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EXECUTIVE SUMMARY

Pursuant to Section 1021 of the Residential ERBased Pt Hazard Redu@on Act (“the Act”) of 1992,

which establishes Section 406 of the Toxic Substances Control Act, tHerJiganmental Protection Agency

(EPA) is issuing regulations for the disclosure of information concerning possible lead-based paint hazards
in residential property in connection with renovation activities.

This Regulatory Impact AnalysfRIA) examines the potential costs, benefits, and impacts of regulations for
the distosure of possible lead-based paint hazards in connection with renovations performed on residential
property. The analysis is presented in five sections: BackgrounBrantework for Anbysis; Profile of

Sectors Affected; &fimated Costs tBrivate Parties and Government; Effect of the Lead-Based Paint Hazard
DisclosureRule for Renovations on Small Businesses - Regulatory Flexibility Analysis and; Assessment of
Benefits.

BACKGROUND AND FRAMEWORK FOR ANALYSIS

The regulations will apply generally to residential housing built before 1978, unless the housing has no
bedrooms, is housing for the elderly or disabled andmoape lived in by a child under the age of six, or has
been certified as having no lead-based paint on arfgcgu(in the remader of this document, “target
housing”refers to housing subject to the regulaji These regulations will therefore change current business
practices in a large number of residential renovation transactions, imposing compliance oestaion
involved parties.

The regulation establishes reguinents governing the trdasof informationfrom paid renovation contractors
to the buyers of contractor services. Renovation services that are subject to the rule’s disclosure requirements
include:

. Paintremoval or disruption, waredisruption includes anyusface preparation activity involving
sanding, scraping, or other such activities that may generate a lead hazard;

. Removal of large structures (e.g., walls, ceilings, large surface replastering, major replumbing),
excluding the roof;

. Window replacement; or
. Other renovton activities that disturb more than two sgel feet of pmted suface per
component.

Before beginning such work on a unit of target housing, the renovator is required to:

. Provide the owner and occupants of the housing unit with an EPA-approvedalead h
information pamphlet;

. Obtain a signed acknowledgment from the owner and an adult occupant of the housing unit
certifying that they have received the pampldefprovide a certified mail receipt confirming
delivery of the pamphletr, for deliveries to tenants only, provide written certification that the
pamphletwvas delivered but that signed acceptance of the delivered pamphlet was unavailable;
and

. Maintain records for at least three years docatitey compliance with the regulation’s
notification requirements.
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Those parties dectly affected by the rule are thenvator, owner, and occupant. EPA found the required
activities that give rise to regulatory burden imposed oaffieeted parties to fall into four categories for cost
estimation purposes:

. Start-up costs, which include learning the rule’s regronts and establishing compliance
procedures;

. Disclosureactivities, which refers to the costs resulting from the actual transfer of information
and obtaining needed signatures or compiling other documentation of compliance with the
regulation;

. Record keeping, whictesults primarily from the requirement that signed acknowledgments or

other documentation of pamphlet delivery be retained by the renovator (in casesavh
property manager assumes the responsibilities of distributing the pamphlet, a signed and dated
statement detailing the notification procedure employed must also be maintained by the
renovator); and

. Materials, which is linked primarily to the disclosure riegionent, as the lead hazard information
pamphlet must be purchased or photocopied raedrds of pamhlet delivery must be
duplicated Costs may also be incurred for filing acknowledge statements, though such burden
was estimated to be quite modest.

PROFILE OF SECTORS AFFECTED

The requiremets of Section 1021 of the Act fall primarily on the renovator of “target housing,” which is
defined to be any housing constructed prior to 1978, exceptigdios the elderly or persons with disabilities

(unless any child who is less than 6 years of age resides or is expected to reside in such housing), any zero-
bedroom dwelling, ohousing that has been certified as having no lead-based paint on any surface. Property
managers who performnd/or manage repair and renovation work in rental units would also bear
responsibilities under the regulation.

To analyze the impacts of the rule, EPA sought data on those industry sectors which the Agency believes
constitute the regulated community in connection with this rulemaking. EPA also sought data pertaining to
the frequency of occurrence ofidential renovation activities. The largest of the affected sectors falls within
Standard Industrial Classification (SIC) code 17, Special Trade Contractors. Of the 376,000 establishments
in this sector, EPA estimates there to be 199,000 potentially affected by the rule. Also affected are business
establishments falling withiSIC 15, General @ntractors and Operative Builders. EPA estimates 99,000
businesses ithis sector to be potentialbffected. EPA Bo sought data on theal estaténdustry, and
estimates there to be 89P0 establishments in SIE53, Real Estate Agés and Managers and 92,000
establishments in SIC 651, Real Estate Operators and Lessors, which could be affected by the regulation.

Employment data for these industries were obtained for occupations most likely to be involved in the types
of renovation activities subject to the regulation. EPA estimates that 180,000 constructiaotommand
managers and 2.1 million building trade contractors wilaffected. In the real estatedustry, 243,000
property managers are estimated to be potentially affected.

With regard to transaction wohe, EPA estimates that 18.6 million residential renovation activities could be
performed for compensation annually on target housing.
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ESTIMATED COSTS TOPRIVATE PARTIES AND GOVERNMENT

Exhibit ES.1, Estimatetiotal Annual Costs of the Disclosure Rule for Real Estate Renovatiomsnarizes

the estimated total annual corapice costs to private parties and government associated with the regulation.
Private parties incur costs as a result of compliance activities as summarized above. The costs to government
include the costs of rule administration.

Estimated Costs to Private Parties

EPA estimated total annual costptivate parties of approximately $82 million in 1994 dollars (see Exhibit
ES.1). These costs were estimated in the four cost categories, as discussed below.

The first category, start-up costs, accounts for about one-sixth of overall annual costs. Factors affecting the
magnitude of theseosts include the number of renovators or other employees havifagnibarize
themselves with the regulations, both initially (persons irxiging work force) and over time (new entrants

to the affected sectors); the timgu@ed to learn the activities which must be undertaken in order to comply;
and the hourly compensation of affected employees.

Exhibit ES.1: Estimated Total Annual Costs of the Disclosure Rule for Reg
Estate Renovations
Transaction and Cost Category Estimated Cost ($1994
Costs to Private Parties
Start-Up Costs $13.2 milliofp
Disclosure Event Costs $57.5 milligin
Record-Keeping Costs $3.7 millign
Materials Costs $7.8 millio
Total Estimated Annual Costs to Private Parties: $82.2 million
Costs to Government
Low Estimate $2.4 millior
High Estimate $4.3 million
Total Estimated Annual Costs: |
Based on Low Estimate of Government Costs $84.6 million
Based on High Estimate of Government Costs $86.5 miflion
Source: U.S. Environmental Protection Agency

As is evident from Exhibit ES.1, disclosure eveargts constitute the greatest portion of overall costs. Factors
affeding the magnitude dhese costs include the frequencies of regulated events (renovation activities); the
time involved in performing required activities, such as providing the homeowner and/or residents with the
required information and obtainimgcessary documentation of compliance; and the hourly compensation of
all involved parties.

Record-keeping and materials costs comprise a relatively modast shoverall anual costsFactors
affecting the magnitude of these cost items include the numbaifexted parties per trandam; the
frequency of transactions, the costs of acquiring/duplicating documents, which include thaZaat h
information pamphlet and signadknowledgment statements or other compliance documentation; and costs
to maintain documents.

Additional, indrect, @sts resulting from actions taken by com&us in reponse to information, such as
possible outlays for ledthzard inspections or abatements, were not quantified. Currently, data and methods
limitations do not permit measurement of how the rules may affect behavior.
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Exhibit ES.2 pres#s the per unit compliance costs incurred by the four private parties that the Rule affects.
The per unit costs include relevant start-up, disclosure, recordkeeping, and materials for each of the parties.
The per unit costare $3.71 for neovation coriactors and rental property managers, $0.68 for occupants, and
$0.14 for rental property owners. The total average cost per unit for all private parties is $4.52.

Exhibit ES. 2: Estimated Annual Per Unit Costs of the Disclosure Rule for Reéﬂl
Estate Renovations
Transaction and Cost Category Estimated Cost ($1994
Costs to Private Parties
Renovation Contractors and Rental Property Managers 3.71
Occupants $0.6
Rental Property Owners $0.14
__Total Average Per Unit Cost $4.57

Estimated Costs to Government

To administer the final regulation, resources will be required to conduct a number of activities, including:

. Inspections;

. Violation case management;

. Establishment and maintenance of cooperative agreements, if applicable;
. Compliance assistance;

. Development of performance measurement criteria; and

. Management.

EPA estimated théotal annual cost of these activities would range from $2.4 million to $4.3 million,
depending on the estimated number of compliance inspections performed annually.

Total Costs to Private Parties and Government

The estimated costs to private parties and theréédovernment were summed to yield a compnesinee
estimate of thdotal annual costs of the lead-based paimtand disclosure regulation foreal estate
renovations. As shown in Exhibit ES.1, EPA estimated that the total annual costs would range from
approximately $85 million to $86 million ($1994).

ASSESSMENT OF IMPACTS ON SMALL BUSINESS (REGULATORY FLEXIBILITY ANALYSIS) AND OTHER
REGULATORY ANALYTIC REQUIREMENTS

EPA investigated the potential imgia of the rule on small businesses, and prepared a Regulatory Flexibility
Analysis (RFA). Wile a large number of small establishments will be potentially affected by the rule, cost
impacts were notdund to be of sufficient magnitude to cause undaemhto such eshbdishments.
Consequently, EPA did not further modify the regulation based on small business impacts.

In assessing small business impacts, EiPsAdeveloped an establishment profile for each major sector. This
profile indicated that approximately 80 to 90 percent of all establishments in SICs 15, 17, 651, and 653 fell
within the 1-9 enployee size class. Thus, a substantial number of small firms are estimated to be potentially
affected by the rule.
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To measure the cost impacts of the regulation on these small establishments, representative, or model,
establishments were signed. These model establishments corresponded to typical establishments, with
respect to number of employees and annual transaction volueeghnaffected sector. Since transaction
activity was reported to vary widely, a range of transaat@ome was estimated for each establishment type.

For each model esitishment, annual regulatory costere then calculated and compared to annual labor and
overhead costs. Ratiogerme compted for both high and low estimates of the range of transaction activity. In

the case of a multi-trade renovation contractor, regulatory cestsfaund to represent from 0.04 to 0.09
percent of labor and overheaukts. In the case of a spdtidrade contractor, impacts were somewhat higher,
ranging from 0.21 to 0.49 percent. An establishment engaged in rental property management was projected
to sustain impacts of 0.73 to 1.44 percent.

EPA also consiered whether the gelation will impose nfunded mandates on governmental units other than

the Federajovernment and whether the regulation may impose adverse distributional burdens of costs or
benefits relative to environmenjaktice considerations. Although State and Tribal governments may decide

to administer and enfoe the provisions of this regulation and thus incur costs from its implementation, this
decision is optional anthus the resulting cost does not constitute an unfunded mandate. In addition, as a
result of meeting the regulation’s compliance requirements, state, local, and tribal governments that own or
manage rental housing (e.g., public housing authorities) may incestncosts from the regulation. However,

the burden of compliance costs on these governmental units is not likely to be greater than their burden on
small businesses, which, in its Regulatory Flexibility Analysis, EPA judged to be not significant.

With regard to mvironmental equity considerations, EPA concluded that the regulation is not to likely to
impose a significant cost burden on businessestkagither owned by low income and minority populations

or that employ substantial numberda# income and/or minority individuals. EPA also considered whether

the regulation might result in an adverse distributioregfilatory benefits or costs among low income and/or
minority households. Household occupancy data indicate that certaindomé and/or minority households

live more frequently in housing that contains lead-based paint. Accordingly, these households may be more
likely to reap the benefits of the regulation in terms of increased awareness of lead-based paint hazards and
expected adoption ofractices to prevent or mitigate exposure to lead-based paiatds accompging

repair and renovatioactivity. These households may also be more likely to incur the costs of the regulation

to the extent they are passed onto consumers. However, EPA judges the costs to be very minor in relation to
the total value of housing services in affected housing and as well the regulation’s expected benefits.

ASSESSMENT OFBENEFITS

The market imperfdion that the rule is intended to reect is the lack of inforntan available to
homeowners/tenants regarding the potential health risks accompanying residential renovations. The failure
of the marketplace to gvide this information means that occupants may not be abéatb réionally to

avoid or prevent such health risks.

It is expected that the information provided as a result of thesmaking will lead homeowners and rental
property occupants to make better mfied detsions regarding purchasing or assenting to renovation
services, or specifying that riskanagement preations be undertaken in connection with such activities.

In addition, homeowners and rental property occupants may themselves undertake precautions to eliminate
or reduce the health risks from lead-based p&t.example, occupants may remove young children or other
suseptible persons from the housing unit while the work is being performed, seal off rooms in which work

is occurring, or perform abatementigities prior to having repair/renovation work done, thus limiting or
eliminating the potential for healthzerds. The rule may also prompt rental property owners, due to liability
concerns, to act to reduce potential lead-related hazards associated with later renovations performed on their
buildings. Thesengcautionary and/or control activities are associated with potential risk-reduction benefits;
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however, these indéct bendts aredistinguishable from the morerdct bendts of the rule, the value of
improved information.

EPA notes that the regulation does not require actions to be taken to reduce lead-basedgdmirh
residentiahousing; thus, the extent to which lead exposure falls depends upon how transaction participants
respond to the additional information. Currently, datanatevaiable to permit estimation of how transaction
participants may value the information, nor was the Agency algjeanotify how the rule may affect behavior.

It was not possible, therefore, to quantify the expected benefits.

Executive Summary: Regulatory Impact Analysis of Lead-Based
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INTRODUCTION

Section 1021 of the Residential Lead-Based Paazakl Reduction Act df992 amends the Toxic Substances
Control Act (TSCA) by adding a new title: Title IV — Lead Exposure Reduction. Under Section 406(b) of
Title IV, the Environmental Protection Agency is issuingutations requiring the disclosure of possible lead-
paint hazards in reidential propgy before renovation work may begin. These regulations will apply to most
residential propertpuilt before 1978 and require that renovators give the owner and adult occupants of a
property an EPA-approvddead Hazard Information Pamphléefore beginning renovation work at the
property and obtain a signed acknowledgment from the owner and anremtalter of théhousing unit
certifying that they haveeceived the pamphler provide a certified mail receipt confirming delivery of the
pamphlet.

These regulations will impose various costs on the parties involved in renovation transactions and, as well,
the federal government. This document presents an analysis of the estimated costs to private parties from
compliance with the lead-based paint hazard disclosure regulation for renovations, including an assessment
of the rule’s likelyeffects on smalbusinesses. The document also presents an estimate of the costs to
government from administering the regulation and qualitatively assesses the rule’s likely benefits.

The document includes five chapters and an appendix. The first chapter outlfresmeavork for
understanding the costs of the regulation while the second briefly reviews key economic data regarding the
business sectors likely to incur costs as a result of the regulation. The third chapter presents the analysis of
the estimated costs of the regulation to private parties and tbefgdvernment and the fourth chapter
analyzes the costs to private parties in relation to example small businesses in the affected business sectors.
The fourth chapter also examines whetherdygilation may be expected to impose an unfunded mandate on
governmental units other the Feslegovernment or may result in an adverse distribution of benefits or costs
relative to environmental justice criteria. The final chapter disctisedsazards of exposure to lead from lead-
based paint, explores the potential benefigsnsting from the value recipientsagke on the information

received as per the rule’gigrements, and assesses the mechanisms by which the disclosure rule is likely to
contribute to a reduction in lead exposure. The appendix lists the data sources for the analysis.

Another part of the Residential Lead-Based Paint Hazard Reduction Act of 1992, Section 1018, establishes
disclosure requaments for the transfer (i.e., sales and rentals) of residential property that may contain lead-
based paint. The analysis of the disclosure rule for transfers is presented in a separate deeguiattry

Impact Analysis of Lead-Based Paint Hazard Disclosure Regulation for Real Estate Travisiehof the
methodobgy and data sources for that analysis is the same as that for the disclosure rule for renovations. In
some cases, the analyses overlap in the assumptions regardinticgstima allocation of costs because some
parties are affected by both rules.

Introduction: Regulatory Impact Analysis of Lead-Based
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CHAPTER 1
BACKGROUND AND FRAMEWORK FOR ANALYSIS

Section 1021 of the Residential Lead-Based Paaatk Reduction Act df992 amends the Toxic Substances
Control Act TSCA) by adding a new title: Title IV — Lead Exposure Reduction. This new part of TSCA in
turn contains Section 406(b), which requires the Administrator of the Environmental Protection Agency to
promulgate regulations for disclosure of possible lead-based patds in reidential property before
performance otertain r@ovation work that is g@rformed for compensian. These regulations will apply
generally to residential housing built before 1978 urtlesshousing contains no bedrooms, is housing for the
elderly or disabledndmay not be lived in by a child under the age of six, or has been certified as having no
lead-based paint on anyrface (in the reniader ofthis document, “target housing” refers to housing subject

to the regulation). The regulations will change current business practices in renovation transactions and
impose costs on involved parties. The costs of the laadrtdisclosure regulations (“disclosure &l to

private parties will manifest foremost as time regmients: time invested in learning the rule and
implementing complianggrocedures, time required for disclosure activities, and time for meeting the rule’s
record-keping requiements. Iraddition, the rule will impose modest materials expenses for documents and
storage of transactiorecords. To mvide a basis for analyzing these costs, this chapter reviews the
requirements of the law and ilementing regulations with regard to renovation work, identifies the affected
parties, and summarizes the ways in whlobse parties may be expected to incur costs as a result of the
disclosure rule.

REQUIREMENTS OF THE DISCLOSURE RULE FOR RENOVATIONS

The rule establishes disclosure reguoiets to be followed by paid camictors in the performance of
renovation work on target housing. Renovation services that are subject to the rule include:

. Paintremoval or disruption (e.qg., floor refinishing, stairs refinishing, modification of painted
doors), wherelistuption includes any surface preparation activity involving sanding, scraping,
or other such activities that may generate a lead hazard;

. Removal of large structures (e.g., walls, ceilings, large surface replastering, major replumbing),
excluding the roof;

. Window replacement; or
. Other renovton activities that disturb more than two sgel feet of pmted suface per
component.

Activities that are explicitly excluded from the rule include:

. Minor repairs and maintenance activities (including minor electrical work and plumbing) that
disrupt less than two square feet of painted surface;

. Emergency renovation operations; or

. Renovations in target housifigr which a written determination has been made by an inspector
(certified pursiant to either Federal regulations at 40 CFR 745.226 or an EPA-authorized State
certification program) that lead-basedmids not present on the componeattected by the
renovation, where the renovator has obtained a copy of the determination.

