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The !ionorable 
,The Secretary of Bousing and 

I’rban Development 

Enclosed is a copy of our testimony presented on 
Se0tembe-r 23 i 1975, befcre 
&king, 

the Subco3niitee on sianpker ar,r? !i$ z - Ql.@f 
Hcuse Ccmnittee on Government Operations, cn the 

results of our review of PiCD’s management and disposition 
of acquired mult ifamii 1T proFerries. O;:r rcviec! show153 the 
foliowiq weaknesses which indicate6 that HUD ‘22~ not mail- 
aging and dls?osing of acquired ?rop:ti:s efficiently xx! 
effectively. 

-,-While Frcperties were in the inventory, they were - 
not mnanaged in a nanner that xould improve their 
ultimate marketabi!ity, nor did they crovide decent 
and sage housir,g fcr tenants. Specifically, HUD 
and the nanaqP,e?.t qents did not (1) rxintain 
?coperties ii gocd repa Fr , (I??! make adesu2tc 
QFffi?-f-s te w-L”* b increase octu~ancy, ( 3 j est35i ic.h rents 
st fair: market rates-, or (4) collect delinqUent 
rents, 

These weaknesses resulted iz (l) increased costs fof 
. holding pr?~ crties in inventory, (2) failure to paximize 

return OR the Feaerll investment, 2r.d (3) tp~2~:c 1ivir.q 
In unsafe znd unsanitsry hOUsinc,r. 
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which htve defa;!ted, and %~;hose mortgages, have been asslqned 
to HUD‘ Lt is almost certain tkat ritany oi these wail 
c ltimatel:, be foreclosed and arnlli red by V’j’D. WV 5..--L XC~~l.SitiC~~ 

of such properties will, ir. our cpiniszyl, create more prob- 
lems for HLJtl in the timely and effective managem2n.t and 
/Ii-..*m; ap&..aS-tioii of i7iiltifa~~ily properties, 

-To correct these weaknesses Fie recommend that you 

--Instruct the field staff to timely prepare prelimin- 
a r v _ grog r 3‘3~5 aa-d TP?..T,1,,“,*-dIi+;.-r, f.T,T _. _ - - . . . . ..-. L c A.2..l_* _ the ,>.Ge;J.kiop, 
and disposition of acquired properties. T‘he regional 
elf ic?s should @eriodically monitor their field 
off ice.5 t-J i.r,gce l-i--e?tt b*itlLA~ actions D 

--Instruct the field offices to (I) establish and 
to1 lest fair market rents on acquired properties ana 
(2) prorqtly make repairs to correct unsafe and 
unsanitary cond iv ions on acquired properties. 

--Insure timely action oy the iGzshir,gtr,n cfficc in 
evaltiatizg field Cl'flCC reccxl~nd~~ions and in 
resolving disdgreeme2t; between Kashingtcn azd field 
office personnel on matters affecting disposition 
of tfie proper ties. 

--Require that field personnel ncnitor agents’. manage- 
meni: of acquired properties to insure that (1) prop- 
erties are kept in good repair * (2) occupancy is 
increased, and (3) rent collection procedures i‘re 
ef festiveiy cbrr ied out. tihen agents have failed 
to follow prescribed prccednres, AU9 field oEfi.ces 
need to work closely wit3 the agents to iaproT;e their 
manannnant- ....d...ujL,.IL,LL practices or, if necessary, to replace the 
agents. 

--Assess staffing needs and assign ensugh staff to 
effectively carry nut I?UD’s ob3ectivcs of mar.cging 
and disposing of acquired properties. 

iie shall be pleased to discuss any of the above matters 
with DOG O: memoers of your staff and shail appreciate 
receiving your coixxents on dry action taken cr plaflnec‘. 

As ycu know, section 236 nf the LegisZ2tive P.eorganiza- 
rsion Act of 1970 requires the head of a Federa: sgency to 
submit a written statement ori actions taken 0~ eui reccmenda- 
fions to the House 2nd Senate Committees on Government 
CFerztions not lzte: tnan 6G days afte: tr.e date cf the 
report and the hcuse and Senate Committees j:. :tppropr lations 
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.d with the arjency’s first request for appropriations made more 
than 60 days c;fter the dzte of the retort. 

tu‘e xe se.lding copies of this report to tne fccr com- 
mittees rrenl-L.rJncd above and to the Director, Gff ice of 
Manageme IC and budget. h-e are alto sending copies to your 
InspecJtor General and Assistant Secretary for Housing; 
LYanagement. 

