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Fisher, Sheehan & Colton, Public Finance and Generd Economics (FSC) has reviewed the tying of mobile home sales to the renta of mobile
home park lots/pads by LaPierre Enterprises et al. (hereafter collectively referred to as LaPierre). The purpose of thisreview is.

1 To define the rlevant product market within which to evauate the tying arrangements challenged by complainants;
2. To define the relevant geographic market within which to evauate the tying arrangements chalenged by complainants;

3. To assess whether mobile homes and mobile home park pads/lots are "separable”’ products, or whether they are inseparable
and thus not subject to tying; and

4, To assess the market power of LaPierre within the confluence of the reevant product and geographic markets that are
identified.

As part of this report, | have attached (as Appendix A) a vitae which includes a list of my publications as well as a ligt of federa and state
judicia and adminigtrative proceedingsin which | have participated as an expert witness.



1 RELEVANT PRODUCT M ARKET
The relevant product market to use in thislitigation involves new mobile homes sold for location in mobile home parks.

In seeking to identify the relevant product market, the broad empirical test | apply involves an inquiry into the extent to which, if a al, various
products are functiondly interchangeable. 1f products are not functionally interchangeable, they belong in separate product markets.

Even a this level of analysis, the extent of functiona interchangeability frequently represents more of a conclusion than an identification of
objective characterigtics. The specific factorsthat | have used to assess the extent of functiona interchangeahility, therefore, include:

o] The end use for which the product is procured;

o] The differentialsin costs amongst aternatives;

o] Whether dternative products serve distinct customers,

o] The extent to which there are physical smilarities or dissmilarities;

o] Whether there is an industry recognition of dternative products as being in separate product markets, and

o] Whether price and demand interrelations exist showing an interchangeability between alternatives.
| have considered whether various housing dternatives are in the same product market as new mobile homes sold for location in mobile home
parks. The product options | have consdered include: (a) renta properties; (b) owner-occupied single family housing; () used mobile homes,
and (d) condominiums,
In considering the empiricd factors | have articulated above, | have reached the following conclusions based upon the following anadysis:

1.1  Theendusefor which a product is procured:

When consumers search for housing, they search for more than aroof to put over their heads. Housing serves a variety of functions. Inthe



parlance of economics, the "end-use" of housing is not Smply as shelter. To determine whether different types of housing are in the same
"product market," therefore, it is necessary to take into consideration the various end-uses to which housing is devoted.

1.1.1 Mobile Homesvs. Renter-Occupied Housing

Because renter-occupied housing and owner-occupied housing do not serve the same end-uses, they are not functiondly interchangeable and
thus are not in the same product market.

One end-use to which housing is devoted is as a "wealth accumulation” mechanism. As a consumer pays his or her housing costs over the
years, the consumer builds an equity interest in the home. The equity interest can serve a variety of functions. It might serve as the stepping
gone to a newer, larger, "nicer” home in the future. It might serve as a forced savings against which the consumer may draw in the future to
finance higher education costs for children. It might serve as a forced savings against which the consumer may draw in the future to finance
living expenses after retirement. Without an equity interest in the home, however, these end-uses cannot be met.

A second end-use to which housing is devoted is as a "wedth transfer” mechanism. This end-use is served in much the same fashion that
wedlth accumulation is, with a different purpose in mind. Rather than using the home as a means to generate "savings' for future persona use,
the home is used as means to transfer wedlth to the next generation. Through such awedlth transfer, the children of the consumer are provided
an influx of capital upon the desth of the consumer.

Asde from the end-uses to which housing is put relating to the value of the consumer's investment in the home, a third end-use for housing is
as a place over which to exercise dominion interests. In law and economics, "property” can be viewed as a bundle of sticks representing the
various "rights' which a consumer holds relative to the property. A renter, for example, has the right to occupy a housing unit for a term of
years (recognizing that it may be months, or month-to-month, etc.). That consumer, for example, not only has the right to occupy the unit, but
has the right to exclude others from occupancy. In a renta Stuation, however, the bundle of sticks is shared with the property owner. The
owner, for example, has the power of dienability. The owner is likely even to have the right to control (or at least require prior approva of)
the diendbility of the sticks which the tenant holds (e.g., the right to sub-let).

The owner of an owner-occupied housing unit has amuch larger bundle of sticks. Theright to sall the home is one such gtick, asistheright to
modify the home (either by adding fixtures to it; eliminating rooms or walls, remodelling bathrooms or kitchens, or even removing the home).

This right to control is referred to as the consumer's dominion interest. One end-use served by owner-occupied housing is to provide the
consumer with dominion over his or her housing unit (e.g., "once | bought my home, for the first time, | could put a nail in the wall without



asking someone's permission’).

These different end-uses to which housing is devoted help to demarcate product markets. A consumer who isin the market for a housing unit
which can serve the end-uses of wedlth accumulation, wedlth transfer, or the exercise of dominion interests will not be in the market for rental
housing. Because of the different end-uses to which rental housing is devoted, rental housing and owner-occupied housing represent different
markets for housing. Because of these different end-uses, rental housing is not functionally interchangeable with owner-occupied housing.

Having concluded that rental housing and owner-occupied housing are separate markets, 1 will next turn to a determination of whether al
types of owner-occupied housing are in the same product market. More specificaly, 1 will assess whether mobile homes sold in parks are in
the same product market as ste-built owner-occupied housing. | will henceforth refer to site-built housing as "single family housing.” By
definition, | intend the term "single family housing” to refer exclusvely to owner-occupied site-built homes (and, therefore, to exclude mobile
homes) for purposes of my discusson below.

