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SUMMARY OF FINDINGS

(1) The lLocal Property Brban Homesteading Demonstration

The Local Property Urban Homesteading Program (The Local

) Property Demonstration) was conducted in eleven cities from the
spring of 1985 until the summer of 1987. The Local Property
Demounstration provided these cities, for the first time, with cash
. to acquire 1-4 family properties for use in urﬂén homesteading
programs., In the regular Urban Homesfeading_Prqgram (the regular
frogram) cities may acquire properties oniy from the FHA, VA and

. '

FmHA ioventories of 1-4 family properties.
A total of $1,900,000 was allocated to 11 cities at the outset

of the Local Property Demonstration and it was expected that between
154~168 properties would be acquired for urban homesteading during
the two-year Demonstration Agreements., At the end of the Local
Property Demonstration, 129 properties had been acquired and
$1,488,478 of the allocated funds had been used to acquire these
properties. Four of the eleven cities (Rockford, Terre Haute,
College Station, and‘Portland) acquired more properties than had
initially been expected and each of these cities had its origimal
allocation of funds increased. The more common experience was that
cities were unable to acquire as many properties as they had
originally anticipated and that the original grant amount was not
fully utilized.



0f the 129 properties acquired in the Local Property

Demonstration, almost half (58) had been conveyed to urban

homesteaders when the Demonstration Agreements came to an end. Of
the 58 properties conveyed to urban homesteaders, 37 were occupied

and 21 had been fully rehabilitated.

(2) Property Acquisition in the Demonstration

+

Some, but not all, of the Demonstration cities found it more

difficult to acquire properties than they had anticipated. Many
cities found it difficult to identify candidate properties and the
acquisition process was typically fime-consuming and uncertain.
Some cities amended their original eligibility criteria,
particularly in the definition of 'in the process of tax

foreclosure' to enable them to acquire more properties.

Identification of Candidate Properties All but one of the

sites (College Station) attempted initially to identify candidate
properties by obtaining a list of delinquent properties from the

agency responsible for real estate tax collection. Because these -
lists contain no Information on vacancy status, condition, or

appralsed values, they did not generally prove to be helpful in
identifying candidate properties. To address this problem, local -
officiais tried different appreoaches, including newspaper

advertising, windshield surveys, and contacts with utilities,
lending inmstitutions and real estate brokers. Of these methods, the
use of real estate brokers by Rockford, Terre Haute, Duluth and
Columbus was the most productive.

The identification of candidate properties proved to be a more
difficult task than most of the Demonstration cities anticipated.
Perhaps more used to an essentially passive role in the regular
program where HUD routinely supplied 1ists of vacant, vnencumbered
properties, the Demonstration cities were forced to seek out
sultable properties. This was done with varying degrees of vigor

across the cities.
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The Acquisition Process The acquisition of candidate

properties also proved teo be a more time consuming and uncertain
process than many of the cities had anticipated. In many cases the
owner of the property could not be located., Many of the titles
turned out to be encumbered. In Louisville, 53 title searches
turned up 9 clear titles and of the 25 properties on Harrisburg's
initial 1ist of candidates, a2ll but 2 had title problems.

Once the owner had been located and the title was found to be
c¢lear, it was then necessary to negotiate with the owners subject to
more or less flexible guidelines as to the maximum purchase price
(the Federal reimbursement ceiling was $15,000 plus closing costs
per property). Local officials were often frustrated by owners who
would initially agree to sell for a specified price but would then
change their minds. Acquiring properties from HUD is a much simpler

process.

Fligibility and Selection Criteria HUD required that each

property be "in the process of foreclosure” and "not occupied by a
person legally entitled to reside there.,” Each city adopted its own
definition of Yin the process of tax foreclosure" at the outset of
the Deronstration. These ranged from one day delinquent in Rockford
to two years delinquent in Portland and Omaha. Confronted with the
problem of finding an adequate supply of properties, four cities
(Terre Haute, Columbus, Portland and Hilﬁaukee) amended their
criteria so that more properties would be eligible. Colurbus
reduced its standard from one year to six months. Milwaukee reduced
its standard from one year to one day and Terre Haute reduced its
standard from fifteen months to one€month at the time of sale.
Portland, with the consent of HUD, acquired tax-exempt properties
owned by the State of Oregon. Rockford's initial standard was one
day of delinquency which could not be further reduced. —

In Terre Haute, Rockford and Milwaukee which had delinquency
standards of 30 days or less, properties could be made eligible for

acquisition by failing to make one tax payment, Thus, properties
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which were current on tax payments when negotiations commenced could
be Intentionally rendered delinquent, and therefore, eligible by the

time of acquisition. Under these circumstances, the tax foreclosure

criterion was essentially meaningless. . -

"All -the Demonstration cities, except: Terre Haute, interpreted
HUD's vacancy criterion as a prohibition against negotiating with.-
the owner of an occupled property. Terre Haute took the position
that it was permissible to negot}ate with the owner of an occupied -
property as long as the property was vacant at the time of
acquisition. P . ) i co-

The Demonstration cities also developed their own criteria for
selecting properties. These typically related.to the maximum cost.
of rehabilitation in an attempt to insure the affordability of the
property to the homesteader and/or torrewain within the Section 312
loan. 1imits. Four_ cities also had criteria on the size (defined by
the number-of bedrooms) of the properties which could be acquired.

The average price paid for the acquired properties was $13,023
and ranged from $6,126 in Knoxville to 820,476 iﬁ-Portland, The
average estimated rehabilitation cost was $29,898 -and ranged from
820,100.in Terre Haute -to 838,268 din Louisville. - Overall- the s
combined acquisition and rehabilitation costs averaged 42,425 per
property and ranged from 328,248 in,Terre.Haute to 855,276 in
Milwaukee., The. average length-of tax delinquency was 36 months and

the average amount of unpaid taxes-was.$1142.

- - A

(%):‘Urban Homesteading-in.the Local Property Demonstration

The selection of properties is only the first step in the urban
homesteading proéess. ‘Once the properties have been selected, urban
homesteaders must be chosen and matched with the properties, the -
properties must' be conveyed to‘the homesteaders, financing for the '
rehabilitation must be arranged and the rehabilitation must be
planned and carried through. Im both the regular program and in the
Local Property Demonstratiom, local govermnments have considerable
latitude in the approach they adopt to each of these steps in the

process,
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The Selection of Urban Homesteaders Subject to Federal

requirements that homesteaders be lower income families (household
income not greater than 80Z area median income), that they do not
own other residential property, and that the cities comply with
antidiscrimination and affirmative marketing requirements, local
governments are free to select homesteaders -as they see fit.

The Demonstration cities have each fashioned homesteader
selection in different ways, but each one has approached it with a
view to achieving an equitable process. To publicize the program,
most cities publish advertisements and legal notices in local ’
newspapers. Some cities use feature stories in newspapers,
television and radio and some use press releases and press
conferences. Applicants are then screened to insure they satisfy
the HUD lower-income criteria and that they will satisfy the Section
312 Loan Program underwriting standards. Some clties have imposeé
their own additional requirements such as local residency (Portland
& Rockford) & U.S. c¢itizenship (Rockford & Duluth).

Most of the Demonstration cities schedule Interviews with -
qualified applicants at some stage in the process. In some cases,
the purpose of the interview is to inform the applicant 6f his or
her rights and responsibilities., In some cases, the Interview is to
help the agency decide whether or not the applicant will be able to
handle the responsibilities of homeownership, and in one case
(Omaha) it is to assist the agency in f{pal selection, All cities
run "open houses” to enable the applicants to view the property, but
this event may take place at different stages in the process. Seven
of the Demonstration cities use lotteries to make the final
selection of the urban homesteaders and some have methods of .
'‘prioritizing' applicants based on such factors as income, residence

in the neighborhood and on the substandardness of current housing.



Information on the characteristics of the howmesteader
households was collected during the evaluation both through
examination of applicant records and in-person interviews with .those
already occupying their new homes. The average age of the
homesteader head of household was 34 years. Fifty-three percent of
the homesteaders were white, 34% were black and 13% were of other
races. Forty~four percent of the homesteader households were headed
by a female and 42% had children below the age of 18. The average
annual income of the urban homesteaders was $15,636 and ranged from
$10,972 in Terre Haute to $17,758 in Rockford. Eleven percent of
the homesteader heads of household previously lived in households of

which they were not the head,

‘The Planning and Management of Rehabilitation In announcing

the Local Propérty Demonstration, HUD expressed its wish that
"recipients permit self-help and sweat—-equity". HUD also noted that
"while sweat-equity projects normally Involve homesteader )
participation in the physical rehabilitation and construction work
itself, self-help may take other forms such as participaticn in
planning, designing, decision—making or management". '

Most of the Demonstration cities allow the homesteader to
participate to some degree in preparing the work write-ups. All
cities have minimum rehabilitation standards which must be met. 1In
Rockford, Omaha, Harrisburg and Portland, the homesteader has no
influence over the work write-up. In Terre Haute, Louisville,
Enoxville, College Station and Duluth, the homesteader may make
suggestions with repect to minor components of the rehabilitation
plan. In MiIlwaukee, the homesteader i1s encouraged to contribute to
the work write—up. In Columbus, a rehabilitation specialist ’
proposes a “suggested write—up” and leaves the final decisions to
the homesteader.

The homesteader is generally allowed to select the contractor
provided the cost is within the competitive range and the contractor
is qualified. Sweat—equity is allowed, and even encouraged in some

cities, but it is8 uncommon for the homesteader to be both willing
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and able to undertake the work. ¥For the most part, the
Demonstration cities have waintained a relatively high degree of
control over the rehabilitation process, reflecting their stated

concern for the quality and timeliness of rehabilitation efforts.

Financing Rehabilitation By the summer of 1987, financing had

been arranged for the rehabilitation of 56 of the 129 properties
acquired under the Local Property Demonstration. The average amount
financed per property was $29,893, Fifty-seven percent ($961,824)
was provided in the form of 312 loans, 36% ($601,513) was from CDBG
funded loan programs and 7% ($110,680) was supplied by private,
lending institutions.

A number of local governments participating in the lLocal
Property Demonstration complained about the delays and uncertainty
associated with 312 funding. This led some local officials to spend
considerable time on the development of alternative financing
arrangements and caused some cities to commit more CDBG funds than
they had plamnmed, or wished, to commit, Private financing was used

in only two cities (Harrisburg and Terre Haute),

Conveyance of Urban Homestead Properties Homestead properties

are conveyed to urban homesteaders either through a sales contract
or a conditional deed. TFive of the Demonstration cities use a sales
contract which obligates the program agency to make a fee simple
title transfer when the homesteader has fulfilled the conditions of
the urban homestead agreement. The remaining six citles use a
conditional deed which includes the major defaultable conditions,
such as residency and repair, the right of inspection and a title
reverter. The absence or conditional nature of title to the
property was an obstacle to private financing in Knoxville and
College Station. In Terre Haute, however, the use of conditional

deeds did not discourage the participation of a private lender.
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- Local Administration Seven of the eleven Demonstration cities

were already participating in the regular program, In these cities,
the Local.Property Demonstration was simply assimilated inte the
existing administrative structure, Day-to-day operating
responsibility was typically vested in the department responsible
for administering the CDBG program.and, within that department, in
the division. responsible for housing rehabilitation. 1In two of
these cities (Duluth and Columbus) the coordinator for the Local
Property Demonstration was not the coordinator for the regular
program, In Terre Haute, College Station, Harrisburg and Knoxville;
whiéh were not participants in the regular program, the agency
responsible for other housing rehabilitation programs became
responsible for the Local Property Demonstratiom,

Theradministrative costs of the Demonstration at the local
level were estimated by locai coordinators to be 3441,827 across all
sites or an average of 83425 per acquired‘péoperyy. Average local

government administrative costs per property ranged from $1,265 in

i

Rockford to $10,709 in Duluth.

(4) The Benefits and Costs of the Local Property Demonstration

The benefits of the-Local Property Demonstration were estimated:
on the basis of in-person interviews with 28 urban homesteaders who
were occupying their properties in the summer of 1987. .Overall, it
was estimated that. becoming an urban homesteader reduced' monthly
housing costs by only $7 per month. The quality of the urban
homesteaders' housing increased substantially, however, and the
market .value of thig increase-in housing quality was estimated to be
$157 per month. The monthly benefits of urban homesteading to the
homesteader were therefore estimated to be 3164 per month. The
sources of these benefits were the write-down in the value of the
property ($51) and the interest rate subsidies which homesteaders

receive ($113),
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. If it is assumed that these benefits continue throughout the
required residency period, and that the homesteader then sells the
property for what he or she believes to be its current market value,
the capitalized value of the benefits to homesteaders would be
$22,374, The costs associated with the program, including property
acquisition costs, interest rate subsidies and administrative costs
were estimated to be $23,604, Leaving aside any external benefits,
such as contributions to neighborhood stability, the Local Property
Demonstration essentially breaks even on a net benefit basis.” This

is quite unusual for a government program.

(5) The Neighborhood Impacts of the Demonstration

The Local Property Demonstration was carried out in designated
target areas in which other rehabilitation and revitalization
efforts were taking place. Tt was HUD's stated intention that the
Local Property Demonstration should complement other activities and
should contribute, by repairing and occupving vacant and abandoned
properties, to the stabilization and revitalization of neighborhoods.

There is powerful statistical evidence that the neighborhood
revitalization objectives of the Local Property Demonstration are
teing realized. Compariscns of the condition of properties on
blocks where urban homestead properties were located between the
first and second years of the Demonstration showed statistically
significant differences between blocks where the homestead
properties were occupied and blocks where the homestead property
remained vacant. Where the homestead property was occupied, there
were observed increases in the percentage of other houses with no
defects, with exterior paint in good condition, with paint trim in
good condition and in the percentage of houses which were occupied.
This is consistent with the findings of the evaluvation of the
original Urban Homesteading Demonstration carried out between
1976-80. .
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{(6) Policy Implications of the Local Property Demonstration

The Local Property Demonstration was a test of a new approach
to the acquisition of properties for use in local urban homesteading
programs. For the first time local governments were given cash to
acquire privately—owned l-4-family properties. These properties had
to be In the process of tax foreclosure, vacant and in the need of
repair in order to he eligible for the program.

The experience of the Demonstration indicates that the tax
foreclosure requirement should be eliminated. The tax foreclosure
requirement, when strictly interpreted, severely limits the
availabjlitry of suitable properties, and bears no useful
relationship to the characteristics which make a property a good
candidate for urban homesteading. These problems led sowe
Demonstration cities to weaken the tax foreclosure requirement to
the point where it was essentizally meaningless. Rather than tighten
up a requirerent which serves no obvious purpose and is open to
circumvention, it seems sensible to drop tax foreclosure in future
Local Property urban homesteading.

The vacancy requirement should be retained in its current
form. It is argued by some that the vacancy requirement might be
relaxed for owner-occupants, We do not share this view. Urban
homesteading has traditionally been a program designed to create
additional units for the occupied housing stock, Affordable housing
poliecy suggests that this objective be retained in future urban
homesteading efforts.

Consideration should be given to substituting a Federal-local
government formula matching grant for the 100% acquisition grant
used in the Demonstration. This would provide more effective
incentives for local governments in their selection of properties
and would give the Sectfon 810 funds greater leverage,

Lleaving aside the dissues of property acquisition, the
Demonstration provides evidence that urban homesteading is working
well. The Demonstration cities are clearly capable of designing and
managing urban homestead programs, substantial benefits accrue to
the urban homesteaders and the program is achieving desired
neightorhood improvement goals. We do not recommend any changes in

the way the regular urban homesteading program Is being operated.



Chapter 1

THE LOCAL PROPERTY URBAN HOMESTEADING DEMONSTRATION PROGRAM

1.1 Background

The Local Property Urban Homesteading Demonstration Program
{(The Local Property Demonstration), authorized by the Housing and
Urban Rural Recovery Act of 1983, was announced in the Federal k
Register on September 20, 1984, 1In early 1985, the U.S. Depart;ent
of Housing and Urbhan Development (HUD) entered into a Local Property
Urban Homesteading Agreement with each of the 11 cities selected to
participate in the Demomstration. The individual agreements were
effective upon the obligation of Section 810 funds for each city and
each ran for a two-year period. The last agreement expired on
July 19, 1987. This report presents the findings of a two-year,
Congressionally mandated study of the Local Property Demonstration.

To provide a context for éhis study of the Local Property
Demonstration, it is useful to review briefly the history of HUD
urban homesteading efforts over the last 13 years. The first
Federal homesteading initiative came with the passage of Section 810
of the Housing nd Community Development Act of 1974, In the
following year, HUD selected 23 cities to participate in an Urban
Homesteading Demonstration. The initial Demonstration was
subsequently enlarged to include 16 additional cities, and in 1977,
became an operating program of the Department. Later, the Urban
Homesteading program (the regular program) was wmodified to give
local governments access to Veterans Administration and Farmers'
Home Administration properties. By the end of 1986, a total of
9,710 properties had been homesteaded under the regular program in a

total of 144 participating cities.
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The regular program conveys 1-4 family properties owned by the
Federal Housing Administration (FBA), the Veteran's Administration
(VA), and the Farmer's Home Administration (FmHA) through
foreclosure action, to units of local government for use in local
urban homesteading programs. Local governments are then responsible
for selecting urban horesteaders, conveying the properties subject
to certain conditions, overseeing the rehabilitation of the
properties, assisting with the financing and Insuring that the
homesteader covenants are being fulfilled, The preoperties conveyed
must all lie witbin designated neighborhoods where other
neighborhood revitalization efforts are being undertaken by the

1

local government.
The Local Property Demonstration provided cities, for the first

time, with cash to acquire 1-4 family properties from sources other
than the FEA, VA, and FmHA inventories. The properties to be
acquired would, however, have to meet certain preconditions:

1. Properties had to be in the process of foreclosure for
non-payment of local real estate taxes.

2. Properties could "not (be) occupied by a person legally

entitled to reside there.” ‘
3. Properties had to be in need of repair,

A total of $1,900,000 was allocated to the 11 Demonstration
cities. The remainder of this chapter will review the status of the
Local Property Demonstration at the time, or shortly after, the

two—year agreements had elapsed.

1,2 Status of the Demonstration

At the end of the Demonstration a total of 129 properties had
been acquired for use in local urban homesteading programs. It was
originally estimated that between 154-168 properties would be -
acquired in the two-year Demonstration1 (Tablé 1.1). Some cities
were able to acquire more properties than had originally been
anticipated. Terre Haute acquired 27 properties compared to an

initial estimate of 12 properties. Rockford homesteaded 22

1HUD News Release, December 22, 1984,
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properties when only 13 had been anticipated at the outset of the

Demonstration. Portland acquired 21 properties compared to an
fnitial estimate of 15 properties. College Station acquired 12 -
properties compared to the 10 properties originally anticipated. To
accommodate these increases in the number of properties acquired for
urban homesteading, HUD allocated additional 810 funds to these
cities, College Siation received an additional $100,000, Rockford
received an additional $78,530, Portland and Terre Haute each
received an additional $50,000.

The increase in Section 810 allocations to these four cities
was financed by reductions in the allocations to two cities that
recognized early that they would be unable to homestead as many
properties as they bad originally anticipated, Omaha acquired only
two properties and its allocatfon of Section 810 funds was reduced
from $200,000 to $21,470. Columbus, which homesteaded nine
properties, compared to an initial estimate of 15 properties, had
its allocation reduced by $100,000,

A number of other cities were unable to homestead as many
properties as had been originally anticipated. These included
Louisville, Duluth, Harrisburg, Knoxville and Milwaukee. Although
the Section 810 allocations to these cities were not reduced,
substantial amounts of these allocations were not utilized.
Overall, of the $1,900,000 originally allocated to the Local
Property Deronstration, $1,488,478 was drawn down for the
acquisition 6f properties and $411,522 went unutilized.

Property acquisition i1s the first step in the urban
homesteading process. Further measures of progress are provided by
counting thp number of properties conveyed to urban homesteaders,
occupied by urban homesteaders and on which rehabilitation had been
fully completed {Table 1.2). Of the 129 properties acquired in the
Local Property Demonstration, just under half (58) had been conveyed
to urban homesteaders. Of the properties conveyed, sixty percent
(37) were occupied and, of these, 21 properties had heen fully
rehabilitated by the end of the two—year Local Property Urban

Homesteading Agreements.
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Site

Rockford

Terre Haute
Loulsville
Duluth

Omaha

Columbus
Portland
Harrisburg
Knoxville
College Station

Milwaukee

ALL SITES

Table 1.1

STATUS OF THE DEMONSTRAT ION

Originally
Estimated Actual
Number Number Original Revised 810 Grant
of Properties of Properties 810 Grant 810 Grant Utilized
13 ‘22 $180,000 258,530 $244,80Y
12 27 170,000 220,000 220,000
10 8 140,000 140,000 85,178
6-10 3 140,000 140,000 63,970
15-25 2 206,000 21,470 21,470
15 9 250,000 150,000 108,628
15 21 250,000 300,000 300,000
35 8 170,000 170,000 . 81,140
10 7 130,000 130,000 46,629
10 12 80,000 180,000 180,000
13 8 190,000 190,000 136,654
154~-168 129 . $1,900,000 $1,900,000 31,488,478




Table 1,2

PROPERTIES ACQUIRED BY STAGE IN THE URBAN HOMESTEADING PROCESS
BY DRMONSTRATION SITE AS OF AUGUST/SEPTEMBER 1987

Site Acquired Conveyed Qccupied Rehabilitated
Rockford 22 9 7 1
Terre Haute 27 \8 8 0
Louisville 8 7 0 0
Duluth 5 5 1 0
Omaha 2 0 0 0
Columbus 9 3 2 0
Portland 21 12 10 10
Harrisburg 8 3 0 0
Knoxville 7 3 3 ‘ 2
College Station 12 4 4 7
Milwaukee 8 4 2 1
ALL SITES 129 58 37 21

.




Chapter 2

PROPERTY ACQUISITION IN THE DEMONSTRATION

The Local Property Demonstration was a test of a new approach
Lo acquiring properties for use in local urban homesteading
programs, The use of Federal grant monies to acquire properties in
the process of foreclosure for non-payment of local real estate
taxes had never previously been tried and it is the single feature
of the Local Property Demonstratjon design which distinguishes it
from the regular program. The property acquisition experiment is,
therefore, of paramount interest in any study of the Local Property
Demonstration,

It will be apparent from the previous chapter that the
participating cities, as a group, acquired fewer properties and made
use of less Section 810 funds than either they, or HUD, had
originally anticipated. In terms of properties, the number acquired
was between 76%-84% of the range of the number expected to be
acquired, Just over 78% of the allocated funds were used by the
time the Local Property Demonstration came to an end.

The inability of the Demonstration cities to use up all the
allocated funds suggests that they may have found it harder to
acquire suitable properties than they originally expected. While
this was evidently not the case in those four cities (Rockford,
Terre Haute, Portland and College Statiqn) which acquired more
properties than anticipated, the overall impression obtained
through on-site interviews with responsible local officials is that
it proved much harder to acquirg suitable properties to homestead
than hadfbeen originally expected.

Three of the four cities which exceeded their original goals
for property acquisition were obliged to adapt their initial

approach to property acquisition or to change the eriteria for




determining the eligibility of properties. The experiment of trying
to acquire properties under the rules of the Local Property

Demonstration is the subject of this chapter.

2.1 Identification of Candidate Properties

The most common initial approach to identifying candidate
properties was to obtain a list of delinquent properties from the
agency responsible for local real estate tax collections. All but
one of the sites (College Station) obtained lists of tax delinquent
properties as a first gtep in the process of identifying candidate
properties for the Demonstration. For various reasons, however, -
this approach did not prove particularly fruitful. In Columbus the
search for eligible properties from the county assessor’'s list of
delinquent properties yielded only one home for the Demonstration
out of over 300 on the list. Typically, these lists do not provide
information on vacancy, status, condition of the structure,
appraised value, and other information needed to select units for
the Demonstration. Many of the local Demonstration managers appear
to have been somewhat surprised that so few suitable homesteads
could be identified from lists of tax delinquent properties,.