Before beginning work on a unit of target housing, the renovator is required to:

Chapter 1:
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. Before beginning renovation work, provide the en{s) and andult member of thdousing
unit with a copy of an EPA-apprové@ad Hazard Information Pamphlat specified under
Section406 of the Toxic Substances Control Act. EPA has prepared a lead hazard information
pamphlettitled “Protect Your Family From Lead in Your Hee” that may be used for this
purpose. However, n@vators may use other information pamphlets provided that they have
been approved by EPA for use in the state in which the renovation is being performed.

. Document that the pamphlet was defisd in accordanceitiv theregulation’s requirements. The
provision of the pamphlet and the associated documentatitsdlivery may be accomplished
as follows:

- Hand delivery:The renovator, or a representative of the renovator, may
deliver the pamphlet by hand and obtain a signed, dated acknowledgment
that the owner and adult member of the housing unit have received a copy
of the pamphlet. The acknowledgment may be included in a renovation
contract or may be on a separate piecepép. This method of delivery and
associated documentation will be geally applicable for renovation
services to be performed in owner-occupied housing.

- Certified mail delivery:The pamphlet may be deéixed by certified mail,
return-receipt requested. In this case, the delivergpt returned by the
postal service to the renovator will serve asuimentation of delivery of the
pamphlet. fis method of delivery may more generally be applicable for
renovation services to be performed in rental or multi-unit housing.

- Certification of delivery without signed acknowledgmefr deliveries to
non-owrer-occupants (tenants) in which the renovator is not able to obtain

a signed acknowledgmentretcept, the renoveor may deliver the pamphlet

and certify in writing thathe pamphlet has been delivered but that a signed
acknowledgment could not be obtained. The certification must include the
address of the unit, the date and method of delivery of the pamphlet, name
of the person delivering the pamphlet, reason for lack of acknowledgment
(e.g., no adult present, occupant refuses to sign), the signature of the
renovator, and the date of signing the certification.

- Special notification and documentation provisions for renovation of
common areaskor renovations of commoareas (i.e., Hks, stairways,

lobbies, basement or bdihg exterior) of multiple-unit properties (whether
rental or owner-oaapied), the renovator shall provide the pamphlet to the
owner(s) of thearget housing and shall obtain a signed, dated certification
of delivery or a certified mail receipt for delivery. In addition, the renovator
must informin writing an adult occupant ofach affectedinit of the
upcoming renovation activity and must make the leazitd pamhlet
available to any occupant who requests one. The renovator must maintain
a record of how thanit occupants were informed and how pamphlets were
made available. For properties in which common area renovation services
are provided by the property owner or a property memagnt firm, these
notification activities may be grformed by the property owner or the
property management firm.

Chapter 1:
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. Maintain records docunméing compliance with the notification and pamphlet distribution
requirements for a period of at leastthyearsdllowing compétion of the renovation activities.
Maintained records are to ilncle: copies of signed, dated acknowledgments ofetbept of
pamphlet; certified mail regets; and/or documentation of notification for common area
renovation work. In cases where a certifiespe¢or has determined that lead-based paint is not
present in target housinggecords documding such finding must also be retained by the
renovator for at least three years.

The legislatiorand regulation prescribe penalties under TSCA for failure to comply with the disclosure rule
requirements.

PRIVATE PARTIES AFFECTED BY THE RULE

The parties that will baffected by thelisclosure rule’s requements with respect to renovation are:
Renovators — persons or businesses providing renovation services for compensation in target housing; the
Owners and Occupants of ogmocaipied property; Occupants of rental housing; and Owners of rental
housing. A distinction is drawn between owners of rental anéieaccupied housing because the rule affects
these parties differently as is discussed below. Under the disclosuremoleators and, implicitly, the owners

of rental housing bear a responsibility to ensure that the occupants of housing in which renovation services
will occurare informed of the possibletards stemimg from renovatiorwork. Thus, these parties bear direct
responsibilities under the rule. Occupants of rdrdaking and owners/occupants of owner-occupied housing
must invest time in meeting the disclosure rule’s requirements.

COST EFFECTS ON AFFECTED PARTIES

Five general ways &re idatified in which the disclosure rule is expected to impose costs affduted

parties. In general, the costs of the disclosure rule will be the aggregation of individual cost effects over the
number of parties and transactions that are affected by the rule faghency of cost occurrenc@elow,

each of the five&eost components is discussed in terms of how the cost component will affect the parties to a
renovation transaction and the frequency of its occurrence:

1. Start-up costsThese costs include the time required to learn the disclosure rule’s requirements and
set up compliance procedures. Start-up costs under the renovation part of the disclosure rule are
expected to be incurred by mrators, which may include owners/managers of rental housing, to the
extent they perform r@vation services in rental target housing.dmrts of the frequency of cost
events, start-up costse asumed to be incurred once for the existing stock of persons performing
renovation services andditeafter, anually for newentrants to the renovation profession (Ezbibit
1, Cost Components and Frequency of Occurrence by Affected Party in Renovation Activities

2. Disclosure eventasts.Parties incurring disclosure event costs include renovators, occupants of
owner-occupied and rental housing, and owners of rental property. The timeemests of
disclosure will include the time to explain the rule, give the pamphlet to occupants of the subject
property, and gain the needed signafs) of aknowledgment or provide other documentation of
compliance. For owner-ogpied housing, the signatureaxfknowledgment is obtained only from the
owner/adult acupant of the property and the disclosure events are expected to occur at the time the
renovator and the owner-occupant agree on the renovation work to be performed. Thus, for owner-
occupied housing, the disclosure regments will occur once for each performance of renovation
work in such housing.

Chapter 1:
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Exhibit 1: Cost Components and Frequency of Occurrence by Affected Party in Renovation Activities
Cost Component Affected Party Frequency of Cost Occurrence

Start-Up Costs Renovators Once for current stock of persons providing renovation sgrvices;
thereafter, annually for new entrants to the affected occupatjons

Disclosure Event Renovators Once for each performance of renovation services in targeet
Costs housing
Occupants Once for each performance of renovation services in targdt
housing

Owners or Property Once for each performance of renovation servieggah
Managers target housing (may include multiple notifications for work fo
be performed in the common area of a multiple unit property

~

Record-Keeping Renovators Once for each performance of renovation services or leafl-free
(retaining signed certification in target housing.
acknowledgments or
other compliance
documentation)

Materials Renovators Pamphlets and Storage:

- Pamphlet One pamphlet is required for each performance of renovatjon
- Acknowledgments services @awner-occupiedarget housing; two pamphlets are|

or other required for each performance of renovation serviaesiial
documentation target housing (owner and adult occupant). Signed

- Storage Acknowledgments or other documentation are copied and

distributed to involved parties: property owner, renovation
contractor, and tenant (if for rental property).

For rental housing, the disclosure requirement will apply to both an adult tenant of the rental unit
in which work is to be performed and the owner of the rental housing. Tenants are assumed to be
given the pamphlet and informed of the need to sign the acknowledgment at the time the work is
scheduled or at the beginning of the work. Alternatively, the renovator may deliver the pamphlet
by certified mail and use the signed delivery receipt as documentation of pamphlet delivery or, in
the event that a signature cannot be obtained from the tenant, prepare and sign the certification of
delivery statement described above. In addition to delivering the pamphlet to the tenant, the
renovator will also need to obtain a signature of acknowledgment from the owner of the rental
housing. Thus, the frequency of disclosure event costs will be once for both the owner and for the
tenant of rental housing for each performance of renovation services in rental housing.

In the case of common area renovations in multiple unit properties, whether rental or
condominium, the disclosure costs would include notifying an adult occupant of all affected units
before the renovation work and of providing the pamphlet to those occupants who requested it.
This function is likely to be performed by the owner or manager of the multiple unit property (see
Exhibit 1).

3. Record-keeping cost§he rule imposes specific record-keeping requirements on the involved
parties. Record-keeping requirements fall on the providers of renovation services, whether they
are independent renovation contractors or providers of renovation services through a property

Chapter 1:
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management firm. The frequency of the record-keeping requirement is expected to be once for
each renovation activity/lead-free certification in a unit of target housing. Additional record-
keeping responsibilities may fall on owners or managers of multiple unit properties for the
performance of work in common areas of those properties (see Exhibit 1).

4, Materials Materials costs include the costs of the lead hazard information pamphlet, the
acknowledgment statements or other documentation (of pamphlet delivery or lead-free status), and
any materials requirements for storing such documents. Specific expected requirements per
renovation transaction in owner-occupied target housing include one pamphlet, two copies of the
signed acknowledgment, and capability of storing the signed acknowledgment. For rental
property, these requirements are increased by the addition of the responsibilities for both the
owner and tenant(s) of the property (see Exhibit 1).

5. Compliance MonitoringThe disclosure rule may also generate costs in conjunction with
compliance monitoring activities undertaken by the responsible agencies. At present, EPA expects
to perform both programmed compliance monitoring activities and actions in response to
complaints regarding failure of responsible parties (i.e., renovation contractors or rental property
owner/managers) to comply with disclosure rule requirements. Compliance monitoring will likely
involve EPA performing an on-site compliance audit and will require parties such as renovation
contractors to incur costs for the time required to retrieve and copy compliance documents and for
photocopying.

The application of the disclosure rule to renovation activities may represent more of a departure from
traditional business practices in regard to renovation work in rental housing than in owner-occupied
housing. In renovation work on owner-occupied housing, it is normal for explanations and exchange of
information to occur before agreeing on the work to be done and the price. It is expected that these events
will provide the opportunity for performing the rule’s disclosure requirements. In addition, because
Owner(s)/ Occupant(s) presumably identify the need for work at their residence, and request and enter the
contract for the renovation work, a disclosure requirement should present little difficulty in owner-
occupied housing. Because renovation work in rental housing may involve dealing with a party or parties
other than the owner of the affected housing, delivering pamphlets and obtaining signed acknowledgments
could prove more difficult and costly than for owner-occupied housing. For this reason, EPA included
certified mail delivery and certification of pamphlet delivery without an acknowledgment signature as
alternate methods for delivering and documenting receipt of the lead hazard information pamphlet.

Similar issues may arise in the performance of work in common areas of multiple unit properties. For this
reason, the owner or property manager of a multiple unit property may elect to perform the notification
and disclosure responsibility for renovation work in common areas. The property owner or manager may
elect this responsibility to reduce the costs that would otherwise be charged by the renovation contractor
for performance of the notification and disclosure activity.

Consumers may incur additional, indirect, costs in response to the information provided by the regulation,
such as possible outlays for lead hazard inspections or abatements. However, such actions and their
associated costs are not required by the regulation. In addition, current data and methods limitations do not
permit measurement of how the regulation may affect consumer behavior. For these reasons, such
potential cost effects were not considered in this analysis.
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CHAPTER 2
PROFILE OF SECTORS AFFECTED

Renovation Contractors, who are part of two majoirtass sectors — General Contract Construction and the
Specialty Building Trades — are expected to bear the principal effects of the lead hazard disclosure rule for
renovation activity. Contractors’ businesagiices are dectly affected by the rule and thus they are expected

to incur the greatest costs of compliance. In addition, because rental property managers and operators often
perform renovation work in rental units, bussises in rental property management — Real Estate Agents and
Managers, and Real Estate Operators ars$dms — may also incur costs under the disclosure rule. This
chapter summarizes @esomic data and provides a brief review of the current outlook for these business
groups.

The economic/financialgsformance of thedausiness groups @osely linked and, indeed, activity in the real
estate sectors is a primary driver ofiéty and performance in the construction and renovation industries.
Because the econonpierformance of these groups is so intertwined, the following discussion considers the
groups together.

DEFINITION OF AFFECTED BUSINESSGROUPS

Renovation coméctors are part of two largpeisiness sectors: Sifoup 15, General Building Contractors and
Operative Builders and SIC Group 17, Special Trader@ctiors. According to 1992 census data, these sectors
had a total of 557,000 establishments, employed 3,833,080 and had a total payroll of $98,922 million
(seeExhibit 2, Establishment, Employment and Payroll Data for Affected Business Gnexppage). The

actual number of businesses and persons within this industry that would be affected by the disclosure rule is
highly uncertain. Many of théuilding contractors and trades persams not likely to be involved in
residential reavation work. However, reliable data are not available on participation in renovation work. In
addition, depending on the definitionr@ihovation activities subject to the rule, some of the buildings trades
contractors may not baffected by the rule. The special trade contractors in SIC group 17 include diverse
buildings trades: Plumbing, Heating, and Air Conditign(SIC 171); Painting and Paper Hanging (SIC 172);
Electrical Work (SIC 173); Masonry, Stonework, and Plastering (SIC 174); Carpentry and Floor Work (SIC
175); Roofing, Siding, and Sheet Metal Work (SK&);, Concrete Work (SIC 177); Water Well Drilling (SIC

178); and Miscellaneous Special Trade Contractors (SIC 179). Sdheseftrades may be affected more than
others by the disclosure rule. To illustrate, using a narrower definition of affected employment based on the
occupation titles contained in the Occupational Outlook Handbook publisitbe Byreau of Labor Statistics

(BLS), the number of persons directly affected by the disclosure rule may be about 2.27 million. This value
is based on the number of occupational positions identified by BLS in 1992 as Construction Contractors and
Managers (180,000) and in a set of specialty building tragiesmed most likely to be affected by the rule:
Carpenters, Carpenstallers, Drywall Workers and Lathers, Glaziers, Insulation Workers, Painters and
Paperhangers, Plasterers, and Plumbers (total for these groups, 2,092,000).

Real estate agents/managers and tpevéessors are part of SIC code 61, Real Estate: Real Estate Operators
and LessorsSIC code651 andReal Estate Agas and Manager§IC code653. On the basis of Census
Bureau data, in 1990, these two SIC codes had a total of 184,081bst@nts, employed 1,112,000 persons,
and had a total payroll of $23,2%8llion. Again, the number of persons who will be specifically affected by
the disclosure rule may eibstantially less than these values. In particular, according to BLS data, 243,000
persons were employed Bsoperty and Real Estate Managéns1992 (see Exhibit 2).
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Exhibit 2: Establishment, Employment and Payroll Data for Affected Business Groups

Total Annual
Number of Number of Payroll
Business Sector SIC Code(s) Establishments Employees ($000, 1992

General Contract Construction and
the Building Trades
General Contractors and 15 181,000 1,125,000 29,904,767
Operative Builders

Special Trade Contractors 17 376,000 2,708,000 69,014,590
Real Estate Agents/Managers and
Operators/Lessors
Operators and Lessors 651 92,000 475,000 8,3241133
Agents and Managers 653 92,000 637,000 14,973|843

Source: U.S. Department of Commerce, Bureau of the Cabsusty Business Patterns992.

TRENDS AND OUTLOOK FOR AFFECTED BUSINESSGROUPS

Because divity in the real estaténdustries drives grformance in theanstruction and building trades
industries, the trends and tmgk for the real estate industries are reviewed first followed by a discussion for

the construction and building trades industries. During the late 198@sd#nd 990s, the real estate industries
experienced substantial economic weakness as the resulteshyeeakness in the @momy, a spate of
overbuilding in conmercial real estate genlyaand residentiateal estate in somegm®ns, and tightened

lending standards for real estate development and purchases. Real property values and transaction volumes
generally declined, leading tower revenues and weaker financial performance in this industry. From about
1991-92 onward, thedmisinesses havecovered amterest rates declined substantially and the economy
strengthened in general. Mastcantly, economic prformance in thesmdustries has turned somewhat
sluggish as irdrest rates crept upwards over 1994 and the economy shows signs of weaker growth. Key
indicators of real estaiadustry performance imede total housing permits, total sales of existing housing
units, and total nonresidential permit vafue. These data show that activity in the industry generally peaked
between 1986 and 1988, declined until 1991 or 1992, and began to show recovery in 1993 and 1994 (see
Exhibit 3, Summary Indicator Data for Performance of Affected Business Gnoextspage). Continued
strength in theeal estate businesses will largepénd on the strength of growth in the overall economy and

the persistence of relatively low interest rates.

The same factors that caused wide fluctuations in the business performance of the réatastaes in

recent years havésa affected construction-related businesses. As shown in Exhibit 3, total housing permits
and non-residential permit value fell through the late 1980s/early 1990s but began a modest recovery about
1992/93. Residential repair and remodeling werkained more stable diog this period, and contractors who
specialize in this side ¢he business may be in better financial condition than those who concentrate in new
construction or the non-residentsctors. In nominal dollars, repair and remodeling permit value weathered
the recent reasion with €ss of a downturn than that shown for non-residential permit value (see Exhibit 3).
On a constant dolldrvasis (the last two rows of the table), the indication of a recovering industry is apparent
as both the value of allew construction and new residential construction increased after 1991. As indicated

! permit value is the estimated cost of construction and improvements activity specified at the time a construction permit
is obtained for performing new construction or improvements to an existing property.

See the summary financial outlook foe homebuilding and real estate investment industries in Value Line Investment
Survey, April 21, 1995, page 873 and, May 5, 1995, page 1171.
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above for the real estate sectorsnegnicrecovery for the construction and building trades industries appears
to have begun in 1992 and has clearly continued until 1994.

Exhibit 3: Summary Indicator Data for Performance of Affected Business Groups

Year

1987 1988 1989 1990 1991 1992 1993 1994
Housing Permits (000) 1,534 1,455 1,338 1,104 945 1,105 1,214 1,863
Sales, Existing Housing 3,807 3,901 3,752 3,594 3,575 3,811 4,203 1,404
(000)"
Nonresidential Permit 51,551 54,773 51,536 45,775 34,107 32,825 36,464 40,136
Value ($000,000)
Residential Repair and 11,661 12,640 13,409 13,436 13,420 13,865 13,519 13234
Remodeling Permit Value
($000,000%

Non-Residential Repair and 22,565 24,516 26,230 26,601 25,276 25,743 27,159 [R9,359
Remodeling Permit Value
($000,000%

Value of New Construction 419 415 410 398 360 387 398 106
($000,000,000, 198%)

Value of New Residential 195 190 181 164 141 165 176 184
Construction
($000,000,000, 198%)

Sources:

T National Association of Home Builders, 1995.
¥ U.S. Department of Commerce, Bureau of the Census, various publications. Census data values are in gonstant
1987 dollars.

