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MAJOR IDEAS IN THIS REPORT 

There are d ways communities can increase the supply 
of rental housing by meking more efliaent use of their exist- 
ing housing stock. 

Adding small rental units to existing single-family houses is 
the strategy that holds the greatest potential for expanding 
the supply of rental housing quickly and inexpensively. If 
each of the suburban communities in the region permitted 
one of every 10 houses to add a rental unit, about 28,000 
rental units would be added to the region's supply of rental 
housing. Adding about two such units per block in the sub- 
urbs would produce nearly 60,000 new rental units, or 
approximately one-third of the 178,000 housing units the 
Metropolitan Council says the region wiU need in the 1980s. 

Renting out a room in single-family homes, without making 
structural alterations, is also a way to increase the supply of 
rental housing quickly and inexpensively. Nearly all commu- 
nities in the metppolitan area permit the renting out of 
rooms in single-family houses, attaching only a few minor 
conditions to the privilege, 

Adding units to existing apartment buildings is another 
strategy for producing more rental housing. Our estimate is 
that roughly 5,300 such units could be created in existing 
apartment buildings just in the two central cities. 

Making habitable residential buildings that have been vacant 
for long periods of time could increase the supply of rental 
housing too. According to the 1980 census there are approxi- 
mately 1,800 rental units in the region that have been vacant 
for more than six months, Finally, permitting people to add 
pre-manufactured, free-standing 'ECHO' housing units on 
their land could increase housing supply. 

The= are many advantages to making more efficient use of 
the existing houstjng stock. 

The housing supply, especially for single individuals or very 
small families, could be increased, which presuarnably would 
put downward pressure on rent prices. Elderly people living 
along could fmd help paying bills, doing yard work, or main- 
taining their homes by renting or otherwise sharing space in 
their homes. Young people might be able to overcome the 
financial obstacles to buying or retaining home ownership if 
they shared space with renters. Land could be saved by crea- 

ting new units without building new buildings. Energy wuld 
be saved by creating new units in buildings that are already 
served by utilities. Money could be saved by eliminating the 
need for additional expenditures for public infrastructure 
associated with new construction. 

Demographic trends suggest that building lots of new apart- 
ments for young people wouId be unwise. 

Demographic data indicate that the demand for apartments 
wiU increase, because the number of people entering the 20s 
age group during the 1980s (the age at which many people 
are looking for an apartment) will be greater than the num- 
ber that entered this age group during the 1970s. The data 
also indicate, however, that this demand will likely be tempo- 
rary, because the number of people entering their 209 in the 
1990s will be 100,000 fewer than will do so in the 1980s. 

The continuing demand will be for housing people in their 
30s.. This age group will continue to grow dramatidy 
through the remainder of the century; 

Considering this information the housing strategy that seems 
to make the most sense is one that handles much of the 
demographic 'bubble' (represented by the 209 age group 
growth and decline in the 1980s) using existing housing 
stock and conserves resources for new capital investment in 
solutions that meet the needs of the growing market of 
people in the 309 and beyond (who typically want single- 
family houses.) Especially attractive for this market is a solu- 
tion involving building new, small units that will attract 
people in the 45 and over age group out of their single-family 
housing, so that these can be made available to young fami- 
lies. 

It is possible to make more ef8cient use of the e x M q  hoes- 
ing stodr, and to even add rental units to existing single- 
family homes, without jeopardiziag the M t y  of neigh- 
borhoods. 

The real controversy over potential neighborhood impact 
surrounds the proposal to add small rental units to existing 
single-family homes. The other strategies do not carry the 
threat of increased density of cars, people, or other impacts 
which many people attach to the idea of adding units to 
single-family homes. 



Communities can, however, control the impact of modifica- 
tions in single-family homes, by permitting such modifica- 
tions only under specific conditions. For example, 
communities could permit additions only when the owner 
agrees to occupy one of the units in a house where a unit is 
added, when one off-street parking space per dwelling 
unit can be provided, when exterior alterations would not 
alter the character of a neighborhood, when the 
accessory unit would be clearly subordinate in size to the 
printipal dwelling unit, and when sewer and water facilities 
are adequate to accommodate projected increases in housing 
occupancy. 

It is also possible for communities to permit neighbors to 
directly control the number of new rental units that are add- 
ed to existing single-family houses in their neighborhoods. 
City officials could set a ceiling on the number of new units 
that could be added in a given geographic area, and then give 
each household there a portion of a 'right' to make an addi- 

tion. Neighbors would then need to obtain portions of 
conversion 'rights' from one another in order to amass a sin- 
gle total right to add a unit. This plan could be thought of as 
a transfer of development rights for residential development, 
a strategy now commonly used for.commerdal development 
and historical preservation. 

Communities should take steps to promote more effident 
use of their existing h o d q  atock. 

Clearinghouses should be established, by private organiza- 
tions, individuals or public agencies, to assist in making more 
efficient use of space that already exists. The Minnesota Hou- 
sing Finance 'Agency and other public agencies should con- 
sider making available for this strategy, the fmancial and 
technical assistance that is now provided for encouraging new 
construction of housing. The Metropolitan council should al- 
so take special steps to encourage communities to make more 
efficient use of their existing housing stock. 



INTRODUCTION 

How to supply decent, affordable rental housing will be a 
major issue for the Twin Cities area throughout the 1980s. 
Demographic data indicate a bulge in the 20s age group dur- 
ing this decade. A number of factors, chief among them high 
interest rates, indicate that new construction of rental hous- 
ing will be limited in the decade. With demand increasing 
and supply constrained, more and more people are likely 
to  face limited choices with regard to housing and face 
higher rents. 

This report explains how communities, by making more 
efficient use of their existing housing stock, can minimize 
for some renters the problems of limited choices and high 
prices and, at the same time, realize a number of oppor- 
tunities for communities in general. Land and energy can be 
saved, and incomes of homeowners can be supplemented 
with rental income, for example. In addition, elderly people 
can get help maintaining their homes by renting out space in 
them. Moreover, the report explains how communities can 
accomplish these ends without jeopardizing the livability of 
neighborhoods or the safety of renters. 

The report should not imply that all the housing problems of 
the Twin Cities area can be solved by making better use of 
the existing residential stock. We know that some people will 

not be adequately sewed by the relatively small units that 
can be created in existing residential buildings. Other strate- 
gies, some of which may involve new construction, will be 
needed to satisfy the needs of some people. Also, there are 
other issues related to housing, (such as the extent to which 
government should support home ownership, and whether or 
how the public should provide housing subsidies), which 
communities will need to debate in the future, but which this 
report does not address directly. 

Still, we believe this report provides an answer for many rent- 
ers and for many communities. It shows how tens of thou- 
sands of rental units can be added to the housing supply 
cheaply and quickly, without changing significantly the 
character of neighborhoods. 

The report begins with a section describing the current con- 
ditions and problems we found with rental housing. The next 
section describes what we learned about expanding the sup- 
ply of rental housing within the existing housing stock, the 
subject we were directed to investigate. Finally, the report 
includes our conclusions and recommendations about how 
communities can make more efficient use of their existing 
housing stock. 



FINDINGS ABOUT RENTAL HOUSING PROBLEMS 

Vacancy rates in multi-family housing in the Twin Table 2 illustrates the very dramatic decline in the number of 
Cities metropolitan area have been declining steadily new units constructed since the mid-1970s. The table over- 
in recent years, leaving renters with limited choices states additions to the rental housing stock in recent years, 
when they try to rent housing. due to the fact that many of the multi-family building per- 

mits drawn during this period have been for condominiums, 
A six percent vacancy rate is considered by housing experts not rental units. The data prior to 1980 do not distinguish 
as the minimum required for normal market choice. As condominiums from apartments. 
Table 1 indicates, vacancy rates have been falling recently 
below the six percent level,' 

Several apartment owners and managers we talked with indi- 
cated that in recent months they have seen an increase in 
apartment vhcancies. One property manager said that he has 
had waiting lists for ten years and is now starting to have 
trouble finding rentem2 In the opinion of these property 
managers, part of the increase in vacancies is due to renters 
doubling up with friends or staying at home with their par- 
ents. These choices may be due to rising rent levels, although, 
according to the U.S. Department of Labor's Consumer 
Price Index and to the most comprehensive study of rent 
levels conducted locally, rents are not rising as rapidly as 
other prices.3 

The supply of housing has been tight partly because fewer 
rental units have been built in recent years, compared to the 
early years of the past decade. 

TABLE 1 

TABLE 2 

MULTI-FAMILY (CONDOS AND APARTMENIS) 
BLDG. PERMITS ISSUED FOR NEW CONSTRUCIION 

Number of Number of 
Year Permits hued  Year FermitsIssued 

1970 1 1,358 1976 2,368 
1971 13,597 1977 5,214 
1972 13,565 1978 3,352 
1 9 7 3 ~  3,721 1979 3,908 
1974 3,444 1980 3,285. 
1975 1,089 1981 est. 4,500 

* 1363 condos., 1922 apts. 

SOURCE: Metropolitan council4 

It is possible that there has been either no net addition to the 
rental housing stock in recent years, or only a very slight 
addition, considering the impact of conversions of apart- 

THIRD QUARTER 1981 VACANCY RATES: ments to condominiums. Table 3 indicates that in 1979, 
MULTI-FAMILY UNlTS 2,049 apartments were converted to condominiums. If an- 

Year V-CY Vacancy other 2,000 conversions occurred in 1980, and only 1,922 
Rate Rate 

1975 7.5 12,713 
1976 6.4 10,948 
1977 6.6 11,519 
1978 6.1 10,538 
1979 6.9 12,282 
1980 5.7 10,322 
198 1 5.7 10,455 
1981 4th qtr. 5 .O 9.221 

SOURCE: Metropolitan Council 

apartments were added to the housing stock through new 
construction (the same number as were added in 1980, 
according to Table 2), then there was no net addition of 
apartments due to new construction. 

A considerable percentage of condominiums, however, re- 
main available for rent. One estimate is that somewhere 
between 35 and 50 percent of all condominiums are available 
for rent.5 Considering this phenomenon, there may have 
been more rental units available in 1980 than in 1979. 



TABLE 3 

IMPACr IN CENTRAL crms AND SUBURBS OF CONDOMINUM 
CONVERSION ON THE MULTI-FAMILY HOUSING STOCK (1 970 TO 1980) 

CENTRALCITIES SUBURBAN COlCiMUNFIlES 
Newunits Converted Net New Units Converted Net 

Built Units k m e n t  Built Units Increment 

1970 4,681 32 4,649 6,620 0 6,620 
1971 2,779 12 2,767 10,764 0 10,764 
1972 4,210 18 4,192 9,212 ' 387 8,825 
1973 1,068 5 34 534 2,142 346 1,796 
1974 1,033 42 99 1 1,96 1 589 1,372 
1975 442 28 414 463 ,650 (-187) 
1976 913 37 876 1,079 48 1,03 1 
1977 1,166 120 1,046 3,859 861 2,998 
1978 581 171 410 2,22 1 719 1,502 
1979 1,382 708 674 2,526 1,341 1,185 

Totals 18,255 1,702 16,553 40,847 4,941 3 5,906 

Share of 
New Units 
Built 30.9% 

. Share of 
Conversions 25.6% 74.4% 

SOURCE: Twin City Conversions of the Real Estate Kind, CURA, 198 1 

Another reason supply has been tight is that people ere form- 
ing smaller households. 

Table 4 indicates the downward trend in the number of 
persons per housing unit. Table 5 illustrates the same phe- 
nomenon by indicating the significant expansion of one and 
two-person households. Table 6 indicates that the percentage 
of husband-wife households is declining, as more divorces 
occur and people marry later. Table 7 indicates that the per- 
centage of households with children is declining, as more 
people decide not to have children or to have them later in 
life. 