Faced with an unanticipated scarcity of candidate properties
from what was expected to be the most promising source, local

officials in many cases tried different approaches. These included:

© Local newspaper advertising;

0 Identification of properties through windshield surveys,
housing inspections, and referrals from the neighborhood
groups;

o Contacts with real estate brokers;

Contacts with lending institutions; and

o Contacts with other organizations including utilities and
government agencies.

o)

Several of the cities advertised their willingness to acquire
properties in local newspapers. These includéd Terre Haute, Omaha
and Knoxville. Newspaper advertising was carried out both to
solicit offers of properties and to insure that negotiations would
only take place if the city's intentions to acquire properties had

been duly advertised.

-



In a number of cases, the city used its own staff or
neighborhood groups to identify properties which were vacant and-in
disrepair within the target neighborhoods. After properties were
identified in this manner, checks would then be made to determine if
they were delinquent in their taxes. This approach was adopted at
the outset of the Demonstration by College Station. Indeed, College
Station had already identified the properties to be acquired at the
time of its application to HUD, and had negotiated the acquisition
price before the funds to acquire them were available, Other sites
which used their staff or neighborhood groups to identify possible
homesteads from field observation included Columbus, Omaha, Terre
Haute, Harrisburg, and Milwaukee. -

Another approach which was adopted by four sites was to contact
local realtors to advise them of the program and to see if they knew
of properties which would fulfill the eligibility criteria for the
program. PRockford provides a good example of this method. After
sifting through lists of delinquent properties, carrying out title
searches and sending letters to 20 owners, only one response was
received, although this did lead to an acquisition. In April 1986,
Rockford contacted the local Board of Realtors. This resulted in a
flurry of inquiries and found many owners in the target area who
were interested in selling their properties. By July, ten
properties had either been acquired or were about to be acquired
from this source. The use of realtors to identify candidate
properties was also adopted by Terre Haute, Duluth and Columbus,
although not always with such encouraging results.

Two cfties (Rockford and Milwaukee) contacted lending
institutions which had foreclosed on vacant properties. This method
was generally not successful because the tax arrearage was typically
cured at the time the lender acquired the property. Milwaukee
acquired three properties from this source. In each case
outstanding taxes or water and sewerage charges had not been paid by

the lender.




Duluth investigated two other potential sources of property

referral. Local utilities were requested to provide lists of
properties which had electrical, gas or, water supply cut—off. These
were regarded ‘as indicators of vacancy. Duluth also secured names
of senior citizens! seeking public housing and having difficulty

1e r -

selling their homes. :

In Portland, many of the.vacant and acceptable-looking
properties fdentified through windshield surveys turned out to be
owned by the Housing Division of the Oregon Department ‘of Commerce.
The Portland Development Commission believed that, although these
properties were tax—exempt and therefore not technically
tax-delinquent, they should be included in the Demonstration. HUD
granted a waiver of the tax foreclosure requirement on the grounds
that the "State-held properties were acquired in satisfaction of
public liens,” and that the Secretary was Eeduired by Section 810
(1) (2) of the Housing 'and Urban Development Act of 1974 as amended
to give preference to "demonstrations . . involvipg the acquisition
of properties that become available in satisfaction of public liems
such as tax liens.,” The amount to be paid for these properties was
to be limited to the ;ppraised valves of the properties, not the
full amount of thevstate-held liens. Most of the properties
acquired In Poftland’ésﬁe this source. ’ o

Once candidate properties were identified, program staff
typically performed a sdte inspect:on:é These inspections served
several purposes. first, they were used to vefif& vacancy status.
As suggested above, many of the properties that appeared on lists of
tax de]jnquencies were occupied "and therefore inel:gible for the
program, These inspections were also used to assess the condition
and desirabiljty of properties. Local staff would typically prepare
a rough estimare of the cost of rehabilitation to determine whether
the needed repairs ‘could be afforded by those that qualified for the

"

program.
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The identification of candidate properties for the

Demonstration proved to be a more difficult task than most cities
anticipated. This was especially so for the cities which were also
participating in the regular program., These cities were.more used
to an essentially passive role wherein the HUD Field Office
routinely supplied lists of available properties. In contrast the
Local Property Demonstration cities were forced to seek out ’
properties in an active manner. The lists of properties available
from the local tax collection agency were much less useful than were
the lists of FHA, VA and FmHA foreclosures available under the
regular program. Accordingly, local officials had to seek out
properties from other sources. This was done with varying degrees

of vigor across the sites. :

2.2 The Acquisition Process

In the regular program, the acquisition process is quite
straight forward. Typically, once a property has been selected for
urban homesteading under the regular program, ;hevacquisition
process consists simply of scheduling the closing. There are no
price issues to be negotiated, there are no title encumbrances and
no outside appraisals are required. In the Loca% Property
Demonstration, acquisition is a much more uncertain and more
time~consuming undertaking. ’ )

The first step in the process is to find the owner of the
property. Even this proved to be more‘diffibult than most of thg
local governments had expected. In many cases the owners cogld‘
simply not be located and were often presumed to have left:the area,

In the event that the owner was located and iﬁdicated a
willingness to sell, a formal appraisal of the property was
commissioned and a title search was ordered. Many of the titles of
properties seriously considered for the Local Property_Demonstrétion
did, in fact, turn out to be encumbered. In Louisville, 53 title
searches turned up nine clear titles. Given new tax foreclosure
procedures that allow a number of foreclosures to be handled in one

court action, staff in Louisville now see tax foreclosure as

]



preferable to purchase since foreclosure acts to clear the title.

Harrisburg had a similar problem. From an initial list of
twenty-five properties, all but two had title problems. At one
point, Harrisburg applied to HUD to allow them to pursue “friendly
condemnation” as a means of clearing titles. HUD took the position
that condemnation was contrary to the intent of the Demonstration
and denied the application. This problem in obtaining clear tiéles
led some programs to change their approach. Louisville, for
example, decided to order title searches before inspecting the
properties and attempting to locate the owners.

Given an appraised value not substantially greater than the
$15,000 Section 810 limit of the Demonstration, and clear title,
staff would then attempt to negotiate the sale, Local governments
were allowed to acquire properties for amounts over $15,000 using
their own funds but they could not offer above the appraised value
according to the Demonstration regulations. Program staff were,
however, often frustrated by owners who would initially agree to
sell for a specified price, only to demand a higher price or to back
out altogether before the sale could be completed., In comparing the
Local Property Demonstration to the regular program, the Director in
Louisville offered that the main difference was that “there are no
crazy owners who change their minds in the regular homesteading

program.,”

2.3 Eligibility and Selection Criteria for Property Acquisition

The eligibility criteria promulgated by HUD in its Announcement
of the Local Property Urban Homesteading Demonstration Program
allowed the Demonstration sites to acquire "any one- to four-family
residence that 1s: (a) 'in the process of tax foreclosure,' (b) not
occupled by a person legally entitled to reside there, (c) in need
of repair, and (d) designated for use in a local property urban ~ -
homestead program.,. ."

The Demonstration sites have uniformly selected properties in

need of repair, and they have acquired them for use Iin their urban

homestead programs. There are, however, some issues that relate to

lrederal Register, Vol. 49, No. 184, Thursday, September, 1984,
page 306931
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the requirement that properties be "in the process of tax

foreclosure” and that they not be "occupied by a persom legally

entitled to reside there.”

The Tax Foreclosure Criterion

In its discussion of the meaning of "in the process of tax

r

foreclosure,” HUD went on to say:

"For the prupose of this demonstration, property in

the process of tax foreclosure means property (a) for

which taxes are delinquent and constitute a lien on

the property, and (b) which is substantially within

the tax foreclosure process, although not necessarily

subject to judicial foreclosure proceedings. Since

it is not possible in this Notice to specify a

definition which would work in each compunity, each

applicant shall submit its own proposed definition

for HUD approval. Each applicant should review

applicable laws and in jts application propose an

appropriate minimum level of involvewment in the tax

foreclosure process——suitable for both the

demonstration and local procedures and

eircumstances.”]
The definitions adopted by cities at the outset of the Demonstration
are presented in the first column of Table 2.1. The least
restrictive initial definition of the "process of tax foreclsoure”
was that of Rockford, where a unit on which taxes were one day
delinquent was considered to be “in the process of foreclosure.” In
College Station, Harrisburg, and Milwaukee, properties with taxes
past due one year or more were considered in the process of
foreclosure and in Terre Haute, a fifteen-ménth period of
delinquency was required imitially. Of the reméingng three
Demonstration Programs, two {Knoxville and Portland)‘required a
two-year period of tax delinquency and Omaha decided to acquire only
units that were "substantially delinquent” since they had an active
prograr designed to encourage and facilitate the paying of back
taxes. In fact, the two properties that Omaha did acquire had taxes

that were over eight years delinquent.

Jop cit. page 36931.
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Site

Rockford

Terre Haute

Louisville

Duluth

Omaha

Columbus

Portland

Harrisburg

Knoxville

College Statiom

Mi lwaukee

Table 2.1

ORIGINAL AND REVISED DEFINITIONS OF

"IN THE PROCESS OF TAX FORECLOSURE™

Original Definition

Minimum of one day
delinquent

Minimum of 15 months
delinquent

Minimum of 6 months
delinquent

Minimum of & months
delinquent

'

Substantial delinquency
defined as more than

two years

Minimum of one year
delinquent

Minimum of two years
delinquent

Minimum of one year
delinquent

Minimum of two years
delinquent

Minimum of one year
delinquent

Minimum of one year
delinquent

-]

Revised Definition

E3

No change

'

Minimum of one month
delinquent at time
of sale

No change

No change

No change

Minimum of 6
months delinguent

Included certain
tax—exempt properties
No change

No change

No change

Minimum of one day
delinquent



Several of the local programs rely, or relied at the time of their

original application, on local tax foreclosure procedures to determine
whether or not a property was in the process of tax foreclosure,' while
others appear to have adopted an arbitrary definition. In Harrisburg,
the County Tax Office prepares a list of all properties which have been
delinquent for at least one year and are formally in the process of tax
foreclosure. In Duluth and Rockford, where tax payments are due
semi-annually, properties are formally in the foreclosure process if one
semi-annual payment is missed. Terre Haute and Milwaukee initially
intended to acquire properties which were tax-delinquent at least 15 and
12 months respectively. After encountering a shortage of properties
which met this criterion, both cities changed their definitions in
consultation with HUD to include all tax-delinquent properties.
Portland, with the consent of HUD, acquired tax—exempt properties owned
by the State of Oregon that were tax delinquent at the time they were
originally acquired by the State,.

Confronted with the probler of finding an adequate supply of .
suitable properties which met their tax foreclosure criteria, four cities _
decided to change the criteria so that more properties could become
eligible, The revised criteria are shown in the second column of Table
2.1. Columbus reduced its standard from one year to six months of
delinquency, Milwaukee reduced its standard from one year to ome day of
delinquency and Terre Haute reduced its standard from 15 months to one
month of delinquency at the time of sale. Rockford's initial standard
was a minimum of one day of delinquency which could not be further

v

reduced.
For those cities which adopted delinquency standards of 30 days or

less (Terre Haute, Rockford and Milwaukee), properties could be made to
qualify for acquisition under the Local Property Demonstration by failing
to make one tax payment. Thus properties which were current on tax
payments when negotiations commenced could be intentionally rendered
delinquent, and therefore eligible, by the time of acquisition. Under
these circumstances, the tax foreclosure criterion was essentially

meaningless,
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It is hard to avoid the impression that the dilution of the
foreclosure standard made it much easier for cities to acquire properties
for urban homesteading. Three cities (Pockford, Terre Haute and
Portland) together accounted for 70 properties, or 54% of all the
properties acquired in the Local Property Demonstration. Rockford and
Terre Haute both had standards which would qualify properties if one tax
payment was missed and Portland was allowed to acquire tax exempt

properties from an agency of state government. The Demonstration cities

which had more stringent foreclosure requirements, and stuck to them,
typically had a much harder time meeting their original goals.

Experience with the Demonstration program raises the question of
whether purchasing properties in the process of tax foreclosure is the
best way of acquiring tax delinquent, abandoned properties. Properties
with non—marketable or encumbered titles, of which there were many, colld
not be acquired through conventional sales. These properties could be
acquired by the use of eminent domain or tax foreclosure authority. In
many cities a2 better solution to the problem of abandoned, wvacant
properties may be to alter tax foreclosure laws to allow for more
expeditious, less expensive acquisition. This was recently done in
Louisville, as well as in cities not involved Iin the Demonstration.
There was no indication that the Deronstration itself had any effect on
the tax foreclosure legislation or procedures in the Demonstration
cities. This 1s not surprising, however, since the Demonstration
provided an alternative to tax foreclosure.

Acquiring properties through tax foreclosure or eminent domain
allows properties to be acquired less expensively and would clear
encumbered titles that disqualify many properties from being purchased.

This, of course, would be a state and local matter that would not reguire

a HUD program.

lExamples include New York City, Jersey City, and Chicago.
For a discussion of this approach, see David Listokin, Housing
Receivership & Self-Help Revitalization, Center for Urban Policy

Research, Rutgers 1985, pp. 85-100.
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The Vacancy Criterion

The criterion that only the properties "not occupied by a
person legally entitled to reside there.,.may be acquired using
Section 810 funds..."1 has been observed by all rhe Demonstration
cities. Indeed, all the cities, except for Terre Haute, interpreted
this as a prohibition against negotiating with the owner of an
occupied property. Terre Haute took the position that it was
permissible to negotiate with the owner of an occupied property as

long as the property was vacant at the time of acquisition.

Locally Imposed Criteria

Beyond the eligibility criteria established by HUD, most of the
local programs imposed their own criteria., Many of these were
changed as the Demonstration progressed. In all the Demonstration
cities the condition of the properties and the projected cost of
rehabilitation was considered in the decision to purchase. Seven
cities established dollar limits on the amount of rehabilitation
which could be undertaken. These limits were designed to make the
unit affordable to homesteaders, and in some instances, on the
maximum Section 312 loan amount, Columbus, Duluth, and Rockford set
a $20,000 limit, Omaha set a $27,000 limit, and Harrisburg and
Knoxville both set a $30,000 dellar 1imit. Four Demonstration
cities also placed size limitations on the unit to be purchased. In
Harrisburg, Louisville, and Terre Haute large, four or more bedroom
houses were avoided because the rehabilitation and after—occupancy
maintenance cost would be high, Knoxville and Terre Haute avoided
one-hedroom houses because demand for these among homesteaders was
weak.

Two cities, Duluth and Knoxville, had explicit criteria
restricting purchases to single family units. Demand was weak for
two- to four-family homes, and local officials felt that landlord

responsibilities were more than the homesteaders could handle.

10p cit, page 36931
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2.4 Profile of Acquired Properties

Tax Delinquency

The averages and ranges of the length of time acquired
properties were tax—delinquent at the time of acquisition is
presented in Table 2.2. Across all sites, the average length of
time of delinquency was 36 months, The length of time of tax
delinquency ranged from one day to over 20 years, It is perhaps
worth noting that Terre Haute, which had the lowest average length
of delinquency and Rockford, which had the third lowest average
length of tax delinquency, both used realtors to locate properties.

The averages and ranges of the amount of tax delinquency are
also shown in Table 2.2, Across all sites, the average amount of

tax delinquency was $1,142 and the amount of delinquency ranged

between $18 and 36,900,

Appraised Values, Acquisition Prices and Estimated
Rehabilitation Costs

Across all cities the average acquisition price, excluding closing
costs, was $13,023 (Table 2.3). The aggregate acquisition cost for all
129 properties was $1,680,007. Of this amount, $1,488,478 was financed
from Section 810 allocations and $191,529 was contributed by local
governments. The amount contributed by cities towards acquisition of
properties therefore averaged $1,485 across the 129 properties acquired.
The average acquisition price ranged from $6,126 in Knoxville to $20,476
in Portland.

In deciding whether or not to acquire a property, cities prepared
estimates of the cost of rehabilitating the property to meet local
standards. The average estimated cost of rehabilitation was $29,898 per
property and ranged from $20,100 in Terre Haute to $38,268 in Louisville.

Aggregate "hard? costs in the Local Property Demonstration are the
sum of acquisition prices and rehabilitation costs, Across all cities,
these “hard" costs averaged 342,435 per property and ranged from $28,248
in Terre Haute to $55,276 in Milwaukee.
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Site

Rockford

Terre Haute
Louisville
NDuluth

Omaha

Columbus
Portland
Harrisburg
Knoxville
College Station

Milwaukee

ALL SITES

Tabhle 2.2

LENGTH AND AMOUNT OF TAX DELINQUENCY:

AVERAGE. AND RANGE

Average

Average Time Range of Amount of Range of
Delinguent Time Delinquent Delinquency Amount Deliquent
13 months 1 day — 36 months 3 632 $ 55 -~ 2,033
10 months 6 months — 48 months 146 21 - 1,239
60 months 12 months - 96 months 554 45 - 1,056
31 months 12 months - 18 months 2,400 1,287 ~ 4,145

114 months 12 months -~ 132 months 1,659 1,055 - 2.262
12 months 6 months - ]8'months 587 81 ~ 1,500
35 months 24 months - 60 months 2,720 1,062 - 6,900
30 months 12 months — 60 months 1,260 577 - 3,044
29 months 24 months — 36 months 508 66 - 1,754
36 months 12 months ~ 244 months 335 217 - 543
2/ mouths 12 months - 48 months 1,766 18 - 2,912
36 months 1 day ~ 244 months $1,142 318 -$6,900




—OZ—

Table 2.3

AVERAGES AND RANGES OF APPRAISED VALUES, ACQUISITION PRICES

(EXCLUDING CLOSTNG COSTS), AND ESTIMATED REHABILITATION COSTS

Appraised Values

Site

Range
$ 2,500-23,000
3,000~24,000
6,000-16,300
6,000~15, 000
9,000-12,000
6,100-16,000
12,500-30,000
1,600-24,900
1,600-16,000
24,000-45,000

14,500-20,000

Acquisition Prices

Average

$11,753
8,148
10,647
12,500
10,500
11,555
20,476
12,556
6,126
18,246

17,062

Range
$ 2,500-21,741
3,000-10,500
6,098-15,000
6,000-15,000
9,000~12,000
6,100-15,000
7,245-30,202
3,875-25,000
1,600-16,000
15,000-23,000

14 ,500-20,000

Est imated Rehab Costs

Average

$33,400
20,100
38,268
25,100
28,470
30,766
26,066
23,866
36,704
27,927

38,214

Range
$17,600~56,700
7,360-30,719
30,176-47,114
15,000-35,000
27,491-29,449
22,298-36,000
20,000=2 7,000
6,000-50,000
24,000-55,000
25,100~32,000

18,500-50,000

Acquisition Price

plus

Est imated Rehab. Costs

Average

$45,153
28,248
48,915
37,600
38,970
42,321
46,542
36,422
42,830
46,173

55,276

Range
$32,821-62,812
17,200-37,925
40,000-53,114
29,500~47,000
36,491-41,449
37,298-48,000
34,245-55,202
17,439~62,500
28,000~71,000
38,547-52,600

34,500-70,000

Average
Rockford $11,922
Terre Haute 14,665
Loujsville 11,060
Nuluth 12,500
Omaha 10,500
Columbus 11,555
Portland 20,738
Harrisburg 10,150
Knoxville 6,014
College Statfon 28,125
Milwaukee 17,125
ALL SITES 914,032

4 1,600~45,000

$13,023

$1,600-30,202

$29,898

$ 6,000-56,700

342,425

$17,200-/1,000




Chapter 3

URBAN HOMESTEADING IN THE LOCAL PROFERTY DEMONSTRATION

The acquisition of properties is only the first step in the
urban homesteading process. Once the properties have been selected,
urban homesteaders must be chosen and matched with the properties,
the properties must be conveyed to the homesteaders, financing for
the rehabilitation must be arranged and the rehabilitation must be
planned and managed. In this chapter, we describe the approaches to

urban homesteading which the Demonstration cities have adopted.

3.1 The Selection of Urban Homesteaders

The Federal Program Requirements for the Local Property
Demonstration state that homesteaders “shall be 'lower—income
families' as defined in Section 3 [b] [2] of the United States
Housing Act of 1937.," This is essentially a requirement that
homesteaders' household Income may not exceed 807 of the median
income for the area, Local Property Demonstration Programs must
also provide "equitable procedures for selecting homesteaders which

1., Exclude those who own other residential property, except as
otherwise approved by HUD. . .; and

2. Take into account the prospective homesteader's capacity to
make or cause to be made the repairs and improvements
required under the homesteader agreement.”

Subject to these limitations and to standard anti-discrimination and
affirmative marketing requirements, the Demonstration cities were

free to design the homesteader selection process as they saw fit.

3.1.1 The Homesteader Selection Process

The homesteader selection process consists of six steps or

components: (1) publicizing the program; (2) screening applicants;
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(3) verification of application data: (4) interviews with qualified
applicants; (5) open house; and (6) selection of the homesteader.
Not all these steps are distinct on each of the 11 sites (in some
cases the lottery qualifies applicants, and in some cases it selects
the homesteader), and the steps do not always follow in the same
order., Nonetheless, each site has developed a method of selecting

homesteaders which fulfills each of the functions listed above.

Publicizing the Program

The most common method of publicizing the program is the
publication of legal notices and advertisements in local
newspapers. This is done in Rockford, Terre Haute, Louisville,
Omaha, Duluth, Harrisburg, and College Station. In some cases
(Rockford and Columbus), no paid advertising is used because past
experience has indicated that there is no shortage of applicants.
Feature stories in local newspapers and on local radio and
television stations were also considered to be effective and were
used in Terre Haute, Louisville and Knoxville. In Portland,
television coverage of open houses was found to be an effective way
of generating applications. Press conferences are held in Rockford
and Knoxville, and press releases about the program are issued in
Duluth and Harrisburg. '

Notwithstanding the variety of methods used to publicize the
program, four out of five of the Demonstration homesteaders were
first made aware of the program either by word of mouth (45%Z) or by
reading about the program in a newspaper (38%). Newspapers tended

to be a more frequent source for better-educated households,

Sereening Applicants

Applications are initially screened to insure that applicants
satisfy the low-income criterion mandated by HUD together with such
other standards as the cfty has decided to apply. These typically
include a requirement that the applicant does not own real propertf,
that he or she has a stable employment record, is a legal resident

of the U.S, and, where 312 financing is contemplated, will satisfy
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the 312 underwriting standards. Portland requires applicants to be
current residents of the City of Portland, Rockford requires
applicants to be current residents of Winnebago County and U,S.

citizens. Duluth also will only process applications from U.S.
citizens,

Certain applicants are "prioritized” in the sense that they
will be given a better chance of being selected. Knoxville gives
priority to applicants who have demonstrable sweat-equity skills.
College Station gives priority to current residents of the urban
homesteading neighborhood, and to occupants of substandard housing.
Milwaukee also gives priority to occupants of substandard housing
and to those spending more than 25% of their income on housing:
Portland gives priorit& to occupants of substandard housing.
Interestingly, Louisville, which has established priorities for its
regular program, has dispensed with them for the Local Property
Demonstration in order to achieve greater flexibility in selecting

homesteaders.

Verification of Application Data

Verification of data submitted on the application material
consists of confirmation of employment and earnings data from
employers and standard credit checks through commercial credit

agenclies., This is carried out in all the Demonstration cities.

Interviews with Qualified Applicants

Most of the Demonstration cities schedule interviews with
qualified appliéants at some stage Iin the process. The purpose of
the interview varies according to its timing. Portland and Rockford
both meet quite early with the applicant to prepare a more detailed
application form. Im Duluth the interview is designed to insure
that the applicant is fully informed as to the rights and
responsibilities of an urban homesteader. In College Station and
Knoxville, the interviews are intended to assist the agency in

judging whether or not the applicant will be able to handle those
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responsibilities. In Omaha, the interview is carried out after
three applicants have been selected by lottery and have attended the
open house. In this case, the Iinterview is used to arrive at a

recommendation as to which of the applicants should be selected.

