion of this decline can be attributed to the economic situation and the overall
decline in housing production, part of the decline was also due to problems existing
within the modular housing segment of the manufactured housing industry.

The difficulty with estimating modular housing production also exists in
determining production levels for panelized housing. The most rv*'rent numbers
available are for the year 1972. These data combined with datt available for pre—
vious years show that panelized production has maintained a reasonably constant share

of new single family housing production. It is a reasonable assumption that panelized
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housing production has maintained its market share since 1972, affected by the

same economic conditions that affected the traditional home building industry.

1. PRODUCTION AND MARKETING SYSTEMS

This section will describe the process that each of the three segments
of the manufactured housing industry uses to produce and market its product.

The panelized house is the first manufactured housing system described.

The panelized housing manufacturer prefabricates components into panels of varying
degrees of completion in a factory and delivers the panels as a package to the
building site for final assembly. These manufacturers claim several advantages

as a result of this factory construction. These include improved product quality
resulting from the precision of factory techniques and the presence of quality
control programs, a competitive price compared with stick built homes, and speed
of completion once the house is purchased. There are two types of panelized con—
struction- open-panel and closed-panel.

In open panel construction, the roof, wall, and floor panels or sections
are unfinished on one or both sides to allow for inspection of the structural mem—
bers and/or mechanical systems at the building site. Often the mechanical systems
are installed on-site, but where they are factory installed, the open-panel con—
struction facilitates on-site inspection. Exterior walls generally have siding
applied in the factory. The use of factory-produced components reduces the amount
of on-site labor and the total time needed to complete a structure on-site. An
open-panel house package can be erected on a pre-finished foundation in one to two
weeks.

Closed panel construction completes the panels to a much greater degree
with wall and roof panels normally finished on both the exterior and interior
sides. The mechanical systems and insulation are installed in the factory as the
panels move down an assembly line. The size of the panels ranges from short lengths

to the entire length of the house. Panelized manufacturers frequently use mechanical
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cores containing kitchen and bathroom mechanical systems, either producing the
cores themselves or purchasing them from component manufacturers. Because of
the weight of the components, a truck-mounted crane is frequently used to unload
and position panels at the site. An erection crew Dout five can generally
erect a closed-panel home package in several days.

The building technology employed by panelized housing manufacturers dif—
fers little from that used in stick building. The differences that do exist are
the result of the factory setting in which the housing units are produced.. The
assembly line process allows the use of jigs for more precise assembly of compo—
nents, greater use of labor saving power tools, and the use of automatic assembly
equipment. The assembly line process also facilitates the division of the building
process into separate, repetitive operations that permit the use of semi-skilled
labor rather than skilled building tradesmen. Stick builders, particularly large
ones, can also take advantage of the same improvements in the building technology
while building on-site; but it is in the manufactured housing production process
that these advances have been the most fully utilized. Yet, despite these ad—
vantages of producing house components 1in a factory setting, the basic building
technology is still that of the stick builder.

Marketing techniques vary widely throughout the panelized housing industry.
The product is aimed at the custom built market and is generally located on the
owner"s land. The predominant form of distribution is through dealers, and the
dealer sells the house to the home buyer who usually selects the home from a cata—
log conta;ning a variety of plans. The dealer also is responsible for site prepara-
tion, construction of the foundation, and installation of utilities. The dealer
may perform these functions or he may arrange for subcontractors. The actual
erection of the package and finishing work may be performed by the dealer if he
is also a builder or it may be performed by a factory-supplied crew. Some builders/
dealers engage in both stick building and the erection of panelized housing, allow—

ing the home buyer to choose according to his preference. Franchised dealer networks
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are used by some panelized manufacturers with a builder/dealer or dealer represent—
ing only one manufacturer in return for an exclusive sales territory. A less
widely used practice is for builders or developers to purchase panelized packages
for erection and sale on a speculative basis.

A leading panelized manufacturer is Wausau Homes. Wausau Homes ships closed
panel packages to ten midwestern states including Minnesota. The company offers
its homes through franchised dealers who handle only Wausau Homes. Site prepara—
tion is arranged for by the local dealer with erection and finishing performed by
a factory-furnished crew.