12 Differentialsin cost amongs alternatives:

One relevant factor that distinguishes product markets involves the differentia in costs between two products. A substantid differentia in cost
can place different products into different markets. | have consdered the difference in costs between single family homes and mobile homes. |
have examined three types of housing costs. (1) monthly mortgage payments; (2) home purchase downpayments, and (3) operating costs (such
as utilities).

One of the first steps in obtaining an owner-occupied home is to borrow the money to finance the purchase costs. Conventional mortgages
require downpayments of from five percent (5%) to ten percent (10%) of the total purchase price. Acquiring sufficient funds to make a
downpayment can be one of the most sgnificant hurdles to homeownership. Because the cost of purchasing a mobile home is so much lower
than the cost of purchasing single family housing, downpayments for mobile home sales are accordingly substantialy lower as well. In 1990,
the median home value for the State of Vermont was $95,500. Accepting that value as a surrogate for housing sales, and escalating thet at the
rate of the increase in the Consumer Price Index (CPI-U) for shelter through 1996 yields a sdle price of roughly $115,000. In contrast, the
1996 average sde price for amobile homein Vermont was $39,600. The difference in costs would thus be asfollows:

Downpayment: A five percent downpayment on a single family home would reach $6,000 while a ten percent downpayment would
reach $12,000 for such ahome. In contragt, the similar downpayments on a mobile home loan would reach $1,980 and $3,960.



Monthly payment: The monthly payment involves an additional step. For the mobile home monthly payment, in addition to the

financing cogs for the home itself, | have added the lot rentd fees for atotal monthly payment. Accordingly, the monthly costs would
be asfollows.

Relative Monthly Costs: Mobile Homes and Single Family Homes
(Vermont)
Five percent downpayment Ten percent downpayment
Financing Lot Totd Financing Lot Totd
Single family $771 $731
Mobile home $266 /a/ $197 I/ $463 $252 $197 $449
lal Financing assumes congtant interest rate and term for mobile home and single family home.
o/ Weighted lot rentals for Franklin County.

The higher cogt of sangle family homes is reflected, as well, in the amount of "product” that a consumer expenditure purchases. Not
only do mobile homes have lower overall codts, but they have lower costs on a per square foot bass as well. ™ presents a
comparison of the cost per square foot of single and multi-section manufactured housing versus the cost per square foot of gte built
housing. 1 leads to the concluson that consumers looking for lower cost housing can find such housing in mobile homes. Table 1
presents the data underlying 1. As can be seen, the cost per square foot of a single family home has, over a 15+ year period, run nearly
twice the cost per square foot of amobile home.

Utility payments In addition to the financing costs (including lot rental payments), the cost of shelter includes a monthly payment for
home utilities as well. Statewide data does not exist for utility expenditures in Vermont by housing type. However, the U.S.
Department of Energy (DOE) reports home energy costs by housing type on a nationd and regional basis. The annua cost of utilities
for single family homes is more than $300 more on average than that for mobile homes. Ultility costs are 20% higher for single family
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All figures, and accompanying tables, are attached to the end of this report.



homes. According to the U.S. DOE information, average annua expenditures (1990 dollars escdated to 1996 using the CPI-U for
home energy) for total energy would be asfollows:

Annual Home Energy Bills by Mobile Home and Single Family Homes

Annual
Single family $1,843
Mobile home $1,511

SOURCE:

U.S.Dept. of Energy, Energy Information Administration, Household Energy Consumption and
Expenditures, 1990, Regional Supplement, Table 1 (New England region) (1993).

Summary: Insum, the market for mobile homes is demarcated by the differentia in costs represented by this type of housing. Ascan
be seen from the data above, the downpayments for obtaining a mobile home in the first place makes the mobile home more accessble
to consumers with limited incomes (e.g., low-income consumers, fixed income older consumers). In addition, with mobile home
monthly housing costs 40% below that of single family housing, and with mobile home monthly home energy bills 20% below that for
gngle family housing, the costs of the two dternatives show that mobile homes and single family homes are not reasonably
interchangeable.

1.3  Theexigence of distinct cusomers:

The markets for mobile homes and for single family homes are demarcated by differencesin customers aswell.

The mobile home market in Vermont, like the rest of the United States, serves the affordable housing market. Vermont's first mobile home
park legidation in 1969 recognized this role when it stated that "mobile homes have provided a substantial amount of safe and sanitary new

low cost housing, and most of the new housing available to moderate and low-income groups consists of mobile homes” (Verm. Stat. Ann.,
tit. 10, 886201 - 6243 (1984 supp. and Supp. 1991) (legidative findings). This finding has been made not only for Vermont specificaly, but



for mobile homes generdly. Consder that:

o] In 1982, the President's Commission on Housing recognized that "manufactured housing is a significant source of affordable
housing for American families, particularly firs-time homebuyers, the ederly, and low and moderate-income families."
(President's Commission on Housing, The Report of the President's Commission on Housing 85 (1982)).

o] More recently, in 1991, a report by the American Association of Retired Persons (AARP) found that mobile homes tend to
serve lower income consumers. AARP found that "older resdents of manufactured housing tend to have limited financia
resources.”  Almog haf have annud incomes below $10,000 and 81 percent have annua incomes below $20,000. "The
median income of older manufactured home households was $10,546 in 1987 --57 percent less than median nationd income
($24,576) and 38 percent less than the median income of younger manufactured home residents ($17,128)."

This nationd data mirrorsthe datain Vermont. Attached as Appendix B is acompilation of Census data --the most recent data available-- that
looks a Vermont's mobile home residents compared to both single family home residents and to residents of all occupied housing in Vermont.
Appendix B examines the differences between income and ratio of household income to the federa Poverty Level.