Open House

At some stage in the process, the applicant is given a chance
to inspect the property. This is typically done by means of an
"Open House" to which are invited qualified applicants for whose
household the size of the house has been judged to be appropriate.
The purpose of the open house is to provide the applicant with
information on the repairs which will be required and on the
estimated cost of carrying out those repairs, Typically,
rehabilitation specialists attend the open house and are available
to answer questions from prospective homesteaders.

The open house may be used to allocate urban homestead
properties to applicants based on their preferences. In-Rockford
and Columbus, applicants sign up at the open house 1f they are
interested in any property for which their financial resources and
family size are appropriate. In other cities, homesteaders are
matched to a single property before the open house by the local
program staff. In Omaha three applicants are shown each house, and
in College Station the "successful” applicant has already been
selected and matched to the property before having an opportunity to

inspect the property.

Selection of the Homesteader

Lotteries are used in seven of the Demonstration cities to
select the homesteader. In Rockford, Columbus, Duluth, Portland,
Harrisburg, Louisville, and Terre Haute, a lottery is used to make
the final selection of a homesteader for a given property when there
are two or more qualified applicants. Duluth also intended to use a
lottery to screen applicants to a manageable number, but this has

not so far proved necessary.
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On the remaining four sites, the final selection of the

homesteader. is made by the urban homesteading agency. In Omaha,
after a lottery 1s used to reduce the number of qualified applicants
to three per property, final selection is made based on interviews.
In Knoxville, the dearth of homesteaders has obviated the need for a
final selection mechanism. In Milwaukee, its priority system and a
first-come first-served rule determines who will be awarded the
property. In College Station, the agency selects the homesteader
based on its priority system.

3.1.2 Characteristics of the Local Property Homesteaders ..

Information on the characteristics of the homesteaders was
collected by means of in-person Interviews with urban homesteaders
to whom the properties had been conveyed. At the time of the site
visits, properties had been conveyed to 58 urban homesteaders and,
of these, 56 were interviewed. In addition, information on the
characteristics of the urban homesteaders was acquired from their
applications to participate in the program.

The average age of the homesteader head of household was 34
years and ranged from 27 years in Harrisburg to 49 years in
Knoxville (Table 3,1). The size of the homesteader household ranged
from 2.0 persons in Rockford to 5.4 persons in Milwaukee.
Fifty-three percent of the homesteaders were white, 34% were black
and 13%Z were of other races, Forty-four percent of the homesteader
households were headed by a female and 42Z had children under the
age of 18,

All homesteaders were lower-income families in keeping with the
statutory requirement., The average annual income of the local
property homesteader households was $17,758 (Table 3.2). Average
annual incomes ranged from $10,972 in Terre Haute to $7,758 in
Rockford. On all but three sites, homesteaders' average annual
income was between $15,000 and $17,000, Eleven percent of the
homesteader heads of household had previously lived in households of

which they were not the head.
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Sice

Rockford

Terre Haute
Louisville
Duluth ~
Columbus
Portland
Harrishurg
Knoxville
College Station

Mflwaukee

A1l SITES

Tahle 3,1

Selected Demographic Characteristics of DNemonstratfion

Homesteaders by City and in Total

Race Percent of
Households
Average Average Percent with
Age of Household Percent Percent Percent Female Children Sample
Head Size Vhite Black Other Head under 18 Size
3z 2.0 14% 79% 7% 497 36% 14
29 2,8 100 0 0 90 43 14
36 2.8 0 100 0 43 57 7
32 3.5 100 0 0 0 80 5
34 3.7 33 33 33 0 66 3
31 1.9 79 7 14 54 43 14
27 2.7 25 25 50 33 50 4
49 2.3 60 40 0 50 40 5
44 3.8 29 43 28 0 86 6
32 5.4 43 14 43 80 71 7
34 2.6 53% 342 13% 44% 42% 80




Table 3.2

AVERAGE HDUSEHOLD INCOME

Site Annual Income Sample Size
Rockford $17,758 4
Terre Haute 10,972 6
Louisville 17,702 7
Duluth 15,600 1
Omaha NA* 0
Columbus 16,813 3
Portland 15,552 13
Harrisburg 15,288 3
Knoxville 16,471 4
College Station 15,253 3
Milwaukee 16,380 2 .
ALL SITES $15,636 46

*Homesteaders had not been selected in Omaha at the time of the
homesteader survey,
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3.2 Planning and Management of Rehabilitation

There has, since the federal urban homesteading program began
in 1975, been significant variety in the way in which local
governments have approached the planning and management of
rehabilitation. At one extreme, cities have exercised complete
control over the process by determining the work to be performed,
selecting the contractor, and turning over the property to the
homesteader after the repairs are complete. At the other extreme,
cities have simply conveyed the property to the homesteader and
played no role in determining the work to be done and who should do
it. The divisions of responsibility in the Local Property
Demonstration are summarized in Table 3,3.

In its notice of the program in the Federal Register (vol, 49,

No. 184), HUD encouraged that “"recipients permit self-help and sweat
equity in comnection with the demonstration.” They noted that while
"sweat equity projects normally involve homesteader participation in
the physical rehabilitation and construction work itself,

self-help may take other forms,"” such as participation in planning,
designing, decision making, or management.

Most Demonstration cities heeded this advice in that they allow
at least limited forms of both self-help and sweat equity., However,
they have plaeed enough restrictions on the participation of the
homesteader to keep a fairly tight rein on the rehabilitation
process.

Among the Demonstration cities, the variation in the degree of
control maintained by the city over rehabilitation has been fairly
limited. All the cities have minimum rehabilitation standards which
must be met and typically exceed local housing code requirements.
Milwaukee, for example, has a "modified 20-year standard" which
means that with certain 1imited exceptions, all repairs and
improvements must be of a quality which will last for 20 years.

Although each city takes the lead in preparing the work
write~up, there are variations in the amount of homesteader input.
Three of the cities, Rockford, Omaha and Harrisburg, allow no
homesteader modifications. .Terre Haute, Louisville, Knoxville and

College Station permit homesteaders to suggest minor changes.
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Table 3.3

Division of Responsibilities in the Planning
and Management of Rehabilitation

Site

Rockford

Terre Haute

Loufsville

Duluth

Omaha

Columbus

Portland

Harrisburg

Knoxville

College Station

Milwaukee

Work Write-Up

City only.

City; Homesteader
suggestions permftted,

City; Homesteader
may make minor changes.

City; homesteader
suggestions permitted.

City only,

K

City does "suggested
write—up” but decisions
made by homesteader,

City only.
City only,

City; Homesteader
suggestions permitted.

City; Homesteader may
make minor choices.

City; Homesteader
suggestions encouraged,
anproval necessary.

Contractor Selection

Low bidder,

Homesteader; Cost to be
within 10% of city estimate.

Low bidder; Homesteader
selects contractors to bid,

Homesteader; Cost to be no
more than city estimate.

City; Contractors
favored by homesteader
may bid.

Homesteader; Final cholce of
4: 2 selected by city, 2 by
homesteader.

Homesteader; Cost to be within
90-110% of clty estimate.

Homesteader; 25% of work
done by minority contractor.

Homesteader; Reasonable cost
and references., Else, low
bidder.

Low bidder,

Homesteader; City offers
several selection methods.

Sweat—Equity Guidelines

Subject to skill requirements,
certaln tasks only.

Encouraged; counseling
available to homesteader,

Limited to painting and‘
installing floor coverings.

Painting, insulation and
carpentry, only if home-
steader has skills.

Not encouraged,

Yes, 1f homesteader is
willing and able.

Not encouraged.

Discouraged beyond minor
cosmetic changes.

With verification of skill,
allow “up~-front” or "back—end"

tasks.

Not encouraged.

Limited to interior work, minor
repalrs, painting.




Milwaukee encourages input, since final approval by the homesteader
is necessary., A rehabilitation spec&alist in Columbus prepares a
"suggested write~up” but leaves 21l final decisions up to the
homesteader, after a lengthy technical consultation.

The homesteader is generally allowed to select the contractor,
provided the cost is within an allowed range and the contractor is
qualified, Duluth, Terre Haute, Portland and Knoxville require that
costs be close to the city estimate., Harrisburg requires that 25
percent of the work be done by a minority contractor. Low bids are
accepted in Rockford, College Station, Omaha and Louisville, though
the latter two allow contractors favored by the homesteader to bid.

Sweat equity is allowed and even encouraged In several cities,
but it is uncommon for the homesteader to be both willing and able
to perform the work., In cases where sweat equity was contributed,
it was generally limited to interior work on non—code items. Some
changes in city attitudes toward sweat equity occurred over the
course of the Demonstration. Milwaukee, for example, originally
selected homesteaders on the basis of self-help skills. This was
changed, however, when officials found that most applicants do not
possess such skills and are not interested in performing any work
themselves, Louisville, on the other hand, originally did not
encourage sweat equity, but found it became necessary to use it to
make the repair of badly deteriorated houses affordable,

The approaches adopted by the Demonstration sites to the
planning and management of rehabilitation reflect the overriding
concern for the removal of blight, as represented by vacant and )
deteriorated properties, in the target neighborhood. The relatively
high degree of control over rehabilitation enables the city to
insure that all code violations are removed and that the work
undertaken will be performed in conformance with high standards of
durability. The limitations on sweat-equity also serve this purpose
and help to insure that the repair work is completed in an

expeditious manner, '
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3.3 Financing Rehabilitation

At the time of the second wave of site visits, financing had
been arranged for the rehabilitation of 56 of the 129 acquired
properties, The total amount financed was $1,674,017, or an average
of 829,893 per property., Fifty-seven percent ($961,824) had been
provided in the form of Section 312 loans, 36% ($601,513) was from
CDBG-funded loan programs, and 7% ($110,680) was supplied by private
lending institutions (Table 3.4).

In most cities, Section 312 and CDBG loans were used
exclusively. Uncertainty and delays associated with the
availability of Section 312 funds was cited by several officials as
a major problem., Uncertainty regarding the availability of Secgion
312 funds fprced officials to spend time developing altermative
financing mechanisms, which went unused when the Section 312 funds
arrived. Delay in the arrival of funds caused some cities to rely
more heavily on CDBG funds than planned or desired.

The use of (DBG funds in the homesteading program was generally
intended only as a supplement to Section 312 or private financing.
In Louisville, CDBG deferred payment loans (DPLs) made up the
difference between the maximum Section 312 loan amount and full
rehabilitation costs. Harrisburg planned to use CDBG DPLs in
combination with private short-term fimancing. Omaha uses CDBG
funds to carry out exterior repairs prior to conveyance of the
properties. This approach, also adopted in Duluth and Harrisburg,
increases the attractiveness of the property and reduces the
rehabilitation costs to be borne by the homesteader.

Overall, private financing was not generally available for
Demonstration homesteaders. In Harrisburg local officials found
that selected homesteaders were unable to secure private loans, and
selection criteria were thus toughened. To be chosen, a homesteader
now must be able to privately secure the entire rehabilitation
amount. Terre Haute was the only city besides Harrisburg to
successfully utilize private financing. CDBG funds in Terre Haute

were leveraged with monies from local lenders. The city contributed
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site
Rockford
Terre Haute
Louisville
Duluth
Omaha
Columbus
Portland
Harrisburg

Knoxville

College Station

Milwaukee

ALL SITES

Table 3.4

AMOUNTS AND SOURCES OF FINANCING

1Inciudes $7,000 of Rental Rehabilitation Funds.

-32w

Section Number of

Total Private 312 CDBG Properties
$360,542 3 0 8244,400 9116,142 10
150,300 90,180 0 60,120 8
273,944 o 222,800 51,144 7
94,150 0 60,650 33,500 3
NA RA NA NA 0
44,800 0 0 44,800 1
304,865 0 116,074 188,791 12
20,500 20,500 0 0 1
118,568 0 105,400 13,168 4
168,388 0 157,750 10,638 6
137,960 0 54,750 83,2101 4
81,674,017 $110,680 $961,824 $601,513 56



46% of the rehab amount, and the bank contributed the remainder,

In the other nine cities, homesteaders were unable to gain access to
private funds. In most cases, banks noted that applicants were
unable to meet the eligibility requirements. In Knoxville lenders
cited the conditional deed as the reason for their refusal to
participate in the Demonstration. Portland officials noted that

while they do creative financing with private monies in other

programs, they did not attempt it for the Demonstration because of

the need for very low interest rates,

3.4 Methods of Conveyance

As with the regular homesteading program, the Local Property
Demonstration requires that homesteaders meet several conditions

before they are given clear title to the property. These are:

1. Repair all defects that pose a substantial danger to health -
and safety within one year from the date on initial
conveyance of the property to the homesteader;

2, Make or cause to be made additional repairs and improvements
necessary to meet the applicable local standards, for decent,
safe and sanitary housing within three years from the date
of initial conveyance of the property to the homesteader and
to comply with any energy conservation measures designated
by the recipient as part of the repairs;

3. Occupy the property as principal residence for not less than
five consecutive years from the initial date of ocecupancy,
except under emergency conditions making compliance with
this requirement infeasible;

4, Permit inspections at reasonable times by employees or
designated agents of the recipient to determine compliance
with this agreement; and

5. Surrender possession of, and any interest in, the property
uvpon material breach of the Homestead Agreement (including
default on any rehabilitation financing secured by the
property).

To insure that these minimum conditions will be met, each city

must enter intc a Homesteader Agreemment with the homesteader, This

may be done separately or as part of the conditional conveyance.
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Demonstration cities rely on two different approaches to

conditional conveyance:

1. Condition Precedent, where fulfillment of the homesteaders'
obligations must precede transfer of title; and ~

2. Condition Subsequent, where title is immediately transferred to
. the new homesteader, but there are reversion provisions in the
deed.

The condition precedent approacﬁ to epnreyance involves the use
of a sales contract'which requires the local homesteading agency to

transfer title to the homesteader when the conditions of the

L2

contract are met, If any of the terms of the contract are violated,
the homesteader agrees to vacate the property. Homestead propertiee
in Portland, for*exampie, are initially conveyed to the ﬁomesteeder'
with a real estate contfract 6f five years. ‘Once the homestea&erlha;
met all the conditions of the program as specified’in the contréet,
a deed is signed which conveys title of the property to the= B
homesteader. Duluth and Milwaukee'also‘uée this approach The
major advantage of the sales contract approach is that it may,
effectively be used to exempt the homesteader from paying property
taxes until title is transferred “and it should be easier to enforce
reversion 1f the terms of the contract are not met, This method Gf
conveyance typically means, howaver, that the city still has
1iability for the property, although insurance premiums may be
passed along to the homesteader. ®
The condition subsequent approach to conveyance provides fér'!‘
the city to transfer the deed to the homesteader before s g
rehabilitation work begins. However, the deed ipcludee a reversion
clause stipulating that the property will revert to the city if the
terms of the sale are not met. The terms of the eale'eay be ‘
included in the deed itself or reference may be made to a ) ‘
homesteader agreement which is filed as an attachment to the deed
agreement. In Knoxville, a quit claim deed includes five
conditions, the last of which references the homesteader agreement.

The homesteader agreement includes a more detailed list of fourteen
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conditions covering residency requirewments, property repair and
maintenance, insurance coverage and Inspection rights for the city. -
The advantage of this approach to conveyance is that liability for
the property is transferred to the homesteader, On the other hand,
homesteaders immediately assume responsibility for paying taxes and,
compared to the sales contract approach, it may be more difficult to
enforce reversion 1f the terms of the contract are not met. Eight

of the demonstration programs use this method of conveyance. -

The type of deed used may affect the willingness of private
lenders to become involved with homesteading programs., Two types of
deeds, which differ in the degree to which the ecity is guaranteeing
clear title, are used in the Demonstration. A general or special
warranty deed which guarantees the homesteader clear title is used
in Terre Haute, College Station, and Omaha. Quit claim deeds, which
provide very little guarantee of clear title are used in Rockford,
Harrisburg, and Knoxville. '

Conditional conveyance was cited as an obstacle to arranging
private financing in several of the Demonstration cities, In both
Knoxville and College Station, lenders were reluctant to provide
financing to homesteaders because the deed was conditional. In
Terre Haute, however, the use of conditional deeds did not
discourage the participation of a local lender. This was possible |
because an official of the local lender was on the Homesteader
Selection Committee and was, therefore, apprised of all aspects of

the Demonstration.

3,5 Local Administration

Administrative Arragngements

In the seven cities which were previously participating in the
regular homesteading program, the Local Property Demonstration was

simply assimilated into the existing administrative structure. The

-35-




tax delinquency criterion was cited as one of the only aspects which

-

kept the two from being operated as one uniform program. The
day-to-day operating resﬁonsibility would typically be vested in the
department responsible for administering the CDBG program and,
within that department, in the division responsible for housing
" rehabilitation. In only two of these cities, Duiuth and Columbus,
was the coordinator chosen for the Local Property Demonstration
different from the coordinator of the regular program.
In Milwaukee, Columbus, Rockford and Duluth, the Demonstration
was under the oversight of an indépendent policy-making entity
‘ responsible for establishing policy for the regular program. In °
Milwaukee, there is the Urban Homestead Board; in Columbus, there is
the Neighborhood Services Advisory Council; in Rockford, the
kockford Homest ead Board; and in Duluth, the Rehabilitation Adviéory
Committee. Terre Haute, College Station, Harrisburg and Knoxville’
had not previously operated homesteading programs. The agency -
responsible for the administration of other rehabilitation programs

ih the city genefally took charge of the Demonstration.

Local Costs of the Demonstration

o During the couréé of the éssessment site visits, information
was acquired on the estimated annual cost of local administration of
the Demonstration. In all cases, there is no jéb-cost accounting
system for collecting costs attributable to the Local Property
Demonstration, but the Demonstration coordinators were able to
estimate the percentage of time each person spent on the
Demonstration. By combining this information with salary and fringe
benefit rates and by adding in non-labor costs, it was possible to
arrive at an estimate, for each city, of the annual local
administrative costs of the Demonstration {Table 3.5).

In reviewing these cost estimates, it should be remembered that

the costs associated with the Local Property Demonstration continue

4
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Table 3.5

Estimated Administrative Costs

Total Salaries, Fringes and Non-Labor Expenses

Site

Rockford

Terre Haute
Louisville
Duluth

Omaha

Columbus
Po;tland
Harrisburg
Knoxville
College Statio;

Milwaukee

ALL SITES

Cost Per Acquired

Year 1 Year 2 Total Property
$7,789 20,042 27,831 $1,265
32,999 34,313 67,312 2,493
6,000 25,111 31,111 3,888
27,057 26,487 53,544 10,709
6,881 2,397 9,278 4,639
11,589 21,120 32,709 3,635
62,400 63,700 126,100 ) Vé,oos
17,742 13,020 30,762 3,845
12,697 7,453 20,150 2,879
13,650 13,930 27,580 2,298
5,000 10,450 15,450 1,931
$203,804 $238,023 $441,827 $3,425
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to be Incurred after Year 2 as additional homesteaders are selected
and properties are rehabilitated. The figures presented in Table
3.5, therefore, represent only partial costs of the Demonstration
and, since the Demonstration cities are all at different stages of
completion, comparisons based on the costs per acquired property are
really not valid. )

It is appaéent, however, from interviews with local officials,
that several of the cities incurred substantially higher per
property costs in the Local Property Demonstration than they did in
the regular program. Demonstration cities which cited the high ~

costs of search for,- screening and acquiring properties were
Rockford, Duluth, Portland, and Columbus. In Portland it was judged
that acquisition costs could be significantly reduced if the tax? :
delinquency requirement was removed. In Rockford, it was noted that
closing costs were higher in the Local Property Demonstration than
“in the regular program, because of the need to use more highly paid
staff, Rockford believes that the use of realtors and title
companies would be cost effective. Terre Haute, which was not in
the regular program, estimated that around 50% of its costs in the
Demonstration were attributable to gcquiring properties as opposed
to homesteading them.

Not all the Demonstration cities found the property acquisition
process to be costly., In College Station, properties were easy to
find and Omaha, which only acquired two properties, largely limited

its search activities to advertising.

Local Use of Technical Assistance

HUD did not undertake to pay for the costs of local
administration, but it did make available the services of a
technical assistance contractor, (ICF, Inc.) to the Demonstration
cities on an as—needed basis. At least 8 of the 11 Demonstration
cities made use of these services. .

In Rockford, technical assistance was provided in refining the
working definition of tax delinquency, in marketing and streamlining

the program. Knoxville received assistance in designing the
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homesteader selection process. In Louisville, the technical
assistance contractor helped in orienting a newly appointed urban
homesteading co—ordinator. Harrisburg, Omaha, and Columbus also
recelved technical assistance,

Cne aspect of the technical assistance which was widely
appreciated was the function it served in informing local officials
of the approaches which other Demonstration cities had adopted.

This interest in sharing experience was furthered by a conference on
the Local Property Demonstration held in Washington, D.C. in
February 1987. This conference was felt by many cities, even those
who did not request technical assistance, to have been extremely
helpful in providing a forum in which those responsible for carrying
cut the Demonstration could share their problems and sclutions with'

L] k]
one another.
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Chapter 4

THE BENEFITS AND COSTS OF THE LOCAL PROPERTY DEMONSTRATION

There are three basic groups which between them bear the costs
and enjoy the benefits of urban homesteading. First, there are the
principal intended beneficiaries, the urban homesteaders
themselves, An urban homesteader receives real property at
substantially below its market value., In return, he or she commits
to bear the cost of rehabilitation and to occupy the property for a
minimum of five years. Secondly, there are government agencies,
both federal and local, which undertake the costs of administering
the program and which frequently provide additional subsidies
through interest rate write-downs and grants. Thirdly, there are
the residents of the urban homesteading neighborhoods. An urban
homestead may alse generate secondary benefits for its immediate
neighborhood by removing the blight of a vacant and deteriorated
property and by stimulating higher levels of property maintenance in
nearby buildings.

Cost/benefit analysis was originally developed to assist in
public investment decisions where, for one reason or another, the
return on the investment was not valued, or not fully wvaluved, in the
market place., Cost/benefit studies of water resource projects,
rapid transit improvements, and so on were thus designed to
introduce an element of raticnal calculation into what had
previously been a largely political process, The logical extension
of cost/benefit analysis to operating programs, as well as to
capital investments, reflects the continuing concern with the
valuation of the output of public programs and with comparison of

the value of such output with the cost of producing them.
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In the context of the Local Property Demonstration, the purpose’
of cost/benefit analysis is to measure and account for the Impacts
of the program on those individuals and institutions which are
directly and indirectly affected. Those directly affected are the .,

homesteaders, agencies of local government, and the Federal

government,
‘In éﬁst/benefit analysis, as in all formal evaluation, there
must be a baseline or reference point against which observed
outcomes are to be compared: In developing cost/benefit estimates
for the Urban Homesteading Demostration, the appropriate reference
poeint is what would have happened if the program had not existed..
Thus, for homesteaders, comparisons are with the housing experience.
they would have had if they had .not become homesteaders. For local
goverﬁments, the absence of the Local Property Demonstration implies
savings in the costs of administration and, in some instances, a
greater availability of local rehabilitation finance for other uses.
In common with many publ&c programs, the Local Property B
Demonstration gives rise to a sgries of transfers between agencies
and individuals. Some of these transfers, although significant for
a category of participants, may cauncel out when netted against the
imPacts on other participants, The aggregate costs and benefits of
any éqogram must be estimated net of transfers to assure that they
incluée only real changes in social income. Nevertheless, because
public policy 1s also concerned with the incidence of beunefits and
costs, it is impo;tant to retain the capability to estimate a
program's impact on parti;ular instiFutions or groups of individuals.,
In thg first section of this chapter, the benefits accruing to
the homesteaders, including the net value of improved housing
services enjoyed and the discounted capital appreciation available .
when the residency requirements are fulfilled, will be calculated,.
These will then be combined with Federal and local government costs

to estimate the beneifts of the Local Property Demonstration.