According to Department of Commerce analysts, the overall economic/financial outlook for the construction
and building trades industries is for continuing improvement, though at only a modest pace in part because
of the continuing over supply of monercialbuildings. Remodeling and repair construction willrease
substatially if interest rates remain moderate (soutdeS. Industrial Outlook, 1993J).S. Department of
Commerce, January 1995).

Chapter 2:
Profile of Sectors Affected 17 October 22, 1996



Intentionally Blank Page

Chapter 2:
Profile of Sectors Affected 18 October 22, 1996


MALLAIRE
Blank1


CHAPTER 3
ESTIMATED COSTS TOPRIVATE PARTIES AND GOVERNMENT

The costs of the lead-based paisdrd diclosure rule for real estate renovations include costs to the private
parties that are affected by the rulecaslined in Chapter 1, and the costs to theefatijovernment for
administering the regulation. This chapter assesses both cost categories and is orgamnzedriajohn
sections. Théirst, and longest, section of the chapter addresses the costs to private parties while the second
section reviews the expected costs to therlddovernment for administeg the regulation. The final section
summarizes the aggregate findings for the costs to both private parties and the federal government.

CoOsTS TO PRIVATE PARTIES OF COMPLYING WITH THE DISCLOSURE REGULATION FOR REAL ESTATE
RENOVATIONS

The ®@sts to private parties of the lead-based pamtiddisclosure rule for renovationsewe analyzed in
accord vith theframeworkoutlined in Chapter 1BBefore presenting the cost estimates, the following sections
first review general considéians in analyzing the costs, and the methods and sources for gathering data for
the analysis. Following these disssions, the chapter presents the estimated compliance costs for renovation
transactions, including a sumary of the calcutéons leading to the cost values. The next section of the
chapter contains a sensitivity analysisvinich the values for important, but uncertain, factors in the analysis
are varied to understand their effect on the expected costditiesure rule. The final section of the chapter
presents a brief analysis of the costs of compliance and monitoring activities.

As noted in Chapter 1, consumers may incur additionateictgtosts in response to the information provided

by the regulation, such aessible outlays for lead hazard inspections or abatements. However, such actions
and their associated costenot required byhe regulation. In addition, current data and methods limitations
do not permitmeasurement of how thegation may affect@ansumer behaor. For these reasons, such
potential cost effects were not considered in this analysis.

Structure of Cost Analysis

The aggregate costs of compliance were estimated for four components of cost: Start-Up, Disclosure Event,
Record-Keeping, and Materials. Within thismewvork, costs were estimated in terms of the incremental time

and materials required for compliance with the disclosure rule aggregated over the estimated number of
transaction events and/or persoffieaed by the rule. The incremental time requirements were valued on the
basis of the loaded laboost of the affectethdividuals if the time required for compliance is part of the
person’s occupin. If the time required for compliance is not part of the person’s occupation, the time was
valued on the basis of an estimateeafax income to the pgon in the assumption that the personal time
spent in compliance disptes theopportunity to work anaarn aditional income. Materials costs were
estimated as the out-of-pocket cdstspurchasing the material required — for example, the cost of the Lead
Hazard Pamphlet or the copies of the signed acknowledgment documents.

In summary, the elements in the calculation of the aggregate cost for a time-related cost component include
the time spent per person or event, the numbeffaated people or events, and the value of time. The general
formula for the cost of a time-related event is as follows:

Cost of Time- Related Event = lime X cost X number of events

event time

Chapter 3: Estimated Costs to
Private Parties and Government 19 October 22, 1996



Similarly, the elemets of a materials cosire the number of materialsqudred per event, the number of
events, and the cost of the material. For example,

copies . cost
PIES o X number of events

evenlt  copy

Cost of Copies =

Costs vere aggregated to yield astimatecannualcost of compliance. In this aggregation, the cost of time-
related events was treated diffetg depending on whether the cost is a recurring event based on the volume

of affected transactions or is a one-time start-up cost for affected parties. For cases where costs are incurred
in the course of a transaction — for example, the disclosure event associated with renovation — the estimated
cost per transdion event is simply multiplied times the number of events par o yield the gimated

annual cost. Alternatively, in those cases in which parties incur a one-time start-up cost as part of their
business (e.g., renovation cortars and rental property managers), the cost is annualized over the expected
tenure of those persons in their profession.dit@ce of an appropriate discount rate for annualizing start-up
costs will depend in part on whether these costsalispturrent @ansumptionor displaceinvestment and

capital formation. For this regulation, EPA expdbtst start-up costs would likely be passed on to consumers

of renovation activities and are therefore more likely to displace current consumption than to reduce capital
formation. On this basis, the discount rate used for annualimngost of start-up activities iddésplacement-
of-consumptiomate ofthreepercent. In ddition, asensitivity analysis presented later in this chapter contains

cost values calculated using a higldisplacement-of-investmerate ofseverpercent. Because non-recurring
outlaysare a reltvely small component ahe total costs imposed by the disclosure rule, the increase in cost
from using theéhigher seven percent rate is small and amounts to less than two percent of the total estimated
costs for the rule.

An additional ekment of the analysis of start-up costs involves the recognition that the start-up costs to
members of the affected occtiipas occur at one-level in the firségr of conpliance with the rule and at
another level threafter Specifically, theexistingstock of persons in the various occupations affected by the
rule — renovation contractors and rental property managers — is assumed to learn the ruldksid esta
compliance procedures in the first year of the rule and thesteare anualized in the manner described
above. However, additional start-up costs would betiadby the neventrants to these business groups: new
renovation contractors and property managers will hawata thedisclosure rule. Although the new entrants

to these businesses will only be a small percentage of the existing stock, some costs will still be incurred in
each year for this start-up activity. This element of start-up cost was analyzed in the following manner:

1. An estimated number of entrants toaffected occup@nal categories was obtained from the Bureau
of Labor Statists (BLS). The measure provided by BLS takes into account both the growth in total
positions in an occupation and the movement of persons the otcupation creating a need for new
entrants. The value obtained from BLS is the average annual number of new entrants in each affected
occupation over the period 1992-2005.

2. The annual start-up cost for new entrants to the affected professions was calculated as follows:

Annual Start- Up Costs for Entrants = entrants X hours , cost

start-un  hour

These costs were assumed to occur in the first year of the regulation and each year thereafter.
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Sources of Data

The data used in this studyere obtained from liérature searches and genal communication with
representatives of thefa€ted parties. Important sources of data for the analysis include federal publications
by the Bureau of Labor Sistics, Bureau of the Census, and International Trade Administration. In addition,
data wereobtained from publications of various industry associations and trade groups. Much of the data
concerning the estimated time regunents for compliance and frequency of events was obtained through
personal communication with indepent sales and rental agents, property managers, mortgage lenders, and
real estate lawyers. A compldist of the literature sources and the sources of@eal communication is
presented in Appendix A.

Almost all of the data acquired from independent businesses — renovatioactonst and rental property
managers — camedim persons and companies based in Massachusetts. Since 1988, Massachusetts has had
a lead-based paint disclosure rule faidential real estate that is similar to the federal rule. Because affected
parties in Massachusettave worked with this rule for several years, their insights into how the new federal

rule would Ikely affect transactions and impose costs were believed to provide a sound basis for estimating
the costs of the federal rule.

Many data items were required for the cost analysis and mubke dfta is used in more than one calculation.
The data that were used to calculate th&t< for the three affected transans, along with the sources for
each value is summarized in thénibits on the following pageExhibit 4,Summary of Data Items and Values
for Affected Rrties and Events Used in Analysis of Lead-Paint Hazard Disclosure Rule for Renpvation
summarizes data in four categories:

1. Data Items Concerning the NumberAdfected Parties or Personghese data pertain to the number
of parties and persons that will incur start-up costs under the rule. The startiog feourost of
these values was the Bureau of LabotiStias Occupational Projections and Training Datand
associated BLS publications. An effort was made to use an occupational definition that coincides as
closely as posbkle with the occupation that is expected to incur costs as the result of the rule.
However, because data aret available on the number of persons within an occupation who are
specifically involved withresidentialrenovation or rental management, these numbers necessarily
have a degree of uncdnty. The primary andysis in this report is based on the number of
occupational positions identified by the®®au of Labor Stistics for the following employment
categories: Construction Caattors and Managers; and, within the specialty building trades,
Carpenters, Carpenstallers, Drywall Workers and Lathers, Glaziers, Insulation Workers, Painters
and Paperhangers, Plasterers, and Plumbeese specialty trades are expected to be involved in the
renovation activities thatre covered by the gelation. However, it is possible that additional
employment categories might be involved in renovatatividies that are subject to the rule. Because
of this uncertimty regarding the number of persons who will be subject to the rule as renovation
contractors, the sensitivity analysis presetdéetl in the chapter considers a broader occupation base
for estimating the costs of the disclosure rule.

Similar issuesffect estimation of the number of renovation and building contractor establishments
likely to be subject to the regulation. Therpairy andysis in this report is based on the number of
establishments in SIC 151, General Building Contractors, and, within the specialty building trades,
in SIC groups 171-2, 1742-43, 175-6, 1793, and 1796, which include: Plumbing, heating, and air
conditioning; Painting and papleanging; Plastering, drywall, and insulation; Terrazzo, tile, marble,
mosaic work; Carpentry antbbr work; Roofing, siding, and sheet metal work; Glass and glazing
work; and Insthing building equipment not elsewhere classified. An alternative, broader definition
of affected establishments is also used in the sensitivity analysis.
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Exhibit 4: Summary of Data Items and Values for Affected Parties and Events Used in Analysis of Lead-Paint Hazaud

Disclosure Rule for Renovation

Data Item

| Value for Cost Analysis

| Basis for Value/Source

Data Items Concerning Number of Affected Parties or Persons

Number of Businesses and
Persons Providing Renovation
Services in Target Housing:

General Contractors for
Residential Construction

Building Trades Contractors

Total Establishments:

298,000

Total Employees:
2,272,000

Total Entrants:
102,000
Establishments:
99,000

Affected Employees:

180,000
Annual Entrants:
9,000

Establishments:
199,000

Affected Employees:
2,092,000

Annual Entrants:
93,000

Sum of values from below.

Number of establishments, SIC code 151 (General
Building Contractors), 1992punty Business Patterns

(CBP), Bureau of the Census, 1994. Estimated num
Construction Contractors and Managers, 1992, and

annual entrants fr@ecupational Projections and
Training Data(OPTD), Bureau of Labor Statistics, Ma
1994.

Number of establishments, SIC codes in selected b
trades (see text), 1992, from CBP, 1994. Estimated

employment, 1992, and annual entrants in selected
building trades (see text) from OPTD, 1994.

Number of Property Managers
for Rental Target Housing

Affected employees:

243,000
Annual Entrants:
10,000

Estimated number of Property and Real Estate Man
1992, from OPTD, 1994

Data Items Concerning Number of Transactions and Events th

at Impose a Cost

ber of

ilding

hgers,

lits

by

Owner-Occupied Housing Unitg 46,416,000 From 1991 American Housing Survey data, provided by

Built Before 1979 HUD.

Pre-1979 Zero-Bedroom Ownef- 74,000 Estimated from 1991 American Housing Survey datg

Occupied Housing with No provided by HUD.

Children Occupants

Number ofTargetOwner- 46,342,000 Estimate based on total pre-1979 owner-occupied u

Occupied Housing Units less zero-bedroom units not subject to rule.

Rental Housing Units Built 26,837,000 From 1991 American Housing Survey data, provide

Before 1979 HUD.

Pre-1979 Zero-Bedroom Renta| 1,061,000 Estimated from 1991 American Housing Survey datd

Housing with No Children provided by HUD.

Occupants

Number ofTargetRental 25,776,000 Estimate based on total pre-1979 rental units less zerp

Housing Units bedroom units not subject to rule.

Annual Number of Paid 18,550,000 Estimate from Census data on the dollar outlay for

Renovation Events in Target renovation improvements subject to regulation, 1992

Housing (Expenditures for Residential Improvements and Reppirs
1994)divided by unit costs for renovation activities froﬁn
Profile of the RemodelgNational Association of Home
Builders

Annual Number of Renovation 12,217,000 Same as above but using data for owner-occupied

Events in Owner-Occupied housing.

Target Housing

Annual Number of Renovation 6,333,000 Same as above but using data for rental housing.

Events in Rental Target Housin
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Exhibit 4: Summary of Data Items and Values for Affected Parties and Events Used in Analysis of Lead-Paint Hazard

Disclosure Rule for Renovation

(continued)

Data Item

| Value for Cost Analysis

| Basis for Value/Source

Data Items Concerning Cost of Time for Compliance-Related Activities

Renovators

$14.78, plus fringe and
overhead at 64 percent, yieldg
unit hourly cost of $24.24

Average hourly earnings for December 1994,
Construction category, Boployment and Earnings
(EE), Bureau of Labor Statistics, January 1995. Frir]
and overhead rate taken from CAIR burden analysis
(EPA).

Real Estate Lessors and Prope
Managers

ty $12.02, plus 64 percent fr
and overhead, yields unit
hourly cost of $19.71

nge  Average hourly earnings, December 1994, Fin

1995.

Personal Time (time spent by
property owners or tenants apa
from their normal compensated,
occupation)

$11.28, less 27.65 percent
income tax and FICA
withholding, yields unit hou
value of $8.16

It

for Average hourly earnings for December 1994, tq
private employment, less allowance for income tax ar
rly  FICA withholding, EE, January 1995.

Data Items Concerning Cost of

Materials for Compliance-Relat

ed Activities

Lead Hazard Pamphlet

$0.24 per pamphlet.

16 pages, printed front and back, folded sheet format]
(i.e., four 8.5 x 11 sheets per document) (discount off
supply bulk copying price, May 1995).

Filing Materials

$0.004 per sheet of paper

A 4-drawer, 26-inch deep filing cabinet is estimate
hold about 25,000 sheets of paper and to cost $100
(discount office supply price, May 1995), yielding a
filing cost per sheet of $0.004.

\nce,

Insurance and Real Estate category, from EE, Janyary

al

[oX

to

Cost of Signed $0.04 per page Signed Acknowledgments or other documentation ar
Acknowledgments. required as part of the renovation transactions. Copyifig
costs are calculated at $0.04 per page (discount offic
supply price, May 1995).
2. Data Items Concerning the Number of Transactions and Events that ImSost. @hese data pertain

to the annual number of renovation events in @wocaipied and rental target housing and thus
provide the basis for calculating the number of times a particular coropir@hated activity must
occur in each year. The numbers of tardgetising units, both owner-aggied and rental, were
estimated from 1991 National Housing Survey data on thidau of owner-occupied and rental units
built before 1979. These valueere reduced by the estimated number of zero-bedroom units with
no children occupants (also frdt891 National Housing Survey data) to yield the estimated number
of target owner-oagpied units, 46,342,000, and rental housing units, 25,776,000. Paid renovation
activities in these units will be subject to the disclosure rule.

The number of mnual renovation events in both osvrocaipied and rental housing is based on
estimates of the value of compensated renovation work subject to the regulation and the unit cost of
those renovation activities. Specilly, the Census Bureau publicatiBrpenditures for Residential
Improvements and Repairs (Expenditurgspvides estimates of the outlays for residential
improvements and repairs in owner-opied and rental housing, and in el relevant job
categories. Total 1992 expendituresifoprovementsandmaintenance and repain residential
properties were assembled fr&xpendituresor owner-occupied properties and rental properties for
selected job categories@med relevant to the angily: (1) Heating and Central Air Conditioning; (2)
Plumbing; (3) Painting; (4) Siding; (5) Interior Restructuring; and (5) Other. These amounts were
adjusted to provide agstimate of the annual value of renovation activisigigiect to regulatiofy:
considering whether thmaintenance and repawr improvementgob categories (dboth)would

likely be subject to regulatiomeducing owner-occupant outlays by the estimated amount for “do-it-
yourself’ work (based oRxpenditureslata); and reducing renovation outlays to reflect only pre-79
residential property (79 percent of rental units; 77 percent of owner-occupied units). The results of
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this calculationare summarized in thiep section oExhibit 5, Estimated Number of Renovation

Events Subject to Regulation

Exhibit 5: Estimated Number of Renovation Events Subject to Regulation
Adjusted Value of Improvements in Owner-Occupied and Rental Property Subject to Regulation ($millions)
Owner-Occupied Rental
Maint. & Improve- Total Maint & Improve- Total
Repair ments Repair ments
Heating and Central Air q 2,43b 2,436 0 682 6B2
Conditioning
Plumbing 0 1,790 1,79( D
Painting (No value for 3,704 D 3,705 3,986 0 3,9B6
Improvements)
Siding 72 601 673 470 490 960
Interior Restructuring (No @ 2,419 2,419 0 0 0
value for Maint. & Repair)
Other 3,556 19,017 22,568 3,869 5,4P3 9,371
Total I 7,333 26,258 33,591 8,274 6,505 14,1ps
SourceExpenditures for Residential Improvements and Repairs:, B@2au of the Census, 1995.
1. Owner-Occupied Values reflect percentage of total owner-occupied outlays to contractors or for purchase of maferials for
contractor work: 78.3 percent for maintenance & repair, 82.3 percent for improvements.
2. Both owner-occupied and rental values reflect estimated regulatory coverage for maintenance and repair and infjprovement

activities.Maintenance & Repaivalues for Heating and Central Air Conditioning and Plumbing were excluded from fthe
analysis for owner-occupied and rental units (such activities are expected to be below the scale that would be subjgect to

regulation).Improvementsalues were excluded from the analysis for Plumbing and Interior Restructuring for rental flinits
(such activities are expected to occur when units are vacant). One-halMsfitihenance & Repaivalues for Other were
excluded for both owner-occupied and rental units.
3. Owner-occupied and rental values are adjusted to reflect only units built before 1979.
Unit Cost of Renovation Events
Owner-Occupied Rental
Maint. & Improve- Maint & Improve-

Repair ments Repair ments
Heating\Air Conditioning $ 941 $2,10P $ 941 $2,1p2
Plumbing $976 $ 5,154 $ 976 $5,1%6
Painting $ 2,372 $2,372
Siding $ 2,527 $ 5,646 $ 2,527 $ 5,646
Interior Restructuring $ 7,938 $ 7,933
Other $1,764 $ 2,833 $1,764 $ 2,883
Estimated from job cost data containedPiofile of the RemodeleNational Association of Home Builders, 1992.
Estimated Number of Renovation Events Subject to Regulation

Owner-Occupied Rental
Maint. & | Improve- Total Maint & Improve- Total

Repair ments Repair ments
Heating\Air Conditioning 0 1,158,920 1,158,920 0 300,416 300,616
Plumbing 0 347,108 347,108 D 0 D
Painting 1,562,152 q 1,562,152 1,659,174 0 1,659,174
Siding 28,362 106,436 134,798 185,815 86,400 272)615
Interior Restructuring g 304,918 304,913 0 0 0
Other 2,016,250 6,712,07B 8,728,328 2,193,643  1,907|347 4,100,990
Total | 3,606,763 8,629,459 12,236,219 4,038,682 229464 6333396
Calculated by dividing unit costs into the annual dollar outlay for activities estimated subject to regulation.