TABLE 4 

HOUSEHOLD SIZE 
(Pemons Per Housing Unit) 

1970 1980 1990 2000 
Minneapolis 2.69 2.34* - - 
St. Paul 2.70 2.30 -- .. 
Fully Developed' 
Suburbs 3.37 2.65 - - 

Metro Area 3.16 2.65 2.58 2.57 

* 1978 
SOURCE: Metropolitan Council Housing Market Survey, 

June, 1981 

A third kctot that might be contributing to the tight rental 
supply is the difficulty renters are havhq becoming home- 
Owners. 

The data regarding this phenomenon are very limited, but a 
1980 survey conducted by the U.S. League of Savings Asso- 
ciations showed that first time buyers constituted 34.8 
percent of all home buyers, in the Twin Cities area in 1977, 
but only 23.4 percent of all home buyers in 1979.8 

The Metropolitan Council has estimated that it takes an 
income of $28,000 to $33,000 to 'buy a townhouse, condo- 
minium, or existing home in the low $60,000~~ the median 
price for such homes in the Twin Cities area. Probably no 
more than 12 percent of the region's renters today could 
qualify to buy a $60,000 home, according to the Council. 

New homes are even farther out of reach. Possibly less than 
five percent of the region's renters have the mid-$30,000~ 
income needed to buy a median-priced home in the $70,000 
range. 7 

The convdon of rental units to condominiums or coopera- 
tives for ownership has not significautly reduced the number 
of available rental units. 



TABLE 5 

CHANGE IN NUMBER OF VARIOUS SIZE HOUSEHOLDS 
BY LQCATION- 1970 TO 1977 

Number of Outside 
Pets0118 in Scounty Percent Central Percent Central Percent 
Howehold ShiSA Cities change Cities Change 

1 44,0oO 43.5 14,600 19.7 29,600 109.2 
2 38,800 25.0 1,700 2.0 37,100 51.7 
3 16,100 17.9 -2,600 -6.6 18,800 37.5 
4 19,000 21.9 -5,400 -18.4 24,500 42.5 
5 -900 -1.5 4,800 -26.8 3,800 9.1 
6 -10,500 -30.6 4,300 41.0 4,000 -25.3 
7 or more -16,700 -54.6 -5,800 -53.7 -1 1,000 -55.5 

SOURCE: Annual Housing Survey: 1977, Minneapolis, St. Paul, MN SMSA. U.S. Department of Commerce 
and U.S. Department of Housing & Urban Development, June, 1980. 

In the metropolitan area between 1970 and 1980 approxi- 
mately 59,102 new multi-family units were constructed, 
while only'6,643 rental units were converted to condomin- 
iums and another 993 were converted to cooperatives (see 
Table 3). Approximately 75 percent of the condominium 
conversions occurred in the suburbs. 

It seems likely that the formation of smaller households 
has reduced the availability of rental units to a greater extent 
than has the removal of units from the rental market through 
conversions. 

Some renters are also paying a high percentage of 
their income for rent and/or are living in crowded 
conditions. 

Moat of the people in need of assistance are people living 
alone. 

TABLE 6 

PERCENTAGE OF HUSBANDWIFE FAMILIES 
WITH AND WITHOUT CHILDREN-1970 TO 1978 

Area 1970 1974 1978 
% % % 

- - 

Fully developed area 64 58 56 
Minneapolis-St. Paul 5 7 5 3 50 
Suburbs 77 67 66 

Developing Suburbs & Balance ' 
of Region covered by Polk 82 78 71 

The Metropolitan Council has calculated that 47,529 renter 
households (about six percent of all households and 18 per- 
cent of all rental households in the Twin Cities region) are in 
need of housing assistance because their income is at or be- 
low 80 percent of the median income for households of the 
same size in the region, and they are paying more than 25 
percent of their income for rent and/or they are living in 
places where there are more than 1.25 people per room. 

TABLE 7 

PERCENTAGE OF HOUSEHOLDS WITH 
CHILDREN'-~~~O TO 1978 

Area 1970 1974 1978 
% % % 

Fully developed area 41 36 33 
Minneapolis-St. Paul 34 3 1 30 
Suburbs 53 44 39 

Developing Suburbs & Balance 
of Region Covered by Park 64 59 54 

TOTAL 45 4 1 39 

SOURCE: R.L. Polk & Company, 198 1 

The Council's calculations also indicate that in nearly every 
community surveyed, including Minneapolis and Saint Paul, 
well over half of the households in need of assistance are 
single individual households. About half of these are under 
age 62.' 

TOTAL 67 62 6o , The testimony we received indicated that the perception of 

SOURCE: RL Polk & Company, 1981 who needs housing assistance the most varies from commu- 



nity to community. According to the chairman of the Frid- 
ley Planning Commission, the people most in need there 
are elderly residents. In contrast, according to Ruby Hunt, 
a member of the Saint Paul City Council when she spoke to 
us, the people most in need there are low-income families. 
A third view came from a member of the Cottage Grove 
City Council, Patty Annstrong. She said the people most in 
need are young people, just graduating from high school. 
They want to start their first households, but are unable to 
find housing in the City of Cottage Grove." 

demand will, h o w ,  tail off after 1990. 

The Metropolitan Council estimates that about 405,000 
people will turn 20 in the 19809, 15,000 more than did in 
the 19709, expanding the demand for. housing among the 
people who have historically looked for rental opportunities. 

The number of people entering their 20s will decline sharply 
in the 19909, however, with 100,000 fewer entering this age 
group during that decade than will during the 19809.14 

Other people we visited with expressed special concern about There will be even larger demand to house people in their 
low-income families. There is concern that their problems 30s during the 19W,  and this demand will continue into 
will get worse as more single people double up, moving the 1990s. 
from single bedroom units they occupy now to the multiple 
bedroom apartments families need. The Council estimates that 113,000 more people will 

30 during the 1980s than did in the 19709. An additional 
Compared to prices for other items, rent prices for most 393,000 persons will reach that age in the 1990s, continuing 
renters have not increased dgniticantly in recent years. the demand for housing this age group into that decade.16 

Tom Giaspy, the state demographer, has calculated that, 
when adjustment for inflation, the median rent level in 
Minnesota actually went down slightly (1.4 percent) between 
April 1970 and April 1980." His calculations are based upon 
the final 1980 census data. The U.S. Department of Labor's 
Consumer Price Index indicates that in the Twin Cities 
metropolitan area between February 1981 and February 
1982 rents increased 8.4 percant, compared to an increase of 
17.4 percent for all items combined.12 

If recent trends in household size and location continue, the 
greatest demand will be for smaller (one and two person) 
households in the suburbs. 

Table 5 indicates that between 1970 and 1977 the number of 
one-person households grew by 109 percent in the suburbs, 
in contrast to 19.7 pecent in the central cities. The number 
of two-person households grew by two percent in the central 
cities and by 51.7 percent in the suburbs. 

Trends in job creation also indicate that if the people taking 
The demand for housing is growing as the children the new jobs created in the region are to live dose to where 
of the "baby boom generation" enter their 20s and they work, then the bulk of new housiug units wiU have to 
30s. be created in the suburbs. 

The Metropolitan Council has estimated that the region will 
need to add about 178,000 households to its housing stock 
during the 1980s. 

The Council's June 1981 report, %in Cities HousingNeed in 
the 1980s and 1990s, notes that this estimate is within a very 
wide range of estimates. The interim forecast, which will be 
revised when the necessary supplements to the 1980 census 
become available, is a range from 44,000 to 254,000 units. 
The report notes that "although the range is very wide, either 
extreme could occur without drastic changes in the way peo- 
ple form households." The low forecast is based on the way 
people formed households in the 19609. The high forecast 
is simply a continuation, rather than a leveling out of the 
1970s trends. Economic conditions will be the decisive force 
in determining how much people will have to change their 
housing preferences, if at &.I3 

There will be a larger demand for housing people in their 
205 during the 1980s than existed during the 1970s. This 

The Metropolitan Council has calculated that between 1975 
and 1979 the number of jobs in the suburbs grew by 
163,024, while the number of jobs in the two cities of Min- 
neapolis and Saint Paul combined grew by just over 16,000. 

The Council has projected that between 1980 and 1990 
about 85 percent of the job growth will occur in the suburbs. 
The Council expects 136,0(p new jobs to be created there 
and about 20,000 to 30,000 new jobs to be created in the 
two central cities.le 

Neither the Greater Minneapolis Chamber of Commerce nor 
the Saint Paul Area Chamber of Commerce have data that 
could be used to evaluate the Council's expectations regard- 
ing job growth. 

The City of Minneapolis has projected an increase of 35,000 
jobs in the city by 1990. The City of Saint Paul has not made 
projections of job growth in the decade. In summary, while 
estimates of job growth vary somewhat, the clear indication 



is that the large majority of new jobs will be created in the 
suburbs. l7 

A number of factors suggest it is unlikely that large 
numbers of new rental units will be constructed dur- 
ing the next several years. 

The primary obstacle to new construction of rental units is 
high interest rates. Interest rates that have prevailed during 
recent years force builders of rental units to charge rents that 
are higher than the rental market can bear. 

According to the director of development for one of Minne- 
sota's largest home building companies, interest rates would 
have to come down to nine or ten percent before his com- 
pany would build rental units for anything but a luxury mar- 
ket. The cost of borrowing money today is so high that, in 
order to make a profit, developers would need to charge rates 
that are beyond the level most people are willing to pay.1B 

The same report comes from just about everyone knowledge- 
able about housing. James Solem, executive director of the 
Minnesota Housing Finance Agency, and Tom Fulton, execu- 
tive director of the Minneapolis-Saint Paul McKnight Family 
Housing Fund, share these views. Both men are working to 
find ways to help builders, buyers, and renters overcome cost 
obstacles that exist today.'' 

Richard Law, a partner with the accounting fm of Peat, 
Marwick, Mitchell & Co., with special knowledge about hous- 
ing investments, also told our committee that the big prob- 
lem for housing construction now is high interest rates. Law 
explained that from an income tax standpoint, the incentives 
to invest in real estate of any kind are as great now as they 
have ever been. The 198 1 Economic Recovery Act shortened 
the depreciation periods for real estate from 20 to 30 years 
down to 5 to 15 years. New provisions also make it possible 
to accelerate depreciation over the 5 to 15 year period.2 O 

The new tax laws provide greater incentive, through deprecia- 
tion schedules, to invest in rehabilitating older building 
rather than to invest in new construction. 

One of the primary reasons for investing in real estate is to 
get a tax shelter (reduce income subject to taxation) as a 
result of claiming depreciation on a property. An investor's 
taxable income can be reduced $1 for every dollar a property 
depreciates in value. 

The 1981 Economic Recovery Act provides that an investor 
can write of to depreciation up to $40,000 per unit for reha- 
bilitation of low income residential properties over a five 
year period. In contrast, the fastest an investor can write off 
an investment in new construction is 15 years. 

For example, if an investor invests $40,000 in rehabilitating 
a property, he can deduct from his taxable income $8,000 
per year (five year writedff period). If that investor is in the 
50 percent tax bracket, he can effectively reduce his tax 
obligation by $4,000 per year. The money he makes when he 
sells the property will be taxed, but it will be at the capital 
gains rate, which is lower than his normal tax rate, thereby 
providing additional tax shelter. 

Investors in rehabilitation can also get tax credits, deductions 
in one year from actual income tax as compared to deduc- 
tions in taxable income spread over several years. The value 
of the credit varies. For buildings between 30 and 39 years of 
age, the credit is worth 15 percent of the investment. For 
buildings that are at least 40 years old, the credit is worth 20 
percent of the investment. For buildings that have been certi- 
fied as historic structures, the credit is worth 25 percent of 
the investment. 

The ability of public agencies to subsidize development of 
rental housing through the sale of taxexempt revenue bonds 
is limited by high interest rates and uncertainties about fed- 
eral requirements under such programs. 