For purposes of making a determination of whether the distinct characteristics of mobile home residents puts mobile homes into a separate
market, however, it is as important to determine whether mobile homes are treated as though differences exist as it is to determine whether
differences actually exist. The fact that mobile homes are treated as though they are a market that is directed toward low and moderate
income consumers in an "affordable housing” market isfirst evidenced by the Vermont legidative findings cited above.

Vermont routinely treats mobile homes as a product directed toward the affordable housing market. In the 1995 Consolidated Plan for 1995
for the State of Vermont, the discussion of occupied mobile homes statewide was presented in the discussion of "affordable housing needs' in
the sub-section labelled "low- and moderate-income households” Asde from the substance of the discussion, the very placement of the
discussion indicates the recognition of mobile homes as serving low- and moderate-income consumers seeking affordable housing.

In addition, the Vermont Consolidated Plan cited gods for its "housing and community development strategy” which included the goals to:
"retain the affordable housng stock; increase the availability of permanent housing that is affordable to low-income citizens without
discrimination. . ." The Consolidated Plan then states that "the strategy and plan which follow identify the State of Vermont's most pressing
housing and community development needs and the State's proposed activities in adlocating HUD resources to meet those needs during the
years 1995 - 1999." The Consolidated Plan sates:



The over-arching principle which drives al of Vermont's efforts in affordable housing is to continue to srive to achieve
perpetud affordability through the use of mechanisms which produce housing resources that remain affordable over time. This
principle applies to dl affordable housing priorities stated below:. . .address the preservation and production of mobile home
parks, including infrastructure improvements and new Site developments.

| conclude based upon the above discussion, including the data presented in Appendix B, that the distinct characteristics of mobile home

resdentsin Vermont place mobile homes into a ditinct product market. More narrowly, | conclude that the single family housing market and
the mobile home markets are not the same, but rather are separate and distinct product markets.

14  Physcal amilaritiesand dissmilarities:

The physica smilarities and dissmilarities between aternative products can indicate whether or not products are functiondly interchangeable
and, asareault, in the same product market. The physica dissmilarities between mobile homes and single family homes place them in separate
product markets.

141 Single Family Homes

The mogt digtinctive difference between mobile homes and single family homes is the difference in the product purchased. The purchase of a
sngle family home involves the purchase, in fee smple, of both the housing unit and the land on which the housing unit is located. Setting
asde the specid Stuation of use regtrictions on land, or occupancy restrictions on buildings, the physica nature of the product is a unified
whole. In contrast, the mobile home resident may own the actua mobile home, but he or she only rentsthe property. Asaresult, that resdent
not only is placed at risk of losing the right to continue to occupy that property a some point in the future, the mobile home tenant never does
have the right to control the future price a which the property is offered for consumption. This distinctive physica dissmilarity, unto itseif,
leads me to the concluson that mobile homes and single family homes are in separate product markets.

1.4.2 Condominiums

The physical dissmilarity between mobile homes and condominiums places them in separate product markets. Persons in the market for a
mobile home are seeking detached dwelling units. Condominiums do not serve that market. Condominiums are, instead, multi-family dwelling
units. People share walls and floorg/cellings. Because of these physical dissmilarities, condominiums and mobile homes are not functionaly



interchangeable.

143 New MobileHomesvs. Used M obile Homes

The physical (financia and legal) distinctions between products place new and used mobile homesin separate and distinct product markets. As
discussed in detail above in a different context, when a mobile home is sold to a consumer, the consumer is being sold far more than roof over
his or her head. With mobile homes in particular, one "thing" that is being sold (one strand in the bundle of sticks) is a warranty for a defect
free home. When a mobile home is purchased with financing insured under 12 U.SC. § 1703, HUD provides the consumer with a one-year
mobile home warranty backed by the manufacturer. This warranty states that the home conforms to al HUD safety construction standards in
effect a the time of congtruction and ensures that the home is free from defects in materia and workmanship. The manufacturer is responsible
for repair of defects not caused by abnorma usage or lack of proper maintenance. This warranty is in addition to dl other rights thet the
purchaser may have.

In addition, the sale of new mobile homes is subject to the National Mobile Home Congtruction and Safety Standards Act of 1974. This Act
provides minimum congtruction and safety standards for al new mobile homes, requires compliance certification, and requires manufacturers
to repair or recdl mobile homesin violation of these sandards. Under the Act, every mobile home sold must be certified asin compliance with
minimum congtruction standards.  In addition, the manufacturer must comply with mobile home construction and safety standards, which
encompass al equipment and ingtdlations in the design, construction, fire safety, plumbing, and heat producing and dectrica systems of mobile
homes intended to be used as dwelling units.

Finally, the purchase of a new mobile home is covered by the usua warranty provisons of Article 2 of the Uniform Commercia Code (UCC).
As such, the usud UCC warranties are gpplicable, including express warranties and implied warranties of merchantability and fitness for a
particular purpose.

Used mobile homes offer none of these protections.

The existence of warranties against defects in materials and workmanship is an important "thing" to be purchased by owners of mobile homes.
Because of these additiona protections that are purchased aong with a new mobile home, but not with a used mobile home, a consumer
(particularly a low- or moderate-income consumer) is purchasing a substantively different "product” when he or she purchases a new mobile
home. In the case of mobile homes, used goods and new goods are in separate and distinct product markets.