2 -
L .
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4,1 -The Benefits to Demonstration-Homesteaders

In general; urban homesteaders receive two kinds of benefits

3

(or potential benefits) as a result of participating in the
program. In the first place, the homesteader experiences a change
in his or her housing circumstances. This change almost always(
involves an increase in the quality of his or her housing; it may
alsoiiﬁvolve a reduction in housing costs, These benefits accrue to

the homesteader in his or her role as a consumer of housing

services, and will last for at least as long ds the minimum

residency period. In the second place, the homesteader will acquire

title to the homestead- property when the residenc§operiod has
elapsed. At this point, the homesteader may stand to realize a

significant capital gain through the sale of the property then ‘or at

somé’ subséquent date.”’ This benefit accrues to him'or to her in his -

or her role as an owner of hoﬁsing' In estimating the benefits of

the” program ‘to urbag’ homesteaders, separate calculations “of both

forms of benefits have been carried ‘out.

The estimation of the benefits to Demonstration homesteaders is

not without' it§ conceptual problems. ~The homesteader may elect to

remain in the prgperfflafter he/she takes title or the homesteader

may sell the ‘property and move ‘élsewhere. The data collected during

the course of the Demonstration evaluation do not go beyond, or even
up to, the end of the minimum residency period and for this reason,
it is not possible to know how long any given homesteader will
remain in the property. Furthermore, the future values of
individual homesteéa properties cannot be estimated with any deéree
of reliability.; ~Thus, as long as homesteaders.rémain in their
properties, a final -strict accounting of costs ‘and benefits canﬁot
be performed.s - R ’

However, by makiné some reasonable assumptiohs, it is possible
to estimate the value of the benefits that will accrue to the
Demonstration homesteaders. To simplify the analysis, we will '
assume that the homesteader will sell the property at the end of the

five year residency period. This is a conservative assumption in

wd 3
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the sense that it will tend to understate the _benefits of the
program. Since the homesteader has the option_of selling the
property at the end of the residency period, if he or she elects to
stay, it would imply that the consumption benefits exceed the value
he or she places on a capital gain that might be reaiized,through a

sale.
The monthly consumption benefits to Demonstration homesteaders

can be calculated through a comparison of their current housing ;
services with what their housing would have been in the absence of
the homesteading program. “Housing circumstances” are defined both
in terms of the valye of housing services received and the cash.-.
outlays made for housing, including loan intere§t, property taxes,
insurance and utilities., All of this information can be derived .
from the baseline interviews with the Demonstration homesteaders,
{To insure a valid comparison, these calculations were only
performed on data from homesteaders who were living in the homestead
and who had incurred full rehabilitation expenses at the time of the
second wave ofjs;te visits. This requirement meant that the
cost—-benefit analysis could not be done in Harrisburg, Louisville
and Omaha where homesteaders were not yet in residence.)

The value of the housing services that are received by the
Demonstration homesteaders is based on the owner's own estimate of .
the property value after rehabilitation, and a computation of the
monthly cash outlays reqqired had the property been purchased at
this price. The resulting estimate of the monthly cost for an
owner-occupant of the repaifed homestead property, if it were
acquired at its market price, 1s then used to measure the value of
the housing services received by the homesteader.

Comparison of the cost and value of the hoﬁsing services
received by the homesteader with what he or she would have received
absent the program requires certain assumpfions. The simplest
approach is to assume that the homesteader would have continued to
" reside in his or her previous home. In the baseline interviews

with homesteaders, detailed information was collected on their
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Previous housing costs. These housing costs prior to participation
in the urban homesteading program were then used to calculate the
impact of the program on homesteaders' housing costs and housing
quality.

Strictly speaking, the before/after cost comparison may give
somewhat misleading results except over the short-term, It cannot
be assumed safely that homesteaders would have remained at their
previous homes had they not been selected for the program, However,
an examination of those who applied for the program and were
rejected by a random lottery indicated that nearly all of these
persons (95 percent) were still renters when interviewed,

-Using before/after comparisons, one can compute the monthly
benefits to Demonstrations homesteaders and the constituent elements I

of housing quality improvement and housing cost reduction with the

. following simple equation:

Monthly = Iﬁcrease in Value of + Decrease in Cost of
Benefits Housing Services Housing Services
Monthly Previous Previous Actual
=  Market Cost - Monthly + Monthly =  Monthly
of Homestead Housing Housing Cost of
Costs Costs Homest ead

Notice that the previous housing costs do not affect the absolute level
of benefits of housing services received by Demonstration homesteaders.
Table 4,1 presents the estimates of monthly benefits, together with

their component elements, based on interviews with Demonstration
homesteaders. On average, it appears that homesteaders spent a little
less (37) in monthly cash outlays for housing. They also achieved
significant increases in the value of housing services received (3157).
Thus, overall, homesteaders ended up paying just about as much as they

did in their previous housing, but received a substantial improvement in

the quality of their housing.
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Tgble 4.1

MONTHLY BENEFITS TO DEMONSTRATION HOMESTEADERS*

. BY SITE
Increase in Monthl#
) Savings in Monthly Value Benefits
- Monthly of Housing to Demonstration Sample
Site Housing Cost Services Homesteaders S8ize
Rockford 110 (3) 107 3
Terre Haute (/9) - 82 . 3 5
Duluth 123 * 19 142 1
Columbus (243) 346 103 3
Portland 44 187 231 11
Knoxville 1/ 216 233 2
College Station (71) - 236 165 3
Miiw;ukee — o 49 212 261 2
ALL SITES - 7 ' 157 164 28

*Based on interviews with homesteaders who occupied their homestead as of the
second-year site visits and whose rehabilitation costs were known.
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4,2 Sources and Uses of Monthly Benefits

The monthly benefits described above can also be viewed in
terms of their different sources. In the first place, the
homesteaders receive the unrepaired property it no cost to them, so
that after repair many of them have received an asset for less than
its market value. This is the first, and major, source of the
consumption benefit. Secondly, many of the homésteaders received
rehabilitation loan finance on a subsidized basis, either through
Section 312 or CDBG loans. The contribution of each of these

sources’ to the monthly benefits to the homesteaders are shown below

in Table 4.2. - i ' =
Table 4.2 ‘

SOURCES AND USES OF MONTHLY BENEFITS -
Sources Uses
Interest Rate Housing Cost T
Subsidies $113 Savings $ 7
Property Value Increase in .
Writ e-Down 51 Housing 157

. Quality

Benefits $164 Benefits 3164

As can be seen, the source of the benefits arises largely from
the interest rate subsidies, rather than from the property value
write-=down. This reflects, in part, the poor quality of the
acquired properties, brought on by the necessity that they be tax

delinquent and thus more likely to have deteriorated.

4.3 Benefits to Homesteaders from Property Value Appreciation

The monthly benefits to Demonstration homesteaders described in
the previous section correspond to the benefits received by the
homesteader as a consumer of housing services, By receiving title
to the property, however, the homesteader also receives benefits as

the owner of a property which he or she can sell after the residency



requirement has been fulfilled. As discussed earlier, a

conservative approach to the benefits which accrue from ownership is

to assﬁme that the propefty is sold at the end of the residency

period.,

T

There is a two~fold problem which results from the reliance on
the homesteader's own estimate of the valuation of his or her .
property, rather than valid sales price data. 1In the first place,
the homesteader may not be an accurate appraisef of his or her own
property. In the se§ogd place, the most recent estimates of the_
homest ead property’s vaiue may be three or more years prior to the
earliest data at which the homesteader could sell the property.
These two potential biases appear likely to work in opposite
directions, It might be supposed that homesteaders would typically
overvalue their properties by some amount, on the other hand, if
current, rather than future, property values are used to compute the
amount of property appraciation accruing to the homesteader, this )
will tend to undérstate the actual value which can be realized
through sale. o

The benefits which accrue to the homesteader from owmership,
assuring a sale at the end of five years, can be modeled in a
conventional way like any other cash flow. The homesteader
contributes equity at the beginning of the period to defray the
costs of rehabilitation. The amount gf contributed equity is the
difference between the cost of rehabilitation and the amount
borrowed, At the end of the period, he or she realizes value from
the sale of the property from which he must pay off the outstanding
loan balance. The value of this cash flow is therefore equal to the,
difference between the value of the property, less transaction
costs, and the outstanding loan value at the end of five years,
discounted back to the time of original occupancy, less the amount

of original contributed equity.
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4.4 The Aggregate Benefit to Demonstration Homesteaders

The net benefits to Demonstration homesteaders are calculated
as the sum of the housing benefits received during the five-year
residency period plus the value of the cash flow assuming sale of
the property at the end of five years. The aggregate net benefit is
substantial, averaging $22,374 per homesteader. Approximately
$9,000 of this is realized as a consumption benefit during the
residency period, with the balance attributable to capital

appreciation. The values of variables which enter this calculation

- 4 h

are presented by site in Table 4.3.

Table 4.3 * L

LY

AVERAGE PRESENT DISCOUNTED VALQE OF BENEFITS TO HOMESTEADER
(Assumes Sale After Five-Year Residency Period)

- -

Site ) . Services Sale of Home Benefits
Rockford $5,832 $11,/49 $17,581
Terre Haute 216 T 9,340 9,556
Duluth 7,668 7,269 & 14,937
Columbus 5,662 - 18,112 23,/74
Portland 12,790 15,180 27,970
Knoxville 12,636 14,598 27,234
College Station 3,892 12,198 21,090
Milwaukee 14,121 16,815 30,936

ALL SITES 9,027 $13,347 $22,374
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4,5 Consolidated Cost-Benefit Estimates

In Table 4.4, the estimated benefits to urban homesteaders are
corbined with estimated costs to local and Federal governments to
arrive at estimates of the consolidated net benefits per property by
site. Across all sites where homesteaders were occupying the
properties, the estimated costs of the program was $23,604 per
property. Just over half of this cost ($12,436) was attribut?ble to
the Section 810 reimbursement and a further $2,511 was accounted for
by acquisition costs in'excess of the Section 810 reimbursement.

The balance of the costs per property were made up of local
adminigfrative costs (34,041), CDBG-interest subsidies (§3,067) and

L

§e}tioﬁ 312 loan interest subsidies ($1,550), -

The net benefits of the pregram on a per properFy basis Wer;}
.marginally negative (-31,230). This estimate is arrived at by %
. SUbtracting the estimated costs per 'property (323 604) from the.
estimated benefits to the homesteader (322 374) Viewed simp]y‘aé a
housing program, it is reasonable to conclude that the program jugt
about breaks even, although the sample size'oﬁ which' these estimates
are based is not lérge enough to attach much'ététistical reliability

to these findings. .

+
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Table 4.4

THE BENEFITS AND C0STS OF THE LOCAL PROPERTY DEMONSTRAT ION:

Average per Property by Site* : .
Local Govermment Costs :: Federal Goveénment Costs
CDBG Acquisi- . : ) o Bene- | Bene-
Mmin-  Inter— tion less © 312 ) 810 fits to fits
istra~ est 810 Interest Reimb, Total Home- Minus Sample
Site tive Subsidy  Reimb. Subsidy Amount | Costs steader Costs . Size
Rockford 1,265 901 4,052 2,437 . a;‘sza 17,183 17,581 3y8 3
Terre Haute " 2,493 1,601 0 o, 8,520 ' 12,614 12,614 (3,058) 5
Duluth 10,709 0 0 4,811, 15,000 30,520 14,937 (15,583) 1
Columbus 3,635 10,150 0 Coo 6,,10(; 19,885 ‘ 23,774 3,889 1
Port land 6,005 3,397 4,373 2,022 14;812“ 30‘,6(")9 Y 21,970 (2,639 11
Knoxville 2,879 3,328 0 ‘ 2,5.97:‘ "8,000 16,804 27,234 10,430 2
College Station 2,298 2,307 3,346 ©1,2837 15,000 ¢ 24,234 21,000 (3,144) 3
M1 lwaukee 1,931 7,036 "0 o o:’ 17,“500'-. 26,467 [ 30,936 4,469 2
o .
ALL STTES 4,041 3,067 2,511 ) '3,550 * iz,‘bs 25,606 © 22,374 (1,230) 28

*Al1l Cost/Benefit calculations done only on properties which were occupied and for which full rehabilitation
expenses were incurred at the time of the second wave of site visits.




Chapter 5

THE NEIGHBORHOOD IMPACTS OF THE DEMONSTRAT ION

Urban homesteading has traditionally been carried out to serve
two purposes. In the first place, it is a housing program designed
to confer the benefits of homeownership on lower-income households
by making use of the existing housing stock. Secondly, it has
traditionally been perceived as a useful tool for neighborhood
stabilization, By removing the blight of unocccupied and
deteriorating properties, it is hoped that urban homesteading can
serve to encourage other neighborhood residents to maintain and
improve their properties. In this way, urban homesteading,
especially when carried out in conjunction with other neighborhood
conservation efforts, may assist in the stabilization of urban
neighborhoods. It is for this reason that HUD's urban homesteading
efforts have, since the beginning of the program in 1976, required
local governments to focus their urban homesteading programs on
designated neighborhoods in which other neighborhood stabilization

activities are underway.
The evaluation of the original Urban Homesteading Demonstration

conducted between 1976-80 dedicated conslderable resources to the
examination of the neighborhood stabilization impacts of urban
homesteading. The findings of that evaluation, based on a
three-year longitudinal study of changes in 40 neighborhoods,
provided powerful statistical evidence that urban homesteading does
indeed contribute to the improvement of properties in the immediate
vicinity of the urban homesteading properties. A similar
investigation of those 'spillover' effects, albeit on a much more
modest scale, was conducted as part of the evaluation of the local
Property Demonstration. The design and findings of this

investigation are now reviewed.
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5.1 Impact Study -

The Impact Study examined changes in properties on the same
block as the homestead properties selected for the Local PrOperty
Demonstration over a period of 12 months. On each street on which a
property had been acquired for the Local Property&Demonstrétion,
observations were made on the vacancy status, condition of exterior
paintwork and structural condition of 1 in 3 of all the other
properties on the same block. These observations were made in the
summer of 1986 and again, for the same properties in the summer of
1987,

To examine the effects, if any, of urban homesteading on
properties in the immediate vicinity of the homestead properties,
comparisons of change were made between blocks where the homestead
property was occupied and blocks where the homestead property was
unoccupied at the time of the second survey. The reasoning was that
it is the renewed occupancy and associated rehabilitation of the
urban homestead which might be expected to produce spill-~over
effects. Statistical comparisons between blocks were made in terms
of the percentage of properties occupied, the percentage of
proﬁerties with no apparent structural defects, and the percentage
of properties with exterior paint and exterior paint trim in good
condition. The analysis was performed using multiple regression
analysis.l

The results of this analysis were quite striking. The effect
of occupancy of the homestead property was positive and
statistically significant in each of the four regressions.
Occupancy of the homestead appeared to increase the percentage of
other homes occupied, the percentage of other homes with no
structural defects and the percentage of homes with paint and paint
trim Iin good condition. The size of the effect was larger if the
initfal condition of the other properties on the block was poor and
it was less marked when the initial condition of the other

properties was relatively good.

1The regression results are presented as appendix te this
Chapter.
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These findings are consistent with the findings of the 1976~80
study of the impacts of urban homesteading properties in the
immediate vicinity of urban homestead, The evidence that urban
homesteading works both as a housing program and a neighborhood

stabilization program is, therefore, quite formidable.

"

=55a.



Appendix to Chapter 5

IMPACT STUDY ANALYSIS

To analyze the neighborhood effects of the homesteading
process, blocks on which the homestead property was unoccupied ’

versus occupied at the time of the second wave of site visits were
compared. The dependent variables (in the four regressions) were

the recorded second year percentages for the following: .
1. Homes whose Exterior Paint was rated 'Good' (PEG2)
2. Homes whose Paint Trim was rated 'Good' (PTG2)

3. Homes whose Structure was Rated "No Defects' (PND2)

*

4, Homes Occupied (POC2)

These variables were regressed on:

1. the dependent variable's recorded wave lipercentage,
i.e., PEGl, PTGl, PND1l, and POCl, respectively;

. 2. a dummy variable for the wave 2 occupancy status of the
homestead (1 = occupied, 0 = vacant): OCCUP;

3. an interaction term of the two independent variables, ile.,

PEG1 * OCCUP, PTGl * OCCUP, .PND1 * OCCUP, and POC1 * QCCUP,

respectively. , )
Theory would prediect a coefficient on the wave 1 percentage variable-
of close to one, i.e. little predictable change in the condition or -
occupancy of homes on a block is anticipated from-one year to the next.
Also, if the homestead program is having an impact, the coefficient on the
homestead occupancy dummy should be positive and statistically

significant. The regression results are presented in Table 5,1.
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Table 5.1

REGRESSION RESULTS FOR IMPACT ANALYSIS
(t-statistics are in parenthesis)

(1) Percentage of Homes whose Exterior Paint Rated 'Good'

PEGZ = ,92 PEG1 + 18.21 OCCUP - .22 (PEG1 * OCCUP)
(14.55) (2,39) (-1.57)

(2) Percentage of Homes whose Paint Trim Rated 'Good'

PTG2 = .96 PTG1 + 17,77 OCCUP - ,25 (PTGl * OCCUP)
(12,92) (2.11) (~1.58)

(3) Percentage of Homes whose Structure Rated 'No Defects'

PND2 = 1,08 PND1 + 48.34 OCCUP =~ ,65 (PND1 * OCCUP)
(19.14) (5.11) {(-4.86)

(4) Percentage of Homes Occupied

POC2 = .95 POC1 + 67.36 OCCUP =~ .69 (POCL * QCCUP)
(29.82) (3.15) (-3.086)

As anticipated, the coefficient on each of the first vear
percentage variables is quite close to 1 and significant, This
supports the theory that little predictable change in structure 6r
condition occurs on its own. The coefficient on the homestead
occupancy variable is always positive and significant. These
coefficients lend support to the theory that homes on blocks where
the homestead property becomes occupied have undergone more
improvement than homes on blocks with vacant homesteads.

The coefficient on the interaction term, however, which is always
negat ive, suggests that the occupancy of a homestead had more of an

impact on blocks where the ratings were less good in the first wave.
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Chapter 6

POLICY IMPLICATIONS OF THE LOCAL FROPERTY DEMONSTRATION

The Local Property Demonstration was a demonstration to test a
new approach to the acquisition of properties for use in local urban
homesteading programs. The evaluation of the Local Property
Demonstration examined how this approach worked and also looked:at
how the urban homesteading was working after the properties had been
acquired, In this concluding chapter, the implications of the
Demonstration for ongoing Federal urban homesteading efforts are

examined.

Acquisition Policy

Urban homesteading has traditionally served two objectives:
(1) to increase the supply of lower income housing through
homeownership; and (2) to remove blight and assist imn the
stabilization of neighborhoods at risk of decline. Both objectives
have been well served for over 10 years by making available vacant,
foreclosed 1-4 family properties from the HUD, VA, and FmHA
inventories for use in local urban homesteading programs.

The characteristics which make a property a good candidate for
urban homesteading ~ typically vacancy and deterioration - are not
confined to the inventories of federally insured, foreclosed
properties, however. It made sense, therefore, to consider ways in
which HUD could assist local governments to acquire other proprties
for use in local urban homesteading programs. This was the genesis
of the Local Property Demonstration.

The Local Property Demonstration provided governments with cash

to acquire properties subject to certain limitations:
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1. Properties had to be “"substantially within the tax
foreclosure procedure”.

2, Properties could not be cccupied "by a person legally
entitled to reside there”.

3. Properties had to be "in need of repair”.

4, The maxipum reimbursement by HUD was $15,000 plus closing

costs per propetrty.

It 1s clear from the experience of the Demonstration that there
are significant questions as to the desirability and workability of
the tax foreclosure criterion. Strictly interpretgd to mean two or
more years delinquent in tax payments, the tax foreclosure criterion
may limit local governments to properties In such poor condition
that they cannot be homesteaded without significant write-downs of
rehabilitation costs. \Furthermore, it is not clear that tax
delinquency is a useful way of identifying those properties which
are sujtable for urban homesteading.

The experience of the Demonstration also suggests that the tax
foreclosure criterion may be unworkable. The dilution of this
requirement in some of the Demonstration cities illustrated its
potential for uninFended congequences, as some would-=be sélletrs
qualified their properties by not paying local taxes. Given the
widespread reservationg about desirability of the tax foreclosure
requirement, efforts to make it more workable are probably
misplaced. For these reasons it is recommended that the tax
foreclosure requirement be eliminated in future Local Property urban
homesteading efforts,

This should not be construed to discourage local governments
from making efforts to expedite the process of acquiring tax
delinquent properties for use in urban homesteading or other
programs, To the extent that this can be achieved it will improve
the physical condition of the properties that are acquired and make

them better candidates for urban homesteading.



The requirement that properties be vacant found gemeral

acceptance and proved workable in the Local Property Demonstration.
Some local officials believed that’ the vacancy requirement should be
waived for owner occupants, but no one believed that urban
homesteading should be undertaken in situations where statutory
relocation assistance payments would be required. Given that one of
the goals of urban homesteading is to return unoccupied properties
to the occupied housing stock, thereby increasing the supply of
housing, we believe that the vacancy requirement is a sensible one.
Relaxing the vacancy requirement for owner occupants might permit
rehabilitation of some run-down properties, but would not create
additional housing units. |

No issues arise relating to the criterion that properties
acquired for homesteading be in need of repair, but there are some
questions as to the reasonahleness of the 415,000 limitation on
Section 810 reimbursement amounts. It was certainly the experience
of some cities that $15,000 was not enough to get control of a
property in good enough condition to homestead and accordingly
several of the Demonstration cities contributed their own funds to
supplement the Section 810 acquisition dollars. The willingness of
these cities to do this suggests that the $15,000 limitation did not
significantly impede the Demonstration.

In reviewing the experience of the Demonstration it is worth
remembering that any city 1s at liberty to use its (DBG funds to
acquire properties for use in urban homesteading. The Local
Property Demonstration increased the incentive to homestead
properties not held by HUD, VA, or FmHA by heavily subsidizing their
acquisition through the use of Section 810 allocations. The issue
for future Local Property urban homesteading is whether a 100%
subsidy witﬁ a $15,000 ceiling is a more effective incentive than a
lower percentége subsidy with a higher ceiling. Conventional wisdom
suggests that some form of matching grant arrangement, such as a
75:25 Federal ~ Local Government sharing arrangement, might increase
the number of properties homesteaded through more efficient

leveraging of Section 810 dollars. ,
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There is no question that the extension of urban homesteading
to include privately owned 1-4 family properties is a good idea.
What makes a property a good candidate for homesteading is its
physical status (the need for, and cost, of repairs), its vacancy
status and the condition of its immediate neighborhood. None of
these criteria are usefully related to whether it is publicly or
privately owned or, indeed, to whether the owner is or is not
delinquent in the payment of local taxzes. For these reasons,
strongly supported by the experience of the Demonstration, it is
recommended that Local Property urban homesteading should be a
continuing element of HUD's urban homesteading efforts, but that the
tax delingquency requirement be eliminqted. Consideration should be
given to converting the current 100%, $15,000 maximum grant to a

formula matching grant with increased ceiling amount.

Pesign of the Regular Program

The study of the Local Property Demonstration provided an
opportunity to evaluate the workings of the regular Urban
Homesteading Program for the first time since 1980, Seven of the
eleven Demonstration cities were already participating in the
regular program and the remaining four cities designed Local Urban
Homesteading Programs which satisfied the regular program
regulations.