For over a decade public agencies in Minnesota and across 
the country have been helping people buy houses and build- 
ers construct residential developments by making mortgage 
money available to them at below market rates. 

public agencies have done this by selling revenue bonds, 
which permit the buyers to enjoy a tax exemption on the in- 
come they earn from this investment. This tax exemption 
enables governments to borrow money and then lend it to 
buyers and builders at below market rates. 

By the end of the 1970s this technique for subsidizing hous- 
ing was becoming popular in the Twin Cities metropolitan 
area. Since 1978, eight cities in the metropolitan area have 
assisted in the creation of over 2,400 new multi-family 
housing units. Mortgage loans were also made for the pur- 
chase of over 3,300 single family  house^.^ l 

The ability of governments to assist development through 
this means depends, however, largely upon interest rates. The 
higher interest rates go, the higher the rents public agencies 
must charge in order to repay the people who bought the 
mortgage revenue bonds. At some point public agencies, even 
with the benefits of tax-exempt financing, have the same 
problems that private developers have with market rate fm- 
ancing: a need to charge rents beyond a level most renters are 
willing to pay. 

Solem indicated that the Minnesota Housing Finance Agency 
is able to reduce monthly rents only slightly through the use 
of mortgage revenue bonds-not to a level acceptable to most 



people now.2 

Federal legislation passed in 1980 has also limited the useful- 
ness of taxexempt fmancing for housing. The new law has, 
according to local officials, made it practically impossible to 
finance producers or consumers of single family homes this 
way. Multi-family construction is easier to do, but uncer- 
tainty regarding federal requirements for senring low and 
moderate-income people in such programs has discouraged 
the use of tax-exempt financing for apartments so far? 

Attempts are being made by some people to change the law 
to make it easier to use the tax-exempt financing tool. It is 
not clear yet how the federal government will respond. 

The federal government is expected to cut back on the 
amount it spends on housing assistance, and give money to 
renters, instead of to building owners. This is likely to dis- 
courage new construction as well. 

Today there are about 29,000 subsidized housing units in the 
Twin Cities metropolitan area. More than 60 percent of these 
units were added to the region during the decade of the 
1970s. Local officials are sure that this growth trend will be 
reversed in the 1980s.~ 

One reason a change is expected is that the federal govern- 
ment plans to discontinue subsidizing construction of hous- 
ing for low-income people. During the 1970s the federal 
government gave developers money to pay the operating 
costs of rental housing so that rents could be kept down to 
no more than 25 percent of renters' incomes. Under this 
arrangement, developers could construct housing with the 
certainty that they would be able to pay their expenses and 
make a profit, practically regardless of what tenants could 
pay in rent. 

The new policy being proposed by the President's Commis- 

sion on Housing is to give housing assistance directly to 
renters, in the form of housing vouchers, and let renters look 
for housing on the open market. Consequently, instead of 
being able to "lock 'in" income through federal assistance 
programs, developers will have to compete with other prop- 
erty owners for tenants and income. 

At the same time as it is changing the way housing assistance 
is delivered, the administration is also reducing the amount 
it spends on housing assistance. The government has already 
increased to 30 percent the amount of a person's income 
that must be spent on housing to qualify for adstance. 
Moreover, while it is not clear just how much money will be 
allocated, the new voucher program is not expected to be an 
entitlement program, in which all who meet certain eligibility 
guidelines receive money. Instead, money will be distributed 
as it is appropriated each year by 

Finally, even if interest rates come down, money may not be 
available for housing to the same extent or under the same 
terms that it was available in the past. 

In the future housing will compete directly with other invest- 
ments. Thrift institutions that have been the primary lenders 
of mortgage money may not be able to attract savings de- 
posits as they could in the past. Those institutions that do 
lend money for housing will, it appears, be more careful 
about the terms under which it is lent. The typical deal in- 
volving.the fixed rate 30-year mortgage appears to be giving 
way to loans for shorter periods of time and whose interest 
rate can vary during the period of the loan. 

Also, there are a number of people, including Anthony 
Downs of the Brookings Institution, saying that housing may 
be consuming too much of the nation's capital. They suggest 
that more capital needs to be available for industrial purposes 
in order to revive the nation's economy. 



FINDINGS ABOUT ONE STRATEGY FOR SOLVING RENTAL HOUSING PROBLEMS 

Better Use of the Existing Housing Stock 

Some housing experts say the community should 
not build hgelgunounts of new rental housing units, 
even if economic conditions permitted it. 

The demographic data indicate that the rapid increase in de- 
mand for rental housing in the 1980s will be a temporary 
phenomenon. The Twin Cities area will experience a bulge in 
the 20s age group during the 1980s, the group most likely to 
desire rental space, but the size of this population will de- 
cline rapidly after 1990. 

Solem, of the Housing Finance Agency, and Charles Ballen- 
tine, senior housing planner with the Metropolitan Council, 
both suggest that many young people are flexible enough to 
find housing opportunities in the existing housing stock 
(staying home with their parents or moving into apartments 
with friends, for instance), and that a major public invest- 
ment in rental housing to accommodate them may be unnec- 
essary and 

Potential seems to exist to satisfy some of the de- 
mand for housing in the 1980s by making more 
efficient use of the existing housing stock. 

The trends in household size, and data on household occu- 
pancy, suggest that space is available for more people in the 
existing housing stock. 

The average number of persons per household declined in the 
1970s from 3.16 in 1970 to 2.65 persons in 1980, according 
to Metropolitan Council studies. (See Table 4.) 

Studies by the Minneapolis City Planning Department con- 
firm this trend. City planners found that the average house- 
hold size in Minneapolis decreased from 2.69 in 1970 to 2.34 
in 1978. In 1978 the same number and type of housing units 
housed a population almost 60,000 persons smaller than the 
1970 p~pulation.~ ' 

One way is to rent out rooms or share space in existing single 
family houses. 

We surveyed 93 communities in the Twin Cities metropolitan 
area for information about zoning provisions that would re- 
late to the use of the housing space. Fifty-one communities, 
including all those within the first ring suburbs and the two 
central cities, responded. 

We found that almost all communities (45 of the 51 that 
reported) permit the owners of single family homes in areas 
zoned for single family purposes to rent out rooms in their 
homes, provided no structural alterations are made. 

Over half of the communities (30) that reported do not have 
any restrictions beyond limiting the number of roomers in a 
house. Several communities (12) require that homeowners 
continue to occupy their home if they rent out rooms in it. 
Three communities require that renters be related by blood 
to the homeowners. 

The U.S. Census Bureau's 1977 Housing Survey also indicates 
that rooms are available for more people in the existing hous- 
ing stock. For example, the Bureau's survey indicates that in 
1977, in the five-county Twin Cities metropolitan area, there 
were 295,700 owner-occupied single-family houses with 
three or more bedr~oms.~' At the same time, there were 
only 158,100 owner-occupied housing units that included 
two or more children under the age of 18.20Consequently, 
even if all the families with two or more children lived in 
houses with three or more bedrooms, which may not be the 
case, there would still be 145,600 houses with three or more 
bedrooms, and possibly at least one extra bedroom. 

This strategy seems especially attractive to some people be- 
cause it would cost very little to make a unit available, for 
no construction would be required. 

Another way would be to add rental units to existing single- 
family homes. 

There are at least five ways to make more efficient Many communities permit people to modify their single- 
use of the existing housing stock. family homes to add a rental unit, although there are more 



conditions attached to such modifications than to the renting 
of space. The conditions vary, depending primarily upon 
whether the house is located in an area zoned strictly for 
single family purposes or for greater density. 

Fifteen communities permit the addition of rental units to 
single-family homes in areas zoned for single family dwell- 
ings, provided a special use or conditional use. permit is 
obtained. More communities, though Gust over half of those 
reporting), either prohibit such modifications of single-family 
structures in areas zoned for single-family uses, or require 
rezoning before such modifications can occur. 

The requirement for rezoning, as compared to obtaining a 
special use or conditional use permit, is significant, for it is 
generally more difficult to get a rezoning approved. In Min- 
neapolis, for example, both changes require public hearing. 
In order to get a hearing on a rezoning, however, the appli- 
cant must obtain consent to the change from two-thirds of 
the property owners affected by the change. Also, once the 
hearing has been granted, it is incumbent upon the applicant 
to prove that the change is necessary and warranted. The ap- 
plicant must also demonstrate that the amendment is for the 
benefit of the public generally and not simply for the benefit 
of the applicant. The city is under no obligation to grant the 
change. In contrast, anyone who applies for a conditional use 
permit can get a public hearing, and in such cases it is incum- 
bent upon the city to grant the permit unless it can prove the 
permit should not be granted. 

There may be houses, at least in the two central cities, in 
areas that are not zoned for only single-family use, however, 
and which would not be subject to the same restrictions re- 
garding the addition of rental units. In Minneapolis, for 
example, we have calculated, using the City Planning De- 
partment's data, that there could be at least 10,027 single- 
family houses in areas that are not zoned for single-family 
use only. Almost 7,000 of these units have three or more 
bedrooms, and almost 2,500 are headed by people over the 
age of 65. Saint Paul officials estimate that there are about 
15,000 houses in areas where existing zoning would permit 
the addition of rental units to single-family structures. 

The cost of making modifications in single-family houses has 
been estimated by our resource guests at between $3,000 to 
$7,000. 

It might also be possible to add rental units in existing apart- 
ment buildings. 

This strategy would probably have the most potential in the 
two central cities. In both Minneapolis and Saint Paul there 
are many apartment buildings with large basements which 
might be converted to additional rental units. 

Jim Larson, president of Stevens Court, Inc., and a developer 

and owner of residential property in Minneapolis, estimates 
that he could add about 29 more units within the existing 
multi-unit structures he owns. Larson estimated the cost of 
such additions at $15,000 to $20,000 per unit.30 

Me1 Cregorson, who manages nine buildings in Minneapolis, 
thinks he could add 19 units to one building he operates. 
J.Z. Kleinrnan, of Kleinman Realty in Minneapolis, also 
thinks adding units to existing buildings is possible, and a 
good idea. Kleinrnan and others who manage properties like 
his, estimate the cost of adding units at between $5,000 to 
$10,000 per unit. One property owner also suggested that 
these conversions could be financed out of current cash flow. 
He suggested that the delays and expenses associated with 
borrowing money would not be an obstacle to modifications 
the way they are for building new buildings. (This would be 
true only where there is a small mortgage or a mortgage with 
a low rate of interest). 

We also talked with several property managers in the suburbs 
about the possibility of adding units to existing buildings. 
They indicated that buildings in the suburbs are newer and 
have less extra space than buildings in the central cities. 
While additions could occur in the suburbs, the potential 
is not as great as it seems to be in the central ~ i t i e s . ~  ' 
Without knowing how many multi-unit structures there are 
in the metropolitan area, it is difficult to estimate just how 
many housing units could be added to the existing stock this 
way . '~e  do, however, know the number of such structures 
in the two central cities, and can make a rough estimate of 
the potential in these locations. 

In the two central cities combined there are 1,849 structures 
with five to nine units. There are 1,798 structures with 10 to 
19 units, 874 structures with 20 to 49 units, and 183 struc- 
tures with 50 or more units. Ken Ford, director of planning 
for the Housing Division of Saint Paul's Department of 
Housing and Economic Development, suggests that perhaps 
50 percent of the five to nine unit structures could take 
additional units in the basement, and 65 percent of the 10 to 
49 unit structures could take additional units? 

He did not make a guess ;bout the percentage of the 50-plus 
unit structures, assuming that they might need all their 
extra space for storage. 

Using Ford's estimates, and assuming that each structure he 
thought could take additional wits  could take in two such 
units, we calculated that it might be possible to create an ad- 
ditional 5,318 one-bedroom units in existing apartment 
buildings in the two central cities. Undoubtedly, there are 
such buildings in the suburbs where additional units could be 
created. 

A fourth way to find more space in the existing housing 



stock would be to make habitable those residential buildings 
that now stand vacmt. 