To calculate the number of renovation events subjestigolation, EPA divided the estimated annual
values of renovation activity — as specified éach corhination of job category and whether the
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activitiesare for mantenance and repair, onprovement — by an estimated unit cost per renovation
event. The estimated unit costs per renovation event were developed from data confiagie in

of the RemodeldiNational Association of Home Budds, 1992, referred to below Bemodelérand
reflect the assignment oémodeler job cost categories and relative job frequency information as
contained in th&lAHB document to the fferent improvement andepair outlay categories contained

in ExpendituresThe resulting estimated numbers of renovation evenesafciob category were
summed to yield thiotal estimateciumbers of renovation events subject to regulation: 12.2 million
in owner-occupied properties; 6.3 million in rentalgedies; for total of 18.6 million events per year
(see Exhibit 5). These valuese reognized as being quite certain, particularly as a salt of
limitations in matbhing the remodeler job cost categories fi@emodeleand the improvement and
repair outlay categories froBxpendituresBecause of the uncertainty surrounding the values of paid
renovation events in target housing, the sensitivity analysis presented later in this chapter tests the
effect on aggregate compliance costs of using higher values for the number of events.

EPA also notes, as specified in thguiation, that units that have been found by a certified inspector

to be free of lead-basedipton all sufaces vill be exempt from the disclosure reqerinent. As a

result, over time, the number of units and number of renovation events subject to the disclosure
requiremenshould decline. As addressediliis analysis, it is assumed that this exemption will only
have a meaningful effect for rental properties: a rental propenter who knows that units have been
certified as lead-freeilkbe able to avoid pamphlet distribution and notification activifies. Thus, an
owner of a such property has an incentive to retain documentation of such certification, which then
may be presented to the renovator (or, in the cas@mfjgerty management organization, maintained

on site). Using data developed for the analysis of regulations to be issued under Section 402 of the
Toxic Qubstances Control Act, EPA estimated that about 56,000 lead-paint inspections would be
undeataken annually in rental property that would otherwise be subject to the disclosure rule.
Approximately 21 percent of theggitsare expected to keertified lead-free and thus will reduce the

stock of units thaaresubject to the renovation rdl@hus, in each year following the disclosure rule's
effedivenesgdate, the stock of units subject to the regulation will be reduced by about 11,700 units
merely as a mult of finding units thaare free of lead-based paamnd certifying them as such. In turn,

using the implicit estimated anndeéquency of renovation events in rental housing (24.57 percent),
EPA estimates that the number ohogation events in rental property otherwise subject to the
disclosure rule Wl decline by about 2,900 transactions annually as the result of the finding and
certification process. To illustrate the potential consequence of this reduction in the number of
renovation events subject to regulation, EPA also analyzed the cost of the rule after the assumed
passage of ten yeaasd with the consequent accumulated reduction of about 29,000 transactions in
the number of renovation transactions annually subject to the regulation.

A number of other mecinésms would also lead to fewer renovation events being subject to the
disclosure rule over time, including: creation of lead-free units through abatement activity and loss
of units withlead-based paint through demolition or other destruction. However, these mechanisms

% An owner-occupant may also know that a unit is lead-free; however, the incentive to maintain the required
documentation may not be as great, as the owner-occupant bears no responsibilities under the rule in either case. To the
extent that renovators are able to obtain documentation of lead-free certifications for owner-occupied dwellings, cost
will be overstated for such units by an@unt equal to the cost to perform disclosure activities (recordkeeping will still

be required).

Estimate of percentage of rental units constructed 1979 or earlier and not containing lead-based paint taken from
Comprehensivand Workable Plan for the Abatement of Lead-Based Paint in Privately Owned Housing: Report to
CongressU.S. Department of Housing and Urban Development, 1990. See Table 3-2 on page 3-7. This estimate relies
on the sampling protocol used in lBemprehensive and Workable Plamd is assumed to be valid for this analysis.
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will likely have lessffect than the “finthg and certification” mechanism and are not reflected in the
analysis.

3. Data ltems Concerning the Cost of Tifne Compliance-Related Activitie8s noted above, the cost
of time for compliage-related atvities was calculated on the basis of the loaded labor cost of the
affectedindividuals if the time required for compliance is part of the person’s occupation. Hourly
income data for the affected occtipas for 1994 wre taken from the Ephoyment and Earnings
report published by the Beiau of Labor Stistics (BLS). The estimated time values for persons
affected by the rule as part of their ocdigrainclude an allowand®r fringe and overhead costs. The
total fringe and oerhead markup used in these analyses is 64 percent: 40 percent for fringe benefits
and 17 percent for overhead (1.40 x 1.17 = 15.64). Time that sanioof the person’s occupation was
valued on the basis of the hourly income for all private employment as reported by BLS: $11.28 at
Decemberl994. This value was reduced by 27.@65gent to aaount for income tax and FICA
payments. (Because data were not available to develop estimates of personal time representative of
each type of transtion participant (property owners, occupants), aarall average wagidged
suitable for the purposes of this analysis.)

4, Data Items Concerning the Cost of Materials for @bance-Related ActivitiedMaterials costs were
estimated as the out-of-pocket costs for pasaiig the materials required for compliance and include
three items: (1) the ost of the lead dward informdon pamphlets; (2) the cost for the
acknowledgment statements or other materials tordenticompliance; and (3) the cost of document
storage. EPA did not include in this analysis any costliémelopinga Lead Hazard Information
Pamphlet because EPA has prepared an acceptable pamphlet.

. Lead Hazard Infornteon PamphletEPA has prepared a Lead Hazard Information Pamphlet,
Protect Your Family From Lead in Your Hontlkat may be used to meet the information
pamphlet requement. The U.S. Government Printing Office (GPO) estimates that this 16-
page document, printed front and back ireéholors, in a half-standard page size format,
will be available to theublic at a price of $0.52 per copy. As noted in Chapter 1, the
regulation grmitsuse of other lead hazard information materials if EPA has approved their
use. In addition, affected parties may copy or print the EPA-approved document as needed.
Thus, transa@on participants may be able to obtain or reproduce the document at a lower
cost than from GPO. For this analysis, EPA assumed a document cost of $0.24 per copy.

. Acknowledgment statnents or other materials to document compliaB&& assumes that
the acknowledge statent or other documentation material will require no more than one

sheet of paper per transaction. For this analysis, EPA assumeadfélctdd parties would
incur a document copying cost of $0.04 per statement.

. Document Storageén all instances, the costs of document storage are assumed to be part of
an existing filing system. As a result, the only materials costs for filing compliance-related
documentsre the cost ahe filing cabinet. A 4-drawer, 26-inch deep filing cabinet costing
about $100discount office supply price, May 1995), is estimated to hold approximately
25,000 sheets. Thus, theiamental filing cost per copy wastimated at $0.004 (see Exhibit
4).

Exhibit 6, Summary of Time Requirements for Time-Related Cost Components in Analysis of Lead-Paint
Hazard Disclosure Rujsummarizes the estimated amounts of time incurred by affected parties in complying

®The fringe and overhead cost multipége based on previous analyses of information burden analyses undertaken by
the Regulatory Impacts Branch, Office of Pollution Prevention and Toxics.
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with rule requiementsThese estimates are based on conversations with persons in the occupations that will
be affected by the disclosure ruBecause these estimates are uncertain and play an important role in
determining the overall expectedst of the rule, the estimatesre varied for the ssitivity analysis
presented at the end of this chapter.

The last of these data compendiurhibks, Exhibit 7, Number of Years for Annualization of Start-Up Gosts
lists the lengths of time uséolr annualizing start-up costs by the various affected occupations. These values
are based on occupational tenure data obtained from the Bureau of Labor Statistics.

Exhibit 6: Summary of Time Requirements for Time-Related Cost Components in Analysis of Lead-Paift
Hazard Disclosure Rule for Renovation
Cost Component Basis for
Affected Party Start-Up Disclosure Event _Record-Keeping __Estimates
Renovators 1 hour 5 minutes to deal 0.5 minutes Discussions with
with occupants; renovation
1 minute to deal contractors,
with owner of building trades
rental housing groups, and rentgl
Owners or Managers of 0.5 hour 5 minutes to deal 0.5 minutes property owrjers
Rental Housing when with occupants and managers
Performing Renovation
Work
Occupants (owner-occupied None 5 minutes None
or rental housing)
Owners or Managers of See Above 1 minute 0.5 minutes
Rental Housing when the
Purchaser of Renovation
Work

Exhibit 7: Number of Years for Annualization of Start-Up Costs
Occupation of Affected Party Years
Renovators [
Property Managers

Source: U.S. Dept. of Labor, Bureau of Labor Statistics

o7

Analysis of Costs for Renovation Transactions

As outlined in Chapter 1, the partieffected by thalisclosure rule for renovatiorege the raovators,
including renovatiorcontractors and rental property managers who perform renovation work in rental units;
the owners, both of oven-occuped housing and rental units; and the occupdthibit 8, Cost Analysis for
Renovationssummarizeshe cost calculations for renovation transactions as a result of the rule. These costs
are discussed for each of the four cost components below.

Start-Up Costs

The start-up costs include the time require@&aon the rule anthe time to set up compliance procedures. The
parties assumed to incur these costs include renowatidractors and rental property managers who perform
and/or manage repair and renovation work in rental units they manage. On the basis of conversations with
renovation comfctors, the time for contractors to learn the rule wsiBnated at about 1 hour. In all
likelihood, rental property managers will be exposed to thergkrguirements of the lead-based paint hazard
disclosure rule in the context of the rule feal estate transfers as jties to rental transactions in target
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housing. In the analysis of the disclosure ruleréal estate transfergental property managers are credited

with 1 hour of start-up cost time. To prevent doutdanting of the costs of compliance with the two separate
lead-based paintdzarddisclosure regulations —+eal estate transferandreal estate renovations- the

analysis of start-upasts forrenovationincludes an inremental Bbowance of 0.5 hour for rental property
managers to learn and implement those aspects of the rule that apply to renovation work performed in target
rental property under their management (see Exhibit 6).

Exhibit 4 shows the number of garal @ntractor personnel80,000) and the total number of specialty trades
persons in tradesxpected to be subject to the rule (2,092,000), which combine to make up the total number
of renovators (2,272,000). Multiphg this total number of renovators by the 1 hour of time to learn the rule,
and by the value of their time yields the total start-up cost incurred to renovators. Similarly, the start-up cost
for rental property managers is calculated as the product of the one-half hour of time, the number of rental
property managers, 243,000, and the value of their time as rental property managers.

Because the value of this start-up time is retained as long as renovation contractors and property managers
remain in their occupations, the start-up costsenwanualizedaccoding to the expected tenure in each
occupation as discussed above atndgrest rate of three percent. Also, as described above, the start-up costs
incurred by new entrants to these occupatioeeviso included as an annual cost in this analysis. On the
basis of these values, the estimated annual start-up costs sum to $13.2 million (see Exhibit 8).

Disclosure Event Costs

For renovationthe cost of disclosure includes the time costs for the renovator to: (1) provide the owner and
occupants r&ding in the unit with a copy of the Leadhthrd Pamhlet; and (2) obtain a signed, dated
acknowledgment from the owner and/or adult occupant of househasli@ing in the housing uritr prepare

other documentation of compliance with the regulation.

The analysis considers two types of renovation activity, which have different requirements for disclosure:

1. Renovation of ower-ocaipied housing in which the owner and occupanthefroperty are assumed

to be in the same househdhlthis case, the disclosure event is assumed to occur only once for each
renovation transdion and involves the renovation ceaxttor and the owner(s)/occupant(s) of the
subject housing. It is assumitat the disclosure process in renovations of owner-occupied property
will be included in sompre-existing process that involves signing an agreement or contract. On the
basis of conversations with persons likely tcaffected by the rule, the estimated disclosure time for
an owner-ocapied unit is 5 minutes (or 0.083 hours) (see Exhibit 6). This time requirement is
incurred by both the renovator and the owner-occupant(s).

2. Renovation of aental unit in which the owner and occupants are assumed to be separatelparties.
this case, the disclosure event is assumed to occur twiceénenbgng the renovation contractor and

the tenant(s) occupying the property, and a second time involving the renovation contractor and the
rental property owner. As described above, the Lead Hazard Pamphlet may be provided to tenants by
more than one method. The most simple methaddvimllow the procedure outlined above in which

the renovation contractor, property manager, or property owner would hand-deliver the pamphlet to
the adult occupant of the property and gain the signature of acknowledgment anthérse.
However, in reognition that thismechaism may be cumbersome for some work situations, the
regulation permitsertified mail return-receipt-requested as an alternative mechanism for delivering
the Lead Hazard Pamphlet and documenting its receipt by an adult occupant.
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| Exhibit 8: Cost Analysis For Renovation Transactions (all dollar values at 1994)

Cost Component: Start-Up Costs
Persons Hours/ Cost/ Cost/ Total Annualized

Party Incurring Cost Affected Person Hour Person Cost Cost

Costs for Existing Stock of Persons in Affected Occupations
These costs occur one time only at the first year of the rule and are annualized over a 6-year period.

Renovation Contractors 2,272,000 1.0 $24.24  $24.24 $55,071,462 $10,166
Rental Property Managers 243,000 0.5 $19.71 $9.86 $2,395,105 $442,

054
130

Costs for New Entrants to Affected Occupations

These costs occur annually and are not annualized.

Renovation Contractors 102,000 1.0 $24.24  $24.24 $2,472,398  $2,472
Rental Property Managers 10,000 0.5 $19.71 $9.86 $98,564 $98,1

Total, Start-Up Costs: $13,179,147

Cost Component: Disclosure Event Costs

Rental Property Managers

Total, Record-Keeping Costs: $3,746,976

Cost Component: Materials Costs

Material Total Cost/ Materials
Total Units/ Unit Material ~ Cost by Annual
Party Incurring Cost and Material Renovations Renovation Items Unit Category Cost
Renovators or Property Managers, Dealing With Owner-Occupants
- Disclosure & Acknowledgment Pages 12,217,000 2 24,434,000  $0.040 $977,360
- Lead Hazard Pamphlets 12,217,000 1 12,217,000 $0.240 $2,932,080
- Filing Material Costs 12,217,000 1 12,217,000  $0.004 $48,868

Renovators or Property Managers, Dealing With Rental Property Owner

- Disclosure & Acknowledgment Pages 6,333,000 3 18,999,000  $0.040 $759,960
- Lead Hazard Pamphlets 6,333,000 2 6,333,000 $0.240 $1,519,920
- Filing Material Costs 6,333,000 1 6,333,000 $0.004 $25,332

Total Materials Cost to Renovators/Property Managers, Dealing With Property Owner $2,305,212  $3,825,13
Total, Materials Costs:  $7,783,440

Total Materials Cost to Renovators/Property Managers, Dealing With Owner-Occupant  $3,958,308  $3,958,3018

398
64

Total Hours/ Cost/ Cost/ Events/ Annual
Party Incurring Cost Renovations Event Hour Event Renovation Cost
Renovators or Property Managers, Dealing With:
- Owner-Occupants 12,217,000 0.083 $24.24 $2.02 1 $24,677,p26
- Rental Property Owner 6,333,000 0.017 $24.24 $0.40 1 $2,558,448
- Tenant-Occupants 6,333,000 0.083 $24.24 $2.02 1 $12,792,438
- Certified Mail Costs for 1/4 of 6,333,000 $2.53 0.25 $4,005,627

Tenant Occupant Notifications
Occupants 18,550,000 0.083 $8.16 $0.68 1 $12,615,670
Rental Property Owners 6,333,000 0.017 $8.16 $0.14 1 $861,402
Total, Disclosure Event Costs: $57,510,905

Cost Component: Record-Keeping Costs

Total Hours/ Cost/ Total Events/ Annual
Party Incurring Cost Renovations Event Hour Hours Renovation Cost
Renovation Contractors or 18,550,000 0.0083 $24.24 154,583 1 $3,746976

1a-]

Total Annual Costs for Sales:__$82,220,46

Source: U.S. Environmental Protection Agency

For this anbysis, two possible delivery scenarioen® onstructed. The first assumes that the
pamphlet can be delivered andju@ed signatures obtained as part @-gxisting procedures for

notifying tenants of work to be in the apartment. On the basis of phone contacts with attorney

general’s offices in several states, it vigdged that statearelikely to have some law requiring
notification to tenants before a property owner or the ewenauthorized agent may enter an
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apartment. Assuming that this notification requirement is universal, it is possible to assume there is
a pre-gisting mechanism by which the tenant can be notified and given the Lead Hazard Pamphlet.
A possible scenario might be for the owner to include a copy of the Lead Hazard Pamphlet and the
acknowledgment form with a written notification of the work that is to be done and the date. The
tenant(s) could theleave the signed acknowledgment for the renovator to pick up at the time of the
renovation. In this scerio, the disclosure process is piggy-backed onto a pre-existing process, thus
reducing the incremental cost of disclosure. In this analysis, this scenario is assumed to apply in 75
percent of dévery situations for rental units. The time allowafizedisclosure to tenants is estimated

to be 5 minutes (or 0.083 hours).

A second scenariooosidered in the ahgis assumes that the renovation contractor, property
manager, or property owner will use certified mail for delivery in 25 percent of delivery situations.
In this casethe time allowance on the part of the delivery party is the same as for the hand delivery
outlined above; hoaver, an additional cost of $2.53 per renovation event is assumed to be incurred
for use of the certified mail service. Thus, for this 25 percent of delivery cases, the cost of delivery
is more than doubled.

Other scenarios, that are expected to occur less friguneit that, based on conversations with rental
property managers, may occur are when: no pigtieg mechaism exists for the pamphlet to be
given to the tenarand a special trip must be made to present the tenant with the pamphlet and get a
signature; or when an adult tenant is not presenefuses to sign the acknowledgment. The
regulation provideslternative methods for delivering and documenting delivery of the pamphlet in
these cases. While these latter scenarios wouldtha&iseosts incurred in complying with the rule, the
analysis assumes the two scenaaiosve to provide an adequate representation of the costs that will
generally be incurred by the delivering party.