The findings of the evaluation on urban homesteading program
operations are generally consistent with the findings of the earlier
study. Citles typically exercised considerable discretion with
respect to the way in which homesteaders and properties were

selected and with respect to the extent of the homesteader's
involvement in the planning, management, and performance of the

rehabilitation. The freedom which local governments enjoy in the
design of thelr urban homesteading programs continues to operate to

the benefit of the program. Urban homesteading is evidently working
both as a housing program and as a neighborhood stabilization

program, at least in the eleven cities which participated in the
Local Property Demonstration. We therefore have no recommendations

for changes in the regular program, which is working well.
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APFENDIX

CASE STUDIES




ROCRFORD, ILLINOIS

1.0 Background to the Program

The City of Rockford has been a participant in the Urban -
Homesteading Program of the U.S. Department of Housing and Urban
Development (HUD) since the program began in 1974, 1In 1984, a
development specialist, previously in charge of the Regular
Homesteading Program, responded to the announcement for the Local

Property Urban Homesteading Demonstration in the Federal Register.

The application was prepared with-the help of the then senior
finance specialist. The Demonstration was overseen from its
inception by this development specialist who, at the time of the
first visit in August 1986, was also acting neighborhood development
coordinator. The current neighborhood development coordinator, who
had worked on the program as the department's senior finance
specialist, took charge of the Demonstration in the fall of 1986
when the development specialist left.

When the Demonstration ended on July 17, 1987, Rockford had
spent $244,809 to acquire 22 properties. By August 1, 1987, the
city had selected 14 Demonstration homesteaders and had finalized

homesteader agreements with nine of them. B

2.0 Administrative Arraqgements

The Neighborhood Development Division of Rockford's Department
of Community Development operated both the regular urban
Homesteading Program and the Demonstration. The two programs,
regular and local, were thought of by most staff as one unified

program after the properties were acquired.
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The departmental staff invblved at the conclusion of the
demonstration were the neighborhood development coordinator, who had
overall responsibility for both programs (formerly the respon-—
sibility of the development specialist/acting neighborhood
development coordinator); the construction specialist, who was in
charge of property inspections and the rehabilitation process and
management (formerly the responsibility of a senior construction
specialist who moved to the building department); and the finance
specialist, However, because the finance specialist was new in her
position, the neighborhood development coordinator (previously the
senior finance specialist) continued to arrange the closings of
property acquisitions, review applications, and work with
homesteader applicants until the end of the Demonstration in the
sumner of 1987,

The Demonstration was operated by the DCD under the guidance of
the Rockford Homestead Board which sets the major policies under
local control for the regular Urban Homesteading Program. The Board
was composed of one city alderman, two local bankers, one attorney
from the Office of the Public Advocate, and one local realtor.

Rockford's Demonstration and its regular Urban Homesteading
Program experienced a great deal of personmel turnover. In the last
12 months virtually everyone directly involved in administering the
program left the city's employment or switched jobs within the
department of the city. (The neighborhood development coordinator,
development specialist, finance specialist, and construction
specialist were azll new to their positions since the first visit.)
These personnel changes and a perceived shortage of departmental
staff in general caused some staff to feel that the large number of
regular program properties and Demonstration properties that the
city had acquired in the past year had seriously strained if not

overwhelmed the staff's resources.
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3,0 The Urban Homesteading Neighborhoods

At the time the city applied for the Demonstration, the
development specialist respomsible for the regular Urbam
Hbmesteadihg Program chose as the Demonstration target area a part
of the city's Community Development Block Grant (CDBG) area in which
he thought there was the highest concentration of residential homes’
and of boarded-up homes, that is; an area in which 'he thought the
funds for property acquisition could be most quickly and effectively
spént, The neighborhoods he designated were approved by the Urban
Homestead Board and the Rockford City Council. The area chosen for
the Demonstration was smaller than that for the regular prograé
because the development specialist's intention was to concentrate
the program's resources for property acquisition and rehabilitation
in the neighborhoods with the most dilapidated housing. '
K The neighborhoods chosen for the Demonstration had higher
unemployment rates, lower incomes, and worse housing conditions than
city averages. The estimated vacancy rate in the Demonstration area

was about 10 to 15 percent.

4,0 Homesteader Selection

As mentioned above, the current geighborhood development ..
coordinator was in charge of screening potential homesteaders during
most of the Demonstration. She was assisted in this task by another
finance specialist and a secretary. In 1986, there were 199 .
applicants for the Urban Homesteading Program in Rockford, out of ‘
which 27 were found to be eligible for the lottery. The lottery,.q
held at least annually, was the final selection process for
homesteaders, Two homesteaders had been awarded Demoystration .
properties as gf,August 1, 1986, and 14 had been selected.by August
1987, . .

It should be noted that the city haqﬂled the Demonstration
properties and the regular program properties identically after
acquistion. Applicants applied for them in the same way and the
city awarded them in the same lotteries. As far as homesteader
selection was concerned, no distinctions were made between the

Demonstration and the regular program.
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4.1 Stages in the Selection Process

Publicity: The program's application period was advertised in
the local newspapers and a form to request an application packet was
included in an ad in the local free paper. This newspaper is
distributed to all homes in the target area. The application period
was also advertised via radio and a press conference about the
city's overall Urban Homesteading Program which is held every March
by the Mayor of Rockford for this purpose.

Pre-screening: Applications received during the two-week

acceptance period were pre-screened for obvious problems that would
disqualify the applicant, such as bad credit, insufficient income,
or lack of employment.

Interview: Applicants who passed the pre—screening were then
interviewed by a staff menmber who filled out another more detailed
application based on information provided by the applicant. The
applicant then submitted a $25 fee for the required credit check.

Verification: The final step in the process was to verify the

applicant 's employment and savings information with his or her
employer and finmancial institution, and to verify the applicant's
credit history based on the credit bureau's report. TIf the
investigation yielded positive information, resulting in an
acceptable debt-to-income ratio, the applicant became eligible for
the lottery.

Open House: Eljigible applicants were invited to ap open house
for any home for which they qualified. If the applicant attended
2nd indicated interest by adding his or her name to a list available
at the open house, the applicant was included in the pool for the
lottery on that home.

Lottery: At least one lottery was held annually and more often
if it was needed to satisfy the requirement that properties be
conveyed within 90 days of acquisition. The lottery was a good
publicity tool as well as a fair selection method. The publicity
value was enhanced by the presence of the Mayor of Rockford, who

drew the winning names.
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4.2 Definition of Criteria Used

There were a number of criteria used to select homesteaders.
The degree to which these of criteria were used by the Urban
Homesteading Program staff in Rockford and the definitions of those

criteria are presented below.

o Financial capability: An applicant's financial status was
checked via the methods mentloned in Section 4.1 to
determine whether the applicant whould be able to pay off
his or her loan. Two general standards used by the city
staff for the Urban Homesteading Program were that the ratio
of the applicants' housing costs to income should not exceed
28 percent and their debt—to—income ratio should not exceed
35 percent.,

0 Previous housing characteristics: These were considered

only if the applicant lived in substandard housing and met
the other criteria.

0 Personal characteristies: All urban homesteading applicants
were required to be U.S, citizens, residents of Winnebago
County, Illinois, and at least 18 years old.

o Matching family size and house: Large families were
eligible only for homes in which they would not be
overcrowded. Families with more than one child were
encouraged to apply for three bedroom homes.

5.0 Property Acquisition

5.1 Property Acquisition Techniques

The staff of Rockford's Department of Community Development
tested several methods to acquire properties for the Demonstration,
the last of which was the most fruitful. The staff first selected
tax-delinquent, financially-feasible properties from its inventory
of boarded~up structures in the target area. Of the initial 20
properties for which title searches were done and letters to owners
were sent, one response was received. This resulted in Rockford's
first Demonstration property acquisition. Although Rockford had
difficulty meeting the requirement that it had to acquire title to
at least one property within 45 days of the date of the letter of
credit from HUD, two other properties were acquired shortly after

the first through unsclicited inquiries,
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The program then attempted to acquire properties from the local
banks that held mortgages on many of the boarded—up properties.
This failed, as the development specialist found, because the
property Eaxes were always paid up as soon as the financial
institutions toock control.

A third approach, begun in April 1986, was to contact the
Rockford Board of Realtors for leads on potential properties. The
development specialist called this the "Terre Haute tactic” because
ﬁe learned that the Demonstration in that city had had success with
contacting realtors directly. The first letter brought a flurry of
inquiries and many owners interested in selling their vacant
properties in the target area were identified. In Rockford, if a
property owner failed to pay either of the semi-annual property tax
payments, the property was considered to be tax delinquent and was
technically in the process of tax foreclosure. Thus, if owners
interested in selling did not pay their taxes by June 21, and many
did not, the city could then make the offers to buy the properties.

This method allowed Rockford to acquire almost all of its 22

Demonstration properties.
5.2 Problems

According to the neighborhood development coordinator, the most
serious problém over the course of the Demonstration was finding
eligible properties that were tax delinquent. As was the case in
other cities,‘the homestead staff found that most homeowners, even
owners of deteriorated and boarded-up houses, pay their property
taxes on time. In Rockford, if either of the semi-annual tax
payments (due June 1 and September 1) Weré late, the property wa;
considered eligible for the Demonstratiom, Even using this

definition of "in the process of tax foreclosure,” the city was able

to acquire as many properties as it did only because it negotiated
with owners of vacant properties and told them that if they happened
not to pay the next installment of their property taxes, the city

could buy their properties.
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The other major problem, which was experienced by most of the
Demonstration cities, was to find houses inexpensive emough to
acquire and which could be rehabilitated for abour 20,000,
However, the tax delinquency requirement seemed to cause greater

-

concern to the neighborhood development coordinator,

5.3 Property Acquisition Process

According to the "tracking sheet” provided by the development
specialist, the steps in the process of acquiring properties for the

Demonstration in Rockford were:

identify property;
contact owner; .
inspect property;

draft preliminary commitment letter;

send letter to HUD Environmental;

order appraisal;

order title commitment;

meet with seller to formalize offer;

order payoff figures for liens;

close; and

send all documents to HUD,

O OO0 00 OO0 QO g O

6.0 Property Conveyance

The City of Rockford Homestead Board uses an agreement for deed
to convey fee simple title to all homestead properties to
homesteaders once they are selected. For conveyance of
Demonstration properties, the board signed a quit claim deed and,
because all the Demonstration homesteaders received Section 312
loans, an option agreement that stated the board's requirements and
the Section 312 mortgage encumbrance. State law authorizes the
homestead board o convey properties to homesteaders for no
consideration, The development specialist estimated that, during
the first year the average cost associated with conveyance of a

property was $225,
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7.0 Rehabilitation Financing

Three sources of rehabilitation loan financing, all Federal in
origin, were used for the Demonstration program in Rockford.
Primarily, Section 312 funds and the city's Urban Development “Action
Grant fund were used during the first year. These were supplemented
on a case-by—case basis with funds from Rockford's Community
Development Block Grant.,' The development specialist estimated that,
in year one, 50 percent of the rehabilitation fimancing came from
UDAG funds, about 35 percent from Section 312 monies, and about 15
percent from CDBG funds. The finance specialist who was interviewed
during the second visit stated that to her knowledge all the
Demonstration loans in the second years had been Section 312 loans.

Two local banks contributed to Rockford's UDAG fund, which is
used for many purposes other than urban homesteading, so that
Federal matching contributions could be received. One of the banks.
also lent to homesteaders under the regular program but did not do
so for the Demonstration. All staff agreed that the low incomes of

the homesteaders made them in eligible for loans from non-public

s0urces.

8.0 Planning and Mapagement of Rehabilitation

s

According to the Department of Community Development'’s senior
contruction specialist, the major objectives of the Demonstration
program’s rehshbilitation process were to provide safe, sound,
sanitary housing to homesteaders and, secondarily, to increase

property tax revenues in the city,

8.1 Specifying the Work Needed

Once a house had been located and designaged by the development
specialist és a2 potential Demonstration home, the construction
specialist would briefly inspect it to assess whether it would be
financially feasible to rehabilitate. If so, a city Building

Department, Building Inspection Division inspector would conduct a
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structural and mechanical inspection and send a list of recommended
repairs to the DCD. The DCD also sent two contruction specialists
to the home to do a complete exterior and interior inmspection and
recommend any additional items to be repaired or replaced. From the
results of these inspections, a scope of work was written which
specified all work required to rectify code violations and any other
recommended improvements.

The homesteader was allowed to add or delete non—code items
from the scope of work but had to be willing and able to pay for any
additional items. If the rehabilitation planned in the scope of
work was more costly than the homesteader could afford, certain
non-code items were withdrawn if possible, The senior construction
specialist estimated that about two thirds of the changes

homesteaders made to the scope of work during the first year were

additions and that less than a third were deletions.
During the first visit, the senior construction specialist said

that the Demonstration homes were generally in better condition than
the regular program homes because they had been vacant for shorter
periods and had not been boarded up. This cbservation was
contradicted, however, by other homestead staff who agreed at the
termination of the program that Demonstration houses were in worse
condition when acquired than were the FHA or VA houses and thus cost
more to rehabilitate,

The repairs most commonly needed in Demonstration properties

were, in descending order of frequency:

o mechanical -- electrical, plumbing, heating;

o interior -— flooring, carpet; ,

o exterior —-- painting, roof, gutter, siding, storm
windows, steps, driveways; and

0 structural -— severe ones usuwally made rehabilitation too
costly.

73



8.2 Managing the Rehabilitation

After the recommended work had been specified, a contractor was
selected. Rockford's DCD maintained a 1ist of over 50 local
licensed general contractors who were each sent a letter informing
them of upcoming lotteries to choose homesteaders and contractors.

They were also invited to attend open house nights for each of the

properties., Contractors expressing interest in bidding on the work

for a particular house were entered In the Iottery pool from which a

staff member drew three names (or as many as were needed to get

three contractors who agreed to bid). These names were then asked

to submit written bids and at least two had to be received before

any could be opened. A contractor could submit bids for one lottery

only. In Rockford, cost was the only criterion for contractor
selection; low bidder always won. Once the contractor was selected,
the homesteader signed a bid acceptance, and work commenced.
Although sweat equity can decrease the cost of rehabilitation,
it was allowed only if the homesteader could demonstrate sufficient
self-help skills and then only for certain kinds of repairs., At
-minimum, qualified and willing homesteaders were allowed to do-minor
carpentry and all the painting they wanted. More skilled
homesteaders could do other tasks if the DCD staff believed they had
enough cash or credit to buy the material needed, could make the

work meet accepted building standards, and could finish it on
schedule,

9.0 Other Neighborhood Conservation Activity

According to the development specialist, there were not many
strong or active neighborhood groups in Rockford during the
Demonstration, but the city has been the beneficiary of a range of
Federally-sponsored neighborhood conservation and improvement
programs during the last two decades. Of course the block grant
monies mentioned above (CDBG and UDAG) have been used for many .

purposes besides urban homesteading that have improved

neighborhoods, Two of the city-administered programs include the
single~family housing rehabilitation program and the rental

rehabilitation program.-
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TERRE HAUTE, INDIANA

- . . .

1.0 Background to the Program

»The City of Terre Haute operated a number of programs aimed at
rehabjlitating properties before they became unsalvagable, However,
because the Terre Haute housing market was so depressed, the cost of
buying and rehabilitating many of these properties often exceeded
their market values. v

When HUD invited Terre Haute 'to participate in the Local
Property Urban Homesteading Demonstration, the City believed that
the program would provide the needed acquisition funds to rescue
sich properties., The Department of Redevelopment was designated by
the city to administer the Demonstration, and, although Terre Haute
never ran a substantial homesteading program, they believed that-the
experience gained by the city and the Department of Redevelopmeunt in
operating the rehabilitation programs in the past 5 years would .
provide the insight .and capabilities needed to do so.

*HUD awarded Terre Haute $170,000 in Section 810 funds for
acquisition of 12 properties. In the second year,- because of their.
progress, they were given an additional $50,000 in 810 funds. At
the termination of the Terre Haute Demonstration -on May 20 1987,
the c¢ity had acquired 27 properties, leading all eleven ‘

Demonstration cities in the ‘number of properties acquired,

2.0 . Administrative Arrangements ,

The Department of Redevelopment was designated by the City of
Terre Haute to administer the Demonstration., This Department was
controlled by 5 appointed Commissioners under the Redevelopment
Agency laws of the State of Indiana and had been administering-

rehabilitation programs in the city for 5 years.

P
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The Demonstration was managed by the Real Estate Administrator

in the Department of Redevelopment. He was qgrtified by the
National Association of Housing and Redevelopment Officials (NAHRO)
as a rehabilitation finance and construction specialist and was also
a registered appraiser and real estate broker. The Demonstration
Manager was assisted by a rehabilitation specialist who performed
the property inspections and work write-ups, and by two other
persons who assisted in property selection and in helping
homesteaders with rehabilitation-related questions. In the second
year, the rehabilitation specialist assumed some of the functions of
the manager, although the Real Estate Administrator continued to
direct the program. ;

The success of the Demonstration was partly attributable to the
autonomy the manager had in directing the program. The Department
of Redevelopment was very supportive and the Demonstration manager
indicated that he did not face the bureaucratic red tape that many

programs managers often deal with.

3.0 The Urban Homesteading Neighborhoods

Two neighborhoods in Terre Haute were selected for
participation in the Demonstration: Central Eastside and Highland,
both of which were designated as CDBG eligible. As a result, they
had been the focus of many rehabilitation efforts which complemented
the aims of the Demonstration. In addition to meeting HUD's
criteria for low and moderate income areas, they were both eligible
for the Department of Redevelopment's Deferred fayment Loan Program,
Low Interest Loan Program, Rental Demonstration Program, and Rental
Rehabilitation Program. .

The general infrastructure of these neighborhoods was also
being improved as part of the CDBG activities. These—agtivities
included street repaving, curb and gutter repairs and si&ewalk
improvement s.

However, no properties were acquired in the‘Highland area over
the course!of the Demonstration. The program manager aétributed the
lack of sucecess in Highland&to the smaller size of the neighﬁorhood,
lower property turnover rates and the increased rate of private

rehabilitation taking place.
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Although the program manager indicated that the Demonstration
had a positive influence on Central Highland, he did not think it
had a significant impact by itself. However, he did believe that
this program, in concert with all the other rehabilitation programs

in the neighborhood, did have a significant influence.

4,0 Homesteader Selection

Publicity for the Demonstration was provided through
advertisements and stories in the local newspaper and in letters
sent to real estate programs and local churches. The information
provided through these sources consisted of background about the .
Demonstration, eligibility requirements and assurances regarding .
equal opportunity and affirmative action.

Interested individuals were asked to contact the Department of
Redevelopment to receive more detailed information regarding
conveyance conditions, including residency requirements and
rehabiiitation time schedules, interim liability clauses, financing
information and available technical assistance,

Persons who submitted an application were evaluated against
eligibility requirements, and were subjected to credit checks. Some
of the basic eligibility reqﬁirements included income not exceeding
80% of the median area income ad justed per the Section 8 program,
and no other current residential property ownership.

The Homesteader Selection Committee was comprised of the
Demonstration manager from the Department of Redevelopment; a staff
person from the City Housing Authority who was selected for the
Committee because of her experience in selecting Section 8
participants; and a representative from Terre Haute First National
Bank, the local lending institution which was, with the city,
jointly funding the rehabilitation loans for the homesteader. Each
candidate was evaluated and their bankability assessed.

Once the Homesteader Selection Committee reviewed the
applicant 's qualifications and determined that the person was
eligible for tﬁe program, these individuals received notices about

the homestead properties as they were acquired.
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These notices provided a description of the rehabilitation work
necessary for the property and indicated when it was available for
inspection by interested families. At'the inspeciion, a staff
member from the Department of Redevelopment was available to answer
questions regarding the property. . .

Families that were interested in acquiring and rehabilitating
the property notified the Department of their interest. When there
was more than one family wishing to acquire a property, a drawing
was held. This was necessary for only a few properties. If the
Department approved the homesteader's choice, the homesteader would
speak to the rehabilitation specialist to obtain a more detailed
Inventory of what was necessary to rehabilitate the property. ?he
rehabilitation specialist ané the homesteader discussed which
repairs would be mede by the contractor and which would be the
responsibility of the homesteader, The homesteader then submitted
an application to Terre\Haute First National Bank for a
rehabilitation loan. )

In the first year of the Demonstration, five homesteaders were
selected foripréperties, and in the second year, ten more were
selected. The Demonstration manager ind;cated tha; the city
believed their homeekeader selection process was successful, He
felt that one particularly important element was the presence of the

bank officer on the Homesteader Selection Committee.

5.0 Property Acquisition

" Property selection and acquisition were functlons performed
almost exlcusively by the Demonstration manager. Criteria used for

property selection were ranked as follows:

o Condition of Property: the property must have been in a
condifion such that a family meeting the Demoustration
income guidelines could-afford to - 'make repairs and operate
the property.

o Property Tax Status: The property selected must -have been
tax delinquent for at least one month at the time of
acquistion.

. r a % H
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o Occupancy: The property may not have been legally ceccupied
at the time of acquistion.

o Oumer Negotiation: Only properties which the owner had
voluntarily agreed to sell and for which merchantable title
could be passed were selected. ‘

In their proposal, the city indicated that they intended to
acquire properties which owed taxes for more than 15 months. These
tax deiinquent properties had already been identified in a list
prepared by the County Auditor, and were available for the
delinquent tax sale, However, it became clear in the early months
of the Demonstration that this strategy was not successful, The '
city requested additional clarification from HUD as to how early in
the tax foreclosure process properties could be acquired. HUD's
response was interpreted as meaning that properties were eligible as
soon as they were delinquent by one payment. )

The Demonstration Manager then amended the process used to
acquire the homes. The Demonstration Manager interpreted the
requirement that homes need be only one tax payment delinquent to
mean one tax payment delinquent at the time of acquisition, but not
necessarily at the time when they were selected for acquisition.

Two of the properties that were acquired were actually tax exempt.
The city submitted advertisements in the newspaper and contacted
real estate offices for properties which would meet their criteria.
These included a maximum $15,000 acquisition price, two or more

bedrooms, a voluntary sale, and no occupants at the time of sale,

although the property could be occupied when initially identified.
At the same time that the Department was seeking properties through
these channels, staff toured the neighborhoods to 1ogate'additiona11
properties, Letters were sent to the owners of these properties to
determine whe;her they were willing to negotiate for sale.

From these sources and contacts, a list of poténtial properties
was developed., The list was reviewed to eliminate homes that were
outside the target neighborhoods, homes in areas where the
Demonstration manager felt there would be no interest on the part of
the homesteaders, higher priced or very large properties, and houses

that were "too good”. Through these eliminations, a second list was
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developed. A windshield survey of these properties was conducted to

remove homes which were not well sited, required extensive
rehabilitation, or had serious structural defects.

The final list of eligible properties was developed after
on-site Iinspections. The Demonstration manager then negotiated a
price with the owner based on his informal appraisal of the
property. If the parties agreed, a purchase agreement was drawn up
and deed preparation and title examination began.

Initially, the city requested a formal appraisal.of each
property before negotiating with the owner. However, in several
instances, while waiting for the appraisal, the owner decided
against sale to the city. Since the Demonstration Manager had
credentials as a registered appraiser, he felt that he could make a
bid based on his informal appraisal, and that a formal appraisal
could be conducted after property acquisition.

Once a property had been selected as suitable for acquisition,
the process itself usually took 45 days., In the first year of the
Demonstration, fourteen properties were acquired by the Department,
with average acquisition costs of approximately $8130, excluding
closing costs. Thirteen properties were acquired in the second
year, with average acquisition costs of approximately $8200, -
Outstanding liens were reimbursed with the proceeds from the sale.

At termination of the Demonstration, it appeared that only one
property acquired in Terre Haute would not be conveyed to a
homesteader. This property, which was one of the first two
properties acquired, was located across from a neighborhood bar,
which at the time of the acquisition, was closed. A few months
later, the bar was reopened, and two people were killed during two
separate brawls at the establishment. As a result of the publicity
these incidents received, none of the homesteaders were willing to
take this property. Terre Haute received permission from HUD to
remove the property from the Demonstration.