At the time the 1980 census was taken, there were in the 
seven-county Twin Cities area 1,792 rental housing units that 
had been vacant for more than six months. Many of these 
units may include more than one bedr~om.~  

Sol Jacobs, director of Inspections for the City of Minne- 
apolis, indicated that there are now approximately 350 
residential buildings boarded up and vacant in the city. There 
are about 650 units in these buildings. The Department now 
supervises the demolition of about three to four such build- 
ings each month, according to ~acobs .~  

A fdth way to make more efficient we of housing resouma 
would be to permit homeowners to install ECHO housing 
units on their lots. 

ECHO is an acronym that stands for Elder Cottage Housing 
Opportunity, according to Leo Baldwin, a specialist in hous- 
ing who works for the U.S. Senior Federation. ECHO hous- 
ing units are small modular housing structures that can be 
installed in the back yard of a single-family house, for exam- 
ple, and then moved when they are no longer needed. Bald- 
win explained the ECHO housing idea at a conference on 
assessory housing units, held March 20 at the University of 
Minnesota. 

He said the concept was pioneered in Australia, and has 
recently started to attract interest in the United States. Three 
companies are now manufacturing ECHO housing units in 
the U.S. Typically, ECHO houses cost about $18,000. One 
company, in California, manufactures the units, leases them 
to people who want them, installs the houses, and then re- 
moves them when they are no longer needed. 

ECHO houses are generally intended to enable senior citizens 
to live near younger people and avoid moving into bstitu- 
tional settings. 

Baldwin suggested that three features should be included in 
an ordinance associated with ECHO housing units. First, the 
houses should be movable; second, they should be permitted 
only on a conditional use basis; and third, he suggests they be 
designed for elderly and handicapped people. 

The most controversial of these strategies for mak- 
ing more efficient use of the existing housing stock 
is to add rental units to existing single-family houses 
in areas zoned for single-family purposes only. 

Proponents of this strategy we the following arguments to 
support their position: 

Permitting these modifications would provide cash flow 
for senior citizens, thereby enabling them to maintain 
their homes and stay in them longer. 

By adding a rental unit to his home, an older person 
might be able to fmd someone to live with him and share 
operating expenses. This improvsd cash flow position 
seems to be the primary benefit to homeowners. Tax 
advantages do not seem significant?6 

This benefit could also be achieved by simply renting 
out space to another person. Structural modifications 
would not be required. Lutheran Social Services, a social 
services agency in Minneapolis, is operating a program 
called "Share-A-Home" that matches young people 
looking for rental space, with older people who have 
extra space and would like help around the house. 

Modifying single-family homes to add rental anits could 
pennit renters to become homeowners. 

Presumably prospective owners of a single family house 
could, if they had a rental unit in the house, rely upon 
rental income to help pay the mortgage or operating 
expenses. This rental income might be just enough to 
make the difference between being able to buy a house 
or not. 

Modifying single-family homes to rental unite might give 
renters Inore choice in terms of h o d &  and put down- 
ward pressure on rents. 

Presumably the bulk of new units created through this 
strategy would be relatively small. They would not ac- 
commodate families, but they certainly would accom- 
modate the large number of single people who need 
housing. Also, by increasing the supply of housing, this 
strategy would also put downward pressure on rents. 

Permitting these modifications could also enable citiea to 
control what is likely to occur in any case. 

! 
Several people have told us &at rental units are already 
being added to single-family homes, illegally. They 
suggest that cities should expect this to continue as the 
cost of housing increases ilnd the supply does not 
increase substantially through new construction. Pro- 
ponents of permitting these inodifications suggest that 
cities should face the issue headan. If they ignore it, 
the additions will occur wi+out regard for the various 
interests of homeowners, neighborhoods and renters. 

Adding rental units in single-family homes, (and other 
methods of putting more people into existing residential 
structures) promotes efficient use of existing public 



services and facilities. 

This is one reason public officials could support better 
use of the existing housing stock. It would enable more 
people to use existing parks, schools, and streets. The 
tax base of a community would be expanded. The 
economic vitality of neighborhood commercial and retail 
businesses would also be supported. 

Permitting the addition of rental units to single-family 
homes would encourage people who make these modi- 
fications to observe safety and building c o d a  

It is likely that the modifications &l occur, rewdless 
of whether they are permitted or not. People are already 
adding rental units to their houses, illegally. When such 
modifications are prohibited people undoutedly are re- 
luctant to have their houses inspected, or to seek the 
advice of city employees knowledgeable about building 
codes and safety requirements. If the modifications were 
permitted, people would be more likely to observe code 
requirements. 

People concerned about permitting others to add rental units 
to their homes point to several potential didvantages: 

Too many modifiiations could change the character of 
dngie-family neighborhoods 

Our survey of communities in the metropolitan, to 
which 51 communities responded, indicated that 27 
communities think the most serious problem with cte'at- 
ing rental units in existing single-family houses is that 
they would change the character of single-family neigh- 
borhoods. There seems to be a particular concern about 
the possibility that owners of rental property would 
be absentee landlords who would not keep up the prop- 
erty. Ruby Hunt, a city council member in Saint Paul 
when she met with us, suggested that a lot of the public 
opposition in that city could be overcome if the city 
required the owners of houses that are modified to add 
a rental unit to continue to occupy part of the house.36 
She also mentioned that, however, it is the opinion of 
the city attorney that this requirement would be un- 
constitutional. 

Adding rental units in single-family homes could create 
problems by increasing traffic and parking congestion. 

Eight of the communities that responded to our survey 
indicated this as the main reason for opposing the addi- 
tion of accessory rental units. The assumption behind 
this opposition is that all occupants of rental units 
would drive cars and that the neighborhoods where 
rental units would be created do not have adequate . 
off-street parking for such cars. 

These assumptions may not be valid in all cases. A num- 
ber of renters, at least in the central cities, do not have 
cars or would not need them if they could use public 
transportation. In the suburbs many houses have two- 
car garages and large driveways which could provide 
offstreet puking spaces. 

Adding rental unita to single-family homes might aleo 
encourage building code violations. 

Eight communities in our survey said this is the most 
serious problem with permitting these modifications. 
The concern is that basement apartments, for example, 
would not have adequate ventilation or would not 
enable an occupant to get out quickly in case of fire. 
There is also concern about the adequacy of exits from 
third floer apartments. 

Proponents of permitting adding rental units suggest that 
it is not difficult to add window space to basement 
units, or exits from third floors. 

Adding units to single-family homes might also affect 
the aesthetic characteristics of a neighborhood. 

The concern here is primarily with exterior alterations to 
a house, which could involve a fire exit from a third 
floor apartment, for example, or multiple entrances vis- 
ible from the street. 

Adding rental units in single-family houses might reduce 
the number of single-family houses available for young 
families. 

Officials are working in both Minneapolis and Saint Paul, 
and perhaps other cities, to find ways to provide housing 
that would attract people in the 45 and over age group 
out of their large single-family homes to space that is 
more energy efficient and sized for their housing needs. 
If such housing can be built and if enough people can 
be convinced to move into it, more single-family housing 
would be available to young families. 

Some officials interested in this strategy are not particu- 
larly enamored with the idea of modifying single-family 
houses in ways that would permit the existing occupant 
to stay in them, with perhaps one or two renters. This 
may not expand the family housing stock?' Other 
people do not think this potential effect is justification 
for opposing modifications to single-family houses. They 
think communities should do everything they can to 
sohe housing problems. If some people want to build 
new units and try to attract people to them, they should 
have to market this strategy as an alternative to any 
others that exist. 



As Solem sees it, "the community needs to reuse its 
existing housing." Adding rental units to single-family 
homes is one way to do this. Another way is to build 
new units for elderly singles and couples in order to 
make their homes available to families. Both ways 
should be pursued, and the specific circumstances of 
buildings and neigbhorhoods will sort out the balance.38 

The potential to add rental units to existing single 
family houses is substantial. 

The potential is substantial, considering just the suburbs, 
where 70 percent of the region's single-family homes are 
located. If the suburban communities in the region each per- 
mitted one of every ten houses to add a rental unit, about 
28,000 rental units would be added to the region's housing 
supply (based on 1977 count of houses). Modifying one in 
ten houses amounts to modifying about one house per city 
block assuming 300-foot-long blocks, 60-foot frontages, and 
ten houses per block (five on each side of the street). Adding 
two units per block would produce nearly 60,000 new rental 
units, or approximately one-third of the 178,000 housing 
units the Metropolitan Council says the region will need in 
the 1980s. 

Communities in other states, as they have looked for 
ways to make more efficient use of the existing 
housing stock, have focused on adding rental units 
to single-family houses, and on regulations designed 
to control the impact of such modifications. 

Some communities mgulate the size of new units, presum- 
ably to preserve the character of existing neighborhoods. 

Weston, CT, for example, requires that the new units be 
"clearly subordinate in size to the principal dwelling unit" 
and stipulates that the new units cannot exceed 600 square 
feet of floor area. Portland, OR, stipulates that new units 
cannot exceed 25 percent of the floor area of the principal 
dwelling. Typically, new units are sized between 400 and 
800 square feet. 

Some communities have tried to control density and impact 
on neighborhoods by restricting the number of units that 
can be added to any structure, by restricting modification8 to 
houses on large lots, or by restricting them according to the 
age of a structure. 

Westport, CT, limits additional rental units to one per 
structure. Portland, although it does not limit additions 
based on lot size, restricts them to houses with at least 2,000 
square feet of floor space. Westport restricts additions to 
buildings constructed prior to 1971. Portland stipulates that 

they cannot occur in houses that have added floor area 
within the last five years. , 

Some communities restrict exterior alteration8 or appear- 
ance. 

Babylon,. NY, Weston, and Portland all stipulate that no 
more than one entrance can be visible from the front of the 
structure. 

Requiriug offstreet patiring and owner-occupany of one of 
the units in a modified stngle-family house is another way 
communities have tried to control density and impact on 
neighborhoods. 

The policy options with regard to off-street parking appear 
to be: a) require zero spaces per unit [Portland] ; b) require 
one space per unit [Babylon] ; or c) require that spaces be 
available in number consistent with the character of the 
neighorhood [Lincoln, MA] .38Another option, although not 
one that appears to have been adopted anywhere, would be 
to require one space per unit, with a waiver provision for 
occupants who demonstrate that they do not need access to 
a car. 

With regard to owner-occupancy, Westport and Babylon re- 
quire it, Weston does not. Portland requires owner-occu- 
pants to receive a permit to add a rental unit, but owner- 
occupancy is not required after the modification has been 
completed. The City of Fairfax, VA, permits two dwelling 
units on the same single-family lot, but requires owner- 
occupancy of one and requires the owner to verify that the 
second dwelling unit is for a relative or family member. The 
city's zoning ordinance permits that a fme of up to $1,000 
per day can be assessed for violation of this requirement. 

Some people are concerned that legalizing rental units in 
single-family houses will lead to speculators' buying single- 
family houses, adding the rental unit, and then moving out. 
There is suspicion that absentee landlords will not maintain 
properties well which would be harmful for neighborhoods. 
As a result, there is support for requiring owner-occupancy. 

There has been discussion, in the Twin Cities and elsewhere, 
over whether it is constitutional to require owner-occupancy. 
Some people feel it would be a violation of equal protection 
privileges in the U.S. constitution to permit an owner. 
occupant to use his property in a certain manner (to add a 
rental unit to it) and to deny that permission to an absentee 
property owner.40 Patrick Hare, a planning consultant in 
Washington, DC, suggests that requiring owner-occupancy 
would be constitutional if, in a zoning ordinance, "single- 
family owner-occupied units" are defined as a land use.4 ' 
The uncertainty about the constitutibnality of requiring 



owneraccupancy is likely to remain until a court resolves the 
issue. At this time, neither the Babylon nor the Portland 
ordinance, both of which require owneraccupancy, has been 
challenged on this basis. 