15  Industry recognition of separate product markets:

Asde from the housing industry, the financia services industry recognizes the mobile home market as a product market distinct from the single
family housing market. Congder:

o

The home insurance industry recognizes mobile homes as a distinct market. Insurance providers do not uniformly provide
housing insurance for mobile home owners. Indeed, some insurance providers do not provide mobile home insurance a dl,
while others specidize in mobile home insurance. That insurance which is provided is written specifically for mobile homes. A
generic "homeowner's policy” is not written for owners of mobile homes. For example, windstorm protection is arisk that is
generdly included in mobile home policies that is not included in a homeowner's policy. Mobile home policies tend aso to
have specific provisons regarding, for example, the type of foundation used for the home, the spacing in a mobile home park,
and the like.

The lending industry aso recognizes mobile homes as a distinct market. As with insurance providers, some lenders do not
make loans for mobile home purchases. Loans that are made for mobile home sales are not smple home mortgages. Loans
for mobile home sdes are a digtinct lending product. They are generdly made at interest rates that exceed the interest rates
charged for gngle family homes. They are dso made for termsthat are less than single family home mortgages.

In addition, one digtinction between mobile homes and single family homes is that mobile homes are not necessarily considered
"red edtate." Instead of recelving a"deed" for mobile homes, a consumer recelves a"hill of sdle” Instead of viewing the home
as red property, the market views the mobile home as persond property. As aresult, lenders frequently view the mobile home
more as an automobile purchase than as a single family home purchase.

Based on the above observations, my ultimate conclusion is that mobile homes are recognized as a product market separate and distinct from
the single family home market. The financing industry, as well as the insurance industry, both view the mobile home market as distinct from
the single family home market.

16  Priceand demand interreationships.

The price and supply of single family homes appears to have no impact on the demand for, or price of, housing units in the mobile home

market.

If mobile homes and single family homes were functiondly interchangeable, as the price for Product A (single family homes)
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increased, the demand for Product A would decrease and the demand for Product B (mobile homes) would increase as consumers substituted
one product for the other. In this case, if dngle family homes and mobile homes were in the same product market, we would see this
substitution effect. 2 compares the price and sales of "ste built homes' and mobile homes for the years 1980 through 1996. In 2, the price of
gte built homes is st forth (in dollars) on Y2. The number of mobile home units sold is set forth on Y1. While the price of dte built homes
steadily increases over the 15-year period, the demand for mobile home substantialy varied. The data underlying 2 are presented in Table 2.

The sdes price of housing is but one factor in determining the total cost of housing to a consumer. One additiona contributing factor to
housing cog is the interest rate paid. Given the lower price of mobile homes, and thus the less capitd intensive nature of a mobile home
purchase, it should be expected that asinterest rates increase, even if the price of Ste built homes remained the same or decreased, it would be
possible to identify a switch from ste built homes to mobile homes if those two products were in the same product market. As capital costs
increase, the rationa consumer would mitigate those costs by substituting an equivaent product of a less capitd intensve nature. 3 shows,
however, that no such relationship exists between mobile home sales and mortgage interest rates.

The impact of interest rates on single family home affordability is clearly not illusory or hypothetical. The U.S. Census Bureau periodically
reports the "effects of changes in interest rates on affordability status of families and unrelated individuas' for different priced housing. Inits
most recent report (1993 data), the Census found that an increase in interest rates would have subgtantial impacts on reducing housing
affordability nationwide. As interest rates increase from the current rate, millions fewer consumers would have the ability to afford the
purchase of a median-priced home.

Effect of Interest Rates on Affordability Status of Families and Unrelated Individuas for a Median-
Priced Home
Using Conventional, Fixed-Rate 30-Y ear Financing

Cannot Afford Median-Priced Home in Area
(in thousands)
Changeininterest rate
Number Percent
Current Rate 35,329 49.5%
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Rate 0.5 percent higher 35,644 50.0%
Rate 1.0 percent higher 36,048 50.5%
Rate 2.0 percent higher 36,818 51.6%
Rate 3.0 percent higher 37,466 52.5%

In light of these impacts, if mobile homes were in the same product market, they would be a substitute for less affordable median-priced
housing since the cost of the mobile home, itsdlf, is less than a single family unit and the renta price of the lot would not be subject to
variations based on changes in market interest rates. As 3 shows, however, there is no subgtitution effect that can be seen arising from higher
interest rates (and no reverse subgtitution effect from low interest rates). The data underlying 3 are set forthin Table 3.

This data supports the conclusion that mobile homes and single family homes are not in the same product market.
2 GEOGRAPHIC MARKETS

A geographic market is generally defined to be the geographic area in which the product or products offered by the seller are traded. The
geographic market is the market in which the sdller effectively competes with other individuas selling the same product. A buyer isin the
geographic market if in contemplating a purchase, the buyer would not consider another dternative.

The relevant geographic market in this proceeding is, a its broadest, Franklin County. An even more redistic determination of the geographic
market is St. Albans standing aone.

The first step of the geographic market analysis is to consder the area within which residents of Town and Country mobile home park might
live. We know from the data presented below that, as a genera rule, more than half of all St. Albans resdents work in St. Albans (1,851 of
3,322, or 56%), while nearly 70 percent (2,272 of 3,282) resdents of St. Albans work in Franklin County. If one were to broaden the inquiry
to dl resdents of Franklin County, we find that again, more than half of al resdents of Franklin County work in their place of resdence, while
over 70 percent of al Franklin County resdents work in Franklin County.
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Place of Work for Residents of St. Albans and for Franklin County
In Place of Residence In County of Residence
Yes No Tota Yes No Tota
St. Albans 1,851 1,471 3,322 2,272 1,010 3,282
Franklin County 2,858 2,649 5,507 12,943 5,545 18,488

Even these figures should be quditatively adjusted, however, to consder the geographic market for mobile home parks in particular. We
know from my detalled discussion above that the population living in mobile homes does not reflect the population as awhole. Instead, mobile
homes tend to serve as affordable housing for low- and moderate-income households. Appendix B provides support for the proposition that
thisistrue for the State as awhole as well as for each region within the State.