Because of the frequency ohmvation events in a portfolio of rental properties, it is assumed that
the disclosure time to the owner of the rental property is only 1 minute (or 0.017 hours).

The total time oflisclosure is calculated by multiplying the disclosure time for each party by the number of
renovation eventaffeding the party: 12,217,000 events in e@wocaipied target housing and 6,333,000
events inental target housing. The total cost of disclosure is calculated as the total disclosure time for each
party multiplied by the estimated valuestiofie for the involved partieglusthe additional allowance for use

of certified mail in 25 percent of the renovation events in rental units (see Exhibit 4 and Exhibit 8). The total
estimated cost for the disclosure events in renovation transactions is $57.5 million.

As discussed in Chapter 1, EPA also notes that special notification and documentation provisions apply to
renovation work in commoareas of mui-unit housing. Specifically, the renovator must notify tiwenerof

the target housing by providing a pamphlet and obtaining a sidaied} certification of delivery or a certified

mail receipt for delivery. In addition, however, the renovator must provide written notice of the upcoming
common area renovation to each affected unit and must make the lead hazard pamphlet available to any unit
occupant who requests ofiePA notes that these additional provisions for unit occupants — particularly the
potential need to distribute additional copies of the kemthrd pamphlet — could require a renovator to incur
additional disclosure event costs beyond thosereoMin thdoregoing analysis. However, EPA expects these

costs to be negligible for the following reasons:

First, when common arean@vations occur, EPA assumes that renovators or property managers will
often modify existing notification proceduresge distributing flyers in advance of the common area
work) by adding a @ragraph inforrimg occupants that an upcoming renovation may disturb lead-
based paint and that the lead hazardgidet is available to them upon request. The additional
notification costs thus become negligible.
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Second, reovators are iguired to provide additional pamphlet copies only if requested by unit
occupants. EPA assumes that unit occupants will request pamphlets fomdyiémtly. Property
managers and renovators arpanted to reduce the need to distribute additional pamphlet copies by
posting a copy in the common area.

Third, common area renovatioae expected to besmall fraction of the total number of renovation
events subject to regulation and the aggregd#fiect of any dditional cost for common area
notifications will correspondingly be minimal.

Record-Keeping Costs

The recorekeeping requirements of the disclosure rule state that the renovator is required to maintain: (1) a
signed acknowledgment from the owner and an adaihber of thénousing unit certifying that they have
received the pamphlet (2) a certified mail receipt(s) for delivery of the pamphlet. The renovator is required
to maintain these records for a minimum of three years following the renovation work. The record-keeping
requirement causes the regator to spend time in filing the documents. In all likelihood, some type of filing
system already exists for the renovation @mtor or property manager. What is significant then is the amount
of time that is directly attributed the disclosure rule. From conversations with persons likely to be affected
by the rule, the time required for filing the disclosure statements or certified mait(gpeith the other
transaction-related paper woik estimated at a few minutésowever, the filing time that may be reasonably
attributed to the disclosure rule itself should be verglsar approximately 0.5 minutes (or 0.0083 hours) per
event.

The total amount of timdevoted to record-keeping is calculated from the total number of renovation events
coveredunder the rule (see Exhibit 4), theiemental filing timeattributable to the rule, and the value of time

for the affected parties. Record-késg costs for renovation transactions are estimated at $3.7 million (see
Exhibit 8).

Materials Costs

For renov#ions, the materials costs include the cost of the Leadaid Pamhlet, the cost of the
acknowlglgment statements or other compliance documentation, and materials requirements for storing the
signed documents as specified by the rule’s record-keeping requirements.

As noted in Exhibit 4, the Lead Hazard Pamphlet is expected to cost about $0.24 per copy. Multiplying the
$0.24 per copy times the number of copiegach of the two transteon categories yields the estimated
annual cost of Lead &tard Pamphlets for renovationéSee Ehibit 8). For renovation events in owner-
occupied property, one copy of the pamphlet is assumed to be required for the owner-occupant of the target
housing unit. Howeer, for renovation events in rental property, the tenant must also be given the pamphlet:
thus, two copies of the pamphlet are assumed to be required for these renovation events.

It is assumed that one copy of the signed acknowledgment statement or other compliance documentation is
required for each of the particips in a renovation transactibn. Thus, for renovation events in owner-
occupied property, two copiase rguired:one for the renovation contractor and one for the owner-occupant

of the target housing unit. For renovation event®irtal property, an additional party, the tenant, is involved

and the three copies of the signed acknowledgment are assumed to be required: one each for the renovation

®The proposed rule permits the renovation contractimctade the acknowledgment statement in the renovation contract
instead of on a separate piece of paper, if desired. If contractors elect this option, there may be no additional paper and
copying requirement lyend that which would have occurred in any event as part of the renovation transaction. The
assumption in this analysis that the acknowledgment statement would be on a separate page and would require additional
copying is therefore conservative and may overstate the costs of this aspect of the rule.
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contractor, the owner of the rental property, and the tenant of the target housing unit. Thus, the total number
of copies of aknowledgment statements required for renovation transactions igni&sthe number of
renovdions in target ower-ocapied housinglus threetimesthe number of renovations in target rental
housing. Theotal number of copies of the acknowledgment statement is multiplied times the assumed
document cost of $0.04 per copy to yield the estirdl cost of signed acknowledgment copies for compliance
with the disclosure rule.

Renovators are qeiired to keep the signed acknowledgment statements for at leastydars and are
assumed to incur storage costs of filing at $0.004 per renovation event (see Exhibit 4).

The total cost of materials is calculated by summing: the number of copies multiplied by the cost per copy;
the number of pamphlets multiplied by the cost per pamphlet; and the number of signed acknowledgments
by the cost ofifing, yielding an estimated materials costs for renovation transactions of $7.8 million (see
Exhibit 8).

Total Annual Cost to Private Parties for Renovation Transactions

Combining the estimated cost values for the four components yields a total estimated annual cost to private
parties of $82.2 million ($1994) (see Exhibit 8). Waghproximately 18.6 million transactions expected to be
affected by the rulermually, this cost amounts to about $4.35 aféected transdmn. Using the reduced
number of renovation events exfEtto be subject to regulation after finding and certifying additional lead-
free units over a ten-year period, these costs fall slightly to $82.1 million.

Sensitivity Analysis of Costs to Private Parties

Three variables were identified for use in a sensitivityyaimbecause of the level of uncertainty surrounding
the values used in the analysis and the likely magnitudeaoige in the overall cost of the rule resulting from
changes in the value of the variables. These variables are: Time fqli@uore (e.g., Start-Up Time,
Disclosure Time, Record-Kpang Time), the number of Affected Revation Contractors, and the Annual
Number of Target Renovations. In addition, an alternatahee for a fourth variable — the discount rate used
for annualizing Start-Up Costs — was also considered in the sensitivity analysis.

The primary values for CgoplianceTimes(see Exhibit 6) are based on ranges reported in conversations with
affected parties, anareintended to represent a reasonablerage time rguired to complete the various
compliance activities. However, it ilecognized that these valuai®e “soft” estimates. To provide a more
conservative cost analysis, these times per evergdoubled for the sensitivity analysis. That is, start-up

times were increased from one hour to two hours; disclosure event times were increased from 5 minutes to 10
minutes; and record-keeping times were increased from 0.5 minute to 1 minute.

The primary value for the number_of AffectediReation Contretorsis based on the trades assessed as likely

to be affected by the rule, and glmyment statistics taken from the Bureau of Labotigtes (BLS) (see

Exhibit 4). Seeral factorcomplicate the estimation of this variable. First, even though an occupational title
may be clearly affected by the rule, ttweal number of employees listed may overstate the number of
employees actuallgffected by the rule. One ®an is that sommembers of a trade may never work on
residentiahousing. Another reason is that only those individuals that deal directly with theneunstdl

likely need todarn the rule. Second, although some trades are less likely to be affected, it is still possible that
the individuals in these trades will perform some work that is subject to the rule and thus will have to incur
start-up costs

To give a higher and more conservative estimate for the total number of affected contractors, the definition
of affected trades was broadened tdude seeral alditional occupational titles listed under the BLS title
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for Construction Trades. Asrasult, the number of affected renovation contractors increases from 2,272,000
to 2,770,000.

The primary values for the Annual Number of Target Renovatoadased on specific assumptions about

the inclusion otertain renovation job categoriesthe analysis. As an alternative case, several additional job
categories weresaumed to bsubject to the rule, including: for owner-occupied properties, plumbing in the
maintenance and repaiategory; and for rental properties, plumbing in the maintenance and repair category
and plumbing and interior restructuring in the improvements category. As a result, the total annual number
of renovation events increases from 18.6 million to 22.3 million.

As discussedarlier in this chapter, Start-Up Costsre annualized using a three-percent discount rate, which
is based on the expectation that the costsriaduby affected firms andhdividuals for learning the
regulation’s requements and implementing compliance procedwislisplace current consumption instead

of investment and capitébrmation. As an alternative to this assumption, EPA considered for the sensitivity
analysis theffect of uing a higher discount rate of 7 percent, which is based on the real opportunity cost of
capital to society as recommended by the Office of Management and Budget.

Exhibit 9, Sensivity Analysis of the Cost of the Disclosure Rule for Renovatgmemarizes the effects on
compliance costs of using théternative values in the sensitivity analysis. The cost effects are reported both
as an absolute increase and the percentage increase in total annual cost. The greatest impact on compliance
cost results from the increasetime for complianceThree of the four cost components are linearly related

to this variable, so that thdoubling of time for compliance nearly doubles the annual compliance cost.
Compliance costs anease by5.7 percent or $70.4 million to $152.7 million. Because three of the four cost
componentare ds0 linearly related tmumber of renovation eventke impact on compliance cost from the
change in this variable is also substantial: annual compliance cosases by 17.4 percent or an absolute
increase 0$14.3 million from $82.2 million to $96 Million. Even though theumber of affected renovation
contractorsis substantially increased in thenséivity analysis, theffect ontotal cost is much less than
propotional becausenly one of the four cost categories, Start-Up Costs, changes with the number of
contractors. Increang the number of corgctors subject to the rule increases total annual compliance cost
by 4.4 percent, or by $3.6iltion, to $85.8 million. Using the higher 7 percefiscount rate for annualizing
start-up costhas a relatively small effect on total annual costs: total costs increase by 1.8 percent, or $1.45
million, to $83.7 million.

Compliance Monitoring Costs to Private Parties

The procedure, scope and frequency of compliance monitoring activities for the disclosummaile
somewhat uncertain. At present, EPA expects to perform both programmed compliance monitoring activities
and actions in response to complaints regarding failure of responsible parties to comply with disclosure rule
requirements. Although substantiatertainty surrounds the annual numbecafpliance monitoring events,

it is possible to estimate the unit costs for a hypothetical compliance monitoring event.

Thehypothetical compliance monitoring event assumes that EPA will conduct an on-site compliance audit
of parties that have been identified as possibly not complying with the disclosure rule. The audit would
involve reviewing documentation for a sample of renovation eteatsare estimated to be subject to the rule.

For estimating the costs of the hypothetical compliance monitoring &RAtassumed that the auditor would
work with a clerk for the audited party to retrieve and review the compliance documents for a sample of 10
transactions. If the review of the sample transactions indittzé¢dhe audited party had failed to comply with

the disclosure rule reqements, then the auditor would undertakaaxe thorough review of transactions that

are subject to the rule. However, this analysis does not consider the costs of this more thorough review.
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Exhibit 9: Sensitivity Analysis of the Total Annual Cost of the Disclosure Rule for Renovations

sed

based

nt
as

=

Cost Impact
Alternative Absolute Percent
Variable Primary Value Value Change Change Uncertainty Issue
Time for Compliance $70,431,0Q0 85.7% Primary value bg
- Start-Up: on “soft” estimate of
Renov. Contractors| 1 hr. 2 hr. range of values.
Prop. Managers 0.5 hr. 1 hr.
- Disclosure:
with rental property [ 0.5 min. 1 min.
owner
all others 5 min. 10 min.
- Record-Keeping: 1 min. 2 min.
Number of Renovation 2,272,000 2,770,900 $3,591,000 4.4% Primary value
Contractors on narrower
definition of
affected specialty
building trades
Annual Number of $14,287,000 17.4% Primary value ba
Renovation Events in on renovation eve
Target Property: categories defined
- Owner-Occupied: 12,217,000 14,267,000 subject to the rule.
- Rental: 6,333,000 7,989,000 Alternative case ig
- Total Events: 18,550,000 22,256,000 somewhat broadsd
Discount Rate for 3 percept 7 percent $1,448,060 1.8% Whether start-
Annualizing Start-Up outlays displace
Costs consumption or
capital formation

The activities involved in compliance monitoring therefore include: locating and retrieving the compliance

documents foeach of the ten trangamns; making copies; and re-filing the originals. The cost of compliance
includesCost of TimeandCost of Materials

Cost of TimeAbout 1 hour is eBhated as the time for retrieving, copying, and re-filing the original
compliance documents (i.e., the signed and dated acknowledgment statements or other compliance
documentation). For the labor cost of this activity, EPA used an hourly labor rate for persons in the

“Financial Records Processing” occupational category. Theuoitiahourly cost of $15.42 (including

the 64 percent allowance for fringe and overhead) is based on the average weekly earnings in 1994

for persons in the “Financial Records Pasirg” occupational categoriinployment and Earnings

Bureau of Labor Statistics, January 1995). Thus, at one hour of effort, the cost of time is estimated

at $15.42.

x $0.04 per page), which amounts to $0.40.

Cost of MaterialsMaterials costs includes the costopies (10 transactions x 1 page per transaction

For this hypothetical case, the costatffected parties is thereforestanated at $15.82 per compliance
monitoring event or $1.58 for each of the ten transactions assumed to be audited.

Whether the total costs to private parties for compliance monitoringtiastiwill add substantially to the total

costs of regulatory compliance will depend on the volume of compliance monitoring events undertaken
annually byEPA. To illustrate, to cause a one percent increase ($822,000) in the estimated total annual cost
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of compliance foreal estate rovations ($82.2 million in 1994 dollars), EPA would have to monitor
approximately 520,000 transactions or about 2.8 percent of the 18.6 million renovation events estimated to
be subject to the rule annuallydéch compliance monitoring event involved 10 transactions, as specified in
the hypothetical case above, EPA wouldrdfore need toomduct 52,000 audits. As discussed in the next
section, EPA currently anticipates that the compliance and magitactivity will involve substantially fewer

audits — 500-1,000 peegr —than would be required to achieve a one percent increase in the total costs of
regulatory compliance. Accordingly, the costs bornatigcted private parties for compliance monitoring
activities are not likely to add substantially to the total costs of complying with the disclosure rule for real
estate renovations.

CosTs TO GOVERNMENT FOR ADMINISTERING THE DISCLOSURE REGULATION FOR REAL ESTATE
RENOVATIONS

To ensure compliance with the final regulation, resources will be required to conduct a number of activities,
including:

. Inspections;

Violation case management;

. Establishment and maintenance of cooperative agreements, if applicable;
. Compliance assistance;

. Development of performance measurement criteria; and

. Management.

In estimating the ngnitude of the resaue requiremets associated with these activities, EPA took into
account its ograll program nets; that is, rules which provide for the disclosure of information at the time

of real estate transfers and rules which establish standards for conducting lead-based paint activities (e.qg., risk
assessment, abatement) are atstber development, and resource commitments made to satisfy one program
goal may also serve to satisiynilar needs associated with an alternate goal. Nevertheless, to the extent that
overall resource requiremts could be apportioned to achieving the goals of the rules famafimn
disclosure prior to residenti|Bmodeling or renovation activities, the estimates which follow are intended to
represent costs to the government solely for the purposes of ensuring compliance with those rules.

Estimates inthis sectionare based on preliminary recommetiolas of and discussions held by EPA
enforcement and compliance personnel and dragxpariences in other program areas (e.g., PCBs, asbestos,
pesticides, and EPCRA).

Inspection and Case Management Costs

To mostaccurately project costs associated with these activities, the frequency of inspections and resultant
rate of violations is required eéBause these rules are to form part of a new program, it is at this time unknown
what level of effort Wi be deemed appropriate. For illustrative purposes, an inspection rate ranging between
500-1,000 per gar (10-20 per state) is incorporatetb this analysis, resulting in an estimated federal
personnel increase of 25-5@Iftime equivalent positions (FTES), or and average of 2.5-5.0 FTEs per EPA
region. In addition, a 0.5 FTE increase in headquarters staffing is assumed to be required to permit national
coordination of inspector training, inspection and case development guidance, and compliance monitoring
strategy development.
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Performance Measurement and Management

It is assumed that 5.0 FTE (0.5 per EPA region) will be necessary to perfokingrand managment of
program activities so that appropriate measures of success may be developed. While thess @sasou
assumed to beonistant on an annual basis in this analysis, reffoet may be rquired up-front to assess
alternative strategies.

Compliance Assistance

Compliance assistance activities involve outreach to inform and educateytieted community. Such
activities may baindertaken at both the EPA headquarters and regional offices. As explained above in
connection with inspection and case management activities, the level of effort required is unknown. For the
purposes of this analysis, it issasned that FTE increases of 0.5 for headquarters and 1.0 for regional offices
(0.1 per EPA region) will be necessary to ensure that the regulated community is aware of the requirements
of the information disclosure rules and is kept abreast of any policy or interpretive modifications as the
program matures.

Total Costs to Government

Total costs wre stimated by summing the assumed FTE needs for each major activity area described above
and multiplying the total by the estimated annual cost per FTE.

Total FTE requirements =
(25.0+0.5) + 5.0 + 1.5 = 3@ow)
(50.0+0.5) + 5.0 + 1.5 = 5(high)

Cost/FTE =
($68,861 + $82,954)/2 = $75.908
TOTAL COST =$2.429,056low) - $4.326.75&high)

This range represents the epjend estimate of intramural Agencgearcerequirements, given the inspection
frequencies specified above. It is assumed that extramural resource needs will also be identified, to allow for
the addition of Senior Environmental Employment (SEE) inspectors. Total costs may, therefore, exceed the
estimates presenteth@ve, though tradeoffs betweenrarhural and extramural resourcesild result in

overall costs in fact falling within the range developed.

To the extent that states choose taldssh and administer programs to carry out the requirements of Section
406 of TSCA Ttle IV, the costs estimated above to EPA would be reduced. Overall costeethty
government would be largely the same, however, because functions described above as being performed by
federal pesonnel would beaken on by state programs. Some additional federal burden could be attributable

to periodic monitoring oftate program effectiveness, though such costs were not estimated. It is anticipated
that such federal costs would be higtigpendent on how the state plans themselves are set up and managed.