Another issue &at communities are advised to addrws as 
they consider ways to permit adding rental units to single- 
family houes is the method of approving them. 

One option is to make additions a matter of right, that 
goes with the property. Under this arrangement, any prop- 
erty owner would have a right to add a unit to his house, if 
he lives in a zoning area where this is permitted. 

Another option is to make additions contingent upon receipt 
of a special permit, which requires public hearings and 
notification or consent of neighborhood residents. Under this 
arrangement, proposed additions would be evaluated on a 
case-by-case basis and permission would go with the property 
owner only. It would not extend to new property owners if 
the property changed hands. Babylon follows this procedure. 

A third option would be to permit neighborhoods to decide 
for themselves some or all of the conditions related to adding 
rental units, including the number that should be permitted. 
Neighborhood organizations or block clubs might be given 
this authority. 

The City of W ~ e l d ,  NJ, d w  not permit rental units in 
s i n $ b M y  houses, as a matter of right, but it d o e  have a 
program operated by the city, to add units to the homes of 
senior citizens. 

In Plainfield the initiative to modify houses came from the 
city government. In the other communities mentioned so 
far, the city simply passed a regulation or ordinance permit- 
ting the initiative to be exercised by existing homeowners. 

Plainfield city officials have approached senior citizens 
about the possibility of adding rental units to their homes. 
The city has added the units, and advertised for renters to 
move into the homes. The modifications were financed with 
interest-free city 10ans."~ 

In the Twin Cities metropolitan area, discussions 
have occurred over how to make more efficient 
use of existing housing (space and buildings), but 
little action has been taken to promote this. 

The City of Saint Paul has drafted guidelines stating when it 
would make exceptions to its zoning code to pennit rental 
units in singiefamily houses, but it  has not adopted zoning 
ordinance changes. 'Ibe city reviews proposals for such modi- 
fications on a caseby.case basis. 

Today, someone who wants to add a rental unit to a single- 
family house located in an area zoned for single-family 
houses only, must receive a zoning change. The city's new 
guidelines indicate the conditions that must be met for 
rezoning to be approved.' 

Someone who wants to add a rental unit to a single-family 
house located in an area zoned for duplexes or greater 
density may do so if that structure meets the lot size, floor 
area, and off-street parking standards for duplexes. If the 
structure does not meet these standards, the person must get 
a variance before additions can occur. The city guidelines 
stipulate the conditions that must be met before a variance 
can be approved. These conditions are somewhat less restric- 
tive than are those that apply to rezoning applications. 

In Minneapolis, a "Mansion House" conditional use ordi- 
nance, which outlinea when rental units in single-family 
houses would be permitted, has been drafted. The ordinance 
has not been adopted, however. 

Under the proposed ordinance, modifications would be 
restricted to areas now zoned for duplexes or greater density. 
In addition, new units would have to have at least 500 square 
feet of living space; one screened off-street parking space 
would be required; major exterior alterations, such as fire 
escapes would be prohibited; the lot size minimums would be 
the same as those for townhouses (with certain excep- 
t ion~. )~  

The ordinance would give the City Council authority to 
approve the conditional use permits. Ownerdccupancy 
would not be required. 

A conscious effort was made to limit the number of houses 
to which rental units could be added. Concern exists that if 
many additions occur, property values would increase to a 
point where any use other than multiple units would be 
uneconomical. 

The City of Minneapolis recently passed a zoning ordinance 
change that makes it pedssiile to add rental units to exist- 
ing apartment buildings without, at the same time, adding 
parking for every unit in the building. 

Prior to the change, property owners that added a rental unit 
to a building were required to add enough parking facilities 
for the building to bring it into conformance with the cur- 
rent zoning code. Often this meant adding spaces for units 
besides those being added to the building. The city recently 
changed this provision in the ordinance to make it legal to 
add units without adding parking spaces. Additions would 
still require a zoning variance, however, if the building al- 

.ready included the maximum number permitted for its 
lot size. 



One developer suggested to us three changes she would like 
to see Minneapolis make, in order to promote more efficient 
use of the existing housing stock. These changes have not 
been adopted by Minneapolis or other cities as far as we 
know. 

Irene Taddiken, a real estate agent and the proprietor of a 
home rehabilitation company in Minneapolis, suggested that 
the city: 1) reduce the lot size requirements in its zoning 
code for two-family units; 2) make it permissible to have kit- 
chens on the third floor of a single-family house; and 
3) make it permissible to have uncovered fire exits from the 
third floor of houses. Today, such exits must be enclosed. 

Taddiken said these changes would make it much easier for 
people to add a rental unit to their house. She recognizes 
that these are controversial changes, likely to be resisted by 
some people. She suggested that the city permit decisions 
about these changes to be made on either a case-by-case 
basis, or on a neighborhood-by-neighborhood bask4= 

The City of 'Cottage Grove is making zoning ordinance chan- 
ges that will permit higher density in the new parts of its 
community, shifting to indicate dwelling units per acre 
rather than the kind of units that must exist. 

Today, Cottage Grove's zoning code, like that of most 
cities, indicates the kind of buildings that are permissible in 
certain parts of the city. For example, in an area zoned 
'Rl' singlefamily houses with a minimum lot size of 10,000 
square feet are to be predominant structures. These condi- 
tions permit two-and-a-half to three dwelling units per acre, 
according to the city official we talked 

The city now plans to change the zoning code to regulate 
units per acre instead of building characteristics. Instead of 
having a single-family zoning category, the city would have a 
lowdensity category, which would allow up to eight units 
per acre. A medium-density area would be designated for up 
to 10 units per acre. A higherdensity area would permit up 
to 20 units per acre. 

These changes have been proposed as a way to give devel- 
opers much more flexibility in the way they arrange streets 
and in the kinds of structures they build. These also came 
about because the City Council recognized the high cost of 
land and wanted to promote higherdensity living. 

The existing federal tax code fails to encourage, as 
much as it could, the efficient use of the existing 
housing stock. 

couraged from adding a rental unit to it, considering the 
increased capital gains taxes he would pay on the rental 
portion of the house. 

People who sell their homes (without a rental unit in it) do 
not pay any capital gains taxes on the income received from 
the sale, provided they invest in other property of equal or 
higher value. People 55 years of age or older who sell a home 
can take a one-time exclusion of up to $125,000 from capital 
gains taxes. In either case, they have a way to avoid paying 
capital gains taxes on the sale of their property. 

In contrast, if a person adds a rental unit to his house, and 
later sells the home, he must pay 100 percent of the capital 
gains tax on that portion of the value of the house associated 
with the rental unit. There is no way to avoid paying capital 
gains taxes. 

Tax deductions associated with depreciation of rental units 
also figure into whether a person would want to add a rental 
unit to his house. Under existing tax provisions, it makes 
more sense for someone looking for tax deductions to sell his 
existing home and buy a new one and add a rental unit to it, 
than it does for someone who has owned a house for several 
years to add a rental unit. 

Under the present law, the rewards for adding a rental unit 
are greater for recent buyers than for people who have 
owned their home for a long time, because the depreciation 
that can be excluded from taxable income is calculated based 
upon the original purchase price of a home. If, for example, 
a person bought a home for $50,000 ten years ago, and now 
wants to modify it for rental use and claim depreciation 
deductions, the value of depreciation is based on $50,000, 
not on the current market value of the property. 

Such a person looking for depreciation deductions would be 
smart to sell his current home, and buy a more expensive 
property in today's market, because then the amount of 
depreciation deduction would be calculated on a higher 
base value. 

These implications in the existing tax code suggest that add- 
ing a rental unit makes more sense for someone interested 
primarily in improving their monthly cash flow position than 
it does for someone looking for income tax shelters or 
someone thinking about selling his home some day. 

Table 8 summarizes the potential additional rental 
units within the existing housing stock. See follow- 
ing page. 

Someone who plans to sell his home someday might be db- 



TABLE 8 

POTENTIAL ADDITIONAL RENTAL UNITS 
WlTHlN THE EXISTING HOUSING STOCK 

STRATEGY UNITS CREATeD 
a. Rent space in single-family houses 

-(with three or more bedrooms) 145,600 

b. Convert single-family houses in Minne- 
apolis and Saint Paul, in areas zoned 
for duplexes or greater density 27,027 

c. Convert one of every ten suburban 
single-family houses 28,000 

d. Convert two of every ten suburban 
single-family houses 56,000 

e. Add rental units to existing apartment 
buildings in Minneapolis and Saint Paul 5,318 

f. Rehabilitate rental units vacant six months 
or more 1,792 



CONCLUSIONS 

Today, some renters have limited housing choices 
and are paying a high percentage of their disposable 
income for rent. The expected growth in demand 
for rental housing and the constraints on construc- 
tion of new units suggest that these problems could 
become severe in the future. 

Some renters in the Twin Cities metropolitan area have had 
increasingly limited choices in terms of housing in recent 
years. The multi-family vacancy rate in the Twin Cities 
area, as measured by the Metropolitan Council has been 
going down steadily for several years and, as of Jan- 
uary 1, 1982, was below the six percent level considered 
necessary for normal market choice. 

This increasingly tight market is due primarily to three 
factors: a) fewer new apartment units have been built in 
recent years; b) people are staying in the rental market 
longer [unable to buy new houses] ; and c) people are 
taking up more space [as the number of people in each 
household declines] . 
Some renters are also experiencing problems with high rents. 
While it is true that rent has not increased as rapidly as other 
prices in recent years, and that it has actually gone down 
slightly in the last decade when adjusted for inflation, there 
are still about 48,000 low-income rental households (house- 
holds with incomes below 80 percent of the median for 
families of similar sizes) paying more than 25 percent of their 
incomes for rent. The problems are especially severe for the 
roughly 19,000 low-income families in the region, for they 
need the large spaces that cost more. 

These problems, of limited choice and high percentages of 
incomes going for rent, could become more severe in the 
future. Demographic data indicate that the Twin Cities 
area can expect a bulge in the 20s and early 30s age groups 
during the 1980s. Housing building permit data indicate 
that new construction of rental housing is down, and housing 
experts and developers are nearly unanimous in their agree- 
ment that construction of new rental housing will be very 
limited in the foreseeable future. As the availability of rental 
housing declines, rent prices can be expected to  go up, ex- 
panding the number of people experiencing problems with 
high rents, and intensifying the problems for people already 
feeling the pinch. 

There is some evidence that the vacancy rate may have start- 
ed to rise in recent months. Property owners and managers 
are starting to see their units remaining vacant for relatively 
longer periods of time. Some suggest that more renters are 
doubling up with friends or staying home with parents. 

We believe that this increase in vacancy, if it is occurring, will 
be slight and a temporary phenomenon. Demand for housing 
is going to increase substantially during the 1 9 8 0 ~ ~  and it is 
very unlikely that construction of new units will keep pace 
with demand. 

The Twin Cities area can minimize these problems 
and, at the same time, realize a number of opportu- 
nities if it makes more efficient use of its existing 
housing stock. 

The housing supply for single individuals in need of housing 
asisstance could be more than doubled if the region made 
more efficient use of its existing residential buildings. The 
increase in supply should put downward pressure on rents for 
these people. Well over half of the people in need of housing 
assistance today are, according to the Metropolitan Council, 
single individuals. 

At the same time, elder& people living alone in single-family 
houses could find help paying bills, doing yard work, shovel- 
ing snow, or getting other home maintenance accomplished if 
they rented or otherwise shared space in their homes. 

In addition, young people might be able to overcome the fi-  
nancial obstacles to buying or retaining ownership of houses 
if they could share space with renters. Moderate-income peo- 
ple, regardless of age, could supplement their income by 
renting out space, too. 

Also, there are opportunities for communities generally. En- 
ergy could be saved, for most of the new units would be 
created in buildings that are already heated. Land could be 
saved, for new units would be created without taking land 
out of agricultural production. Money would be saved, for 
the new units would be created without expenditures being 
made for the infrastructure associated with new construc- 
tion: schools, streets, utilities and sewers, for example. 
Furthermore, the creation of additional units should put 



downward pressure on the prices of existing units. 

