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Dear Mr. Rieqle:

As you asked on October 1 1273, we made a limited review of
selected aspecis of the activities of the Department of Housing o2
and Urban Develorwent (HUD) in selling acquired single-femily "
houses on a nencerpetitive basis to ilie Genesee County lodel Cities
Developrent CD:LJFQE1OH (MCDCY in Flint, Michican. The houses were
sold under HUD's "as is” sales proqgrem.  As part of our review, we
gatherca specific data on and inspected two houses that vere pur-

hased by MCDC and subsequently sdid to a private investor.

A

As you requested, this report covers matters we discussed at
our briefing cn January 28, 1974, In edditicn, answers to specific
questiows Jhich your of,1cr provided to us on the nonconpetitive
portion of the as is sales progrqm are prescented in the enclosure.

AS IS HOUSIRG SALES PROCRAM

In March 1973, HUD's Detroit arca office and the HUD servicing
office in Flint *f‘ab]1 hed a program to dispose of single-family
houses acquired through insured-mortasae cefaults by selling them
in as is cenditicn to the highest biddar.. Sales to nonprofit
organizations were to be made on a noncomp2titive basis. At the
time wa compieted our field work, all houses sold under the program
had been sold tc MCDC, a nonprofit organization.

Under its rolicies HUD can dispose of gcqu1rcd properties through
(1) sale after iho property has been repaired to habitzble condition,
(2) sale of an individual property as is-—without repairs, or (3)
bulk sale of a number of properties as is. Also, if circumstances
warrant, HUD ray demolish a property and sell the vacant lot.

HUD aencrally repairs, rehabilitates, and upgrades acqu1rod
properties before offering them for sale. I extensive repairs are
requir.ed to mike a proporty °trucLur‘11) sound, Tuncticrally :zdequate,
and suiteble for long-term use, HJD cempares the anticipated neot
recoviry from the sale of ihe proantj i th thn anticipated net
recovery of the 1ot if the properiy is razod. “hen the net recovery
frow repairica and sellina a proparty ic evarcted to be more than or
Appros Tt e o e e an fan oant precvery 0T Lh nrgrerty wero
razed, Lhe property is nquJ}ﬁy repaired.
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When nceded repaivs are not cconomically feasible, rather than
demolishing the properiy and offering the vacant lot for sale, the
property m.y Le offered for sale as is on an "all cash without
warranty" Lasis. -

In detcruining whetieer to repair, sell as is, or raze an
acquired prorcrty, the Flint servicine office contracts with an
architectur:l, ennincering, and plonning firm to prepare repair
specificaticns and doteraine the cstimited cost of repairs. The
city of Flint also inspocts the preperty to identify repairs needed
to meet Toc21 building requivements. A HUD servicing office offi-
cial in Flint told us that the architectural Tirm is instructed to
identify and estimate the cost of repairs necessary to put each
acquired property in a "hebitable" condition and at Teast meet HUD
minimum properly standards. The official steled that "habitable"
meant that the condition of the property after repair should be
better than the average condition of similar properties in the
same general area.

HOUSES SOLD TO IMCDC

From April to October 1973, the Flint servicing office sold
118 houses to FCRC for £446,190 undar the as is salcs program. In
computing the sales prices, HUD decucted the architectural firm's
estimate of the cost of repairs and HUD's estimate of certain admin-
istrative costs, sales cormissions, and closing costs from its
estimate of the value of the house if it were rcpaired.

Although HUD used the architectural firm's estimate of the cost
to repair a house in estzblishina the as is sales price, HUD officials
told us that I'CDC, or purchasers trom MCDC; were under no contractual
obligation to do all the work included in the estimate. Under the
sales agrecnient between EUD and MCDC, MCDC was to insure that the
houses met KUD minimum property standards so that they would qualify
for mortgage insurance if the houses were to be subsequently sold
under one of HUD's mortgace insurance programs. An amouni equal to
10 percent of the HUD sales price was placed in an escrow account by
MCDC to quarantce adequate repairs and was to be returned to MCDC
after the houses were repaired and had been inspected by HUD.