! Average of the fully-loaded wage rates for GS-12 and GS-13 employees, $1994.
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TOTAL COSTS TO PRIVATE PARTIES AND GOVERNMENT OF THE DISCLOSURE REGULATION FOR REAL
ESTATE RENOVATIONS

The estimated costs to private parties and theréédovernment were summed to yield a compnesinee
estimate of thdotal annual costs of the lead-based paimtand disclosure regulation foreal estate
renovationsExhibit 10, Estimated Total Annual Costs of the Disclosure Rule for Real Estate Rengpvations
summarizes this calculation.

The estimated total annual costs range from $84.6 million, based on the low estimate of government
administrative costs, to $86.5 million, based on the high estimate of government administrative costs.

Exhibit 10: Estimated Total Annual Costs of the Disclosure Rule for Real Estate Renovations
Estimated Cost

Cost Category (1994 dollars)
Total Annual Costs to Private Parties’ $82.2 million
Costs to Government
Low Estimate (lower annual inspection rate) $2.4 million
High Estimate (higher annual inspection rate) $4.3 miljjon
Total Annual Costs
Based on Low Estimate of Government Costs $84.6 million
Based on High Estimate of Government Costs $86.5 million

*Using the reduced number of renovation events expected to be subject to regulation after findifg and
certifying additional lead-free units over a ten-year period, the annual costs to private parties fall/to
$82.1 million ($1994). Total costs, including costs to government, also decline by $0.1 million fofl each
of the cases presented.

Source: U.S. Environmental Protection Agency
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CHAPTER 4
ASSESSMENT OFI MPACTS ON SMALL BUSINESS(REGULATORY FLEXIBILITY
ANALYSIS) AND OTHER REGULATORY ANALYTIC REQUIREMENTS

In this chapter, EPA assesses tlieat$ of the regulation on small businesses, as specified by the Regulatory
Flexibility Act. In addition, the chapter assesses the posgfiexts of the rgulation in light of other
regulatory analytic consatations, namely whether the regulation will impose unfunded mandates on
governmental units other than the Bmd government and whether the regulation may impose adverse
distributional burdens of costs or benefits relative to environmental justice considerations.

EPA investigated the potential impacts of the rule on small businesses, and laedeeRgulatory
Flexibility Analysis (RFA), inaccordance ith EPA guidelines. While a large number of small establishments
will be potentiallyaffected by the rule,ast impacts wrenot found to be of sufficient magnitude to cause
undue harm to such establishmef@snsequently, EPA did not further modify the regulation based on small
business impactonsiderations. The first the setions of the chapter present the RFA. The first section
provides a brief introduction regarding EPAgproach in considering and analyzing small business impacts.
The next section reviews the participation of small businessesaifftfoted industries, while the third section
uses compliance cost estimates from the previous chapter together withesikdormation on small business
operations and cost to illustrate the rule’s likely affects on small businesses.

The fourth and fifth sections of the chapter deal respectively with the issues of unfunded mandates and
environmental justice.

BACKGROUND AND APPROACH TO THE REGULATORY FLEXIBILITY ANALYSIS

In formulating an approach for performing an RE@&rtain preliminary stepsre recommended. First, statutory
authority to consider regulatory options should be established. ERgteamined that, under the Lead-Based
PaintHazard Reduction Act of 1992, the Agency has discretion in prescribing record-keeping requirements
to facilitate enfocement of rgulations promulgated pursuant to the Act. Thus, in the event that regulatory
burdens should prove too seg for smaller establishments, thgency could seek to tailor its record-keeping
provisions to migate such impacts. However, as demonstrated in the RFA, cost impacts were not estimated
to be of sufficient magnitude to justify the formulation of regulatory alternativéactnsmallbusinesses

were found to constitute the majority of affected establishments; consequently, the final regulation reflects
the government’s concern for smiallsiness ithat all provisions were carefully crafted to minimize impacts

on all regulated entities.

EPA also consiered how it wuld define a small business concern for the purposes of this regulatory action.
EPA has consieredbusinesses employing 1 to 10 workers as small entities, and this definition is both
appropriate and very likely consistent with the level of economic activity recognized in 13 CFR part 121 for
businesses in sectors affected by the rule ($1%million annual revenues). Thus, EPA is not seeking to
establish alternative definitions of small entities in connection with this rulemaking.

In light of these preliminary observations and EPA’s finding of only modest economic impacts, this RFA
includes a profile of affecteldusinesses, segmented by employment size class, and a financial analysis in
which regulatory costare measuredgainst labor and overhead expenses for a “typical” small establishment
in each affected sector.

ROLE OF SMALL BUSINESSES INAFFECTED |NDUSTRIES

Two business gups vere idetified as bearing the pnary responsibilities for compliance with the
renovation disclosure rule’s regeimets: General Gntractors and Operative BuilddiSIC code 15) and
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Specialty Trade Contractors (SIC code 17). In addition, two nmorgpg — Real Estate Operators and Lessors
(SIC code 651) and Real Estate Agents and Managers (SIG%85e— were also identified as being affected

by the rule because of their role in performing renovation and repair work in rental properties that they own
or manage. All four business groups are comprised of predominantly “small business entities.” As such, the
costs of complying with the disclosure rule will largely fall on small businesses.

As shown irExhibit 11, Small Business Participation in AffedBadsiness Sectarall four of the affected SIC
groupsare dominated by small ebtshments aslefined on the basis of number of employees. Using Bureau
of the Census data for 1990, Exhibitdummarizes the number of establishments, number of employees and
annual payoll for establishments of flerent enployment size classes. For all four business groups, 60
percent or more of the establishments fathia smallest employment size classification — 1-4 employees —
and more than 90 percent of establishments feaver than 20 employees. Thus, by any reasonable standard,
the vast preponderance of establishments in these business groups are small businesses.

Small businesses also account for a sizable shaotabemployment in these business groups. In the general
and specialty trade caattor groups (SIC 15 and 17), establishments with less than 20 employees account
for 46 percent afotal employment. Among the four grougise Real Estate Operators and Lessors group (SIC
651) has the greatest shareatfl employment from establishments with It 20 employees at 58 percent.

The Real Estate Agents and Managers gi@i 653) accounts for the smallestasb of enployment in
facilities with fewer than 20 employees, though at the still substantial share of 44 percent.

ASSESSMENT OFEFFECTS ON SMALL BUSINESSES

To assess the effect of thesclosure rule for renovations on small businesses, the cost estimates presented
in Chapter 3 were applied to example small establishments in the renovation contractor and rental property
ownership and managqent businesses. By comparing the costs imposed by the rule to the egtireated
compliancecosts for example small business establishments, it is possible to gain insight into the likely
significance of effects on smabusinesses. If the disclosure rule’s coste substantial in relation to
establishments’ existing costs — five percent or more — then the disclosure rule may be found to impose a
significant cost burden on small businesses. Conversely, compliance costs that are less than five percent of
existing costs should be able to be managed more easily.

For this analysis, example small business establishments were structured in terms of number of employees,
and gross anual cost of employment and overhead. The choice of number of employees for the example
establishments is somewhat ardiy but falls within the range of small businesses and funtbiects
information obtained in conversations with representativesisinesses likely to be affected by the rule. Unit
hourly costs of employment and overhead the same values as those on which the aggregate cost estimates
presented in Chapter 3 are based. Btieated annual costs of cpliance for the example businesses require

three components:

1. Cost estimates from Chapter 3 of thvdt values for both the start-up costs (per employee with
disclosure rule responsibilities) and the unit costs per affected transaction.
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Exhibit 11: Small Business Participation in Affected Business Sectors, 1992
Establishments, Employment and Payroll by Employment Size Class

Employment Size Class (humber of employees)
Data Item Total 1-4 5-9 10-19 20-49 50 or more
GeneralContractorsand OperativeBuilders (SIC codel5)
Number Establishments 181,026 126,915 29,848 14,462 7,159 2,42
Number Employees 1,124,863 196,807 193,358 191,213 210,901 33p,584
Annual Payroll ($000) 29,905,767 4,991,419 4,093,266 4,603,354 5,803,067 10,414,661
Payroll per Establishment 165,202 39,329 137,137 318,307 810,597 3,941/p61
Payroll per Employee 26,586 25,362 21,169 24,074 27,516 31,314
Percent of Total
- Number Establishments 100.00% 70.11% 16.49% 7.99% 3.95% 1.46%
- Number Employees 100.00% 17.50% 17.19% 17.00% 18.75% 29(57%
Cumulative Percentage
- Number Establishments 70.11% 86.60% 94.59% 98.54% 100.0Q%
- Number Employees 14.30% 29.70% 45.75% 64.92% 100p0%
SpecialTrade Contractors(SIC codel?)
Number Establishments 375,651 239,227 69,395 39,344 20,694 6,991
Number Employees 2,707,645 387,055 455,202 524,571 609,310 73,507
Annual Payroll ($000) 69,016,590 9,029,277 9,440,367 12,386,568 16,212,251 21,948,127
Payroll per Establishment 79,611 20,865 58,985 117,003 280,423 1,489,124
Payroll per Employee 11,045 12,896 8,992 8,775 9,524 14237
Percent of Total
- Number Establishments 100.00% 63.68% 18.47% 10.47% 5.51% 1.8p%
- Number Employees 100.00% 14.29% 16.81% 19.37% 22.50% 27(02%
Cumulative Percentage
- Number Establishments 59.64% 79.40% 91.01% 97.54% 100.0Q%
- Number Employees 12.16% 27.47% 45.77% 68.49% 100p0%
Real EstateOperatorsand LessorgSIC code651)
Number Establishments 91,607 68,629 13,809 5,663 2,475 1,0B1
Number Employees 474,751 113,634 88,951 74,106 74,041 124,019
Annual Payroll ($000) 8,324,133 1,900,863 1,506,028 1,352,557 1,358,370 2,206,315
Payroll per Establishment 90,868 27,698 109,061 238,841 548,836 2,139,976
Payroll per Employee 17,534 16,728 16,931 18,252 18,346 1794790
Percent of Total
- Number Establishments 100.00% 74.92% 15.07% 6.18% 2.70% 1.18%
- Number Employees 100.00% 23.94% 18.74% 15.61% 15.60% 26|{12%
Cumulative Percentage
- Number Establishments 74.92% 89.99% 96.17% 98.87% 100.0Q%
- Number Employees 23.94% 42.67% 58.28% 73.88% 100p0%
Real EstateAgentsand Managers(SIC code653)
Number Establishments 92,086 66,863 13,253 6,428 3,713 1,8p9
Number Employees 637,222 108,286 85,775 85,203 111,179 246,779
Annual Payroll ($000) 14,973,843 2,499,336 2,010,964 2,071,816 2,596,775 5,794,952
Payroll per Establishment 162,607 37,380 151,737 322,311 699,374 3,168{B72
Payroll per Employee 23,499 23,081 23,445 24,316 23,357 23,482
Percent of Total
- Number Establishments 100.00% 72.61% 14.39% 6.98% 4.03% 1.989%
- Number Employees 100.00% 16.99% 13.46% 13.37% 17.45% 3873%
Cumulative Percentage
- Number Establishments 72.61% 87.00% 93.98% 98.01% 100.0Q%
- Number Employees 16.99% 30.45% 43.83% 61.27% 100p0%
Source: U.S. Department of Commerce, Bureau of the CeBsusty Business Patterns, 199@nuary 1993.

2. Estimated fra@n of employment in amall business with responsibilities under the disclosure rule.
This value is needed to assign start-up costs to the example business. The values for the fraction of
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employment with disclosure rule responsibilitieseray estimated from conversations with
representatives of businesses likely to be affected by the disclosure rule.

3. Estimated number of transactions per year that would be subject to the disclosure rule. The volume
of affected transdions is the mosmportant variable affecting the estimated cost to a business from
compliance with the disclosure rule. The values for the numbers of transactionsapeaveye
estimated from data obtained from the National Associatibipafie Builders and conversations with
representatives of businesses likely to be affected by the rule.

The example establishments are not meant to be rigorously defined representative models of establishments
operating in thaffectedbusiness groups. However, thaag meant t@erve as credible illustrations of the cost
impacts of the disclosure rule on small businesses.

Example establishments for assessment of the disclosure rule for renovations were defined and analyzed for
three organizations:

1. A 5-person renovation contractor (multi-trade);
2. A 5-person specialty trade contractor; and
3. A 10-person rental property management organization.

The definition of the organizations and related analytic findings are discussed below for each organization.

Multi-Trade Renovation Contractor

From conversations with multi-trade renovation contractors, it was determined that a 5-person organization
was reaonable for illustrating a small, multi-trade general contractor/home renovation organization. Gross
annual pre-compliance labor anderhead costs were calculated as the product of the number of persons (5),
the averaglourly earnings with overhead fpersons in construction businesses ($24.24, see Exhibit 4), and
an assumed 2,080 hours peay. The rsulting value of $252,000 peegr is compared with the estimated
annual costs of compliance to provide insight into the significandisdbsure rule compliance costs to small
businessesExhibit 12, lllustration of Effects of Disclosure Rule for Renovations on Small Businesses,
summarizes the calculations leading to the estimated costs to the example real estate organizations.).

Conversations with renovation ceanttors also indicated that typically one-third or fewer of the people in the
organization would be involved in sales/aaat neotiation activities and thus would have direct
responsibility for knowing andgoforming the disclosure rule’s regeiinentsFor this analysis, it was assumed

that 2 persons in the 5-person organization would need to learn the disclosure rule’s requirements and thus
at the start-up cost of $24.24 per person, thecottiwould be $48 (see Exhibit 12). As discussed in Chapter

3, the start-up cost would be expected tegae value for more than ogear and in the analysis of aggregate

costs of the rule, the start-up cests annualized over a several year timeframe. However, to be conservative

in assessing theffect ofdisclosure rule costs on small businesses, the start-up cost is not annualized but
treated as a direcish outlay occurring in the year that serves as the basis of the analysis. In this regard, the
example analysis may be interpreted as representiriggtigearof compliance with the rule.

The critical item for the analysis is the number of renovatiamsactions that would be expected to be subject

to the disclosure rule. Information on the likely number of transactions that a 5-person organization might
perform over a year wabtained from two saaes: (1) data from the National Association of Home Builders
(NAHB) report referenced in Chapter 3 and (2) conversations with renovation contracknafilmof the
Remodele(1992),NAHB summarizes rsults from a survey of 299 residential remodeling @mtors for
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business atvities in 1990. Information obtained in the survey includes the number and valdféeodrdi

kinds of renovation jobs undertaken by the organizations surveyegbage, 33 residential multi-trade jobs
wereundertaken by respondents at a total revenue value of $312,062 or $8,972 per job. Conversations with
renovationcontractors suggest that the $312,000 revenue and 33 jobs would be within the reasonable range
of performance for a 5-pgon organization. However, contractors also indicated that the number of jobs
performed by a 5-person multi-trade aaator would vary widely depending on the mix of work. For
example, it would not be unreasonable for a small organizatiosrtorm as few as 15 higher valued jobs
(e.g.,$25,000 or mee) or as many as 50 or 60 lower-valyels. For this analysis, a range of 15 to 60
transactions, which brackets tNAHB value, was used fdHustrating theeffects of thedisclosure rule.
Because of the possibility that an organization migletrate in an area in which virthaall jobs would

involve target housing, no reduction was made to the numibemsfactions to account for the possibility that
renovation verk would fall outside the disclosure rule’s requirements. In addition, no adjustment was taken
for the possibility that somenovation jobs, even if in target housing, might not be subject to the disclosure
rule. Both of thesessumptions areanservative in that they may exaggte the number of transemmns

actually subject to the disclosure rule that the example small business organization would undertake.

Exhibit 12: Illustration of Effects of Disclosure Rule for Renovation on Small Businesses
Number of
Disclosure Event
Number with  Costs to Organization Transactions
Number Disclosure Start-Up,  All other, Low High
Organization Persons Responsibility per person per event Estimate Estimat
Renovation Contractor (multi- 5 2 24.24 2.78 15 60
trade)
Specialty Trade Contractor 5 5 24.24 2.78 150 40
Rental Property Manager 10 10 9.86 3.86 750 1,500
Estimated Compliance Cost

First-Year Compliance Costs Labor and as a Percentage gf

First Total First-Year  Overhead Labor and

Year Transaction Costs Compliance Cost Cospre- Overhead Costs
Organization Start-Up Low High Low High Regulation Low High
Renovation Contractor $48 $42 $167 $90 $215 $252,000 0.04% 009%
(multi-trade)
Specialty Trade $121 $417 $1,112 $538 $1,233  $252,000 0.21%  0.49%
Contractor
Rental Property $99 $2,897 $5,794 $2,996 $5,893 $410,000 0.73%  1{44%
Manager
Source: U.S. Environmental Protection Agency

Costs per transaction were calculated from the rule’s estimated costs to renovation contractors as presented
in Chapter 3. Specifically, the unit transaction céstieenovation contractorazere summed separately for
interactions with wner-occupants and tenants/rental property owners over each of the three cost categories:
disclosure event, record-kgiag, and materials. This calculation yielded unit transaction costs of $2.55 for
renovators dealing with owner-occupants and $3.23 for renovators dealing with tenants and rental property
owners. These values were then bimed on the basis of relative frequency of transaction type to yield an
average compliance cost per event of $2.78. The product ofithber of transactions and the unit cost yields

the gross annual cost of transactionth®organization, or $42 at the low estimate of number of transactions
and $167 at the high estimate. Summing the start-up costs and the transaction costs yields total compliance
cost estimates of $90 and $215 for the low and high estimates of number of transactions, respectively (see
Exhibit 12).
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To gauge the effect of thesaests on the example small businessgttoss costs were divided by the estimated
annual labor and overheadsts for the organization, $252,000. For both the low and high number of
transaction values, annual compliance castsless than one percent of trstirmated annual labor and
overhead costs for the organizati@pecifically, at the high estimate for number of transactions, compliance
costs were 0.09grcent of anual labor and overhead costs, and, at the low estimate for number of
transactions, 0.04 percent (see Exhibit 12).

Specialty Trade Contractor

From conversi#ons with contractors, it was determined that a 5-person organization would also provide a
reasonable illustration of a specialty trade cactor (e.g., a carpentry or painting organization). As above,
gross annualne-compliance labor and overhead costsancalcuhted as the product of the number of persons

(5), average hourly earnings ($24.24), and assumed 2,080 hours per year with a resulting value of $252,000
(see Exhibit 12§. Because specialtyke jobs often involve only one worker, it was assumed that all persons

in the organization would need t&aln thadisclosure rule’s requirements and thus the start-up cost per person

of $24.24 is assumed to be incurred for 5 persons, for a total start-up cost of $121 (see Exhibit 12).