Condder the implications of this observation on the place of work for resdents of mobile home parks in St. Albans and in Franklin County.
We know that:

o] Lower-income persons work lower wage jobs. As a matter of practica economics, therefore, in order to maximize the net
economic benefits of employment, these persons will tend to live closer to their place of employment than the population as a
whole. It makes less sense for a low wage employee to commute out of county to go to work than it does for an employee
earning a higher wage.

o] Lower-income persons tend to work digproportionately in jobs requiring less specidty in the skills brought to the place of
employment. As a result, it will be less likely that that person will be required to travel longer distances in order to locate a
place of work that matches the specific kill brought to bear on the job.

o] Lower-income persons tend to have older automobiles than the population as awhole. These automobiles tend to have higher

operating cods. Accordingly, in order to maximize the net economic benefits of employment, these persons will tend to live
closer to their place of employment than the population as awhole.
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Because of these factors, persons living in mobile homes will tend to have more localized employment than the population as awhole.

As can be seen, within the population as a whole, persons living in Franklin County generdly (and in St. Albans specificaly) tend to live in the
same community in which they work. In addition, within the population as a whole, persons living in Franklin County generdly (and in St.
Albansin particular) tend to live in the same county in which they work.

Because the population of persons who live in mobile home parks tends to be lower-income, and because lower-income workers tend to have
even more localized employment than the population overal, persons who work in St. Albans and who are in the market for a mobile home
will be even more likely to shop for mobile home parks in their local community; they will not consider mobile home parks outside St. Albans
as an dternative. In addition, persons who work in Franklin county and who are in the market for a mobile home will be more likely to shop
for mobile home parksin Franklin County; they will not consider mohbile home parks outside Franklin County as an dternative.

Taking the place of employment as the limiting factor on where consumers will shop for aternatives, the relevant geographic market for mobile
home park lotsis, at its narrowest, St. Albansand is, at its widest, Franklin County.

As acheck on the observation that consumers shopping for mobile home lots will shop within the county, | reviewed a sample of mobile home
sdes in a Vermont community. In this review, sales of new homes to be located in a mobile home park were deemed to be reasonable
surrogates for consumers who were shopping for mobile home park lots. The Town of Berlin was chosen because of the number of mobile
home sdles recorded with its Town Administrator, because of the number of mobile home parks within the community, and because the sze
and nature of the town and the county in which it was located would be conducive to mohility into and out of the county.

| reviewed 37 hills of sale for the year 1997. Of these 37 hills of sdle, 12 were for the sale of new homes. Of those 12, three were excluded as
not being located in mobile home parks. The nine new mobile home sdles for location on mobile home parks in 1997 covered five different
mobile home parks. Of the nine bills of sale reviewed, the purchaser of the mobile home came from within the county dl nine times. Whilein
only one transaction did the purchaser reside in the same community where the mobile home park was located where the mobile home was
ultimately to be placed, in an additiona five transactions, the purchaser/mobile home park location involved Barre/Berlin. One sale involved an
out-of-gtate purchaser buying amobile home for placement in Barre.

This data provides corroborative support for my conclusions based on the work-place analysis presented above. If the data would have

indicated that new mobile homes being placed in mobile home parks were being purchased by consumers from a wide geographic area, |
would have found it necessary to re-examine the foundation of my work-place andyss. The Berlin experience, however, which | have no
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reason to believe is unique or any different from the experience of other communities, is supportive of my conclusons as to the appropriate
geographic market for this proceeding.

3 PRODUCT SEPARABILITY: MOBILE HOMESAND MOBILE HOME LOTSYPADS

One inquiry to be made in a case of unlawful tying involves a determination of whether the tied product and the tying product are such an
inseparable part of each other that the entire transaction could be considered to involve only a single product. My empirical review of this
question in this case leads me to the conclusion that mobile homes (the tied product) and mobile home park pads (the tying product) are not a
single, inseparable product.

The empirica inquiry |1 have made into whether mobile homes and mobile home park pads are insgparable products is from the sdler's
perspective. The following questions present relevant factors to be considered:

o] Doesthe sdler or its competitors offer smilar components separately and not exclusively as asingle unit?
o] Arethe items bought and sold in variable proportions?
o] Doesthe sdler charge separately for each component or alump sum for the entire package?
o] Doesthe sdler participate for profit in the tied market?
The results of my inquiry are asfollows:

o] Offer of components separately or_exclusvely as a single component: Mobile homes and mobile home park pads are offered as
Separate components throughout the mobile home park industry.  The separability of the products, for example, is recognized by the
periodic report prepared by the Vermont Department of Housing and Community Affairs on "registration of mobile home parks." This
DHCA report presents an inventory of mobile home lots in the state of Vermont. A variety of other observations, outside the most
smple observation that sales of mobile homes occur without being tied to lot rentals, supports this concluson as well. The fact that
mobile homes not sold in combination with a lot are consdered persona property while mobile homes sold with land are considered
realty establishes the separability of the products. The fact that different financing products are available if mobile homes are sold with
lots or not establishes the separahility of the products. The fact that mobile home dedlers (and brokers) exist that are not vendors of
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the property on which the homes are to be placed establishes the separability of the product. The fact that the two nationa
asociations of entities involved with manufactured homes have separate memberships for vendors of the homes and for community
operators establishes the separability of the product.