Enciosure 

Comptroller General 
of the United States 

. i 

.---- 
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ENCLOSURE ENCLOSURE 

UNITED STATES GENE%& ACCCrjNTi;G OFFICE 
biASHIrdIGTCN ; D ;c = 20545 

FOR RELLASE CX CELIVERY 
EXPECTED ?.T 9:30 A.3. EDT 
TUESDAY; SEPTEMBER 23, 1975 

STATEMEXT CF 
HENRY ESCtiFiEGE, DIRECTCR 

RESOURCES ANC ECCNOMIC DEVELOPMEt?T DIVISIOtI 

REVIEW Ok HUD'S ?lA!!AGS!"IE:JT .%<D DISPOSITICN CF 
ACQWIRED MULTIFWJILY FROE-'ERTIES 

TODAY ARE IMLSSRS. JOSEFH P. ROTHER, ZR., ASSISTANT CIRECTOR- 

IN-CHARGE, A;?I? CL4REhUCC J?. SQUELLATI, ASSTSTa'dF L7IP,ECTCR, ‘.CL-L.-....* 

MR. CANIEL C. riHITE, ASSISTANT REGICNPL MA!JAGER, CHICAGO 

REGIGKAL GFFICE, 

MY TESTItiGNY TODAY WILL SUWlXRIZ& THE RESULTS OF OUR 

RECENTLY COMPLLTED R&VIE%. GE LGE,RE CRAFTI?lG A REPORT TO 

THE CONGRESS WiEN ;it; LEARNED THAT YOL‘ iu'Ei?E IiiTERLSTED IN 

- - .-____ 
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ENCLOSURE 

HIGH. THE TOTAL NUMEER OF MULTIFAMILY PROFERTXES IN HUD'S 

ACQUIRED INVE?ZTORY ROSE FRO+1 395 AT THE END OF FISCAL YEAR 

1972, WITH A NET INVESTMENT1 BY HUD 3F $288 MILLION, TO 348 

!?RO"ERTIES I. AS Of ,%Y 31, 1975, WITH A NET INVESTMENT OF 

$393 MILLION* Tl!XS INVElJTORY REPRESENTED 36,603 HOUSING 

UNITS. 
,. 

ANOTHER MAI'TER Of SERIOUS CONCERN IS THE EVEN LtRGER 

INVZNTGR~ OF MULTIFAMILY PROPERTIES WHICH HAVE DEFAULTED AND 

WHOSE >lORTGAGES HAVE PFEN ASSIGNED 7'0 HUD EY THE blCRrGAGEE3. 

THE INVENTORY GF ASSIGNED MORTGAGES ROSE FROM 579, 

k?ITH A MORTGAGE RALANCF: OF $732 bllLLI.0:: AT THE END Of _ 

?TSf-LT - m.111- *yEAM 1gj2, 2’0 1:3:-j XSIGKEED ~IGk'iGAGES, h'.II'i-I X SALANCE. 

OF $2. BILLION AT THE END OF FISCr??r i \' 7 2 D 1 9 j 5 . ,.."..l. p,g I-lZCB 24, 

1374, WE TESTIfIED EEFOX TIE LEGAL. AND IYONETARY AFFAIRS 

SUBCOMMITTEE Or' THE HOUSE GOVERKMENT OPERATIONS CCMMITTEE 

CN I>li'ROVEflEXTS NEEDED IN THE OVEfiLL MANAGEMENT OF MORTGAGES 

ASSIGNED Xl HUD. 

IT IS VERY LIKELY THAT XANY PROPERTIES hZi~jE MORTGAGES 

AND ACQTiRfgj By iiUD* 13 FACT, AS Of JUNE 30, 1975, HUD 

WAS FORECLOSING ON 475 OF THESE MORTGtlGES, Gtti;CH A>lOUCITE3 

TO $649 MXLLLON. ACQUIRING'ACD~TXCNRL Pi?~PEFTiES WILL CREATE 

. . ’ 
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E!JCLOSURE ENCLOSURE 

ACID THE NEEDED REPAIRS, DETER%iNE THT BEST USE OF 

THE PROPERTY, ESTABLISH RENTAL 3TES, AND DETSRIYL:lZ 

TENANT SEl?\ZTPFC I.. a.k.“Y. BEFORE ACQCISITIGN, THE FIELD 

OFFICE IS REQUIRED To. NAKE AN AGREEXEN'IJ WITH AN 

AGENT TO NANAGE THE PRGPFRTY. 