Because the average value of jobs for specialty trade work is generally lower than that for the larger, multi-
trade jobs, thannual number of transactions for the example small organization should also be greater than
for the multi-trade comactor example. Specifically, ti¢AHB survey of reovation contractors regarding
specialty-trade jobs indicated that, omiage, repondent organizatioqerformed 158 jobs annually at a total
revenue value of $201,829 or $1,222 jodx. Conversations with contractors again indicated that the number

of jobs performed anually could vary widely but that the 158 jobs and $202,000 of annual revenue would
be within the reasonable range of performance for a 5-person organization. For this analysis, a range of 150
to 400 jobs anually was used as the basis for the analysis of the 5-person specialty trade organization. This
range brackets the average number of transactions per organization reported in the NAHB survey.

Using the same average unit cost per renovation transaction, $2.78, as specified for multi-trade contractors,
the estimated range of annti@nsactionrelated osts for the specialty trade contractor is $417 to $1,112.
Summing the start-up and transaction costslyitotal compliance cost estimates of $538 and $1,233, for the

low and high estimates of number of transactions, respectiBelause of the lower average value per
transaction and thus the higher volume of transactions, the specialty trade contractor’s costs are higher as a
percentage of labor and overhead costs than the costs estimated foreitad @eatractor organization.
Specifically, annual compliance costs as agraiage of labor and overhead costs range from 0.21 percent for

the low estimate of number of transactions to 0.49 percent for the high estimate (see Exhibit 12).

Rental Property Management Organization

A 10-person organization was structured for illustrating the effects of the disclosure rule for renovations on
rental property management operations. At the average labor and overhead cost of $19.71 per hour, the gross
annual pre-compliance labor and overheasts for 10 persons were calculated as $410,000 (see Exhibit 12).
From conversations with property management firms, it was determined that, in a 10-person organization,
perhaps 6 or 7 persons might be involved in rental property renovation and repair work. However, because
other persons in the organization might be involved in scheduling worlaosimering questions from tenants

about the lead hazadisclosure rule, it was assumed that all 10 persons would need to learn the disclosure

8 . . .
The structure of calculations for both the specialty trade contractors and rental property managers parallels that discussed

above for general contractor organizations. Accordinglydieussion for the additional example organizations is briefer

in describing the structure of calculations.

Chapter 4: Assessment of Impacts on Small Business
and Other Regulatory Analytic Requirements 44 October 22, 1996



rule’s requirements. Assitussed in Chapter 3, it is likely that persons in a rental property management firm
would encounter the lead-based paaztdrddisclosure rule in theontext of both the renovation and transfers
disclosure requéments. As a seilt, the time allowance for the start-up activity was assumed to be only one-
half hour per persoccordingly, the start-up cost of $9.86 per person ($19.71 x 0.5 hour) is assumed to be
incurred for 10 persons, for a total start-up cost of $99 (see Exhibit 12).

A property management firm typicallyedorms a large variety of apartmenhoeation and general
maintenance work. Genal mantenance and janitorial work would not be subject to the disclosure rule
requirements. However, much of thpartment renovation work — which ranges from relatively small, short
duration jobs (e.g., minor “handypan” type plumbing anatarpentry repairs) to rejpding of a complete
apartment or putting in a new kitchen or bathroom — is likely to be subject to the disclosure rule. From
conversations with property mareagent firms, the number of renovation jobs that might be performed by

a 6-7 person maintenance crew (within the 10-person organization) would vary widely depending on the age
and condition of properties under magangnt. An additional compounding factor in gauging how many jobs
might be subject to the disclosure rul¢hiat much of the more extensive renovation work, such as apartment
repainting or putting in new kitchen and bath equipment, tends toloetueen tenancies while the apartment

is vacant. Still, in comparison with both the general and specialty contractor organizations discussed above,
it is expected that a greater number of jobs per worker per year is likely to be subject to the disclosure rule.
For thisanalysis, it was assumed that the rental property management firm would perform between 750 and
1,500 jobs per year thabwld besubject to the disclosure rule. This range of numbers is quite uncertain but,
from conversations with property mameagent firms, it is expected to include the likely number of renovation
events that would be performed by a 6-7 person maintenance crew over the course of a year.

The unit cost per renovation transaction for rental property management was calculated in a similar manner
to the value for renovation and specialty trade contractors but with ffeoedices. First, the calculation
includes the cost of usirgrtified mail for 25 percent dhe pamphlet deliveries to rental property occupants.
Second, the coseflectsonly the unit costs of dealing with tenants and rental property owners (which are
higher than the asts of dealing with owar-occupats) because this will be the predominant type of
transaction for many property maeagent firms. Using the resulting value®#.86 per renovation transaction

event, the estimated range of anrtuahsactionrelated costs is $2,897 to $5,794. Summing the start-up and
transaction costs yieldstéd compliance cost estimates of $2,996 and $5,893, for the low and high estimates
of number of renovation jobs, respectively. These costs amount to€rdhpand 1.44 percent afraual

labor and overhead costs for the low and high number of jobs, respectively (see Exhibit 12). Because of the
relatively large number of low value jobsrformed by a property managem firm, the burden of compliance

costs on organization labor and overhead costemter than foboth the general contractor and specialty
trade example organizations.

UNFUNDED M ANDATES

In accordance ith the Unfunded Mandatd®eform Act of 1955, EPA considered whether the regulation will
impose additional burdens on govermtag entities other than the Federal government. For this review, EPA
considered two ways in which the regulation might impose an unfunded mandate -¢iedeoal
governmental units. EPA judges neither to be significant.

The first and potentially more costly way in which the regulation could impose costs efederal
governmental units caerns a provision of the regulation thmrmits State and Tribal governments to
implement the regulation within their jurisdictions. Specifically, State and Tribal governments may apply to
EPA for authority to administer the standamdgjulations, and requirements established under the regulation.
EPA may approve such ampglication only after finding that the State or Tribal paog is at least as
protective of human health and the environment as ther&legrogram and that it gvides adequate
enforcenent. For a program to be approved, ishcontain regulations or procedures that contain the
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following: (1) requiements for distribution of an approved lea@dzard informtion pamphlet before
renovations performed for competisa in target housing commence; and (vsions for the adequate
enforcement of thabove program. In providing an approved lead hazard information pamphlet, the State or
Tribe may either distribute: (1) the leaaizrd informton pamphlet developed by EPA, under section 406(a)

of TSCA, entitled “Protect Your Family From Lead o Home”, or (2) an alternative pamphlet or package

of lead hazard information that has been approved by EPA. Although assumption of this authority could be
costly to State and Tribal governments, EPA does not judge this provision to be an unfunded mandate.
Because the regulation does not require State or Tribal governments to seek the authority to administer and
enforce the mgulation’s equirements, any possible burden on such governmental units would be incurred as

a result of a decision by those governmentitsuand is therefore not an unfunded mandate of the regulation.

The second way in which the regulation may impose costs on non-Federal governmental units concerns the
possibility that Local, Tribal or Statpvernments may own and operate rental housing that would be subject

to the regulation’s disclosure regeiinents for renovation activities. NelRederalgovernment housing
agencies (e.g., public housing authorities that own amdatg low incoméiousing and housing for the
elderly) will face the same capliance requiements as private concerns in managing renovation work in
target rental property. The costs of such compliance activities byfeaeralgovernment agencies are
included in the estimates of total annual compliance costpred in Chapter 3. Although such agenaiast

incur these costs if renovation work isrformed in target rental property, EPA does not judge the costs to
consttute a significant economic burden. In particular, EPA does not expect the regulation’s compliance
requirements to be more burdensome to such agencies than to small businesses. The Regulatory Flexibility
Analysis presented above shows the cost burden of the regulation to be slight even for small businesses.
Accordingly, EPA judges that tlegulation’s compliance requirements will not pose a significant economic
burden to non-Federal governmental units.

ENVIRONMENTAL JUSTICE

EPA also assessed whether thgutation may yield adverse results relative to the policy criterion of
environmental justice. In particular, EPA conmidd whether the geillation could result in an adverse
distribution ofcosts or benefits to low income and/or minority individuals and households. EPA considered
two postble ways in which the regulation might result in an adverse distribution of benefits or costs within
such groups:

1. Posdile imposition of a significant economic burden on affected businesses that are owned by low
income and/or minority individuals or that employ substantial numbéssvahcome and/or minority
individuals.

2. A possible distribution of costs or benefits among wores's that results in a disproportionately large

share of osts falling orlow income and/or minority households or a disproportionately small share
of benefits accruing to these households.

With regard to thdirst issue — possible imposition of a significant burden on businesses that are owned by
low income and/or minority individuals or that employ substantial numbers of low income and/or minority
individuals — EPA reviewed data dine participation of minority individuals in the affected businedses. As
summarized irExhibit 13, Minority Ownership of Businesses in Affected Industry Gralgta from the
Bureau of the Gesus indicate thamembers of mmority populationsown substantial numbers and percentages

YEPA also sought data on the ownership of businesses in affected industry groups by low income individuals;
however, such data were not available. Data were also not available on minority employment in the affected industry
groups.

Chapter 4: Assessment of Impacts on Small Business
and Other Regulatory Analytic Requirements 46 October 22, 1996



of establishments in thaffectedindustry groups: for exampla]l minoritiesare repoorted to own 14 percent

of general building corictor establishments, 38 percent of specialty trade establishments, and 47 percent of
real estate establishmertdinority owned businesses also account for a smaller but still significant share of
the total revenue dfusiness establishments in #@ffectedindustry groups. Thus, the regulation has the
potential to affect a substantial number of businesses that are owned by minorities.

Although the rgulation may affect aubstantial number of minority-owned businesses, EPA nevertheless
concludes that the regulation will not impose a significant burden on minority-owned businesses, on
businesses that apevned by minority individuals, or on businesses that employ substantial numbers of low
income and/or minority individuals. The basis for this conclusion is EPA’s analysis presented earlier in this
chapter that the regulation is not expected to result imdisant cost burden osmall businesses. Given this
finding, EPA further concludes that the regulation will not impose a significant cost burden on other
businesses — small or large — that may be owned by low income and/or minority individuals or that may
employ substantial numbers of low income and/or minority individuals.

Exhibit 13: Minority Ownership of Businesses in Affected Industry Groups (1992)

Number of Establishments

Industry Group (SIC code) Total Black Hispanic | Other Minorities** | All Minorities
15 - General Building 168,407 6,0233.6%| 12,636 7.5% 5,320 3.2% 23,979 14.29
Contractors

17 - Special Trade Contractor§ 367,263 36,059.8%| 82,351 22.4% 20,951 5.7% 139,359 37.99
65 - Real Estate* 220,645 24,1871.0% 33,291 15.1% 46,157 20.999103,635 47.09
Revenue ($ million)

Industry Group (SIC code) Total Black Hispanic | Other Minorities** | All Minorities
15 - General Building 220,231 8400.4%| 2,205 1.0% 3,933 1.8% 6,978 3.29
Contractors

17 - Special Trade Contractorg 220,325 1,468.7%| 3,435 1.6% 1,305 0.6% 6,205 2.89
65 - Real Estate* 132,494 1,5531.2%| 2,002 1.5% 4,694 3.5% 8,249 6.29

Percentages are the percent of total establishments or revenue in establishments that are owned by the ipdicated
minority group.
*Figures include all of SIC group 65 except for SIC code 6552 and thus include a larger industry than the|
industry group as defined in Chapter 2. This data is not available on the 3-digit SIC level.

** This group includes Asians and Pacific Islanders, American Indians, and Alaska Natives.
Source: Economic Census, 1992, Bureau of the Census

affected

For the second issue — theasd of bendfs and/or costs thadccrue to low incomeral/or minority
househtils — EPA reviewed information on the occurrence of lead-based paint in households according to
household income amdcialstock. As reported in the regulatory impact analysis for another EPA regulation
concerning abatement of lead-based paint hazards, both low income and African-American households live
more frequently in busing that contains lead-based paint in deteriorated condition than do other population
subgroups as defined on the basis of household incoragial compositio® Accordingly, these groups are
more likely to beaffected adversely by the hazards of deteriorated lead-basd¢dh@an other population
subgroups. Whether these household occupanchiamatd exposure patterns will result a differential pattern

of benefits and costs under the regulation will depend, amongfatiers, on the frequency of repair and
renovation activity in low income and/orinority occupied housing that would be subject to the regulation’s
disclosure requéments. At this time, EPA does not halata on the frequency of such activities among these

10 SeeTSCA Title IV, Sections 402(a) and 404: Target Housing and Child-Occupied Facilities, Final Rule Regulatory
Impact AnalysisU.S. Environmental Protection Agency, August 1996, Chapter 9.
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households. However, ER#otes that the disproportionate occupancy by low income and African-American
households of hoirgy containing lead-based paint, and particularly, lead-based paint that is in deterioriated
condition,maymean that these households stand to reap a greater share of the regulation’s expected benefits.
These benefits includedreased awareness of lead-basddtgezards and expected adoption of practices

to prevent or mitigate exposure to lead-based paint hazards accompanying repair and renovation activity.

EPA dso notes that, to the extent the regulation’s compliance aostsassed on more frequiky to the
occupants of housing containing lead-bgsaitht and therefore to these population subgroups, they may also
bear aisproportionate share tie regulation’s costs. However, EPA believes that the regulation’s costs are
very minor in relation to the total value of housing services in affected housing and as well the regulation’s
expected benefits. To illustrate this point, EPA calculated that theage dditional cost peaffected
renovation event is about $4.35 and that the expectgakiney of affected renovation event in target housing

is about 0.26 renovatiaevents per year (see Chapter 3, above). On this basis and assuming that all the costs
of the regulatiorare passednto consumers, the expectattidional cost pergar to ehousehold living in

target housing is about $1.12. Even iffitegjuency of affected renovation events in low income and minority
households is quadruple the expedteduency in target housing, the annual cost would be less than $5. EPA
does not judge these costs to present a significant burden in relation to either the value of affected housing
services or the expected benefits from the regulation.
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CHAPTER 5
ASSESSMENT OFBENEFITS

The lead hazard disclosure rule for residential renovation is expected to yield benefits by leading owners of
residential property to make better, i.e., morerimied, deisions regarding renovation and remodeling
activities, therby enabling them to reduce their exposure to the health hazards of lead-based paint. Because
of uncerténty regarding how households will respond to the information provided by the $eaadh
disclosure requirenmts, it is not possible to quantify these benefits, eitheerims of direct bené$ of
efficiency gains from improved decision making oremis ofindirect, avoided adverse health effects. In lieu

of a quantitative assessment, ttlimpter assesses qualitatively how the disclosure rule is expected to benefit
households that would otherwise be exposed to hiealtlrds from lead-based paint. To aid in understanding
these benefits, thdnapter first reviews the market imperfection present in renovation transactions regarding
lead-based paintlzards and then tines the mechanisms of exposure to lead from lead-based paint and the
associated healttifects. The third section describes how the disclosure rule is expected to achieve benefits.

UNDERSTANDING THE MARKET | MPERFECTION

The market imperfectiothat the lead hazard disclosure rule for residential renovation aims to correct is that
the performance aknovation work in target housing may expose occupants to health risks from lead-based
paint hazards ithout their knowledge or consent. In the case of a homeowner purchasing the renovation
services, the imperféon does not involve a so-called third-paeffect. That is, no partgther than the
homeowner makes the decision to purchiheerenovation service and thus possibly incur the risk from lead-
based paintdwards. Howesr, when the renovation work involves a rental housing unit, the exposure to risk
may result from the decisions and actions of a third paatyely the property owner. In either case, the failure

of the marketplace to inform occupa of a possible lead-based paiatérd may prevent occupta from

reading rationally tothe health risks that may accompany the renovation work. The disclosure rule attempts
to remedy this imerfedion by requiring that renovation contractors and/or rental property owners inform
occupants of targdtousing units of the possible presence of lead-based paint andzidwel$ that may
accompany nmeovation work. As a result, homeowners and rental property occupants will have better
information on which to base decisions regarding whether to purchase or assent to renovation services,
whether to specify risk-management precautions to be undertaken by the renovation contractor, and whether
to undertake other precautionary actions in conjunction with or after the renovation work.

Under the disclosure rule, rental property owragesdso informed of the possible presence of lead-based

paint and the associated risks to whiclatea may be exposed during renovation work. The provision of this
information to rental property owners wikknit the property owner to make better informed decisions about

the purchase of renovation services and possible abatement or other lead hazard management actions in the
housing units that they own.

EXPOSURE TOL EAD FROM L EAD-BASED PAINT AND RELATED ADVERSE HEALTH EFFECTS

The reason that the lack of information in residential renovation isfafisnf concern to warrant intervention

in the market process is that exposure to lead from lead-based paint presents significant health risks. The
documented health risks of exposure to lead include reduced intelligestitinen, and increased probability

of hypertension, strokeghrtdisease and premature deathdnults. The costs stemming from these health

risks are born both bindividuals whoare affected by»posure to lead, and by society at large through
increased health care and educational costs and losses in the economic productivity of affected individuals.
This section reviews the mechanisms by which residents may be exposed to lead from lead-based paint in a
household and summarizes information on the known health risks from exposure to lead.
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The presence of lead-based paint in a housing unit presents a health risk because of the possibility that
residents will take lead into their bodies. The mechanisms of bodily intake include inhalation and ingestion
of paint dust and debris containing leabéd paint residue. Lead-based paint residue enters the environment

in and around housingnits in several ways, including flaking and chipping of paint from deteriorated paint
surfaces, and faration of lead-containing dusts from the normal wear and tear of painted surfaces. Because
of the friction and abrasion of moal usage, immdow and doors, in particular, contribute to formation of lead-
containing dusts that may be ingestethbialed. Renovation work presents special risks because the cutting,
scraping, sanding and otherrface disruption activities in renovation contribute to formation of lead-
containing dusts or may stir up lead-containing dust already present in the housing unit.

Among householdhembersyoung tildren are generally considered at higher risk of lead intake because of
the frequency of hand-to-aath activity and the likelihood of their inhaling dusts from floors and window
wells. Young childen may also chew paint from otherwise intact surfaces that are within their reach such as
window sills and doors. The intake of lead-containmimaterials by children is not only a risk inside a housing
unit but also outside as paint dusts, both fromabdeerioration and preparation work for exterior painting,

may contaminate the soils in children’s péagas. Aults and older children are also subject to the risk of lead
intake throughinhalation of dusts, preparation and eating of foods without proper washing of hands, and
preparation of foods in areas where lead-containing dusts have accumulated.