Suburban communities should be particularly aggressive in 
pursuing ways to make more efficient use of their existing 
housing stock. Existing projections of job growth in the 80s 
indicate that the majority of it will occur in the suburbs. 
If the people working at these jobs are to live and shop close 
to where they work, new housing units will be needed in the 
suburbs. Moreover, most of the potential for making more 
efficient use of existing housing lies in the suburbs, simply 
because nearly two-thirds of the housing units in the region 
are in the suburban areas. 

We do not want to imply that the answer to all housing prob- 
lems of the region lies in getting more people to live in exist- 
ing residential buildings. There are large families in need of 
lots of space who would not be accommodated in the new, 
relatively small, units that would be created in existing 
buildings. Other strategies will be needed to make decent 
housing affordable for these people. 

In 1978 the Citizens League recommended construction of 
smaller units that would attract people in the 45-and-over age 
group, thereby making the single-family houses these people 
now occupy available for younger fami~ies.~' 

This strategy for new construction still makes sense to us. 
Moreover, we do not think it is inconsistent or incompatible 
with our recommendation to make more efficient use of the 
existing housing stock. Both strategies should be pursued. 

Still, there is no mistaking the solution to the housing prob- 
lems of many people could live in the existing housing stock, 
and that there are many advantages for the community 
generally in making better use of existing structures. Consid- 
ering the difficulties associated with new construction, we 
think it is essential to make more efficient use of the existing 
housing stock. 

Therefore, we think the following six strategies for 
using the existing housing stock more efficiently 
should be promoted, 

Renting out space in single-family homes. 

This is probably the cheapest way to put more people into 
existing homes. It is also the fastest way. No structural alter- 
ations would be required. And the entire region can do it. 
Nearly all communities permit the renting out of rooms in 
single-family houses, attaching only a few minor conditions 
for the privilege. 

In the five-county metropolitan area there may be at least 
140,000 empty bedrooms (just in houses with three or more 

bedrooms), which could be rented out. These rooms could 
house fully 34 percent of all the people who will turn 20 in 
the 1980s.~' 

Adding rental units to singlefamily homefl m areas zoned for 
duplexea or greater M t y  dwellin@. 

There are at least 10,000 such houses in Minneapolis alone. 
Saint Paul officials estimate that approximately 15,000 exist 
in the city in areas where zoning would permit such modifi- 
cations. Adding a small rental unit to each of these houses 
can be expected to cost roughly $3,000 to $10,000, which is 
less expensive than building new apartment units.48 Adding 
units to such houses is also not likely to affect significantly 
the character of neighborhoods, for they are already zoned 
for higher density. 

Adding units to existing apartment buildin@. 

This strategy is likely to produce fewer units than the first 
two strategies, but adding units to apartment buildings can 
still increase the supply of housing. Our estimate is that 
roughly 5,300 units could be added to existing apartment 
buildings in the two central cities. The cost per unit may be 
anywhere from $5,000 to $20,000, but some property man- 
agers claim they could fmance such modifications with 
current revenue, and would not have to borrow money. This 
would make it possible to add units relatively quickly and 
inexpensively. Such modifications would not significantly 
affect the character of the neigbhorhoods in which they are 
located, for they are already relatively highdensity areas. 
There is also support for this strategy among apartment 
owners and managers. 

Making habitable, residential buildings vacant for long peri- 
ods of time. 

According to the 1980 census, there are approximately 1,800 
rental units in the sevencounty metropolitan area that have 
been vacant for more than six months. In Minneapolis, ac- 
cording to City Inspector Sol Jacobs, there are reported to be 
650 residential units in buildings that are vacant and boarded 
up. The 1980 census indicates Saint Paul has 315 such units. 
We think all communities should have a program that gets 
these buildings and units back in habitable condition. 

Permitting homeowners to instan ECHO housing units on 
their land. 

Although we have not investigated this strategy in detail, it 
does seem to be another way to make more efficient use of 
existing housing resources, in this case, land. We have been 
told that there may be many small suburban homes located 
on large lots which have adequate space for an ECHO unit. 
We suggest communities investigate the details of implement- 



ing this strategy. 

Adding rental units to singlafamily houses in areas zoned for 
singlefamily purposes ow. 

Modification of such houses is the most controversial strat- 
egy for making more efficient use of the existing housing 
stock, but it is also the strategy that holds the greatest 
potential for adding units within the existing housing stock. 
Approximately 63 percent of the housing units in the region 
are in single-family structures. 

It is especially important that suburban communities permit 
such additions to occur. Nearly 70 percent (279,600 out 
of 407,000 in 1977) of the singlefamily houses in the region 
are located in the suburbs, most in areas zoned for single- 
family purposes only. 

If each of these communities permitted one of every 10 
houses to add a rental unit, about 28,000 rental units would 
be added to the regional housing supply. Modifying one in 10 
houses amobnts to adding a unit in about one house per city 
block, assuming 300-foot-long blocks, 60-foot frontages, and 
10 houses per block (five on each side of the street). Adding 
two units per block would produce nearly 60,000 new rental 
units, or approximately onethird of the 178,000 housing 

units the Metropolitan Council says the region will need in 
the 1980s. 

Adding two units'per block in these suburban communities 
would not disrupt the character of their neighborhoods, for 
few cam would be added, and it would go far toward address- 
ing the housing problems of many people. 

Opportunities exist for many people to benefit from making 
more efficient use of the existing housing stock. Renters may 
have more choices, and possibly reduced rent levels. Home- 
owners may improve their cash flow situations. Older people 
may be able to stay in their homes longer. These are a few of 
the opportunities. 

In urging communities to make more efficient use of their 
housing, however, we are mindful of the potential dangers. 
Renters need safe housing options. We do not want to see 
new units added to the point that housing values make 
it uneconomical to retain single-family houses, nor do' we 
want to see parking and street congestion increase to the 
point that long-time neighbohood residents move away. 
Steps must be taken to avoid these potential problems as 
communities pursue the opportunities inherent in mak- 
ing more efficient use of existing housing. 



RECOMMENDATIONS 

The following steps should be taken to promote  ina ally, clearinghouses might provide @st aid training for 
each of the strategies we have identified for making tenants who are living with elderly people who may need 
more efficient use of the existing housing stock. emergency medical assistance. 

Clearinghouses should be established to provide services to 
renters and to property owners. 

Clearinghouses could be established by private companies, 
churches, senior citizens' federations, public agencies, or 
individuals, They could be financed initially with a founda- 
tion grant or loan, and financed on a continuing basis from 
fees charged to landlords and tenants. 

Clearinghouses could provide many s e ~ c e s ,  but their essen- 
tial function would be to educate homeowners to the 
opportunities they have to make more efficient use of their 
properties Clearinghouses could, for example, inform home- 
owners about the privileges many now have to share space 
in their homes. Many people today are probably unaware of 
the privileges they have. Clearinghouses could also provide 
information about the advantages and disadvantages of add- 
ing rental units to the$ homes. 

Clearinghouses could provide matching services, designed to 
bring together people with space to share with those who 
need space. Part of this sewice might involve the preparation 
of a handbook describing the rights and responsibilities of 
tenants and landlords. Many homeowners have never been 
landlords, and they will need assistance to understand what 
is involved, including the legal implications. 

Clearinghouses could also provide information about the tax 
and f&ncial implications of adding rental units to single- 
family houses, or renting out space. 

A clearinghouse might also negotiate the sale by a home- 
owner of a portion of his house to someone who wants to 
share space. This could be a way to finance a new rental unit 
and a way for a homeowner to recover some of the equity in 
his home, without having to sell his entire property and move 
out. 

Clearinghouses might also provide advice about contractors 
who provide s e ~ c e s  needed to modify a house to add a liv- 
ing unit. 

We believe these kinds of s e ~ c e s  would be especially effec- 
tive in facilitating modification of single-family homes, and 
the sharing of space in homes. Some of these services are 
already available for owners and tenants of apartment build- 
ings, but a clearinghouse might be able to provide them with 
information, too. A clearinghouse might be able to provide 
information about buildings that have been vacant for long 
periods of time, but we assume a city agency or department 
would most appropriately handle this responsibility. 

The Minnesota Housing Finance Agency, and other public 
agencies and municipalities, should consider making low- 
interest loans to assist people in adding apartments to their 
homes, adding units to existing apartment buildings, or 
rehabilitating units that have been vacant for long periods of 
time. 

We believe the cost of these strategies for making more 
efficient use of existing buildings would be relatively low. 
Still, the existence of a loan program for this purpose would 
encourage people to make space available, and to do so in 
a manner consistent with building safety standards. 

The Metropolitan Council should identify and implement 
strategies to encourage communities to make more efficient 
use of existing residential buildings. 

We can envision one strategy that could be used. It would be 
similar to, or part of, the one used bp the Council now to 
encourage communities to promote the construction of hous- 
ing for low and moderate-income people. Other strategies 
may also exist. 

Under the current arrangement, the Council allocates state 
and federal grants for such things as sewers and parks, partly 
on the basis of how well communities are doing in providing 
housing opportunities. The Council maintains a point system 
which it uses to rank communities in the region in terms of 
housing performance. This ranking is updated each year. Per- 
formance in terms of making more efficient use of the exist- 
ing housing stock could be considered when rankings are 



determined. 

We are especially hopeful that the Council will find and im- 
plement strategies that encourage suburban communities to 
make more efficient use of their housing stock. We do not 
mean to imply that we think new rental units should only 
be added in the suburbs. We think central city neighborhoods 
could provide more housing, too. We recognize, however, 
that the central cities are already providing the largest share 
of rental units. Also, we think the greatest potential for 
adding units is in the suburbs. Nearly 70 percent of the 
region's single-family houses are in the suburbs. Furthermore, 
these communities have larger lots and larger driveways and 
garages for off-street parking than do the central cities. These 
features would minimize the impact of new units. We believe 
a substantial number of rental units could be added to the 
Twin Cities housing stock in the suburbs, without any dam- 
aging impact on neighborhoods. These are the reasons why 
we think the Metropolitan Council should give particular 
encouragement to suburban communities. 

To permit the addition of rental units in single- 
family houses in areas zoned for single-family pur- 
poses only, without jeopardizing the safety of 
occupants or the livability of neighborhoods, 
communities should adopt ordinances that permit 
additions under the following conditions and 
procedures: 

When the owner agrees to occupy one of the units in the 
modified structwe. 

We believe it is important to retain the owneraccupied char- 
acter of singlefamily neighborhoods. We believe homeowners 
generally tend to take an interest in the quality of their 
neighborhoods and feel a responsibility to maintain their 
properties in a way that supports that quality. We also be- 
lieve that by requiring owner-occupancy, public officials will 
be able to gain widespread public support for ordinances to 
permit people to add units to their homes-support which 
might not exist without this requirement. 

We recognize the division of opinion regarding the constitu- 
tionality of requiring owner-occupancy, but we do not feel 
it is our obligation to settle that question. 

When one off-street parking space per dwelling unit can be 
provided. 

We believe it is important to minimize on-street parking 
in most neighborhoods, to preserve their character as low- 

density areas and preserve the use of the street for moving 
vehicles. 

When exterior alterations would not alter significantly the 
character of a neighborhood. 

We think communities should be sensitive to the aesthetic 
character of their neighborhoods. They should s t  standards 
as to what exterior alterations are acceptable. Different 
communities might want to control different features of 
appearance. We do not think any single provision should 
apply to all neighbhorhoods or communities. 

When the accessory unit(s) would be clearly subordiuate 
in size to the existing pincipal dwelling. 