Does the sdller charge separately for_each component or_a lump sum for_the entire package: A separate but related inquiry is
into whether the sdller charges separately for each component of the package, or whether the sdller instead charges alump sum for the
entire package. If the product is sold as a lump sum, it might be concluded that the tied product is simply an ancillary product that
enhances the attractiveness or competitiveness of the tying product. That is not the case with mobile homes. Mobile homes and
mobile home lots are priced and sold separately. On the one hand, state and federa data for mobile home sdles, for example, exclude
lot rentals from the price reporting. On the other hand, as discussed elsewhere, in Vermont in particular, the mobile home park lot/pad
renta price is separately charged, and reported, by the Vermont Department of Housing and Community Affairs. LaPierre, in
particular, concedes that it charges separately for mobile homes and for mobile home lots/pads.

Not only are mobile home park lots charged for separately, but mobile home park lots and mobile homes are priced on an entirely
different bags. While mobile homes are sold, mobile home lots are leased. This fact, sanding alone, is strong evidence for the
conclusion that mohile homes and mobile home park lots are not a single, inseparable, product.

Are the items bought and sold in variable proportions If the tied product (mobile homes) and the tying product (mobile home
lotgpads) are items that are bought and sold in variable proportions, the unit should be found to be two separate products. In this
case, mobile homes and mobile home lots/pads are, indeed, sold in variable proportions. While each mobile home uses only one lot, any
particular lot can use, over time, two or more mobile homes. Mobile home lots/pads are "sold" in terms of years. Mobile Home A, in
other words, can St on a lot/pad that is rented for ten years and then be replaced by a different mobile home on the same lot. Mobile
Home B can st on alot for 20 years and then be replaced on that same lot. Mobile Home C can st on alot for 30 years and then be
replaced. With a mobile home, there is no requirement that a buyer "purchase" the rentd of the mobile park lot/pad in uniform
amounts. The consumers of mobile home park lots/pads buy and use them in variable proportion.

Cogt savings to a producer can only be generated if the items in question are used in fixed proportion to each other. 1f the combined
sde of the two products does not result in production savings, there is no economic justification for considering the two productsto be

inseparable.

-16-



o] Doesthe sdller participate for profit in thetied market: If asdler doesnot participate for-profit in both markets, it is reasonable to
conclude that the seller is not attempting to foreclose competition in the tied market. A reasonable extension of this observation is that,
therefore, the sdller is only engaging in a form of indirect price competition through enhancement of the tying product. Indirect
competition would occur by the sdller seeking to use the ancillary (tied) product to enhance the competitiveness of the tying product.
In this case, however, LaPierre is making a condderable profit on the sale of mobile homes. Indeed, the premium which LaPierre is
charging over what consumers could have paid in the competitive market is what gave rise to this litigation. That premium ranges
from 45 percent of the book vaue of the mobile home and up.

If the sdller is participating for profit in each market, it is reasonable to believe that, in the absence of the tying arrangement,
competitors would exist to enter each specific market in which a profit can be made. Since market entry could occur with respect to
either product standing aone, and since no production efficiencies can arise from joint production (since the two products are not sold
in direct proportion to each other), no reason exists for a competitor to enter both marketsin order to enter one.

Upon a review of the empirical factors that are relevant to a determination of whether or not mobile homes and mobile home lotg/pads are
separable products, my conclusion is that the mobile home themselves, are a separate and digtinct product from the lots/pads on which they
ultimately rest.
4 THE POSSESSION OF M ARKET POWER
This section of my analysis consders whether LaPierre has sufficient market power to exercise its tying arrangement in a manner that is
oppressive to consumers and/or anticompetitive to the marketplace. Making this inquiry does not necessarily involve making a determination
that LaPierre has any particular market share. Market power and market share are not coterminous. Moreover, making this determination of
market power certainly does not require afinding of monopoly power or even dominant power.
The empirical issue before me with respect to market power is thus as follows  does LaPierre have sufficient economic power over the tying
product such as would induce an gppreciable number of buyersto accept a burdensometie. The following factors can be used to show market
power in thisregard:

o] Market power can be shown by the product's uniqueness or desrability;

o] Market power may be inferred from the acceptance by alarge number of buyers of a burdensome or uneconomic tie;
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o] Market power isinferred when one can raise prices above the competitive level without losing al of one's business;
4.1 Demand for Mobile Home Spacesin Vermont

An andlyss of the market power of LaPierre over the rental of mobile home lots --it is important to remember that the market power that | am
assessing is over thetying product, i.e., the mobile home lot-- begins with an assessment of the demand for mobile home lotsin Vermont.

According to the Vermont State Consolidated Plan, as of the 1990 Census, there were 18,644 occupied mobile homes statewide. The
Consolidated Plan estimated the 1994 demand for mobile homes at nearly 20,400 (an increase of roughly 9.4 percent over four years). The
1999 projected demand for mobile homes is projected to reach 23,000 (atota increase in demand of 23 percent since 1990).