Although pleased with the property selection process, the »
Demonstration manager indicated that in retrospect he would have -

made two changes., TFirst, he would have concentrated his efforts
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with only one real esfate agent, rather than dealing with a number
of them. After adopting this change in the second year, he felt
that this approach was more productive Iin locating properties.
Secondly, the manager strongly believed that the tax
foreclosure requirement for property selection should be waived.
Not only was this a substantial hinderance in acquiring properties,
but the manager indicated that there was no relationship between
this condition and the other aims of the Demonstration. He cited
situations in which a property in need of rehabilitation could not
be homesteaded because of this restriction (e.g., properties
belonging to the elderly or veterans), or situations in which,
because the penalty for non-payment was less than the interest
accrued on the money if held in the bank, the property was tax
delinquent, but not necessarily in need of rehabilitation.

6.0 Conveyance of Properties
In conveying the property from the City of Terre Haute to the

homesteader, a general warranty deed was used which included the
homesteader agreement. Sowe conditions of the homesteader agreement
were that all health and safety repairs be made within 3 months of
conveyance, that city code compliance be met within 12 months, and
that the homesteader must agree to live in the property for at least
5 years. At te?mination of the Terre Haute Demonstration, these
conditions had beeﬁ met In all cases, This method of conveyance did
not preclude the homesteader from obtaining private financing. It
should again be noted that the bank officer from Terre Haute First
National served on the Homesteader Selection Committee, and was
fully apprised of all aspects of the DEdeEtraFion.

The actual cost of property conveyance waé\sbngﬁiyately $35,
which consisted largely of deed preparation costs. - ~—

——

7.0 Rehabilitation Financing ¢
As mentioned earlier, the City of Terre Haute operated a number

of rehabllitation financing programs which consisted of C(DBG funds
leveraged with monies from local lenders. This same arrangement was

used for the Demonstration. The local lender participating with the
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city in the Demonstration was Terre Haute First National Bank. The
city contributed 40% of the estimated rehabilitation costs of the
unit, which averaged about $20,000 per unit, and the bank
contributed the remaining 60%.

The effect of leveraging these funds was to buy down the
interest rate on the loans, so that homesteaders were offered a
fixed, belowmarket—~rate loan for the full rehabilitation amount,
which could not exceed 110% of the after-rehabilitation appraised
value of the house, or $20,000, whichever was less. The interest
varied by term. Maximum term (20-year) rates were 8.53%; l5-year
rates were 8.45%; and 10-year rates were 8.38%. The city originally
committed $96,000 in C(DBG funds for the Demonstration; based on
acquiring 12 properties. However, at the Demonstration's
termination on May 20, 1987, the city had acquired more properties
and so revised the estimate of CDBG funds which would be needed to
approximately $216,000, This was to be leveraged with the Bank's
contribution of approximately $300K-$40CK.

Homesteader applicants were reviéwed for credit worthiness
before selection by the Homesteader Selection Committee, one member
of which was the Assistant Vice President of the Mortgage Loan
Department at Terre Haute First National Bank., If homesteaders
passed the initial financial screening provided by this Committee,
the loan application became more assured. However, each loan
applicant was required to undergo an additional, more extensive
credit check by the Bank, which, for the most part, applied standard
loan requirements. The criteria included a stable working history
(2 years on the current job); 3 credit references; and a 25% gross
income/outgo on the mortgage amount with all obligations, including

4

mortgage, not to exceed 337 of the homesteader's gross income.

-

In general, credit requirements were somewhat looser for the
homesteader than for the other Bank loan applicants. For example,if
a past bankfuptcy was discovered, the Homesteader Selection
Committee investigated the circumstances under which it occurred.

If it appeared due to extenuating circumstances, (e.g., overwhelming
medical bills), an exception was often made in granting the loan to

the homesteader, regardless of the bankruptcy.
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Both the Demonstration manager and the Loan Officer from Terre

Haute First National were pleased with the homesteader selection:
process. At the end of the first year, 7 loan applications from
homesteaders had been approved by the bank. In the second year, 7
or more were approved., None of the homesteaders had defaulted on
their loans, although some who had been approved declined their

loans at the last minute.

8.0 Planning and Management of Rehabilitation

The Demonstration manager, defined three objectives of the

rehabilitation process:

0 To assist in neighborhood development;

o0 To increase homeownership possibilities for families who
might otherwise never own property, and '

¢ To generate economic development in the neighborhood.

The city required that all defects which posed a substantial danger
to health must be repaired within three months of the initial
conveyance and before the homesteader could occupy the property.

The balance of items required to meet applicable local standards for
decent, safe and sanitary housing had to be completed within twelve
months of initial conveyance. The homesteader had to agree to
occupy the property for five years.

The Demonstration manager viewed these work completion
schedules as guidelines as opposed to deadlines, If a homesteader
was continually working on the property and making every effort to
comply, but for some reason fell behind schedule, the program
manager did not feel that he should be "punished”. He also
expressed some misgivings about the 5-year residency requirement,

If the intent of this regulation was to deter speculators from
participating in the program, he believed that a two-year residency
would have been sufficient, He could envision a situation in which
the homesteader, after rehabilitating his home, was offered a better
job opportunity in another city. The residency requirement would

hinder the homesteader under these circumstances.
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Determining what property repairs were necessary was primarily

the function of the rehabilitation specialist, Homesteaders were
allowed to suggest additional cosmetic repairs, the arrangement of

rooms, etc.
The decisions regarding who was responsible for various repairs

was ultimately left to the homesteader. However, the Department of
Redevelopment attempted to counsel these individuals against
undertaking more than their skills or past experience would
dictate. Whereas homesteaders were encouraged to paint and perform
other minor repairs to save money, they were discouraged from
attempting electrical, roofing or furnace repairs unless they or
their families had specific skills in that area.

Contractor selection was alsoc the responsibility of the
homesteader. The Department of Redevelopment maintained a list of
contractors who had done acceptable work for the city. However,
property owners were free to select contractors not on that list.
In order for the homesteader's cheice to be approved by the city,
the contractor's estimate for cost of the work had to be within 10%
of the city's estimated cost. In addition the contractor was
required to post a $1000 cash performance bond. The advantage of
this method of contractor selecton was that it allowed homesteaders
to choose people they felt were trustworthy and yith whom they were
comfortable working.

Monitoring the rehabilitation was the joint responsibility of
the Demonstration manager and the rehabilitation specialist. Work
had to meet standards exceeding the general city housing codes and
Section 8 codes. The purpose of the rigidity of these standards was
to assure longevity of the rehabilitation work; materials purchased
and work performed had to be of a quality to last at least 10-20
years., ‘

Two problems arose in the course of the rehabilitation work.
First, it was often difficult to get the homesteaders to complete
the last 5% of the work. As an incentive, the city planned to
withhold some of the rehabilitation funds until all work was
completed., Also, some homesteaders mismanaged their funds, spending

it on things other than their subcontractors.

84w



To solve this problem, the city planned to require that the
homesteaders present itemized invoices, The Department of
Redevelopment could then issue two~party checks to each of the

supplier/contractors based on the itemization.

9.0 Other Neighborhood Conservation Activity

A number of conservation activities in the homesteading
neighborhoods were underway. Streets, curbs, gutters and sidewalks
were being improved as part of the (DBG activities. A number of
loan programs were also available to improve homes for low income
occupants. h

The Deferred Payment Loan Program was available to low incoﬁe
owner occupants, 60 years or older or handicapped. This was a zero
interest loan used for rehabilitation, with payment deferred until
the property tax was transferred to another owner. The maximum loan
available under this program was $16,000,

The city also made available low interest loans by leveraging
city CDBG funds with monies from private lenders in the area,
operated in the same manner as the 60/40 leveraged loans available
to landlords for purchase and rehabilitation of properties, as well
as loans for rehabilitation of already owned properties. Interest
rates were set at 8.533% for 20'years or 8.43% for 15 years.

Properties rehabilitated through these loans had to be available at

a rent affordable by Section 8 guidelines,
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IOUISVILLF, KENTUXY

1.0 Background to the Program

When Louisville received notice from HUD of the existence of
the Local Proprty Urban Homesteading Demonstration, the
administrator of the Regular Urban Homesteading Program submitted an
application to participate. In preparing the application she
consulted with the city's real estate and legal offices. They were
particularly interested in the program since there were a
significant number of abandoned properties in an area in which they
were working. Since many of these properties were not owned by HUD,
they could not be acquired through the regular Urban Homesteading
Program.

The original proposal requested $150,000 for the acquisition of
ten properties at an average cost of $15,000. At the first site
visit in the summer of 1986, only one unit had been acquired, and it
had not been conveyed to a homesteader, They had options on
thirteen properties and were waiting for title reports. TLack of
commitment to the program by the previous city administration and
lack of staff time to work on the program contributed to the slow
start, At the time of the second site visit, however, eight
properties had been purchased, four were being rehabilitated, and
rehabilitation was to begin shortly on three others. Seven
homesteaders had been selected, but none was in a unit.

Several problems slowed program progress in the Demonstration,
the biggest of which, according to staff, was the acquisition of
properties that met all the criteria established by the program.
Properties had to be in the target areas, tax delinquent, have clear
title, be in good enough shape to rehabilitate, yet be affordable to
moderate income people. Title problems in particular eliminated

many properties from consideration.
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2.0 Administrative Arrangements

The Department of Housing and Urban Development was the agency
designated with uvltimate responsibility for administering the
program. The Rebahilitation Division was selected as the operating
agency because they had been administering the regular Urban
Homesteading Program. The city's Real Estate division handled the
acquisitions, The Urban Homesteading Coordinator, in comsultation
with the department head of the local HUD Field Office, was
responsible for setting policy.

Because of the slow start, first-year administrative costs were
low. Approximately 85,000 was spent, $4,000 for staff time and
$1,000 for legal, advertising and appraisal services. During the
second year, administrative costs were approximately $25,000,
$23,000 for salaries and $2,000 for other expenses.

Property acquisition under the Demonstration was much more,
difficult thao under the regular program. In the Demonstration,
lJocating properties and negotiating purchases were added burdens.
According to the Director, “there are no crazy owners who change
their minds in the regular homesteading program”. Moreover, the
incore’ guidelines were stricter -in the Demonstration thanm in the
regular program in that the homesteader's income could not exceed
807 of the median income of the area. This meant that it was harder
to find homesteaders who could afford to rebhabilitate the prbperties
acquired in the Demonstration, because properties were typically in
much worse shape than those acquired from HUD &nder the regular
prdgram. Staff estimated that the houses acquired under'the Locai
Property Demonstration cost between $5,000 - $]5,000 more to

rehabilitate than bouses acquired through the regular program.

3.0 The Urban Homesteading Neighborhood -

The three target areas for the Demonstration were chosen by
staff of the Housing and Pehabilitation Department. They began by
including the neighborhood designated for the regular program and
then added two new areas through a two-step process. The first step
was to exarine census data, code inspection records and abandonment -

rates, Areas which had a 3 percent or greater abandonment rate, a



median income of 80Z or less, and a higher than average number of
code violations were identified. In the second step, positive
attributes that would make the area conducive to revitalization were
identified. These positive attributes included historic district
designations, and major cormercial revitalized areas. Staff felt
that this process worked well for them and were pleased with the.
neighborhoods chosen.

The neighborhoods selected for the Demonstration all have

higher abandonment rates and lower median incomes than the city as a

whole. These rates are shown in the following table. e

Nei ghborhood % abandoned % median income
Parkland 5.5% 55% .
Russell 14,0% 34%
Shelby Park 8.0% 45%

Source: 1980 Census

No new data were available at the time of the second site visit
to assess the impact of the Demonstration on these neighborhoods.
Since most units were still in the rehabilitation process, it was
tco early to gauge impacts in any case. Neighborhood organizations

did not play a role in the program.

4,0 Homesteader Selection

Homesteader selection in the Demonstration and the regular
program were handled the same way. The programs attracted
participants through joint efforts, beginning with advertising the
availability of units through newspaper articles, legal notices and
radio spots., Respondeiats were added to the mailing list and then
sent applications. A trotzl of 996 aﬁplications were sent and 375
were completed and returned. These were screened for city
residence, income eligihility, prior property ownership and
bankruptcies, reducing the number of applicants to 117 qualified
‘familjes, Each time a homesteading unit became available, letters
were sent to all those on the mailing list with the appropriate

family size and sufficient income to afford the unit or units




period and, if they were interested in acquiring it, to drop their

names in a locked box at the house. After the inspection period was
over, ‘a lottery was held at the house, and three names were chosen.
The first chosen was the winner and the other two were alternates.
The first lottery was conducted by the mayor and had good television
coverage,

Later, more emphasis was placed on selecting homesteaders able
to afford. the maximum Section 312 loan ($33,500). Because the cost
of rehabilitating the units often exceeded this amount, the city
began to provide homesteaders with grants or deferred interest loans
from CDBG monies. In order to stretch the public dollar further,

the city chose homesteaders needing the minimum subsidy.

5.0 Proﬁerty Acquisition -

The selection of properties for acquisition was done by the
Urban Homesteading Coordinator in consultation with a person from
the Real Estate Division and the Asgistant Director of Housing.
Their criteria for selecting units included tax delinquency, a
desirable location, three-bedroom units and reasonable -
tehabilitation costs, In the regular Urban Homesteading Program,
the city had found that three—bedroom units were in the greatest
demand, and that the rehabilitation costs for them were lower than .
for the larger units they were acquiring, and so more affordable to -
homesteaders, . .

Tax delinquency for the purpose of the program was defined as
taxes that were six months delinquent, This did.not change during
the course of the Demonstration.

The original process of selecting properties proceeded as
follows:

1. Data were obtained from the Urban Land section of the

department that allow the identification of tax delinquent,
vacant units in the target areas,
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2, A site inspection was conducted to insure that the unit was
vacant and to assess its condition. The condition of the
surrounding structures was also examined to be sure that the,
property was not located next to other abandoned or very
deteriorated structures that were not going to be acquired
and rehabilitated. :

3. The real estate section then located the owners of units
they wanted to acquire, and set up meetings.

4. At the meeting with the owner, negotiations on selling price
took place. Once an offer was made and accepted, a 90 day
option on the property was obtained in exchange for a §1

payment .

5. A title search and appraisal were ordered.

6, If the title was found to be marketable, a rehabilitation
specfalist estimated the cost of rehabilitation.

7. If the rehabilitation costs were reasonable, a closing was
set.

This process changed over the course of the Demonstration,
however, Too much time and money were being spent on inspections
and on locating owners, only to find that a title was encumbered and
could not be gzcquired. The staff person responsible for
acquisitions ordered fifty-six title searches, only nine of which
had clear titles. At least in Louisville, most vacant, tax
delinquent properties have encumbered titles, The process was
therefore changed so that a title search was conducted first, before
ingpecting the property and contacting the owner.

Contacting the owners was also difficult since many lived
outside the area. The Demonstration staff also discovered'that
formal options on properties-were not being respécted by the
owners, They began instead to offer the owner the appraised value
for the unit and walk away if the offer was not accepted.

The staff person respénsible for acquisition felt that
forclosures were a better way to acquire these properties. By

foreclosing, the properties can be acquired at lower prices and
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title problems are not an issue. Changes in the foreclosure laws

allowing multiple foreclosures to be handled in one court action

made this financially feasible.
The units cost between $6,000 and $16,000, averaging $10,000.

Time involved in acquiring units was said to range from one to three

months,

6.0 Conveyance of Properties

A conditional deed conveyed units to the homesteaders. The
conditions included five~year occupancy, right of inspec}ion and
i

proper maintenance of the unit,

7.0 Rehabilitation Financing

The bulk of the funds for rehabilitating the unfts came from
Section 312 loans acquired by the homesteaders, CDBG deferred
payment loans were issued to make up the difference hetween the -
maximum Section 312 loan and the actual cost of between $38,000 and
$42,000 to rehabilitate units, well above the Section 312 loean
limit. Homesteaders begin payments on these deferred payment loans
after their Section 312 loans are paid off.

Deferred payment loans are made basgd on the yecommepdation of
a loan committee, a group of administrators.in the City's Housing
Department. Some delays in transferring units to homesteaders gere
attributed to the deliberations of this committee, which was also
responsible for cutting out some of the improvements that the staff
and homesteaders wanted to make to the units.

Section 312 loans rather than FHA or conventional loans were
used because they were easier to get and because they carried the
lowest interest rates. With Section 312 loans,.appraisals and
underwriting criteria are not as strict, resulting in more people
qualifying for loans.

During the course of the Demonstration, other financing
mechanisms were explored because of the uncertain availability of
Section 312 monies. These Included mortgages from the Kentucky

Housing Finance Agency and from MISCO, a corporation owned by four
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local banks and involved in lending in high risk areas. Mergers and
high forclosure rates caused MISCO to become inactive, however. The
uncertainty of Section 312 monies remained a problem, causing staff

to spend time researching alternative financing mechanisms that were

not always needed.

8.0 Planning and Management of Rehabilitation

The objectives of the rehabilitation process were to bring
units up to local codes and to make them attractive and desirable,
Because of the $15,000 limit on the purchase price, the properties
acquired were in very bad shape, much worse than the units typically
acquired through the regular program. Most needed all new Y
mechanicals (electric, heating,‘plumbings, new roofs and energy"
conservation improvements.

Most of the repairs made to units were determined by the
rehabilitation specialists. The homesteaders had some 'say in
deciding improvements beyond those specified by the staff 1f they
could afford a larger loan. In most cases, however, homesteaders
were involved only in choosing layouts and colors.

Originally homesteaders were not to be encouraged to take on
sweat equity projects since most of them were working full time.
The staff preferred to present homesteaders with completely
rehabilitated units. Some sweat equity, such as interior painting
and laying floor covering, was eventually emcouraged bowever, in
order to make units more affordable.

Repairs were based on the local housing code and a set of
rehabilitation and contruction standards developed by the Department
of Housing. Homesteaders were responsibile for selecting
contractors. They were given "bid packages" which in turn, they
distributed to contractors, who submitted their bids by a specified
date. The Department then screened contractors for capability-and
selected the low bid from those qualified, The screening of
contractors was particularly important since general contractors in

Kentuck§ are not required to be licensed. In the past, the

'
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Department provided homesteaders with a city—approved list of

contractors. However, homesteaders could then hold the city

responsible for any problems that developed so this process was

discontinued. - . ;-

The orly problem encountered in the rehabilitation process,
according to staff, has been slowness, attributed to Section 312

funds not being available at times and to slowness in loan,

processing., . )
Technical assistance was provided to homesteaders informally.

The program coordinator would explain the process of becoming a
homesteader, and then help applicants through the process as
needed. The rehabilitation advisors also provided assistance by
discussing needed improvements and how to select and deal with
contractors, No formal training sessions were offered.

Monitoring work performed by contractors was the responsibility
of the rehabilitation specialists, who inspected the work when the
contractor applied for his first payment and prior to all subsequent
payments. Over the course of the demonstration, they became
stricter in monitoring the work of contractors before payment,
Contractors were later required to complete a "schedule value” which
detailed the amount of work performed on each line item of the work
order before partial payment was authorized. The city's building
inspectors were responsible for inspecting mechanicals,

The work was to be completed 90 days from the day the loan on
the property is closed. Contractors were selected before the actual
closing, and the contractor was expected to begin work immediately.

Plans for monitoring post-purchase occupancy and the other
conditions in the conditional conveyance included mailing letters to

homesteaders each year with a form to be returned.
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9.0 Other-Neighborhood Conservation Activity

Virtually all other rehabilitation programs in Louisville are
targeted to the homesteading neighborhoods. The (DBG progfam is
targeted to these areas and so is their rental rehabilitation
program. A home repair program for owner occupants is also being
developed for these areas, and the city plans to use newly granted

authority to condemn property to acquire and rehabilitate properties

in these areas. !
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DULUTH, MINNESOTA

1,0 Background to the Program

In 1984 the rehabilitation director at the Duluth Housing and
Redevelopment Authority (HRA) received an invitation to apply, on
behalf of the City of Duluth, for the Local Property Urban
Homesteading Demonstration. The rehabilitation director decided to
make the application because Duluth had begun participating in the
regular Urban Homesteading Program the year before, and there were
many properties eligible for the Local Property Demonstration
available in Duluth. The application was approved by the Duluth
City Council and eventually chosen for funding by HUD.

HUD awarded the eity $140,000 in Section 810 funds for
acquisition of six properties, At the termination of the
Demonstration, $63,969 had been spent for five tax delinquent
properties.

The two Urban Homesteading programs —— regular and
Demonstration —— were initially operated identically after
properties were acquired, Later changes slightly altered the
program operations, Because Demonstration properties tended to be
less desirable in terms of location and quality of comstruction,
separate lotteries were held for regular and Demonstration
homesteaders.

Overall, the staff of HRA believes that the Demonstration has
had very little impact on the neighborhoods, since only five
properties were acquired in its first year. The homestead director
believes that more properties could have been acquired if more than
$15,000, perhaps as much as $30,000, could have been spent on each

property and if tax delinquency had not been a restriction.
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2,07 Admjﬂistrativé'Arrangements : .

"The Duluth Housing aﬁd Redevelopment Authority is reséonsible
for the operation of both the regular Urban Homesteading Program and
the Demonstration. The HRA is, In turp, administratered by seven
commissioners reporting to the city council,

;The Demonstrétion was the cﬁarge of the rehabilitation director
at the HRA'a Department of Rehabilitation., Also involved were HRA's
housing rehabilitation specialists and loan officers. The HRA
worked closely with the staff of the city's Planning and Development
Department in the Community Development and Housing Division.

The primary policy-making body for the Urban Homesteading
Program was the Rehabiljtayion Advisory Committee. This ten—member
committee was comprised of & representative of the building
contractors, .a member of a community action agency, one at-large
member, one city building inspector supervisor, a senior planner
with the city's Planning and Development Department, and one
representative of Nelghborhood Fousing Services (a non-profit CDBG
grantee). The HRA rehabilitation director provided support to ghe
committee. Certain recommendations of the committee needed the

approval- of both the HRA commissioners and the city council,

"

3.0 The Homesteading Neighborhoods

The neighborhoods chosen for the Demonstration were those
originally designated as the CDBG areas by the Rehabilitatiom
Advisory Committee of the Duluth HRA. This area was chosen in 1983
as the site in which the regular Urban Homesteading Program would
operate. ‘The chofce was approved by the seven—mgm%er HRA hoard of
Commissioners and the Duluth City Council. N

In inftially designating the urban hormesteading area,
additional nelghborhoods (approximately onme and one-half census
tracts) were added to the CDBG target area to eliminate what were
seen as artificial boundaries. The CDBG target area was chosen as-

the Demonstration site because the neighborhoods within it had the
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highest concentrations of low and moderate income households, they

contained the oldest housing stock (76 percent of it built before
1940 as opposed to 56 percent citywide), they had most of the city's
FHA and VA foreclosures, and other neighborhood improvement programs
were concentrated there,

The Demonstration manager doubted that the Demonstration alone
mede a discernable impact on the neighborhood. The city viewed the
program as a complement to its other revitalization efforts, all of

which worked toéether to improve the area.

4,0 Homesteader Selection

Publicity. The selection process began with publicizing
properties two weeks in advance of upcoming open houses. Advertise-
ments were placed in local daily and weekly newspapers, including at
least one paper of general circulation, and copies of the print ad
were sent to 20 to 25 community service organizations. In addition,

press releases were sent to all local electronic media,

Application Process.

Open house: Open Houses were held for prospective homesteader
applicants, building contractors, and others. Applicants were not
required to attend these events in order to apply for properties.

Application deadline: Applications were to be received by HRA

14 to 16 days after an open house.

Property inspection: Applicants were able to inspect a

property and apply before or after the open house.

Eligibility screening: Applicants whose incomes exceeded the

program standards, whose incomes were extremely low, who were
minors, or who were not U.S. citizens were disqualified.