Of the three manufactured housing systems, modular housingis the latest on
the scene and accounts for the smallest component of manufacturedhousing produc—
tion. Basically, modular housing consists of that housing that is factory-assembled
into three-dimensional, volumetric units or modules that by themselves or combined
with similar units to form a completed housing unit. Technically, mobile homes
should probably be considered a subcategory of modular housing. But mobile homes
are considered in a separate category since, although they are three dimensional
volumetric "modules"™, they retain certain characteristics that suggest they be con—
sidered as a distinct category. Modular housing, unlike mobile homes, 1is constructed
to conform to local and state building codes and construction standards. The modular
manufacturer is a very close relative of the panelized manufacturer, employing many
of the same production and marketing techniques. The primary difference between the
two is the degree of assembly which takes place in the manufacturing plant. The
modular manufacturer essentially produces the same panels as the panelized manu-
facturer,lthen goes one step further by assembling these components into a three-
dimensional box. The advantages of this production system are the same as those
claimed under the panelized system: more control over product qualify, a price com—

petitive with stick buildings, and a rapid on-site completion process. A modular

home can be erected and finished in several days once a foundation is prepared.



While both panelized and modular manufacturers agree on the mutual benefits of
their systems, they disagree on the extent to which factory assembjy should be
utilized. Panelized manufacturers feel that modular manufacturers must transport
c.umtersome boxes of air and that their system provides for a more economical ship—
ping package. They can ship a 1,200 square foot house package on one tractor-
trailer while a modular manufacturer must ship two separate modules for a similar
size house. The weight of the modular units also requires the use of a costly
heavy duty crane for on-site erection. Despite these claims, modular manufacturers
feel that the benefits of complete factory assembly offset these additional trans—
portation and erection costs.

Like the panelized manufacturer, the modular manufacturer uses the same
materials and techniques that the stick builder uses, with the major exception be—
ing the degree of factory assembly. An additional exception is that special framing
techniques must be used for modulars since modulars must withstand the stresses of
transportation and c/i-site erection.

The predominant type of housing produced by the modular industry is the
single family detached unit, commonly called a sectional house. These units are
shipped in two half-house sections. The completed houses are generally indis—
tinguishable from stick built housing, with sloped roof designs and traditional ex—
terior finishing materials.

Like closed panel housing, modular housing has been handicapped by the
multiplicity of local building codes and the reluctance of local building officials
to accept this type of housing. In recent years, this problem has been attacked
through adoption of state manufactured housing codes and reciprocity agreements
between states. Modular manufacturers and closed panel manufacturers shipping into
Minnesota are inspected by state officials who attach state seals certifying con—
formance with the state code.

Modular housing is also aimed for the custom housing market and is most often
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placed on the buyer®s land. The most common marketing agent used by the modular
manufacturers is the local dealer, primarily builder/dealers. The local dealer

is responsible for sales and generally also provides builder services in site

and foundation preparation and the erection of the house. Modulars. produce a
completed home for the buyer who selects the home from a catalog. Often the manu—
facturer allows specific options in interior design and exterior design and
materials.

Some manufacturers market directly to the consumer, in which case it be—
comes the buyer®s responsibility to subcontract for foundation and other work.

Under this system, a traveling erection crew would be provided.

An example of a modular manufacturer is Dynamic Homes which operates plants
in Detroit Lakes, Minnesota, and Mandan, North Dakota. Dynamic Homes manufactures
a variety of two piece sectional single family homes and markets them in the Dakotas
and Minnesota. Dynamic markets its homes through builder/dealers who sell the homes,
prepare the foundation, arrange for local financing, and erect the home.

The final segment of the manufactured housing sector is the mobile home.

This housing delivery system is the most unique and most controversial of the housing
systems discussed here. Mobile homes are probably the purest form of manufactured
housing in the United States. The mobile home is completely factory assembled and
can be transported to a site and prepared for occupancy with an ubsolute minimum of
on-site labor.

Mobile homes are produced to a special set of construction standards and
utilize framing systems and interior and exterior finish materials considerably
different than other housing systems, including other manufactured housing systems.
Presently, the mobile home manufacturer must conform with federal construction
standards that regulate structural and mechanical systems and set standards for
energy efficiency and safety. The federal code provides performance standards for

the manufacturer to follow and provides a mobile home manufacturer with a national
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market for its product, with no variations from state to state other than in
various design requirements related to climatic conditions in different regions
of the country.