Numerous studies, includirsgveral by the U.S. Environmental Protection Agency (EPA), have documented
the adverse human heakffects asociated with exposure to lead. In a pioneering study, Schetaaiz
guantified a number of health benefits that wouldltdsom reductions in lead content of gasoline. The work
was extended by EPA’s analysis of lead in drinking water and by an EPA-funded study of alternative lead
National Ambient Air Quality Standards. Althoughcentanty remans as to the full extent of the health
impacts, these studiésive all shown that lead has significant adverse effects on humans. In addition, recent
studies suggest thaigte is virtually no entirely ‘&fe” thresholdfor exposure to lead. The documented human
health effects associated with lead exposure include the following:

For Men:hypertension; cancer; heart disease, stroke, and premature death.

For Women:possible hypertensionehrtdisease, stroke and death; camn fetal effects from
maternal exposure, including diminished childhood I€@nmmature birth, and reduced birth
weight; and possible increases in infant mortality resulting from maternal exposure.

For Children:reduced intelligence; iatference \th growth; impaired hearing; behavioral
changes; interferencattvperipheral nervous system development; metabolic effects, impaired
heme synthesis, and anemia; and cancer.

Within these population gres, EPA has identified two groups that are believed to be at particular risk from
the hazards of lead-basednpachildren lesshan seven years of age and pregnant women. Infants and young
childrenare at particular risk because of the greater likelihood of intake of lead-contaminated dusts or paint
debris in a housing unit containing lead-based paint, and the relatively low levels of lead intake that cause
adverse health effects. Pregnaatmen are considered a high risk population primarily as a surrogate for the
fetus. Expogre to lead before or during pregnancy may have severe effects on fetal development, including
miscarriage.

These healtleffects are costly to both the affected individuals and society because of the pain and suffering
associated with the adverse headffects, increased higla care osts, increased eduan expenses for
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children, and lower emomic performancesaociated with less productive individuals and lost work days
from morbidity and premature mortality.

BENEFITS OF THE DISCLOSURE RULE

The lead-based paint hazalidclosure rule requires that information about the possible presence of lead-based
paint and its associate@tards bejiven to occupants of housing units in which renovation work is to be
undertaken if the housing units diteely to contain lead-based paint. It is expected that this information will
lead the owners and occupants of target housing to modifibtkied@vior in a way that will reduce health risks

from lead-based paint and thus achieve benefits to society. However, the extent to which these benefits will
occur depends on how transaction participants value and respivedatdditional information. The regulation

does not require housing occupants or rental property own@esdidy their behavior; rather it provides them
additionalinformation on which to make decisions regarding purchase and consent to renovation work, and
on possibleactions to avoid or minimize the hazards from lead-based paint that may accompany renovation
work. Currently, data amot available to permit estimation of how trangacparticipants are likely to modify

their behavior in response to the information disclosed as a result of thedeadl disclosure rule.
Accordingly, it is not possible to quantify the rulelsgpected contribution to efficiency gains or indirect, risk-
reduction benefits. However, it is possible to assess the likely mechanisms of personal and market response
to the information provided e disclosure rule and thus understand how the disclosure rule is expected to
benefit households that would otherwise be exposed to health hazards from lead-based paint.

Response mech&ms by which the disclosure rule would be expected tergémdiret/indirect benefits
include the following:

. Because of the information provided by the disclosues nccupants of target housing in which
renovation work is to be performed may specify that tm®vation comactor observe risk
management precautions in the course of their work or may themselves undertake precautions
to eliminate or reduce the health risks from lead-based paint. For example, occupants may
specify that comictors avoid dry scraping and sanding during painting preparation, or that
rooms in which work is occurring be sealed off during the course of work and be cleaned
carefully upon completion of the work. Alternatively or in addition, occupants may undertake
some of these actions themselves or nesyove young children or other susceptible persons
from the housing unit while the work is beingrformed. In a perhaps leBkely but still
plausible response, the housingugants may choose to purchase abatement services before or
in conjunction with the resvation work. Such actions would be expected to reduce directly the
likelihood that residents of the household would be expodeddtlo Some precautionary actions,
such as avoidance of dry sanding aacping work, may also benefit renovation workers by
reducing their exposure to lead paint hazards.

. As a result of the lead hazardarmation provided during renovation, households may respond
by undertaking abament or adopting other risk management activities short oémleat
independent of the renovation wotkabatement is purchased, these risk management actions
may require substantial monetary outlays. However, even if abatement is not undertaken, less
expensive andven low cost measures may substantially reduce the risk from exposure to lead
in lead-based paint. Fexample, maintenance of painted surfaces and regular, careful cleaning
of areas in which lead-based paint debris or dust accumulates can redtiteisiea The
reduction in these health risks, whether by atm&nt or other preagionary activity, would
generate benefits as a result of the disclosure rule.

. Upon being infomed of the possible presence of lead-based paint and its associated hazards in
their rental units, rental property owners may decide to perform abatement work in these units.
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A key reason that rental property owners might undertake such actions would be to avoid the
possible liability and financial risks from tenamegdving harmful exposures to lead in their
property. If rental property owners perform abatement workndertake other preationary

actions to maintain sfaces pantedwith lead-based paint, then rental housing occupants would
benefit by reduced risk from the hazards of lead-based paint.

. Another possibleffectinvolves possible responses by renovation contractors independent of
any action byhousing occupants or rental property own@scause of theisclosure rule,
renovation comtictors themselves may become better aware gidbsible presence of lead-
based paint and iteazards. As a result, contractors may adopt procedures to prevent formation
of lead-containing dusts during renovation work. Such actions might benefit both the housing
unit occupants and the renovation workers by reducing exposure taziel of lead-based
paint.

While it isnot possible to estimate the quantitative extent of these responses, it is certain that the disclosure
rule will provide the information base that would be expected to yield such personal and market responses.

METHODOLOGICAL OPTIONS FOR PREDICTING RESPONSE TOINFORMATION PRODUCTS

As noted hove, EPA has not quantified the estimated benefits of the rule. An information base and the
associatedccepted amgic methods rcessary to predict consumer reaction to information products on lead-
based paint hazards aretreadily available; thus, quantifying the expected benefits of this rule would be
extremely difficult. Given the high level of gertanty associated with the results from such a quantitative
analysis, andjiven the prescriptive nature of Section 406 of the Act, EPA believes that tihedtifon
provided in the qualitative analysis presented above served to inform decision-making in this case.

Nevertheless, it may be useful to briefly review certain approaches currently evolving and which may be seen
as a starting point in agffort to expand the level afnderstanding of how information products may be
“valued” and used to modify behavior. In this instance, the information products are: (1) the knowledge that
the housingunit may contain lead-based paint and (2) a lesghid inform&on pamphlet describing the

health risks from exposure to lead and stepatiagt be taken to avert or reduce those risks. This information

is provided to the owners @for adult occupants of target housing on which a renovation is to be performed.

At least three approaches might be used to estimate the value of these information products. First, the “value
of information to the public might be developed via a contingent valuation type study. Such a study would
seek to obtain a dollar equivalent representing the amount a recipient of the information would be willing to
pay to acquire it. Since many members of the public may not be fullyeagf the resons behind the
distribution of the information, theethodology would need to ensure that all respondents are provided with
adequate background materials on the intended purpose of tinegtifor so that a more meaningful response

can be made.

A second approach for estimating the value of therimdition would be t@stimate transaction costs to buyers
and renters of obtainingmsilar information from currently available sources, to the extent it is available. By
providing the inform#on directly, the rule would save users of the information the trouble and costs of
obtaining compable information through their own effort. These benefits accrue to individuals who would
have sought out the infmation anyway owho find the information of some value but would not have spent
the time and/or money to acquire it through available sources because of the transaction costs.

While this approach mayepmit the development of an estimate representing the costs to individuals seeking
similar informationactual costs to duplicatbe information provided under the rule would be considerably
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higher. This is because the informatfmamphlet provided by EPA will have been thoroughly researched and
will have undergone eer andpublic review; thus, the quality of information provided by EPA would be
expected to exceed that collected by an individual property owner or occupant.

Since it is expected that information provided to the pwlilidead many recipients to modify their behavior,

a third approach to estimate the benefits of the regulation would be to assess the potential outcomes of the
provision of information. One approach to studying behavioral impacts would be to examine behavioral
changes in response to similar types of information dissemination eMeet® behavioral changes could then

be evaluated to assess the extent to which beneficial impacts may be expected.

Such a study would be highly complex, since mfantors may contribute to an individual’'s decision-making
process. Thus, any march meéhod designed to study the impacts of information alone would need to
carelilly accaunt for numerous confounding variables. For example, under this rule, information may cause
property owners and occupants todifip their behavior in a way that may reduce health risks from exposure

to lead-based paint dust or debris. However, changes in behavior, sucheased lead-jxat abaement
activities, may bénfluenced by a wide range of factors other than the information provided pursuant to this
rule. Therefore, under this approach, it is extremely difficult to estimate the benefits of reduced health risks
that wouldaccrue as a sallt of this rule. Fuher, any estimate of benefits based on the outcome of behavioral
change assumes that the information joted under the rule is accurate to the best of our current knowledge.
However, if the informiion understates risks, property owners and occupants may take fewer actions than
would be optimal. On the other hand, if the information provided by this rule turns out to overstate the true
risks of lead-based a in the home, some individuals may take actions that they otherwise would not have
taken, leading to a suboptimal outcome.

Additionally, actions taken in response to new infation will involve costs. To assess the net benefits to
society from these actions, these costs would have to be estimated and subtracted from the expected benefits
associated with the actions.
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APPENDIX A: DATA SOURCES

Datasources inlude text materials and informatigaceived though telephone conversations or written
communication.

TEXT CITATIONS
American Painting Contractor. 1992 Contractor Operations Survey, June 1992
Blalock, Joe. Economic Commentary. Economic Outlook, Vol. 1, No. 2, February 1993.

Consad Research Corpticen. Economic Analysis of OSHA's Interim Final Standard for Lead in
Construction, Pittsburgh, PA, April 1993.

Economic Outlook Quarterly Supplement, February 1993.

Farquhar, Doug, J.D., Status of State Laws on {Bmskd Piat, Abatement, and Poisonirigyeveantion,
National Conference of State Legislatures.

National Association of Home Builders of the United Statesedast of tdusing Activity. NAHB,
Washington, D.C., November 1992.

National Association of Home Builders of the United Statesedast of tusing Activity. NAHB,
Washington, D.C., January 1993.

National Association of Home Buildersthfe United States. Housing Economics. NAHB, Washington, D.C.,
February 1993.

National Assoation of Home Builders of the United States. Profile of the Remodeler. NAHB, Washington,
D.C., January 1992

U.S. Department of Commerceohty Business Patterns 1990 United States. U.S. Department of Commerce,
Economics and Stigtics Administration, Bureau of the @sus,CBP-90-1, Wahington, D.C.,
January 1993.

U.S. Department of Commerceohty Business Patterns 1992 United States. U.S. Department of Commerce,
Economics and Statistics Administration, Bureau of the Census, Washington, D.C., January 1995.

U.S. Department of Commerce. U.S. Industrial Outlook 1992, U.S. Department of Commerce, International
Trade Administration, Washington, D.C., January 1992.

U.S. Department of Commerce. U.S. Industrial Outlook 1993, U.S. Department of Commerce, International
Trade Administration, Washington, D.C., January 1993.

U.S. Department of Commerce. t8ttical Abstact ofthe United States 1994, 114th Edition. U.S. Department
of Commerce, Eanomics and Statistics Administration, Bureau of thasds, Washington, D.C.,
1994.

U.S. Department of Commerce. t&ttcal Abstact ofthe United States 1992, 112th Edition. U.S. Department
of Commerce, Eanomics and Statistics Administration, Bureau of thasds, Washington, D.C.,
1992.
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U.S. Department of Commerce. CurreminStruction Reports: Expenditures for Residential Improvements
and Repairs, Third Quarter 1992. U.S. Department ahi@erce, Eonomics and Statistics
Administration, Bureau of the Census, C50/92-Q3, Washington, D.C., March 1993.

U.S. Department of Commerce. U.S. Industrial Outlook 1994, U.S. Department of Commerce, International
Trade Administration, Washington, D.C., January 1994.

U.S. Department of Housing and Urban Development. Comprehensive Workable Plan for the Abatement of
Lead-Based Paint in Privately Owned HousiRgport to Congress, U.S. Department of Housing and
Urban Development, Washington, D.C., December 1990.

U.S. Department of Labor. Occupational Wage Survey: Hospitals, January 1991. Bulletin 2392, U.S.
Department of Labor, Bureau of Labor Statistics, Washington, D.C., January 1992.

U.S. Department of Labor. Occupational Outlook Quarterly, ¥®|.No. 1, U.S. Department of Labor, Bureau
of Labor Statistics, Washington, D.C., Spring 1992.

U.S. Department of Labor. Employment and Earnings, Vol. 42, No. 1, U.S. Department of Labor, Bureau of
Labor Statistics, Washington, D.C., January 1995.

U.S. Department of Labor. Occupational Projections and Training Data, 1992 Edition, U.S. Department of
Labor, Bureau of Labor Statistics, Washington, D.C., May 1992.

U.S. Department of Labor. Occupational Projections and Training Data, 1994 Edition, U.S. Department of
Labor, Bureau of Labor Statistics, Washington, D.C., May 1994.

U.S. Department of Labor. Brtoyment and Earnings, Vol 40, No. 2, U.S. Department of Labor, Bureau of
Labor Statistics, Washington, D.C., February 1993.

U.S. Department of Labor. The 1992-2005 Job Outlook in Brief, U.S. Department of Labor, Bureau of Labor
Statistics, Washington, D.C., Spring 1994.

U.S. Department of Labor. The American Work Fot@92-2005, U.S. OQmrtment of Labor, Bureau of Labor
Statistics, Washington, D.C., April 1994.

Value Line Investment Survey, Edition Bart 3, Réings & Reports, Vol. L, No. 32, April 21, 1995 and
Edition 8, Part 3, Ratings &eports, Vol. L, No. 34, May 5, 1995. Value Line Publishing, Inc., New
York, NY.

Williams, Barbara T. and Leonard J. Norry, Homeowners and Home Improvements: 1987. Current Housing

Reports H121/92-1, U.S. Department of Housing and Urban Development, and U.S. Department of
Commerce, Economics and Statistics Administration, Bureau of the Census, Washington, D.C.

PERSONAL COMMUNICATION

Amirault, Tom (Occupation Outlook Quarterly, Eau of Labor Stéstics, Washington, D.C.). Personal
communication, 1993.

Attorney General's Office (Sacramento, CA). Personal communication, 1993.

Biland, Larry, EPA Region 9 office. Personal communication, 1993.
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Bowes, Bob (Scanlan & Bowes Real Estate, Arlington, MA). Personal communication, 1993.

Calci, Joe (Painters Local District Council #55, Boston, MA). Personal communication, 1993.

Century 21 Gallagher Realty, W. Roxbury, MA (no name). Personal communication, 1993.

Conway, Joy (Rental Housing Assn., Greater Boston Real Estate Board). Personal communication, 1993.
Cook, Stephen (South Shore Home Inspection, Braintree, MA). Personal communication, 1993.

Dindal, Ann (Greater Boston Real Estate Board). Personal communication, 1993.

Dunduis, Bill (Assistant, Environmental Health and Risk Assessment, ProviddRige,Pesonal
communication, 1993.

Gill, John (Pann Contracting general contractors, Cambridge, MA). Personal communication, 1993.
Goldstain, Susan. Massachusetts Conveyance Association, Boston. Personal communication, 1993.

Huesman, Joe (Construction Statistics Divisionyddu of the Gesus, Washington, DC). Personal
communictation, 1993.

Jones, Edna (Coordinator, Childhood Lead Poisoringvention Progam, Augusta, ME). Personal
communication, 1993.

Jordan, Carl (analyst, Small Business Administration, Boston, MA). Personal communication, 1993.

Kiley, Kevin (Eexecutive Vice President of State Legislative and Regulatory Policy for Massachusetts
Bankers Assoc.). Personal communication, 1993.

Le Vaux, Jean (Prudential Le Vaux Properties, Cambridge, MA). Personal communication, 1993.
Mahoney, John, Realty Collaborative (West Roxbury, MA). Personal communication, 1993.

Mahoney, Mathew (Housing Environmental Sees, Inc., Cambridge, MA). Personal communication, 1993.
Massachusetts Bar Association (Boston, MA). Personal communication, 1993.

Mitchell, Scott (Mitchell Construction, Milton, MA). Personal communication, 1993.

National Association of Home Builders of the United States, Washington, D.C. Personal communication,
1993.

National Mortgage Banker Assn., Washington, D.C. Personal communication, 1993.
National Association of Realtors, Chicago, IL (reference librarians). Personal communication, 1993.
Pascavage, Deborah (Sweeney & O’'Connell Real Estate, Arlington, MA). Personal communication, 1993.

Riley, Jack (Executive Déctor, Continuing Legal Education [MCLE], Boston). Personal communication,
1993.
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Ruffo, David (Ruffo Management, Brighton, MA). Personal communication, 1993.

Schlag, Bob (Acting Chief, Childhood Lead PoisonPigvention Program, Sacramto, CA). Personal
communication, 1993.

Shortsleeve, Mrs. (Pleasant Realty, Jamaica Plain, MA). Personal communication, 1993.
Shortsleeves, Dave (Century 21 Regional Office, Boston, MA). Personal communication, 1993.
Social Law Library, Boston (reference librarian). Personal communication, 1993.

South, Linda (National Assn. dReal Estate License Law Officials, Salt LakéyC UT). Personal
communication, 1993.

Steinbergh, Alex (Rsource Cpital Group, Cambridge, MA). Rental Property Owner and Property
Management Firm. Personal communication, 1993.

Vagar, Caryl (Century 21 Baily Realty, Newton, MA). Personal communication, 1993.

Vandenbroucke, David A. (Department of Housing and Urban Development), personal communication.,
March 1, 1993

Vanderslice, Bob (Program Chiefnironmental Health and Risk Assessment, ProvideRbePesonal
communication, 1993.

Williams, Barbara T. (Eenomics and Statistics Administration, iBau of the Cesus, Washington, DC).
Personal communication, 1993.

Wittenbaurg, Peter (Kaye, Fialkow, Richmond and Rothstein law firm, Boston). Personal communication,
1993.
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