Lottery. A two-round lottery system was originally planned.
In the first round, 21 names would bé drawn from the pool of
eligible applicants. Of those 21 names, four would be drawn in the
second round, one winner and three alternates. But, because of an

insufficient number of applicants - ounly nine to eleven per
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property — this system was never put into effect. Later in the
Demonstration, applicants were restricted to bidding on only one
home per lottery, since many homesteaders had been winning
properties they did not want, usually ones with extraordinarily high

rehabilitation costs.,
Financial Check, A credit report and financial verifications

were obtained for the homesteader chosen for each property in the
lottery., If the results of the investigation were positive, an
interview was held between an HRA loan officer and the new
homesteader at which loan terms and the howmesteader's rights and
responsibilities were discussed. The contractor selection process
was also begun at this time. If the selected applicant d4id not pass

the credit and financial checks, the first alternate chosen in the

lottery was brought in for the same process.

Criteria for Selection

Financial: Applicant income could be no higher than 80 percent
of the median income for the area. The annual costs associated with
the homestead (actual debt service) could be no more than 40 percent
of the applicant 's income.

Personal: Applicants were required to be at least 18 years
old, U.S. citizen (if co—applicants, at least one must have been a
citizen), and could not currently own a hore.

Family size appropriate for house: No overcrowiing was

allowed, even if an applicant with a large famlly requested a

smzller home.

5.0 Property Acquisition

The Duluth HRA had problems acquiring properties for the
Demonstration with fair market values less than $15,000 and
estimated rehabilitation costs of $20,000 or less. The advisory
conmittee had decided to limit property acquisition to single-family
homes to avoid burdening new homesteaders with the responsibility of
being a landlord as well as being a homeowmer in a multi-unit

building and to minimize the rehabilitation costs per structure,
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However, rather than change this policy to make duplexes eligible
(as was done in 1985 for the regular Urban Homesteading Program),
the committee and the rehabilitation director decided that the base
for referrals of potential single-family homes should be expanded.

Property taxes in Duluth are payable twice yearly. If the
first payment is in arrears, a property moves technically into the
tax foreclosure process. The rehabilitation director contacted the
county auditor's office to identify tax delinquent properties. The
properties were then visited to determine vacancy or abandonment
status. Most tax delinquent homes were found, however, to be
occupied, since evictions for tax forfeiture were not rigorously
pursued in this economically depressed area. In addition, locating
owners of the few tax delinquent properties that were found to be
vacant was very difficult. As a result, few properties were
successfully acquired through this process.

Several other methods were tried with limited success. Lists
of properties which had had electric, gas, or water services
disconnected were obtained from the municipal utilities. These
lists were then compared to the county assessor's list of tax
delinquent properties in hopes of finding vacant eligible
properties. The HRA's leasing and occupancy specialist also
provided the rehabilitation director with a list of several senior
citizens seeking public housing who were having difficulty selling
their homes. Neither of these methods were terribly productive.

When the HRA staff involved the local board of realtors in the
search for Demonstration properties, they were very much more
successful, Most properties required for the Demonstration resulted
from realtor referrals or independent inquiries from private
parties, 1In the first year, the average acquisition cost of these

properties was $12,000, and in the second, $13,000.
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The authority to acquire properties rested udth the HRA
commissioners. However, the actual selections, ‘as recommended by

the rehabilitation director, were first reviewed by the
Rehabilitation Advisory Committge and then sent to the commissioners
for approvai at one of their regular meetings. Before recommending
properties-for selection, the rehabilitation director used his
judgment and relied on the building inspector's opinion. He also
checked the zoning for the area in question and reviewed the most
recent building inspection report done by the housing inspection

staff.
The major steps in the acquisition process, which together
usually took about 60 to 90 days, follow in chronological order.

0 HRA received a referral from a realtor or notice from the
assessor's office that a property seemed to qualify for the
Demonstration. .

o The rehabilitation director inspected the property and, if
it looked acceptable, attempted to contact the owner to
determine interest in selling according to the program
requirements.

o If the owner was willing to sell, the rehabilitation
director arranged for the Rehabilitation Advisory Committee
to inspect the property,

o The rehabilitation director ordered an appraisal by a fee

appraiser of the property before (if it looked good) or
after (if it looked questionable) the committee saw it.

o Once the appraisal was received, the committee met and
recormended to the HRA commissioners whether or not to buy
the property.

o If the committee approved, HRA made an offer to buy the
property from the owner for the appraised fair market value.

o . The owner accepted the offer by signing an option agreement
which stated that the owner intended to sell the property to
" HRA, within a given time period, but which did not obligate

the HRA .to buy the property. :

o The HRA Board of Commissioners approved the purchase of the
property.
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o A title examination was ordered and, once receijved, the HRA
staff attorney checked the title to find what liens or other
payments must be made in order to buy the property.

o HRA requested money from HUD; HUD transferred the funds.
HRA closed with the seller, who signed the deed, distributed
checks to the seller and others mecessary to clear title,
and collected receipts for the monies distributed.

Problems

As mentioned, the difficulty locating eligible properties was
the main obstacle the eity faced in implementing the Demonstration.
The homesteading director stated that $15,000 was not sufficient to
purchase homes that fit HUD criteria, that it was impossible to
rehabilitate most of these homes for the $20,000 limit set by tﬁe
city, and that it would have been better for the city to have the
option to demolish some of these structures and have a vacant lot
than to have vacant, deterforating, tax delinquent houses which are
not cost-effective to rehabilitate. It was recognized, of course,
that while the City always has the option to demolish properties,
the acquisition ccs;s for properties which are not homesteaded

cannot be defrayed from Section 810 funds.

6.0 Conveyance of Properties

The method of conveyance used in the homestead program in
Duluth was a land contract or contract for deed. This method was
used for both the regular and Demonstration programs. The
rehabilitation director said the cost of conveyance (deed
preparatrion) was negligible,

If HRA bought a property and did not transfer it to a
homesteader before October 1 of a calendar year, the taxes were due
on qhatnproperty for the following year. The property remained
tax—exempt until the homesteader moved in and the homesteader could

apply for the property tax abatement for up to four years.
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7.0 Rehabilitation Financing

All but one of the rehabiljtation‘loans for the homesteading
program in Duluth were financed with Section 312 funds. This source
was sufficient and there have been no problems with this financing
arrangement , although it was sometimes difficult to get the Section
312 funds in a timely fashion, so that rehabilitation was sometimes
delayed.

In general, no local lenders participated in the Demonstration
because applicants for this program had incomes no greater than 80
percent of the median for the area (e.g., two—person household
maximum was $17,050) and thus could not qualify for private loans.
However, because of the excessive rehabilitation costs estimated for
one of the properties, HRA arranged to use private lender funds and
CDBG monies to have some of the needed work done on that property
before placing it in a lottery. Although the rehabilitation on the
property was incomplete at the termination of the Demonstration, it
appeared that'the private lender, who originally held the mortgage
on the property, would provide part of the funding for the

homesteader's portion of the rehabilitation costs as well.

3

8.0 Planning and Management of Rehabilitation

HRA's primary goals for the Demonstration were to bring
standard houses up to code - i.e. make them safe and sanitary —- and
to make further improvements to produce a home to be proud of.

Once a homestead property was located, the rehabilitation
specialist inspected the house with a c¢ity building inspector, and
they drew up a preliminary scope of work, The building inspector
wrote up the code violations, and they agreed on any other
improvements including those which would halt further
deterioration. The homesteader for the property was given an
opportunity to make suggestions regarding non—code item additions,
substitutions, and occasionally deletions to the document. These
suggestions usually concerned the choice of materials, fixtures, or

design details. If any of these changes increased the cost of the

job, they were paid for by the homesteader.
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Most Demonstration homes in Duluth were older than the city

average. The most commonly needed repairs were, according to thg
rehabilitation specialist: heating system problems (including those
necessitating system replacement), interior plaster cracks, and
dilapidated window frames and moldings.

Initially, HRA was involved in the contractor selection
process, but as the program evolved, it was usually left to the
homesteader to select a licensed and bonded contractor whose bid was
equal to or less than the price estimate for the work. As explained
the first year by the rehabilitation specialist, the bid information
for each property was posted on a bulletin board at the HRA offfpes
for review by contractors interested in bidding on these L
properties. The bid acceptance period was two weeks, and the ‘
rehabilitation specialist would review the bids received with the
homesteader to seiect the best one. In some cases, the homesteader
requested names of contractors from which to choose and HRA would
provide these. In other cases, according to the rehabilitation
specialist, he would refer homesteaders to the yellow pages of the
telephone directory to find contractors.

Sweat equity, or labor by the homesteader, could decrease the
cost of rehabilitation, but the rehabilitation specialist said that
homesteaders generally did not have the skills necessary to perform
most of the required work. Contractors did all.electrical and
plumbing work, but homesteaders were allowed to paint, install
insulation, or do carpentry if they could demonstrate abiltity to do

so. Overall, sweat equity was not encouraged unless the homesteader

was extremely interested and able.

9.0 Other Neighborhood Conservation Activity

Among the many activities other than urban homesteading which
conserved or improved neighborhoods in Duluth, the senior planner of
the city's Planning and Development Department mentioned the
following:

o Neighborhood Housing Service: An agency in Duluth that uses,

(DRG funds to purchase vacant homes and transfer them to
community groups.
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Rental Rehabilitation program: Operated by HRA,

Property Rehabilitation program: Operated by HRA with CDBG
funds.

Section 312 Loan program: Operated by HRA.

MHFA Loan program: State funds administered directly by the
Minnesota Housing Finance Agency (formerly through HRA and
local lenders) for lower income borrowers.

CDBG capital improvement projects: Improvement of streets,
sidewalks, and storefronts.

Single Room Occupancy (SRO) housing: Funded through CDBG
funds and grants from foundations.
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OMAHA, NEBRASKA

1.0 Background to the Program

v

The City of Omaha was granted $200,000 in Section 810 funds for
the acquisition of 20-25 tax delinquent properties. '-With mo;e than
25,000 delinquent or foreclosed properties available through the
Land Revitalization Authority, the City‘félt confident it could.
achieve this goal.

It was believed that the Local Property Urban Homesteading
Demonstration could be folded easily into the regular Urban
Homesteading Program. This program began in 1979 in a four- or
five-block area called Erskine Park and has been quite successful,
conveying about 40 properties a year.

Several problems arose in acquiring and disposing of properties
which caused the Demonstration to be less successful than the
Regular Urban Homesteading Program:

=The tax foreclosure process is lengthy and was unsystematic
when the Demonstration began.

-A large proportion of the delinquent properties surveyed were
occupied and thus ineligible for the progranm.

-Many homesteads could not be rehabilitated for under $27,000
and, of those that could, post-rehab appraised values were
often less than projected rehab costs,

~The needs and desires of potential homesteaders were not met
by the two homesteads that were acquired.

These problems led the City to agree to relinquish $100,000 in
August, 1986, and $78,530, the remainder of its grant, in February,
1987. These funds were then distributed to other areas where they
could be better utilized. At the time the City stopped looking to
acquire tax delinquent properties, it had utilized $21,470 of its

Section 810 Grant to acquire two homesteads.
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2.0 Adwministrative Arrangements

The Demonstration program in Omaha is managed by the Community
Development Division of the Planning bepartment, along with a
Homeste;d Selection Committee made up of uncompensated employees,
COne interesting feature of the Omaha program i1s the role of the Land
Revitalization Authority (LRA). The LRA is a tripartite
organization which includes Douglas County, the Omaha Public School
District, and the City of Omaha. It functions as owner of '
properties acquired by its member organizations, and has a standing
bid on all foreclosures by the county in the amount of foreclosure
costs and tax arrearages., The LRA was therefore a logical source of
properties for the Dewonstration. However, the LRA is unable to
sell acquired properties for two years (because of redemption
rights), and has no authority to secure or maintain the properties

c

it owns, The director of the Demonstration program is‘also the

director of the IRA,
No problems were cited in the administrative aspects of the

homesteading program.,

3.0 The Homesteading Neighborhoods

T

The Erskine Park area was selected as a target area after a
block-by-block housing survey was conducted. The area had the
lowest incomes, highest unemployment, and-the greatest number oé
foreclosures and vacancies. '

The Demonstration neighborhoods were selected before the
Demonstration began. They were selected in 1982 when the regular
program was expanded beyond the Erskine Park area, and two
contiguous areas were designated, The Urban Homestead Area North is
predominently black. The Urban Homestead Area South, which borders.
the Missouri River, is predominantly ethniec European, with a
signficant Hispanic community and some blacks. The housing stock in
both areas is primarily single-family homes, and both areas include
some commercial and industrial regioms.

Officials wanred to expand the area still further, but found

that they were utilizing all areas that met the necessary criteria.
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The coordinator noted that, even if conveyed, there was little
possibility of the Demonstration properties affecting the
nei ghborhoods since there are only two of them. He indicated that
average incomes, number of tenant-occupied homes and other relevant
statistics in these areas remained exactly the same during the past
- two years, The areas have not experienced a large problem with
abandoned homes.

Many of the houses in the expanded Erskine Park area were
undesirable to potential homesteaders. They are quite small, about
750 square feet, and built on concrete sJabs. Built during WWII,
the workmanship is fairly shoddy, and maintenance costs are high.

One of the two acquired homes lies in a neighborhood which is a
bit rough, with all adjacent homes tenant occupied. Such areas are
found to have much higher crime rates than areas of home ownership.

All homestead properties to date have been located within low
and moderate income census tracts, and this trend was expected to

continue.

4,0 Homesteader Selection

Homesteads i{n Omaha are packaged in groups of about eight
homes, known as increments. Advertisements were placed in the Omaha

World Herald and the Omaha Star and included photographs and brief

descriptions of each house, Applications were then reviewed and, of
those that qualified on credit and employment grounds (two years
consecutive employment were required), three were selected at random
to attend the open house. Only those three applicants were allowed
to see the inside of :the house and to receive a work write-up and a
cost estimate. Interviews with each of these candidates by loan and
rehab specialists determined final selection.

The two acquired properties have not been conveyed. The
coordinator feels this had little to do with the selection process
itself, as about 40 homesteaders per year are selected in this
mannetr in the regular program.

The homestead coordinator instead cited several other reasons

that these homes had not yet been conveyed:
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5.0

properties. Several problems arose:

(1) Expectations of applicants regarding condition of“the'h
houses were high and coupled with a lack of vision and an
‘unwillingness to commit to repaying the rehabilitation loans.

*+

Many said they simply didn't like the houses.

(2) An ‘increasing demaﬁd'for larger houses could not be met by
the Demonstration homes nor, by most of the homes in the
regular program.

o

.

(3) Homesteaders chosen to attend the open house for a
particular Demonstration home may not have expressed an
interest in that house. This occurred when the home they
listed as their first choice was unsuitable for the size of
their family, in which case they were reassigned to another
property. )

(4) Demonstration homes, typically vacant for many years,
suffered in comparlson to other HUD homesteads, often remodeled

"and recently occupied.

Property Acquisitiom S

The LFA was the planned acquisition ground for tax delinquent

1, Many of the properties which had undergone tax foreclosure
were already vacant lots by the time they were surveyed
because of the City's aggressive condemnation procedure
regarding vacant or abandoned homes.

2. Many of the delinguent properties were still occupied,
making them ineligible for the program. When the program
began, the process of tax foreclosure was very slow and the
City was far behind In processing delinquent homes. No
systematic procedure for dealing with delinquencies was in
place. Tenants or owners felt free to stay until evicted.

-

3. By the time many homes were processed, rehabilitation was
prohibitively expensive. The Tax Assessor's Office finally
began to process the City section-by-section but, even if no
longer occupied, homes were often as much as 14 years
delinquent by the time they were reached, and significant
deterioration had taken place.
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The officials were adamant about maintaining the original HUD
definition of "substantial tax delinquency.” They noted it was not
uncommon for whole blocks of homes to be more than a year delinquent
and felt it would be unfair to subject such occcupants to eviction.
A variety of community development programs work to assist in and
facilitate the repayment of back taxes Iinstead of encouraging the
owners to sell,

When attempting to locate\Properties through means other than
the lists provided by the LRA, the City of Omaha was particularly
careful not to trigger the Relocation Assistance Act. Their ads
stressed the importance of a voluntary sale by the owner. (They did
get around this by approaching some owners directly when they
learned that they were willing to sell.) They relied on windshield
surveys, as well as tips from inspectors and community groups, to
determine which homes might be available. 7 .

When finally locating an unoccupied, tax delinquent home, they
were faced with a 327,000 rehabilitation limit, imposed by the City
Council, which was often insufficient to bring the homestead in
question up to Property Rehabilitation Standards.

Two final acquisition problems arose once a potential homestead
had passed all preceeding tests:

1. The City was unable to give a tax-delinquent owner a

windfall profit by offering more than the appraised value.

Yet some owners were not willing to sell their properties at
or below fair market wvalue,

2. The post-rehab appraised values were sometimes less than the
rehab costs. Since under Section 312, homesteaders can only
borrow up to the post—rehab appraised value amount,
conveying such properties would require that the City dig
into its already over—demanded CDBG funds., Considering that
rehab loans are often written down even further depending on

income, conveyance of such properties would have diminished
available CDBG funds.

To deal with these problems, the coordinator made three
requests of HUD, all of which were turned down for regulation

reasons:
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=Allocation of additional Section 312 funds to write~down rehab
costs rather than digging into CDBG funds.

—Permission to offer tenants minimal relocation assistance,
thereby freeing them to consider occupied homes while not
triggering the Relocation Assistance Act.

—Permission to acquire tenant occupied homes, giving tenants

first priority at homesteading.

A new county attorney has overhauled the tax foreclosure
system, instituting foreclosure proceedings against all properties
delinquent six months. This resulted in a rate of 120 parcels per
week being processed. With Nebraska's two-year redemption plan,

these homes could be acquired at the Sheriff's auctfon in 1988.

6.0 Conveyance of Properties

The Demonstration properties are conveyed to homesteaders in
the same manner as the regular program properties. The city
executes a “"Section 810 Homestead Agreement” with the selected
homesteader under which the homesteader agrees to repair the
property, occupy it within 90 days of loan closing, and reside on
the property for five years, Title to the property.is. then conveyed
by a warranty deed which provides for title to revert to the city in
the event that the homesteader defaults on the terms and conditions

of the Homestead Agreement.

7.0 Rehabilitation Financing

All Omaha urban homesteads were financed using Section 312
loans. Section 312 loan processors participated in the homesteader
selection to insure that the homesteader met Section 312
underwriting standards. In some cases, depending on the
homesteader’'s income and post-rehab appraisal value of the broperty,
local CDBG funds were used to write down the financing costs. In

all cases, the city was willing to write down the loan amount to the

post-rehab appraised value.

~1i2-



No rehabilitation occurred on the acquired Demonstration
homesteads, but the coordinator has contracted for $20,000 of
exterior repairs. These repairs, financed entirelf through CDBG
funds, lower the rehabilitation cost and make the homes more
attractive to homesteaders.

When conveyed, the City will offer 20-year mortgages, as well
as Deferred Payment Loans (DPLs) to qualified applicants. With a
DPL, the loan is forgiven if the homesteader occupies the property
for 10 years.

No state or private funds have been used in the homesteading
program. Federal funds are not earmarked for the rehabilitation of
the Demonstration homes but will be available if the homes are

conveyed.

8.0 Planning and Management of Rehabilitation

Sweat equity was not encouraged in Omaha as it Is strongly felt
that the necessary work 1s too extensive to be left in the hands of
the homesteader.

When homestead properties are conveyed, the major repairs
(those necessary to bring the homestead to minimum health and safety
standards) will have to be completed by contractors within 90 days.
Contractors favored by homesteaders would be welcome to enter bids,

but the final choice is made by the Planning Department.

9,0 Qther Neighborhood Conservation Activity

There exists a variety of other Community Development Programs,

including:

The Reinvestment Area Program (RAP): This program was created
to encourage home improvements in older nefghborhoods. It is

financed through FHA insured, Title I home improvement loans,

which are written down using CDBG funds.

Nelghborhood Housing Services: This is a self-help program

which stimulates reinvestment and rehabilitation of homes in
North and Central Omaha through local funds and DPLs.
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Elderly~Handicapped Program: This program provides assistance

to families with elderly or handicapped members by modifying

their homes to make them accessible and usable. It is financed
by loans and DPLs, based on ability to pay.

Also In operation are the home handyman, emergency repair,
energy conservation, rental rehabilitation, and various economic
development programs., The coordinator stressed that all programs

are operated in the same areas as the two as-yet unconveyed .

properties.
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COLUMBUS, OHIO

1.0 Background to the Program

When considering whether to apply for the Local Property Urban
Homesteading Demonstration, the City of Columbus staff, who were
already operating the regular Urban Homesteading Program, referred
to the results of a survey concerning the city's residential tax
bagse that had been performed by the regional office of the U.S.
Department of Housing and Urban Development (HUD), Since the survey
results concerning the viability of operating the Demonstratiom in
Columbus did not appear favorable, the city staff decided to look at
other sources of information. A list of tax delinquent properties
from the county showed what appeared to be a sufficient number of
tax delinquent houses with assessed values of less than $15,000 in
the priority neighborhoods (where the regular Urban Homesteading
Program was already operating) to warrant an application for the
Demonstration. i

Columbus was awarded $250,000 in Section 810 funds for the
acquisition of 15 properties. This was later decreased to
$150,000. Upon termination of their Demonstration on July 17, 1Y87,
they had utilized $108,627 of this award to acquire nine tax

delinquent properties,

2.0 Administrative Arrangements

The agency in Columbus which operated all city housing
programs, including both the regular and Demonstration programs, was
the Neighborhood Services Division (NSD) of the city's Department of
Human Services, Because of budget cutbacks, the position of urban
homesteading director was eliminated and the regular and

Demonstration programs were supervised by two different NSD staff
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members. The person in charge of the daily operation of the B

Demonstration was the division’s assistant administrator. She was
assisted by the rehabilitation and loan staffs in her office and by
the staff of other city offices, including the Office of Management
and Budget and the Real Estate Division of the City Attorney's
Office.

After properties were acquired under the Demonstration and

regular programs, they were operated in the same way. The NSD's

operation of the program was guided by the Neighborhood Services -
Advisory Council. This body was responsible for granting initial
approval of the city's Demonstration application, which then was
approved by the city council, All funding for the program was
administered through the city's Office of Management and Budget
(OMB). The staff of the OMB also executed the actual property
acquisition for the Demonstration after the assistant administrator

at NSD directed them to do so, and after the city council authorized

the acquisition.

3.1 The Homesteading Neighborhoods

Most of the Demonstration neighborhoods e%isted
administratively before the program began. The areas were
originally defined in 1978 as part of a study that Ohio State
University conducted for the city to define its Community
Development Block Grant (CDBG) zone. Before applying for the
Demonstration, the staff member in charge worked with a member of
the city's Neighborhood Information and Planning Office to use local
planning and U.S. Census demographic data broken down by
neighborhood and the city's 1983 application for the CDBG to help
define which neighborhoods would be appropriate for the
Demonstration. Also involved were city planners in the city's OMB
who had data from community surveys and contributed to the
designation of the Demonstration target areas. The result of the
neighborhood selection process was that the regular Urban

Homesteading Program was expanded but, in order to concentrate
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homesteading efforts, the Demonstration priority neighborhoods (as
defined in the Columbus application) were ones in which the regular

program was operating.
The neighborhoods selected were those in which most residents

had low incomes (mean was 80 percent of Columbus average), the
unemployment rate was slightly higher, and the housing stock was
older and more deteriorated. However, abandonment had not been a
ma jor problem in these neighborhoods with many of the tax delinquent
properties occupied. Because many of the eligible properties and
applicants were found in the same areas, it had been the hope of
city staff that people who were already residents of the area would
apply for Demonstration homes in their neighborhoods.

The Demonstration Manager did not believe that the program had
any real impact on the neighborhocds because of the small number of
homes which were acquired and rehabilitated during their

Demonstration.

4.1 Homesteader Selection

Homesteaders were chosen by a loan officer of the Division of
Neighborhood Services who was assisted by various NSD staff
including rehabilitation specialists, Initially, the Demonstratiocn
homesteaders were chosen in the same lottery as for the city's
regular program. However, this was later determined to be
inappropriate because of the differences in the properties acquired

for the Demonstration and those acquired in the regular program.