Mobile homes are constructed on an assembly line basis using many of the
building techniques of the stick builder but also utilizing many other unique
processes. The main structural member that differentiates mobile homes from other
housing systems is the steel frame which supports the home and comes complete
with axles, wheels, and a hitch to facilitate transportation. The structural roof
system also differs from that used in other building systems. The most obvious
difference to the consumer 1is the materials used on the exterior of the mobile
home. While some manufacturers are using wood siding products, the predominant
material used is aluminum. A rolled steel roof is another differentiating aspect
of mobile homes.

Mobile homes are almost always sold directly to a retail dealer who main—
tains a sales lot with an inventory of mobile homes available for sale. Mobile
home dealers, unlike other manufactured housing dealers, usually carry several
manufacturers® products.

The mobile home dealer, more than any other manufactured home dealer, can
remain uninvolved in the installation of the home on the site. Installation work
is minimal and is often performed by professional transporters-installers. The
dealer can limit his participation to the sale and financing of mobile homes, if
he wishes.

Several aspects of the mobile home industry set it apart as a unique housing
delivery system. For one, many homes are placed on land that is rented rather than
owned by the mobile home owner. For another, seldom is the mobile home attached
permanently to the land. While most mobile homes never move once placed on a pri—
vate lot or in a park, they are only loosely attached to the ground and can be re—

moved from the site in the future with minimum effort and cost. Considered to be
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personal property rather than real property, mobile homes are financed with in—
stallment loans rather than mortgage loans. Financing of mobile homes will be

discussed later in this paper.

1v. FOCUS ON MINNESOTA

Minnesota has experienced the same general trends in the area of manufactured
housing as the rest of the United States, though the details of the development of
the industry in the state and the institutional and consumer response are in certain
ways unique. This section presents a summary of manufactured housing trends in the
state. Much of the information is drawn from a survey of manufactured housing pro—
ducers conducted by MHFA research staff.

As 1is the case nationally, mobile home manufacturers have had more impact in
Minnesota than other modular or panelized manufacturers. In the late sixties and
early seventies, numerous mobile home manufacturers established facilities in the
state, leading Minnesota to become a small but steady exporter of mobile homes to

other states in the region. In 1976, there were ten mobile home plants operating

in the state.

Minnesota Mobile Home Producers
Bendix Home Systems Worthington
DeRose Industries Owatonna
DMH Corporation Red Lake Falls
Gerring Industries Blue Earth
Homera Incorporated Tracy
Moduline Industries Montevideo
Regal Homes Montevideo
Schult Homes Corporation Redwood Falls
Skyline Corporation New Ulm
Titan Homes Slayton

The production and shipment data provided in Table 4 shows the trends for
the last few years. Minnesota has generally produced more units than have been
shipped to dealers within Minnesota. These figures obscure what is actually
happening, however. It appears that a sizeable portion of Minnesota®s production

is shipped to other states, primarily lowa and the Dakotas, while Wisconsin ships
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sizable numbers of mobile homes into the state. A Wisconsin manufacturer, in

fact, is the largest shipper of mobile homes to Minnesota dealers.

Table 4
Mobile Homes in Minnesota

Production Shipments to Surplus or
Year in Minnesota Minnesota Dealers (Deficit)
1971 5,794 6,783 (809)
1972 8,364 6,421 1,943
1973 9,229 7,336 1,893
1974 7,523 5,769 1,794
1975 4,823 5,180 (357)

Less information is available about production and shipments of other forms
of manufactured housing. To deal with this problem, the MHFA staff conducted a sur—
vey of mobile homes, modular, and panelized housing manufacturers operating in or
shipping units to Minnesota. The survey attempted to obtain information on produc—
tion and marketing aspects of manufacturing firms and allow a general picture of
the industry to be formed. A questionnaire was mailed to approximatelyl00 firms
registered with the State Building Codes Division and shipping units to Minnesota.

To date, there have been 41 responses——ZI)from mobile home manufacturers, 9 from
modular manufacturers, 5 from combination mobile/modular manufacturers, and 7 from
panelized manufacturers.

The survey identified 25 manufacturers that ship mobile homes into Minnesota.
Twenty of these firms produced mobile homes exclusively, while the other five also
produced modular housing. Of the twenty mobile-only producers, 15 shipped over 50
units to Minnesota dealers in1975. These major shippers are primarilylocated in
Minnesota and Wisconsin-—{gn Minnesota and 5 in Wisconsin- but several manufacturers
in Nebraska and Kansas also ship significant numbers of units.

Shipments to Minnesota are dominated by single-wide mobile homes in contrast

to regional and national trends. Information supplied by the Manufactured Housing