Again, we think communities should set their own stan- 
dards with regard to the size of new units. Some may want to 
require that new units be "clearly subordinate to the prin- 
cipal dwelling." Other communities may want to be more 
specific and define size in terms of square footage. Our 
principal recommendation is that accessory units be clearly 
accessory. We do not endorse, for example, the conversion of 
single-family houses into duplexes (where both units are the 
same size). We want to preserve the essential single-family 
character of single-family neighborhoods. We also think that 
modifications should be made in a way that makes it relative- 
ly simple to restore the structure to single-family use, if such 
modification is desired. We think a requirement that acces- 
sory units be subordinate to the principal unit is consistent 
with this objective. 

When sewer and water facilities are adquate to accommodate 
projected increases in housing occupancy. 

Adequacy would have to be determined by a building inspec- 
tor or another official. We assume that facilities which meet 
the existing building code would be acceptable. We would 
leave it to each community, however, to address this matter. 

PROCEDURES 

Three different procedures could be followed for permitting 
people to add rental units to their single-family houses. Two 
of these are commonly understood and are used today to 
regulate land use. The third procedure is new. To our know- 
ledge, it has not been tried anywhere before. We think it 
merits experimentation. 

The procedures differ in terms of the number of times elect- 
ed officials need to take action on proposals for new units, 
and in terms of the potential number of houses that would 
be modified. 



Zoning Text change neighbors before he could add a unit to his house. He could 
possible obtain them by loan, trade, purchase, gift, or lease. 

Under this procedure, a community would revise the text of 
its zoning ordinance to permit rental units in single-family 
houses in single-family zones, under specific conditions. Once 
the ordinance was passed, homeowners could add units to 
their houses without coming back to the city council for 
approval. Single-family homes with rental units in them 
would be permitted uses. The city council would be involved 
in just one decision. Once it changed the zoning code, it 
would not have to get involved again. Under this procedure, 
the number of houses that could add rental units would be 
limited only by the conditions in the zoning ordinance. 

Special or Conditional Use Permit 

Under this procedure, a community would revise the text of 
its zoning ordinance to permit rental units in single-family 
houses under specific conditions. Once the ordinance was 
passed, however, homeowners could not add units to their 
houses without coming to the city council for approval. If 
they could meet the conditions outlined in the ordinance, 
the city council would be required to permit the additions. 
By requiring council review, however, the officials would 
have regular opportunities to inspect the modifications 
and work with homeowners on details. Following this 
procedure would involve the council again and again in 
decisions dealing new new units, however. As with a zoning 
text change, the number of houses that could add units un- 
der this procedure would be limited only by the conditions 
in the zoning ordinance. 

Exchange of Accessory Unit Itights5 O 

This is the new method, but conceptually similar to the sale 
or transfer of development rights, which is now commonly 
done. Under the exchange procedure, a community would 
revise the text of its zoning ordinance to permit accessory 
units under specific conditions. City officials would then 
allocate to each homeowner a percentage or share of a right 
to create an accessory unit. Each homeowner would have to 
obtain from one or more of his neighbors their shares in 
order to amass one total right, before he could add an acces- 
sory unit to his house. 

City officials would presuambly determine the maximum 
number of units that could be added in any designated 
geopraphical area, and then divide evenly among all the 
homeowners in that area the right to add these units. Offi- 
cials rmght, for example, decide to permit five units for every 
2CLhouse area. Each house could be given one-fourth acces- 
sory unit share. Any homeowner who wanted to add a unit 
to his house would have to obtain shares from three of his 

This procedure would give neighborhoods the primary con- 
trol over the number of units that could be added in their 
areas. This procedure would be more flexible than a zoning 
change plan that applied uniformly to all neighborhoods. The 
plan would permit the addition of rental units to single- 
family houses, while retaining the character of single-family 
neighborhoods, principally as defined by the people who live 
in them. Also, it would involve a way to compensate those 
who do not add units for the impact of changes in their 
neighborhoods due to the additions of units by others, and it 
would provide limited involvement by city councils beyond 
the central policy judgments of when to permit new units, 
and how many to permit. 

As we already mentioned, this idea of exchanging accessory 
unit rights is new, but it is similar to transferring develop- 
ment rights, which is now commonly done. The City of 
Denver, CO permits property owners there to sell develop- 
ment rights they are not using to other property owners in 
the city. The Denver plan might be a model which communi- 
ties here could adopt (or revise and then adopt) as a proce- 
dure for permitting modifications in single-family houses. 

Two different methods exist in Denver for the exchange 
of development rights, one for the Central Business District 
(CBD) [with a slight variation depending upon whether a 
building is an historic landmark] and one for the area out- 
side the CBD. 

Within the CBD if you own a building that has less floor area 
than the maximum allowed in the zoning area where the 
building is located, you can sell your excess floor area rights 
to another property owner whose land is adjacent to yours or 
separated by a street or alley. If you own property that has 
been classified by the city as an historic landmark you can 
sell your development rights to any other property owner in 
the CBD. 

In either case the price for the rights is whatever the market 
will bear. In the case of sales of development rights by ow- 
ners of historic landmarks, the buyers of the rights cannot 
start to use them (to build) until the historic landmark has 
been rehabilitated and occupied. 

Outside the CBD people that own property can also sell de- 
velopment rights, but only to the owner of adjacent proper- 
ties. Let's say, for example, you own a duplex in a zoning 
area where 20-unit buildings are permitted. Assume further 
that you don't want to convert your house to a 20-unit 
structure, but you don't mind if your neighbor builds a 
building that has more than 20 units in it. You would have 



the right to sell your 18 excess units to your neighbor, for 
whatever he were willing to pay. You could not, however, 
sell your rights to the fellow two doors down from you. 

The city keeps track of who owns what development rights 
by recording exchanges or sales when the buyer of develop- 
ment rights comes into city offices to get a building permit 
to add to his own buildings. When the buyer applieS for a 
building permit to add floor area beyond the amount per- 
mitted on his zoning lot he must show proof of having 
acquired development rights from someone else. 

The city prevents a person from selling development rights 
twice by combining the sellers property with the buyers 
property into one zoning unit, when a sale is verified. Once 
you have sold your development rights to the neighbor on 
your left, for example, you lot is combined with his (for 
zoning purposes but not for tax purposes), on the city's 
property records. If the neighbor on your right came into 
city hall and said he had purchased your development 
rights and wanted to add floor area to his building the city 
officials would be able to tell him that you had already sold 
your rights to someone else. 

Whereas property owners can only sell their rights to one 
neighbor, they can acquire development rights from more 
than one adjacent property owner. As long as someone is 
willing to combine his zoning lot with yours, you can acquire 
his development rights. 

The policy regarding transfer of development rights by his- 

toric structures has been in place since January, 1982. The 
policy regarding the transfer of development rights by 
non-historic structures has been in place since 1978. (In 
1980, the city permitted property owners in the CBD to 
sell rights to owners of property separated by a street or 
alley. Prior to that time they could sell only to owners of 
immediately adjacent property.) 

The policy has been enthusiastically received in the down- 
town area. It has worked as it was intended, to enable 
development of the downtown, and to preserve historic 
structures. It is used less frequently in the areas outside the 
CBD than it is used inside the CBD. 

There is no review of sales by a policy making body. There is 
only a record keeping function, which begins when a buyer 
of development rights comes in for a building permit. The 
city clerklrecorder records the sale, and then transmits the 
application for building permit to the zoning administrator 
to verify that the proposed development is consistent with 
the zoning ordinance. The fact of sale is also recorded on the 
property title. 

The only apparent problem which has come up with the 
policy is that some people have purchased properties that 
they intended to expand, only to find out that the excess 
development rights they thought applied to the property 
they purchased had already been sold to someone else. The 
problem is that the buyers' title search did not involve a thor- 
ough review of the property title. The title lawyers missed 
the fact that the development rights had already been sold. 
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amount of personal income that must be spent on housing, before a person is eligible for housing assistance. 

'?estimony to  CL committee: Patty Armstrong, Council member, City of Cottage Grove; Dick Harris, Chairman, Fridley 
Planning Commission; Ruby Hunt, Council member, City of Saint. Paul, January 12,1982. 

ll~elephone conversation between staff and Tom Gillaspy, state demographer. Also, Gillaspy's calculations were mentioned in 
a Minneapolis Tribune article on Sunday, April 18,1982. 

"Consumer Rice Indexes, MinneapolisSaint Paul, February 1982, U.S. Department of Labor, Bureau of Labor Statistics. 

13"Twin Cities Housing Need in the 1980s and 1990s." Metropolitan Housing Market Study, Metropolitan Council, June, 
1981, p. 1. 

l5 Ibid, p. 7. 

'Vestimony to CL committee by Chuck Ballentine, Senior Housing Planner, Metropolitan Council, December 1,1981. Also, 
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see Metro Monitor, Vol. 111, No. 2, April 1982, p. 4. 

l7 Telephone conversations between CL staff and staff at Greater Minneapolis Chamber of Commerce, Saint Paul Area Cham- 
ber of Commerce, and Minneapolis Downtown Council. Also see, Metro Monitor, Vol. 111, No. 2, April 1982, p. 4. 

"Telephone conversation between CL staff and Don Jacobsen, Director of Development, Bor Son Construction Company. 

'%onversations between CL staff and Jim Solem, Exemtive Director, MN Housing Finance Agency, and CL staff and Tom Ful- 
ton, Executive Director, Minneapolis-Saint Paul McKnight Family Housing Fund. 

?esthony to CL committee: Richard Law, Partner, Peat, Marwick, Mitchell, December 15,1981. 

'Guy Peterson, Housing Specialist, Metropolitan Council. 

22~estimony to CL committee: James Solem, Executive Director, MN Housing Fiance Agency, October 21,1981. 

3 ~ h e  primary element of uncertainty regarding federal requirement is, according to Monty Acker of the Minnesota Housing 
Finance Agency, the length of time units in buildings financed with below market public revenue bonds must be available 
for low and moderate income people. 

4~estimony to CL committee: Nancy Reeves, Director, Metro Housing & Redevelopment Advisory Committee, Metropolitan 
Council, December 15,1981. 

Testimony to CL committee: Nancy Reeves, Director, Metro Housing & Redevelopment Advisory Committee, Metropolitan 
Council, December 15, 1981; "Reagan Rent Subsidy Plan Criticized," New York Times, November 29, 1981; "Housing 
Vouchers for the Poor," m e  Urban Institute, Policy and Resemch Report, Vol. 10, No. 4, Winter, 1980. 

2 Vestirnony to ,CL committee: Jim Solem, Director, Minnesota Housing Finance Agency, ~c tober  21, 1981; chuck Bal- 
lentine, Senior Planner, Housing, Metropolitan Council, December l ,  1981. 

Tlan for the 1980s. Housing, " City of Minneapolis, June, 1979; 

28c'Annual Housing Survey: 1977," Minneapolis-Saint Paul standard metropolitan statistical area, U.S. Department of Com- 
merce, Bureau of the Census, p. D01. 

3?e~tim~ny to CL committee: James Larson, President, Stevens Court, Inc., January 5,1982. 

31~elephone conversations between CL staff and a) Debbie Maves, Northco Company of Minneapolis, b) Sue Kaster, Mid- 
continent Management Company of Saint Paul, c) Tom Hirsch, Hirsch-Newman Management Company, Bloomington. 

32Minneapolis City Planning Department, and Saint Paul Department of Planning and Economic Development, Housing 
Division. 

"~innesota Population and Housing Characteristics," 1980 complete count census data, Minnesota ~nalysis and b i n g  
System, University of Minnesota, Table for Development Region 11. 

4~onversation between CL staff and Sol Jacobs, Director of Inspections, City of Minneapolis. 

See page 11 in the report for further discussion of the tax implications of conversions. 

3Vestimony to CL committee: Ruby Hunt, Council Member, City of Saint Paul, January 12,1982. 

37Conversations between CL staff and Tom Fulton, Executive Director, Minneapo1is-S.int Paul McKnight Family Housing 
Fund. 