4.2  Supply of Mobile Home Spacesin Vermont

There is a subgtantial shortage of mobile home spaces relative to the demand for mobile homes in Vermont. Consder, for example, that the
Consolidated Plan reports that the potentia demand for mobile homes in mobile home parks is estimated at 7,749 to 8,156. In contrast, in
1993, the State had roughly 6,896 lots in mobile home parks, a shortage of roughly 12.4 to 18.3 percent of the demanded qoaces\z\

Even this shortage of supply relative to demand does not fully indicate the market power of mobile home park owners and operators such as
LaPierre over consumers, however. Merely because a space exigs in a mobile home park does not mean that space is ether vacant or
available,

According to the Department of Housing and Community Affairs 1995 Regigtration of Mobile Home Parks (January 1996), only 2.9% of the
available mobile home lots in 1995 were available to mobile home owners. To use a conservative estimate of the market power available to
mobile home lot owners over consumers seeking mobile home lots, therefore, it is possible to compare the available space to the unmet
demand. Using the lower 1993 unmet demand figure and the higher 1995 vacancy figure, there are 217 lots available for an unmet demand of
between 853 and 1,260 mobile home lot consumers.

2 While the number of mobile home lot spaces may have since increased, no corresponding updated figure for demand for spaces in mobile home lots

has been developed.
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Franklin County is merely reflective of this mismatch. According to the DHCA's 1995 report, Franklin County had 12 vacant mobile home lots
in 1995 (avacancy rate of 2.5%).

The supply of mobile home lots is not likely to increase in the near future to dleviate or ameliorate the market power possessed as a result of
this mismatch between demand and supply. According to DHCA, "relatively few mobile home parks have been developed since 1980 (25
parks of the 215 reporting a date of establishment). In fact, development peaked in the 1960's and dropped sharply after 1970." Only nine
mobile home parks were developed in Vermont from 1990 through 1995. Only 16 mobile home parks were developed in the 10 years
preceding that (1980 - 1989).

4.3 Price of Mobile Home Lotsin Vermont
The presence of market power over the tying product (the mobile home lots/pads) can be inferred from a stuation where the sdller can raise
prices without significantly losing business. According to the DHCA, statewide median rents for mobile home park lots increased from $125
in 1988 to $200 in 1995, an increase of 60 percent. In contradt:

o] Had rents remained consistent with the overall cost of living, they would have increased to $159, an increase of 27 percent;

o] Had rents remained consigtent with the average price of mobile homes in Vermont, they would have increased to $179, an
increase of 43 percent.

o] Had rents remained consstent with the average price of rental property for primary resdences, they would have increased to
$153, an increase of 23 percent.

In Franklin County specifically, the lot rental increases were even higher. According to DHCA, Franklin County had an average lot renta
increase of 76 percent. LaPierre had an average lot renta increase of 54%.

It is not likely that mobile home park lot rents increased to reflect substantialy increased operating or capital costs. The history of mobile
home park development in Vermont shows that most such parks in the State are 30 or more years old. Only nine of the 215 parks have been
developed in the five years 1990 - 1995. Accordingly, one of the mgor operating costs, the financing costs for land acquistion, should be
nearly completely amortized by thistime. In any event, it is likely that the financing of mobile home park land acquistion is a fixed cost, not
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one that will support an increase in lot rents of twice to three times the cost of living.

Development of Mobile Home Parksin Vermont
Period Developed Parks Developed
Prior to 1950 6
1950 - 1959 38
1960 - 1969 101
1970-1979 45
1980 - 1989 16
1990 - 1995 9
Totd 215

4.4 The Sale Price of Mobile Homes

The ability of the sdllers to extract a premium on the sale of the tied product is further evidence of the market power possessed by LaPierre.
The precise level of the premium, however, is not the fact which establishes market power. It is the exisence of the premium, not its
magnitude, which establishes market power. A premium of $20,000 may indicate a greater degree of market power than a premium of
$15,000, but both are evidence that sufficient market power exists to support an unlawful tying arrangement.

In making this anadyss, | rely upon information provided by LaPierre's own reports of saes prices and book values. According to Arthur
Woolf's evidence, in the years 1991 through 1997, Town and Country Estates had 50 sales of new mobile homes placed in the park. The
average sdling price was $50,992 with an average NADA book value of $35,123. This gives an excess premium for new mobile homes of
$15,869. The excess premium collected by Town and Country was thus more than 45 percent.

Claims that the premium exacted by LaPierre smply reflect a "ste premium” as recognized by the NADA "community rating” system are not
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well-grounded. The "community ratings' provided by NADA --which | have attached as Appendix C-- are asfollows:

NADA "Community Ratings"
Rating Adder Description
Unique 20% Ultimate amenities and very desirable, found in limited market areas.
Excellent 18% Better than most MHC, but not the ultimate found in some states.
Standard 15% Generally most common upscale MHC, found in majority of states.
Fair 5% Below standard MHC, but may be all that is available.
Poor 5% Simply a Minimum Standard Rental/Lease location

LaPierre's own evidence suggests that the excess price which is charged for each mobile home over the NADA book value is far greater than
that identified by NADA as being attributable to a "ste premium.” As Dr. Woolf identifies, the Site premium collected in the transactions he
gudied in St. Albans were across-the-board. AsNADA describes, however, the "unique’ adder involves "ultimate amenities' and is "found in
limited market areas’; the "excellent” adder is "better than most MHC [manufactured home communities], but not the ultimate. . ."; even the
standard applies not to the "average’ community, but rather to the "most common upscale MHC. . ." The fact that the premiums exacted in
Franklin County do not involve these limited Stuations where community rating adders are appropriate is indicative of the fact that they do not
represent the site premiums suggested by Dr. Woolf.

Even if | were to accept the "standard” community rating adder, smply for the sake of anadlysis, the excess prices extracted from consumers
becomes evident. The premium collected by Town and Country would be more than three times that to be expected as a ste premium (45%
vs. 15%). Moreover, the fifteen new mobile homes located in other parksin St. Albans sold for an average site premium of $13,182 on an
average book vaue of $27,450. This represents a"site premium” of nearly 50 percent.