--60 DAYS RF'fEh ASSUMIXG ,clANAGEMEN' XESPON3IBILITY, 

THE AGEi?? IS TG'SUBMIT A COr5PR~MENSIVE MANAGc'XENT 

STUDY TO HL'D RECOMnSXDIX R.EI!T.A& gyi._rEc; + f 5?E,rrTI!~G 

PROCEDURES, MC REPAIRS Er'EEDED Vi1T.q A DISCC;SSICN 

OF PRGi3it3-i AREAS AW SKGE5'TF;D SOLUTIOX. 

--90 G.2YS MTER ACQbISITICbi, HUE 'IELD CFFICES FECCILib!END 



PRELItiIRARY PROGRAtiS KERE NEVER PREPARED FGR FOUR OF THE 

PROPEE'I'IES. ONLY 7 GF THE 31 FHOGRA,YS Pi'ZPAREl' CCNT.rrINEC 

ALL THE REQUIRED INFORMATIGN. 

REQUIRED WWAGEMEFIT STUDIES %RE NGT PREi'ARED FOR 

I5 OF THE 35 PROPERTIES, 'THE IYAdAGEYEIJT STUDY HAL? BEEN 

PREPARED ON Oi1LY GNE PROPERTY ??ITHIs THE PRESCRIBED TI>IE 

FRWE. 

_---- FOR 12 OF :::z 35 r~:drLKTIES, HP‘J F15L9 OFFICES f!!C 

NOT SUBdITTED THE; REQUIRED RECO?4MENDA5!IONS '32 THE ;v‘ASilIN~TON 

qFE?fCE 03 WHETHER THE PRCPERTIES SHGULD BE OFFERED FOR 

II\"IMEDIA'_PE SALE OR SHOtiLD BE OPERATED Is A ;<rlN:iER C&S,1G:dED 

7 
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ENCL0SUF.E ENCLCSURE 

THIS ZXpel,?LE IS CJSED EECAUSE IT SHOWS IYANY OF TdE 

PROBLEMS NCTEO Bl.JT, IT IS NOT CGNSIDEREC TYPICAL GF 

ALL THE PRGJECTS EXA;4IiJED. 

kIUD GENE,RALLY SCLLS PR9PERTlES FOR LESC THAN IT i?AID 

FOR ACQUIRING THSM AND LOSES MONEY ON THEIR OPERAT;Z=N 

WHILE THEY ARE HELD IN INVENTCRY. FOR E4AM2LE; DURING 

11 MONTHS IN FISCAL YZAR 1~75 HUD SOLD 91 MULTIFAMILY 

PROPERTlES FOR $40 !l‘ILLTSN LESS THA:! IT PAID FOR THE>;; 

A RETURN OF ONLY JS CENTS FOR EACH r)c~Lpui INVESTED, 

IN GENEFAL, FCR EVERY DAY TS?.T 3UD HOLDS PROPERTY 7EJ 

ITS INVENTGRY, THE GGj‘ERNKENT LCSES 41GNE'I BECAUSE -3??ERATII:c; 

F y i: F xl $ F c ..-.-.. &AL., &I , ri;.'? I< E ,s I A,."! s -. . - - 'I I rLcp!'~~‘D ~;;~~c"c"T ^ L\LIL * (--.I '=I< E f&,;;FyI%~;;It;;y 1 s 

?IILLIObl ON THE 

IN INVE:<TORY. 

ia HAVE A 

:5 PROPERTIES REVIEWCD CIHILE THEY TdERE 

CHART 6JiTH CiS TODAY WHICH SHOWS THIS 

PRGBLFM FOR SIX GF THE PROJECTS REVIZXELI. 
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a ENCLOSURE t?TCLOSURE 

I * 

WE ?ROFE?.TY, Ht;D WAS CITED FOR THE SA:dE CODE VIOLATIGN 

INVOLVING DILAPIDATED AXD DAiUGERGUS PCRCIES ON THREE 

OCCASIONS DURING A IO-hO!JTH PERIOD. 

SHORTLV AFT!2 HUD ACQOI2ED FOUR PROPERTIES, IT LEARNED + 

THAT TEE COAL-BURNIXG HEATING SYSTEMS ?lERE INADEQUATE AND 

SHOULD E:.THEB BE REPLACED OR CONVERTED TO GAS. 

HUD DID NOT ‘=AKE ANY ACTION AT THAT TIME BECAUSE hT PLANNED - . 
TO SELL THE PROPERTIES. 