38~onversation between CL staff and Jim Solem, Director, Minnesota Housing Finance Agency. 

'contacts: 

Planning & Zoning Commission 
Westport Town Hall 
1 10 Myrtle Avenue 
Westport, CT 06880 

Lawrence McDermott 
Office of Planning 
10555 Main Street 
Fairfax, VA 22030 

First Selectman 
Susan Hutchinson 
Town Hall 
56 Norfield Road 
Weston, CT 06883 

Bruce Halperin 
City Planner 
Bureau of Planning 
62 1 SW Alder 
Portland, OR 97205 

Jim Lyons 
Administrative Assistant 
Dept. of Planning & Development 
Town of Babylon, NY 
200 E. Sunrise Highway 
North Lindenhurst, NY 11757 

4%onversations between CL staff and Clayton LeFevere, Attorney, LeFevere, Lefler, Kennedy, O'Brien, and Drawz. Also, 
testimony to CL committee by Parker Trostel, former Alderman, City of Minneapolis, November 3,1981. 

Vele~hone conversation between CL staff and Patrick Hare, Patrick Hare & Associates, Planning Consultants, Washing- 
ton, D.C. 

4 2 "Lemhing. Single Family Conversions," Tri-State Regional Planning Commissioner, New York, NY, January, 1981. 

4 3 ~ e n  Ford, Housing Division, Department of Planning & Economic Development, City of Saint Paul. 

44~estimony to CL committee: Parker Trostel, former Alderman, City of Minneapolis, November 3,1981. 

45 Testimony to CL committee: Irene Taddiken, Sole Proprietor, Home Restoration Enterprises, February 9,1982. 

4velephone conversation between CL staff and Patty Armstrong, Council member, City of Cottage Grove. 

' Citizens League Statement, "Recommended Strategy for New Housing Consmction, " March 15,1978. 

4 8 ~ h e  1977 Annual Housing S w e y  covers the five county area, excluding the counties of Scott and Carver. 

4 ~ e  cost to construct a new 750 square foot, one bedroom apartment is about $45,000 to $50,000, according to Gary 
Asher, a specialist in investment Real Estate with Coldwell Banker. See Corporate Report, Apd 1982, p. 44. 

6 Velephone conversation between CL staff and Charles Funyarna, Denver Zoning Department and Harriet Hoag, Denver 
City Planning Department. 



WORK OF THE, COMMIITEE 

The Rental Housing Supply Committee was formed primarily 
in response to the work done in early 1981 by a Citizens 
League committee on Rent Control. That committee, while 
restricting itself to the issue of rent control, suggested that 
there was an urgent need for the League and others in the 
community to give attention to larger issues of housing 
affordability. In its report, the rent control committee said, 
'there are some signs which indicate that the financial bur- 
den question will emerge as a far more serious issue in the 
1980s than many persons now recognize.' 

Assuming that one way to ease problems of affordability 
is to expand the supply of housing, the Citizens League 
formed the Rental Housing Supply Committee. The charge 
to the Committee indicates that it was directed specifically 
to look first for ways to expand the supply of housing 
within the existing housing stock. 

"The Twin Cities metropolitan area faces a growing problem 
with a lack of rental housing. The availability of rental hous- 
ing units is being squeezed by a combination of a lack of new 
construction, the conversion of existing rental units to con- 
dominiums and by the creation of new households. 

The assignment for this committee is to find ways to make 
more rental housing available. The committee's primary task 
shall be to develop findings, conclusions, and recommenda- 
tions on improved utilization of the existing housing stock. 
If the committee desires it also may explore the potential for 
expanding the supply of rental housing through new con- 
struction. 

The committee work should involve: 

Reviewing the factual information on household size, in- 
cluding trends in occupancy. 

Reviewing the increased pressure on the existing supply 
of rental housing. 

higher density dwellings. 

Evaluating the benefits and the likely problems attached 
to opening new rental opportunities in traditionally non- 
rental situations. 

Reviewing the resistance to changing ordinances con- 
cerning the use of residential dwellings." 

The following persons served as resource guests for the com- 
mittee during its work. The League and the committee are 
grateful to these people for their assistance. 

Patty Armstrong, councilwoman, City of Cottage Grove 
Chuck Ballentine, senior planner, Housing, Metropolitan 

Council 
Will Bracken, builder, Northco Company 
Sandra Butler, member, Mendota Heights Planning Commis- 

sion 
Mary Farrell, realtor, Dan Dolan Realtors 
Ken 'Ford, principal planner, Department of Economic De- 

velopment, City of St. Paul 
Dick Harris, chairman, Fridley Planning Commission 
Riley Housley, builder, Kelrob Corporation 
Ruby Hunt, councilwoman, City of St. Paul 
Jim Larson, president, Stevens Court, Inc. 
Rick Law, partner, Peat, Marwick, Mitchell 
Barbara Lukermann, planning consultant, Hubert H. Hum- 

phrey Institute of Public Affairs 
Nancy Reeves, director, Metro Housing & Redevelopment 

Advisory Committee, Metropolitan Council 
Kent Robbins, director, Housing Development, Whittier 

Alliance 
Jim Solem, director, MN Housing Finance Agency 
Irene Taddiken, sole proprietor, Home Restoration Enter- 

prises 
Blair Tremere, director, Planning & Community Develop 

ment, City of Plymouth 
Parker Trostel, former alderman, City of Minneapolis 

Reviewing the ordinances and regulations which limit The committee began its work on October 20,1981 and held 
the use of dwelling units in certain areas. its last meeting on May 4, 1982. Meetings were held by-week- 

ly at the Bishop Whipple Federal Building near Fort Snelling. 
Reviewing whether options for elderly people would be A total of 15 meetings were held. Detailed minutes of each 
improved if they were not forced to choose only be- meeting were kept and can be obtained upon request at the 
tween staying alone in older, larger homes and moving to Citizens League office. The following people participated in 
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the committee deliberations on a regular basis. 

David Ziegenhagen, Chairman 
Duane Bojack 
Joan Christensen 
AM Copeland 
Dennis Daniels 
Dan Feidt 
Garry- 
Sally Hofmeister 

David Ordos 
Christopher Owens 

Steve Rood 
SusanSands 

Deborah Schmedemann 
Cordon Stephenson 

Paw Stevens 
Peter Th- 

Carl Johnson 
AM Keu 
Sandra Krebsbach 
J. Dudley Moylan ' 

Patrick O'Leary 
Norma Olson 

Mark Tho= 
Thomas Warner 

AM Webb 
John Whitaker 

Cecil Young 

Staff support for the committee was provided by Brad Rich- 
ards and Donna Keller of the League staff. This report was 
printed by Joann Latulippe. 



WHAT THE CITIZENS LEAGUE IS 

Formed in 1952, the Citizens League is an independent, nonpartisan, nonprofit, educational corporation dedicated to under- 
standing and helping to solve complex public problems of our metropolitan area. 

Volunteer research committees of the Citizens League develop recommendations for solutions after months of intensive 
work. 

Over the years, the League's research reports have been among the most helpful and reliable sources of information for 
governmental and civic leaders, and others concerned with the problems of our area. 

The League is supported by membership dues of individual members and membership contributions from businesses, 
foundations and other organizations throughout the metropolitan area. 

You are invited to  join the League, or, if already a member, invite a friend to join. An application blank is provided for your 
convenience on the reverse side. 

OFFICERS 

Resident 
B. Kristine Johnson 

Vice Presidents 
Allen Saeks 
Wayne H. Olson 
Francis M. Boddy 
James R. Pratt 
Jean King 

Secretary 
Verne C. Johnson 

Treasurer 
Medora Perlman 

STAFF 

Executive Director 
Curt Johnson 

Associate Director 
Paul A. Gilje 

Research Associates 
Robert de la Vega 
David Hunt 
Laura Jenkins 
Bradley Richards 

Director, Membership Relations 
Bonnie Sipkins 

Director, Office Administration 
Hertha Lutz 

DIRECTORS PAST PRESIDENTS 

Ronnie Brooks 
Debra Pukall Christensen 
Charles H. Clay 
John J. Costello 
Earl Craig 
Rollin H. Crawford 
Richard J. FitzGerald 
David Graven 
Howard Guthmann 
Randall Halvorson 
Judith Healey 
James W. Johnson 
Steve Keefe 
Ted Kolderie 
Andrew R. Lindberg 
Luverne Molberg 
John W. Mooty 
Charles Neerland 
Hazel Reinhardt 
Mary Rollwagen 
Duane Scribner 
Clarence Shallbetter 
Gordon Shepard 
Thomas H. Swain 
Carol Trusz 
T. Williams 
Willie Mae Wilson 
Lois Yellowthunder 

Charles S. Bellows 
Francis M. Boddy 
Allan R. Boyce 
Charles H. Clay 
Eleanor Colborn 
Rollin H. Crawford 
Waite D. Durfee 
John F. Finn 
Richard J. FitzGerald 

*Walter S. Harris, Jr. 
Peter A. Heegaard 
James L. Hetland, Jr. 
Verne C. Johnson 
Stuart W. Leck, Sr. 
Greer E. Lockhart 
John W. Mooty 
Arthur Naftalin 
Norman L. Newhall, Jr. 
Wayne H. Olson 

*Leslie C. Park 
Malcom G. Pfunder 
Wayne G. Popham 
James R. Pratt 
Leonard F. Ramberg 
Charles T. Silverson 
Archibald Spencer 
Frank Walters 

*John W. Windhorst 

Support Staff 
Paula Ballanger 
Donna Keller 
Joann Latulippe 
Diane Sherry 
Vera Sparkes 



WHAT THE CITIZENS LEAGUE DOES 

RESEARCH PROGRAM COMMUNITY LEADERSHIP MEETINGS 

Four major studies are in progress regularly. Held from September through May. 

Each committee works 2% hours per week, normally for Minneapolis breakfasts are held each, Tuesday at the 
6-1 0 months. Grain Exchange Cafeteria, 7:30 - 8:30 a.m. 

Annually over 250 resource persons made presentations Saint Paul lunches are held every other Thursday at 
the Landmark Center, noon to 1 p.m. to an average of 25 members per session. 

A fulltime professional staff of seven provides direct South Suburban breakfasts are held the last Friday of 
committee assistance. each month at the Lincoln Del, 4401 W. 80th Street, * 

Bloomington, 7:30 - 8:45 a.m. 
An average in excess of 100 persons follow commit- 
tee hearings with summary minutes prepared by staff. An average of 35 persons attend each of the 64 meet- 

tings each year. 
FUJI reports (normally 40-75 pages) are distributed to 
1,000-2,000 persons, in addition to 3,000 summaries The programs attract news coverage in the daily press, 
provided through the CL NEWS. television and radio. 

CL NEWS QUESTION-AND-ANSWER LUNCHEONS 

Four pages; published every other week; mailed to all Feature national or local authorities, who respond to 
members. ' questions from a panel on key public policy issues. , 

Reports activities of the Citizens League, meetings, pub- Each year several O & A luncheons are held throughout 
lications, studies in progress, pending appointments. the metropolitan area. 

Analysis, data and general background information on PUBLIC AFFAIRS DIRECTORY 
public affairs issues in the Twin Cities metropolitan area. 

.A directory i s  prepared following even-year general elec- 
PUBLIC AFFAIRS ACTION PROGRAM tions and distributed to the membership. 

Members of League study committees have been called INFORMXIION ASSISTANCE 
on frequently to pursue the work further with govern- 
mental or nongovernmental agencies. The League responds to many requests for information 

and provides speakers to community groups on topics 
The League routinely follows up on i t s  reports to trans- studied. 
fer, out to the larger group of persons involved in public 
life, an understanding of current community problems 
and Lean~re solutions. 

C E h n S Z e a g u e m - ~  piblk aEah  research and edwath in the St Rid- 
m a p o l i s   me^^ area 84 ~~6th St.,Minnea,polis, Mn.55402 (612) 338-0791 
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