Findly, even if | were to accept the "unique" community rating adder, smply for the sake of andyss, the new mobile homes sold for location
inparksin St. Albans are, on average, sdlling for more than twice the Site premium that is based on "ultimate amenities.”

In sum, the extraction of excess prices is one piece of evidence of the possesson of market power. The facts before us demonstrate that even
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taking into account a "gte premium” for "upscae’ mobile home parks, defendants are charging more than twice what could normaly be
expected in a competitive market. And, to emphasize again, that is the most conservative of assumptions. Given the acrossthe-board
collection of such site premiums, which would normally be reserved only to the higher quality, "upscale’ communities, | conclude that the
excess prices being extracted from consumers are not Site premiums at all, but rather are excessive prices supported through the possession of
market power over mobile home park lots.

45  Uniquenessor Dedrability of Vacant Mobile Home Lots

Given the above facts, the newly developed Town and Country Estates provided a new supply of mobile home pads that were both unique in
thelr vacancy and desirable due to the high unmet demand. These two qudlities provide LaPierre with market power over the mobile home lots
as the tying product. Congder that in 1994 and 1995, the largest share of Franklin County mobile home park lots available for rent was
located at Town and Country. At Town & Country, however, Stes were available only on the condition that the consumer buy a home from
the park owner or from a designated deder. In 1994, the Department of Housing and Community Affairs survey of mobile home park
operators showed that Town & Country contained 28 of the 53 unoccupied lots in Franklin County. Of the other unoccupied lots, however,
13 had been closed, one was not properly permitted, two had abandoned homes ill on them, and one was being used for agarage. Given the
unavailability of other lots, LaPierre controlled 28 of the 36 vacant lotsin Franklin County. As of the 1995 survey, Town & Country still had
20 lots available for rent, out of a county-wide total of 32.

46  Factor Not Relevant to Establishing Market Power

One factor that | have not conddered in my anadyss of market power deserves specific attention.  This factor involves the sale of mobile
homes. The question in a tying case is whether the sdller possesses market power over the tying product. The possession of market power
over the tied product does not inform the empirical inquiry into market power. In this case, the tying product is mobile home lots.
Accordingly, | have not consdered the market postion of defendants relative to the sale of mobile homes. Such an inquiry would provide no
useful information asto the ahility of LaPierre to engage in tying.

4.7 Summary
In sum, the above analysis leads me to conclude that LaPierre possesses market power within the tying market (i.e., mobile home lot rentals).

The existence of that market power provides LaPierre with the power to successfully tie the sale of mobile homes to the renta of mobile home
lots and to exact unreasonable price premiums as aresult.
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5 SUMMARY AND CONCLUSIONS

My conclusons are:
1 The relevant product market to use in this litigation involves new mobile homes sold for location in mobile home parks.
2. The relevant geographic market to use in this litigation involves Franklin County at its broadest, and St. Albans standing aone
even more reasonably.
3. Mobile homes (the tied product in this analyss) and mobile home park pads (the tying product in this analysis) are not asingle,
inseparable product.
4, LaPierre possesses market power within the tying market (i.e., mobile home lot rentals). The existence of that market power

provides LaPierre with the power to successfully tie the sale of mobile homes to the rental of mobile home lots and to exact
unreasonable price premiums as a result.
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Table 1:
Cost per Square Foot

Manufactured Housing vs. Site Built Housing

Manufactured Housing

Site Built /a/
Single Section Multi Section
1980 $18.86 $21.11 $35.13
1981 $19.13 $21.79 $38.60
1982 $19.22 $21.52 $39.25
1983 $19.13 $22.59 $41.65
1984 $19.03 $22.27 $43.87
1985 $18.84 $21.97 $45.18
1986 $18.84 $22.08 $49.05
1987 $19.07 $22.82 $53.33
1988 $19.18 $23.41 $51.95
1989 $20.21 $24.79 $55.80
1990 $20.20 $25.42 $54.80
1991 $19.90 $25.10 $53.20
1992 $19.90 $24.88 $51.59
1993 $20.56 $25.97 $52.88
1994 $22.03 $27.41 $54.65
1995 $23.95 $28.96 $56.28
1996 $25.18 $29.56 $58.66

NOTES:
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Excludes cost of land.
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Table 2:

Mobile Home Shipments and Price for Site Built Homes

1980 - 1996
Y ear Mobile Home Shipments New Site Built Homes Site Built Sales Price
1980 221,001 545,000 $61,120
1981 240,313 436,000 $66,400
1982 239,808 412,000 $67,120
1983 295,079 623,000 $71,840
1984 294,993 639,000 $78,080
1985 283,489 688,000 $80,640
1986 244,660 750,000 $89,520
1987 232,598 671,000 $101,600
1988 218,429 676,000 $103,650
1989 198,254 650,000 $111,600
1990 188,172 534,000 $112,350
1991 170,713 507,000 $110,400
1992 210,787 610,000 $108,075
1993 254,276 666,000 $110,775
1994 303,932 670,000 $115,575
1995 339,601 667,000 $119,025
1996 363,411 757,000 $124,650
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Table 3:

Mobile Home Shipments

Mortgage Interest Rates

1980 221,001 13.77
1981 240,313 16.64
1982 239,808 16.09
1983 295,079 13.23
1984 294,993 13.87
1985 283,489 12.42
1986 244,660 10.18
1987 232,598 10.20
1988 218,429 10.33
1989 198,254 10.32
1990 188,172 10.13
1991 170,713 9.25
1992 210,787 8.40
1993 254,276 7.33
1994 303,932 8.36
1995 339,601 7.95
1996 363,411 7.81
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