A Flint servicing office official informed us that,if the
houses were to be sold under the Veterans Administration loan
guaranty procram, the Veoerans Adminisiration would also require
that the houscs nieet HUD mininum property standards. He stated,
however, that, if the houses were to be sold with conventional
financing, they would oniy have to neetl local building reduircments,
which are generally Tess stringent than HUD's minimum property
standards. :
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HOUSES RESCLD Y 11CDC

MCDC records shoved that 110 of the 118 houses it purchased
were subscoucntly resald as is to other parties and that iCDC
kept the othor 5 for vehabilitation. Of the 110 houses, 2 vere
sold to privaic individuals for use as their own hores, 5 were
sold to ancther nonorefit corporation, and 103 were sold to 10
investers. The rost houses purchased by any investor was 38.

We gathered specific data on two houses purchased by MCDC.
Presented below are the pertinent details on HUD's computation
of the selling prices of the two houses.

Property A Property B

HUD's estimated fair morket
value as repaired $15,500 $15,900

Less:
Estimated cost to repair

house (per architectural

firm specifications) $6,507 $9,664
Estimated holding cost (HUD

administrative) (480 days

x $4.40) 2,112 2,112

Estimated sales commission
of 5 percent . 775 795

Estimated closing costs 200 . 200

Subtotal 9,594 12,771

Selling price to MCDC a$ 5.910 a% 3,130

s is sales prices were rounded to necarest $10.
HUD so]d these houses to MCDC for the amounts shown abové.
MCDC added 5200 to the selling price of cach house to cover its

adrinistrative expenses and resold them to the investor who purchased
the largest number of houses. -z -
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We met with the investor to aqather data on repairs made to
these hecuwos hefore he resold thes,  He adviscd us that his record
of exprnacs conaisted of checkbero! entries, employees' time cards,
and various invoices frowm suopliers; he ceuld not readily identify
all costs applicublc to the repair of these specific houscs.

At our veouest, a HilD servicing office official in Flint
inspected thc bonscs and cstimated Lhal the investor had spent
$2,500 to 33,60 un cach house Lo corrcet local building code
violations and ie paint tho interior and exterior of the houses.
This official pointcd cut that scove of the items repaired by the
investor had not been vcovaired to the extent recenmended by the
architectural firm. He identified the following items, listed
in the architectural firm's repair specificaticns, which had not
been repaived by the investor befere resale of the houses.

Property A Estimated costs

Replace concrete walks and drive $ 139.91
Remove antenna : 19.79
Patch holes in roof 11.87
Remove wall milk box ) 79.19
Replace Torced-air gas furnace 561.00
Rewire all circuits 858.00
Replace various lighting fixtures 100.00

Total $1,769.76

Property B Estimated costs

Replace concrete welks and drive . $ 551.19
Replace public concrcte walk and drive 819.00
Replace garage door 292.50
Replace asphalt shingle roof 748.79
Replace gable vents 46.80
Replace concrete siep 20.80
Replace qutter and dovmspouts 200.03
Replace resilient flooring 65.06
Replace counter top 81.89
Replace bathtub ‘ ’ 158.60
Replace lavatory ’ 49.40
Replace vas furnace - 552.50
Rewrive all circuits L ~L 845.00
Replace lighting fixtiure o 16.25

Total . $4,447.81
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In October 1672, ihice houses were sold under the Veterans
Administraiion lonr ﬁuar’nt, rrooram for ﬁ]G,DOO (property A) and
$15,600 (pm---riv D). A Veterans Adminisiration Tee appraiser
inspected tho pou-oo betore sale end valued them at these amounts.
The investior v ocdvad a sales commission of 7 percent on the sales
price o7 ecach housa, or 81,120 and $1,113, respectively.

MCDC and HUL bad not inspected the houses as required by the
terms of their escrew agrecment. Po»ever, the houscs had been
inspccted and aprzrved bv a Flint housing inspector as having met
local buiiding code requircments.

At the time we completed our field work the escrow funds had
not been returned to MCDC. A Flint servicing office official told
us later that the funds had been returncd.

In November 1973, after we initially inquired into this pro—
gram at your request, HUD area officials advised us that the Detroit
area office had termineted as is sales to nonprofit corporations on
a nohcopetitive basis. The program was terminated in November
because, according to HID officials, the Flinl office's administra-
tive controls cver the program were lax, as sheown by the lack of
EUD inspections. These officials added that they questioned the
practice of sellinc houses to HCDC on a noncempetitive basis and .
allowing ICDC to resell the houses to investors, thus permitting
the irvestors to bypass the normal competitive system. They
informed us that they planned to continue offering acquired prop-
erties for sale as is to profit and nonprofit organizations on a
competitive basis.