DURING THE WiNTER MONTHS TENANTS WSRE FREQUENTLY 

THE CCCUPANCY LEVELS 1:: THE PROPERTIES (HIGH OCCUPAlYCY 

RATES GENERAL&Y i5iCRE:?SE TYE PRGPEHTY'S MARKETABILITY). b 

SI::%IiABLY aELOhj GCiNG EARKS-' RAT'FS FW CCJMPARABLE HGOSING. --- TV. 

HUD RELD TZESE PRi;2ERTiES FRGlY 4 TO 5 YEARS-- SEFGRE IT - 

INCI?.EASEC Tkii RENTAL RATES. THE PZCPERTIES &EP.E FULLY 



ENCLBSORE ENCLOSURE 

ANNUAL Rf%TAL Ib?COIYE %ilS $33,000 EE!,Oi+ TIiAT EEING CHARGED 

IN THE PIIEVAILING k!ARKET. WHE3l TiiE P5;SPERTY Fj.ls SOlD 4 

SEARS LATER, IIDD ESTIMATED THAT &?NUAL ?xNTAL I:?CO:tE 

WAS $68,000 BELOW MARKET, YET 1% DID NZJ ii\lCRE.ASE THE RSN'I'A; 

~TES DURING THE $-YEAR PERIOD THAT THE PROPERTY WAS IN 

INVENTORY. 



ENCLOSURE ENCLOSI;KE 

MR a C-HA 1 RMhN , WE' BELIEVE T!AT HUCI'S IXVEXTORY CF 

L’_ i 
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ENCLOSURE EXCLOSURE 

--REQUIRE TtiAT FIELD PERSCNNEL HWITOR AGENTS’ 

MANAGEMENT OF ACQUIRED "ROPERTIES 7% INSURE THAT 

(1) PROPERT;TS ARE KEPT IN GOOD REPAIR, (2) OCCUPANCY 

XS INCi?EASER, AND (3)EFFECTIVE REb?lJ COLLECTION PRO- 

CEDURES ARE IMPLEMENTED. IN THOSE CASES WEERE 

ArlFNTc: KAIIE F,A>fLED yv F(-JLLQ?; FRC’p”‘BED PR@-ECt’EES, ..-..,..a.+ -1s.. LlJLixl. 

:IUD FIELD OFFICES NEED TO '%ORK CLCSELY WITH TEE: 

AGZdTS 'IO Ii42ROVE THEIR MAI<AGEXE!IT PRACTICES OR, 

IF NECESSARY, TO J?ZrLfi;.? Ti!E AGF?!TS. 

--ASSESS ST;\FEIX NEZDS MD ASSIGN ENOUGH STAFF TC 

EFFECTIVELY Cr?RRY CUT litiD'S O&JEC'*"IVikS OF ;t?YAGI?iG 

Ai;D DiSpOsING (3E $%CQfJIkqE‘j ~~CpE~~iES. 

MR i CKA_T RMW i T!i I i: t~~~CL~c,ES ;<!y 53"DA3C?l TICT:iiAiiL- *,a L I.‘~J.rxI.~Y LULJL IL'1"L"L 

1 WILL NCW GE GLAD 70 RESFOXD Iv Ai<Y QUES'TIONS :GHiCH YOU, 

OR %i+JZERS OF TBE SUSCOXiiiTTEE t XAY KiSA TO ASK. 
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HOLDIblG COSTS 

FOR -- 

SIX HUD MJLTIFXMILY FROPERTIES --- --"-L. 

Property 
PIonths held 

AS of Y/.30/74 ---* 

A Ii7 

B 113 

p c ;! 5 c', 

D ;!9c 

E i! 2 

F 210 

Acquisition 
cost ---- 

Es t ima ted 
Imputtd Interest 

Cost on Investmenta ---- 

$2,004,000 $17ii,OOO 

1,908) 000 405,000 

3,811,OOO 26'7 ,000 

1,201,000 198,000 

~t?1,000 22,000 

1,135,O~DO 54,OOO 

Met Intome 
From Opel-ationb - <-- 

($ 94,000) 

215,OM) 

( 43,NX~) 

71,000 

( 16) O!lO) 38,000 

23,000 31,000 . 

cCoverrlmcntsfi 
Cnrt of Holdi,kg 

Pt,xpertL- - 

$270,000 

190,000 

310,000 

127,000 

a1nterest costs computed on the lower of (1) HUD’s acqisition cost, (2) net in~~es;smenl; #At time of sale, Or (3) sales 
price using the Treasury b+Drrowing raze. 

%?ental income less operating expenses, i.e., utilities, taxes, maintenance, and minor r&pairs; ~!xcLtldes major 
repairs or ~.mprovements. 

%o,lths held is as 015 February 1974 when property was sold. 