As you requested, we did not give HUD or other involved parties
an opportunity to formally comment on the matters discussed in this
report.  We have, however, discussed information included in this
report with these officials and included their comments as appropriate.

We plan to make no further distribution of this report unless
you aaree. or publicly announce its contents.

"Sincprely yours,

LA

[ Deputy Comptroller Goncra]
of the United States

Enclosure '
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ENCLOSURE

REGARDITG fLINT, UICHIGAR, A5 IS HOUSIEG SALES PRCGRAM

1. What housire sicch is selected for this program? Is every
reposscay ! house considered?

Only thesc acruived oraperties that HUD determined were not
economicnrily foosible o ernur—~qencra11v those located in
inner-city ne 1g,bo|nrcdr~-w*re selected for the as is sales
progran.

2. What inspection is conducted to determine the expected cost
of rehabilitotion--if any?

An archilectural firm ﬂvergrgd the rnpa1r spec,f1cat10 s which

included the estimsted cost of ramairs. The firm's employees,

accompanied bj city of Flint housing inspcctors, made physical

inspecticns of the houses. Also, HID inspected selected houses
to verity the velue established by HUD appraisers.

The staff of the nonprofit Genesee County Model Citics Develop-
ment Corporaticn (I'CRC), which was the only purchaser of as is
properties in Flint, stated that HCOC had revicwed each house
offered vor sale to determine if it wanted to purchase the
house for rehabilitaticn.

3. Who makes the above inspections, and who makes a final inspec-
tion to grent title?

HUD and INCDC are supposed to inspect houses after rehabilitation,
but these inspections cdo not affect passage of title. The two
houses we revicued nad not been inspected. HUD officials advised
us that adninistrative controls in the Flint office were lax, as
shown by the lack of inspactions.

The city of Flint 1nqpkpts houses on which ownership is being
transferred. The city issues a Certificale of Compliance and
Occupancy if building code viotations are not found. If viola-
tions are found a C°)L1f1cate is not issued until they have
been corrected.

4. What codes {local housing codes) are enforced? BRI

As wie said in our answer to guestion 3, the city of Flint is
responsible for enforcing local housing cedes. The city had

an inspection report for only one of the tiro houses ue reviewed;
however, tne records at the HUD servicing office in Flint showed
that the city rcpect d hath heuses in Navenber 1972, City
recovds G0 v qn Do ceo oy Lo eswge en cited cede viotations.
The investor, however,. obiained Certificates of Compliance and
Occupancy for these two houses.
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What wethod of selection is used in selecting prospective
owners?

Houses are offered for sale to the general public through
newsparers and other publications.

Is there ony reoyired time period which an owner must possess
and/or occupy the property?

There is no required time period.

Are there any provisions which are or should be in effect to
guard acainst speculation on the properties (buying as is
and selling after a cosmetic repair job for a hefty profit
to an unsuspecting buyer)?

For properties sold, HUD required an escrow deposit, to guar-
antee adeguate repairs, equal to 10 percent of the as is sales
price. In addition, inspections by HUD, iCDC, and the city of
Flint, after rehabilitation, were to give the purchaser some
measure of protection. HMNone of these provisions, however,
would preclude spzculation on as is properties. Also, neither
of the two propertics we reviewed had been inspected by HUD or
MCDC after vehabilitation. The city of Flini, however, made
inspections to insure compliance with the local building code,
and the Veterans Adnministration appraiscd both properties
before approving ihem under its loan guaranly progrem.

What role can nonprofit groups play? Are any groups or individ-
uals given preferential treatment?

Nonprofit groups can help HUD dispose of its large inventory
of accuired properties by purchasing as is properties and
rehabilitating them for resale at rcasonable prices.

During the period April to October 1973, the Flint servicing
office sold 118 single-family houses to HCDC in as is condition.
MCDC resold 110 of these houses as is to 10 investors (103
houses), 2 private individuals (2 housecs), and 1 other nonprofit
corporation (5 houses). Considering the various parties who

had purchased the houses, it did not appear that any individual
or group was given preferential treatment.
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