Steps in the Process

Publicity: Because the number of applicants far exceeded the
number of properties available in each lottery, paid media publicity
efforts were not made. Inquiries were answered by telephone and
those requesting information were sent an application, brochure, and
form letter.

Application Process: Applicants returned their applications

with a 85 payment to defray the cost of a preliminary credit check,
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and to discourage submission of frivolous applications. NSD staff

verified each applicant's employment information and, if employment,
income, and credit information was acceptable, the applicant was
interviewed.

Open House: Applicants found to be qualified through the above
process were invited to inspect available properties. They could
then sign up for the lottery for any property for which their
financial ability and household size were appropriate.

Lottery: One applicant per home was chosen to be the

homesteader in a public drawing.
Winner's Conference: Rights and responsibilities of the.

homesteader and the city were explained, conditional conveyance

document s were signed, and contractor selection was Initiated.

Criteria for Selection

Financial:

¢ Income -- at least 3800 per month and no more than 25
percent of income needed for housing costs.

o Debt and Credit -~ a debt-to—income ratio no greater than 35
percent and an acceptable credit history (mo bankruptcies or
collection service problems).

Personal: Applicants were required to be 18 years old, U.S.
citizens or registered aliens and could not own real property.

+

Family size appropriate for house: No more than two people per

bedroom, About half of all homesteaders were single people without
families, so this was not often a problem.

One of the homesteaders selected in Columbus was later

disqualified. According to her application, she had three

dependents, However, it was later discovered that one dependent was
23 years old, and her income level exceeded that allowable with two

dependent s,

5.0 Property Acquisition

The major problem which hindered Columbus throughout the

Demonstration was locating properties which could be acquired for
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$15;000 or less and rehabilitated for less than $20,000, an amount
‘imposed by the City, By the end of the first year, only four
properties had been located. The city was somewhat more successful
in the second year, acquiring five more.

A number of methods were used to find these properties. The
search for eligible properties from the county assessor’'s list of
delinquent properties yielded only omne home for the Demonstration
out of over 300 on the list. Other strategies used to discover
vacant or abandoned homes that might be tax delinquent included
newspaper ads, asking the rehabilitation specialists to report any
such properties they might see while in the neighborhoods, and
arranging with the various neighborhood groups in the target area to
give the city lists of homes in their areas that appeared to be
abandoned, The NSD staff also received advice from the
Demonstration program staff in Terre Haute to look for houses with
“"For Sale” signs in the neighborhoods and to contact local realtors
to inform them of the terms of the program.

These attempts resulted in a number of responses, but again the
recurring problem with these and other properties considered was
that very few could be purchased for $15,000 or less or could be
fully rehabilitated for $20,000 or less. Many of the vacant
tax—delinquent homes in Columbus were large wood frame duplexes which
had been neglected and whose rehabilitation costs would have rum
340,000 to $60,000, making them unaffordable for low or moderate
income people. ‘

As a result of the higher than expected rehabilitation costs,
the city altered the requifed payments on the CDBG rehabiliFation
loans, based on a reasonable menthly payment, usually based on the
homesteaders previous ren&. , .

Responsibility for the acquisition process for the

Demonstration was divided between two offices, the Neighborhood
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Services Division and the Real Estate Division of the City

Attorney's Office. The basic steps Iin the process follow.

o Intake: The NSD Assistant Administrator responsible for the
Demonstration located a property and referred it to the NSD
loan officer who had major responsibility for the regular

program as well,

o Inspection: The loan officer and a rehabilitation

technician inspected the property and filled out a form
indicating the work needed and its estimated cost.

o Recommendation: Based on these inspection results, they
recommended to the assistant administrator whether or not to
acquire the property. If acquisition was recommended, the
agsistant administrator at NSD transferred the relevant
information to the real estate projects manager in the City
Attorney's Office who pursued acquisition.,

0 Appraisal: The real estate projects manager requested the
services of a review appraiser, It often took several weeks
before the appraisal was performed because the appraisers
often had a considerable backlog of requests.

o Preliminary Title Commitment: After this was issued, the
appraisal results were reviewed and the fair market value of

the property was determined.

o Offer: An offer was made to the owner to buy the property
for its fair market value.

The longest portion of the acquisition process was obtaining
the appraisal. An attempt was made to shorten this step of the
acquisition process, which often took up to 40 days. First, the
city attorney requested that appraisers perform a preliminary review
of the house to determine if it was in the 815,000 range. This
alloﬁed the elimination of many homes. Second, the city sought
additional apprailsers, generally minority ones. Third, they
instituted the short narrative HUD appraisal form as opposed to the
longer form typically used by the city. Application of all of these
changes shortened the approximately 40 day waiting period to about
15 days. .
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Ii attempting to discover ways in which to solve this problem,

the attorney in the city attorney real estate division indicated
that she contacted many other program managers in other cities; as
well as HUD officials. She indicated that this networking was quite
helpful for other cities as well in developing ways to streamline

the acquisition process.
As in other Demonstration cities, the officials in Columbus

found the tax delinquency criterion for properties to be a major
stumbling block, The city felt that the primary goal of the program
should have been to save neighborhoods, and that this goal would
have been better served if the city could have concentrated iéé
efforts by acquiring several properties on a block, rather than only

the one house on a block which met this eriterion.

6.0 Conveyance of Properties

Homestead properties in both the regular and Demonstration
programs in Columbus were conveyed to the homesteaders in a deed
agreement. It was a conditional agreement, in that all program
requirements were specified and the homesteader could not receive
full title to the property until the five-year residency requirement
(and all others) were met. The disposition process was handled by

the city's purchasing agent in the City Attorney's Office.

7.0 Rehabilitation Financing

All funds for rehabilitation loans to Demonstration
homesteaders in Columbus have been from the CDBG three-percent leoan
program, Intially, the city hoped to utilize funds from the Section
312 program and possibly private funds from the Ohic Housing Finance
Agency, although this assistance never materialized. Columbus
required all prospective homesteaders to seek private financing but
homesteaders were unable to utilize these sources. According to the
NSD assistant administrator, the availability of private loans
through the state's finance agency for Demonstration homesteaders

was not likely because, unlike the regular program participants who
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qualified for and used this scurce more than 90 percent of the time

{the remainder use Section 312 funds), the Demonstration -
homesteaders' incomes, credit ratings, and job histories would not

allow them to meet the financial institutions' eligibility criteria.

-

8.0 Planning and Management of Rehabilitation

= '

Acéd}ding to the NSD's deveiopmeny and rehabilitation
supervisor, the major objectives of the rehabilitation process in
descending order of importance, were to eliminate dgter?orateé
property, to create more séfe and sanitary housing, to give i
opportuyities to low incoge‘people who could not otherwise afford_to
own a home, and, to increase property tax revenue, .

The process used by the city to specify repairs began with a
rehébilitation technician visiting the house and, in a "suggeﬁped
write-up,” identiffing the code violations and sﬁecifying how they
should be fixed. The technician and the homesteader then visited
the home together for three to fivé hours and‘examinéd every surface
in every room. The technician asked the ﬁomesteader how he or she i
wanted the code violations rectified ané explained various repair_'
options with gssociated costs, fhe technician used the i
homesteader's input to draft detailed contractor specificétions )
which may have (if the homesteader was willlng and able) inc]uded a‘
homesteader work proposal explaining what Jobs were to be done by

-

the homesteader as sweat equity.

Rehabilitation contractors were selected through a comblnation
of a homesteader—initiated and a random bid process. The
homesteader was asked to choose two contractors from a list
maintained by the NSD of local building contractors who were
licensed, -bonded and screened (city staff had examined an example of
their previous work), City staff .then added to the,two names
selected by the homesteader two more names from a “rotated 1list™ of
contractors whose names were arranged alphabetically. Bid
specifications were sent to all ﬁour contractors and when the bids
were recelved, copies were sent to the homesteadef who met with the
technician to review them: The homesteader could choose any of the

four, but the low bid was normally chosen.
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The amount' of the rehabilitation loan to be financed was then

determined by adding to the bid amount the cost of. materials for any
sweat equity work to be performed and a contingency of about $1,000

to $1,500 for possible replacement of gas and/or.water lines (which

often became necessary but could not be predicted).
Sweat equity was encouraged but rarely feasible. Because the
homesteader was required to occupy the prpperty within one year of

conveyance, and because occupancy could not occur until all
mechanical system code violations (which made up about 80 percent of
the repairs needed in most homestead homes) were fixed, a contractor
was needed to do this work in almost all cases. Homesteaders were
encouraged to do work such as painfing and wall-paperfng. .

There were two difficulties faced by the"Columbus Demonstration
officiéls. First, the properties which were acquired for the ) :
Demonstration were in greater disrepair than predicted making it
difficult to keep the rehabilitation costs wirhin the homesteaders'
means. The extent of the work involved, combined with
rehabilitation deadlines, preeiuded exrensive use ef sweat equity es
a cost—saving device. The most common problems were mechanical --
electrical, plumbing, and heating - followad by roof system
problems and general kitchen and wall repairs.

Secondly, in retrOSPect the city officials felt it would have
been advantageous to develop a methodrfor making specifications on
the houses more consistent among rehabilit;rion techniciane; '

As of termination of the Columbus Demonstration, one

homesteader had begun rehabilitation,

9.0 Other Neighborhood Conservation Activity

Other antiabandonment and meighborhood improvement efforts

-

active in the Demonstration neighborhoods included:

Housing Rehabilitation Program

Rental Rehabilitation Program

Emergency Repalr Fund .

Self-help Program (mobile tool and paint-up)

0 00 O
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Chores Program

Nuisance Abatement Fund

Environmental Blight Abatement Program
312 Special Project

Abandoned Housing Program

Neighborhood Incentive Program

Vacant Housing Program
Beautification/Landscaping Program
Operation Weatherbeater
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PORTLAND, OREGON

1.0 Background to the Program

The Local Property Urban Homesteading Demonstration in Portland
is operated by the Portland Development Commission (PDC) for the
City of Portland. The coordinator of the regular Federal Urban
Homesteading Program saw that the Demonstration could be integrated
into the operation of the regular program, which had been running
for six years. However, the main reason for the decision to apply
for the Demonstration wa; that there seemed to be a sufficient
number of properties eligible for acquisition. The PDC requested
$500,000 in its Demonstration application and received $250,000,

The two-year minimum tax delinquency restriction proved to be
the most serious barrier faced by the staff. An inability to obtain
clear title to such properties prevented the Demonstration from
operating as smoothly as the regular Urban Homesteading Program.
However, the PDC successfully requested a walver to obtain tax
exempt properties owned by the Housing Division of the Oregon
Department of Commeéce, which greatly facilitated the location and
acquisition of eligible properties. In fact, most of the twenty-one
properties were acquired using this technique, and the staff worked
exclusively with the Housing Division in the second year of the

program,

2.0 Administrative Arrangements

The PDC is the agency specified by the City of Portland for
urban renewal and, ag such, operated the Demonstration. The City,
through its Bureau of Community Development, transferred CDBG funds

to the PDC. These funds are then used to operste programs,

-
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including the Demonstration. The Demonstration was administered by

a project coordinator (the homestead coordinator) in the PDC's
Housing/Special Projects Division who reports to the Board of
Commission of the PDC., The hoard, in turn, is accountable to the
Portland City Council. - i

The only administrative problem was encountered before the
waiver was approved, when it was difficult to allocate the staff
necessary to locate, acquire and close on properties. _Once the
waiver was obtained, the Demonstration ran smoothly, in a manner

almost identical to that of the regular program.

3.0 The Homesteading Neighborhoods

The neighborhood areas for the Demonstration were the same as
those for the regular program. These neighborhoods were first
designated by Portland's Bureau of Development as its Block Grant
target area. To apply for participation in the Housing and
Community Development (HCD) Program, neighborhoods had to be
organized and represented by a neighborhood committee. The City's
Bureau of Community Development then administers its CDBG funds .
through the HCD. However, neighborhoods could be removed from the
HCD program but remain Ain the regular or Demonstration program,

The only formal criterion for acceptance into the HCD program
was that at least 51 percent of the households in the neighborhood
have incomes of no more than 80 percent of the poverty level for the
region. 1If the entire neighborhood did not meet this criterion,
then only those parts of it that did were accepted.

‘The HCD coordinator noted that rather‘than using additional
absolute criteria, they generally‘approach seleotion by comparing
one neighborhood to the-next. She also mentiodned' that while in
earlier years neighborhoods had ,been added specifically because of
their housing needs, the focus had shifted to areas in need of
street improvements. Overall, neighborhoods remained fairly

constant -in the past six years, ‘with only minor ad;ustments.

.t
4 -
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‘The neighborhoods selected:for the Demonstration program had

the following characteristics, as compared with the City of Portland:

Demonstration Areas City Totals

%Z Black Population 56,7 % 7.5%
Median Family Income $12,216 819,522
% of Families Below
Poverty Level 25.5 % 8.4 %
% of Housing in Fair/
Poor Conditien 24 % 8 7
Median Rent $156 3206
Z of Unemployment

White 5.8% - 6.17% -

Black 12,3% 15.2%h

The staff found that the homesteading process works best in‘

neighborhoods in transition--ones that have become neither too -
deteriorated nor too gentrified, HUD encouraged them to narrow
their target areas. They sensed, however, that re-establishing
target zones would create bad feelings in those areas which were ,
consequently denied hHomesteading assistance. They also hesitated to
limit their open options b; narrowing current boundaries.

The two main areas chosen for homesteading have fairly

different characteristics:

(1) The Inner Northeast: Ap area of high-quality housing but
with the worst crime statistics in the city. Because of
substantial crime, drug traffic, and prostitution, property

values are quite low, ..

(2) The Southeast: An area of fairly low-quality housing,
built on concrete slabs during the post-WWII era and not-
necessarily built to code. The neighborhood, however, does
not have the same stigma of crime associated with 1t as
does the Northeast, For this reason, property values are -
much higher and homeowners seem willing to pay much more
for much less.
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One particular benefit of the Demonstration is that it allowed
the PDC to acquire property in the SE that was previously
inaccessible., Although cited as a region which would benefit from
the regular program, the area was not one in which HUD foreclosures
were frequent. Tax delinquent and tax exempt properties, however,

exist in thls area, and some were acquired through the Demonstration.

4.0 Homesteader Selection

Steps in the Process

Publicity: The PDC's office of Public Administration staff
worked with the Demonstration ccoordinator to obtain good media
coverage on at least two events per year. A new Manager of

Communications began in May, 1987. She made two changes aimed at

better marketing the program:

(1) A direct mail firm was used to reach 14,000 apartment
dwellers on the east side of the city who didn't know of
the program. Previously, the mailing went out only to
those who had attended an open house but had not been
awarded a home or to those who had called to express an
interest. The pamphlet was changed to be more attractive
and less bureaucratic,

(2) An advance news release was sent to an expanded group of
broadcast and print media. Three of four major radio
stations advertised the event and three TV stations covered
the open houses. Individual ads for the Demonstration
homes were also placed.

Applicant Inquiries: Potential applicants calling PDC for more

information were provided detailed eligibility requirements by the_
program secretary, who was also available to answer any questions
about the program.

Open Houses: At these events, a list of needed improvements
and their estimated costs was provided, along with a list of all
other homesteading properties available at the time. Preliminary
application forms were also available so that potential homesteaders
could submit them then or mail them in later, These were then

sorted by the PDC into priority and non-priority groups.
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The publicity changes caused the last batch of open houses to
be a big success, yielding 1,463 drawing slips and many more calls
requesting Informwation. This batch was held on a Sunday with 15
houses open for viewing. It was felt that thils approach attracted

more attendees than earlier open houses’ in which only 5 houses were

open on a weekday evening.
Lottery: This drawing determines the order in which the
priority applicants for each property were arranged on a 1list.
Credit Check: The first five names on the randomly ordered

list were selected for credit checks. The first applicant in the
order that passed the credit check was then selected as the v
homesteader, contingent upon loan determination. (About 45 percent
of homesteader applicants checked had unacceptable credit ratings.)

Financial Application: The selected applicant was then

interviewed by the program secretary who filled out a full financial

application based on the applicant's responses.

Loan determination: The application was then sent to the

finance supervisor at the Single Family Housing Section of the PDC's
Housing/Special Projects Division who did the loan underwriting. If
the applicant was found worthy of the loan, he or she was notified

of approval,

Criteria for Selection,

Financial: Applicants had to qualify for a loan under the
Section 312 guidelines. Specifically, the applicant's household
income could not exceed 80 percent of the median income for the
region——%900 per month was the minimum gross monthly income
requirement, Priority consideration was given to those using 30
percent or more of their incomes to pay for housing.

Previous Housing: Priority was given to applicants living in

sub-standard housing (as indicated on the preliminary application)
and having little chance of improving their situation on their own.
In prior years, applicants could not have previously owned a home.
The restriction was changed to preclude only those who owned real
estate at the time of application, allowing elderly residents on
fixed incomes and single parents who may have been homeowners with

former spouses to qualify for the program.
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.Personal: Applicants had to be at least 18 years old, legal
residents.of the U.S. and of the City of Portland. '

Family Size Appropriate for House: In 'most cases, families -~

with two or more children had to have a home with three or more
bedr ooms. '

Although applicants in the Demonstration were not required to
go through the priority.screening, PDC imposed ‘these qualifications

in order to keep the processing the same as that in theit regular

program,
PDC found the screening process cumbersome and felt that the

targéted population could be reached by requiring only that

applicants have income less than 80 percent of the median.

Applicants who satisfied all of the priority qualifications often

could not -meet the cash flow necessary to satisfy underwriters and

:

were not “up to the responsibilities of owning a home. Lobbying was

underway to eliminate these priority restrictions from the regular

program regulations.

The PDC discovered that attempting to pre-screen applicants and’
then offering them houses as they were acquired was a less '
successful method of conveyance than the use of open houses.

Potential homesteaders were less likely to accept a property in

which they had- not already expressed an interest,

<

Education courses in homeownership were offered to those
interested. Officials indicated that the emphasis at PDC was in

teaching interested persons to become homeowners rather than in

.

v

trying to screen them ott. |

5.0 Property Acquistion

The PDC staff originally attempted to find properties through
"windshield surveys” of homes with assessed values of less than
830,099 aEd over two years of back taxes owed., A list of such
properties was obtained from the Multnomah Tax Assessor's Office.

If the property was acceptable, an attempt was made to contact the --
owner. If he or she was willing to sell for the appraised value, an

option agreement was then executed which committed the owmer to sell.
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As mentioned, locating properties which were at least two years
tax delinquent was difficult., This excluded from consideration at
least two categories of homes:

(1) Those vacant homes owned by elderly persons living in care

facilities who were willing to sell, but who hadn't allowed
their properties to become delinquent.

(2) Those homes just under two years delinquent, vacated either
by owners willing to sell or by owners looking to avoid
payment as long as possible. Often these homes would not
become technically delinquent before the tax period (July
1~-June 30) was up.

Many of the vacant and acceptable-looking properties located
during the selection process were owned by the Housing Division of
the Oregon Department of Commerce. Although these properties were
not technically tax delinquent because their state ownership made
them tax exempt, the homestead coordinator felt they were definitely
appropriate for inclusion in the Demonstration. The PDC
successfully requested a waiver from HUD since the properties were
originally tax delinquent at the time they were foreclosed on by The
Housing Division of the Oregon Department of Commerce. HUD granted
the waiver allowing Portland to purchase these properties for fair
market value,

As stéted earlier, most of the 21 acquired properties were
bought from the Housing Division. Excluding the first property
acquired, the average acquisition price was about $20,000. Average
acquisition time was four to six weeks.

The PDC officials attributed much of their success in the
acquisition and conveyance of Demonstration homes to their staff and
their experience with the regular program. When the Demonstraticn
began, many of the necessary documents had already been approved.
All methods used were carefully formulated to comply exactly with
Federal law, and thus were easily transferable to other sites. In
fact, other cities in Oregon have called for advice and adopted

methods used in Portland.
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The following changes were suggested by officials involved with
the property acquisition process:

(1) Delinquency requirements should be relaxed to allow owners
willing to sell, but not necessarily tax delinquent, to
take part in the program.

(2) Purchase price should be determined by neighborhood. Loans
should be based on an appraisal of as-is values, rehab
costs, and post-rehab values. This would allow benefit to
neighborhoods 1like the SE, which could use the assistance
but are priced out of the market. It was felt that an
additional $5,000 leeway would make a big difference.

(3) Additional funds should be provided. The allotted $250,000
amount reportedly just scratched the surface. Though the

formal ending of the program was in May of 1987, the city
had used all available funds by March of 1987.
Without additional Federal funds earmarked for this program,
officials do not expect to deal any further with tax delinquent
properties. As long as so many foreclosed properties are on the

market, they see no need to continue to obtain tax delinquent ones,

especially if they must use scarce Block Grant funds to do so.

6.0 Conveyance of Properties

Homestead properties in the Dermonstration in Portland were
initially conveyed to the homesteader with a real estate contract of
five years. Once the homesteader has met all the conditions of the
program set forth in the contract, including the residency
requirement of five years, a deed is signed which conveys title to
the property from the PDC to the homesteader. The cost of
conveyance, excluding that of a little staff time, was approximately
$250, for the owner's title insurance policy.

The Real Estate Coordinator suggested changing the residency
requirement back from five years to three years, noting that the
five year requirement seemed unrealistic and noted that it put
additional responsibility on the agency to ensure that the property
was being adequately maintained. The homestead coordinator pointed
out, however, that this requirement had a positive stabilizing

influence on the neighborhood.
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7.0 Rehabilitation Financing

Funds from two Federal sources were used to finance all
Demonstration rehabilitation loans in Portland. These sources were
the CDBG (three percent interest) and HUD's Section 312 (four
percent interest). Officials reported that 312 funds were clogged
during the early part of the Demonstration, but then flowed more
freely.

The maximum loan-amount that could be financed was $27,000,
According to PDC's finance supervisor, most loans were for this
amount since a rehab easily required it. A 20-year mortgage was
uged in all cases and the homesteader's monthly payments were
usually about the same as their previous housing rent.

Although PDC does creative financing with private money in
other programs, it did not use such methods with the Demonstration
program. Leveraging or blending would necessarily cause interest
rates to be higher than the current use of straight-out subsidies.

The homestead coordinator noted that it was difficult for the
PDC to monitor the timeliness of Section 312 payments and would
prefer more frequent feedback on the status of payments on the
loans. With their own Block Grant funds, they have a tight rein on
servicing, and if an applicant is two months delinquent on payments,

a serious counseling session is arranged.

8.0 Planning and Management of Rehabilitatiom

The rehab process did not change in the last year, though the
rehab staff attempted to increase the number of participating
contractors. Homesteaders were not required to choose a contractor
recommended by PDC, but bids had to be within 90 to 110 percent of
the PCD's cost estimate for the job to be eligible for selection.
Homesteaders were encouraged to solicit at least three bids. 1If
they chose not to do so, they were required to sign papers
indicating that no collusion was taking place and that the

contractor was being selected on the basis of workmanship.
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Since 44 percent of the homesteaders were single mothers
working one or two jobs, sweat—equity was generally not encouraged.
Unlike some other cities, Portland did not allow occupancy until all
work was completed. Officials noted that, because of this
restriction, homesteaders may wind up paying rent at their old
residence over a longer period 1f they do the rehabilitation
themselves because the whole process is likely to take longer.

In general, the homestead process is staff-intensive at the
front—-end in Portland. PDC's officials believe that the benefits

from the technical assistance and education provided at this stage‘
far outweigh the costs, ylelding a longer lasting finished product,

as well as a responsible homeowner.

9.0 Other Neighborhood Conservatiom Activity

There are a number of programs run by both the PDC and the
City's Bureau of Community Development, for rental and
owner—occupied single and multi-family housing, which complement the
urban homesteading programs in the same neighborhoods. These
Ineclude the Code Enforcement Program which forces landlords to
maintain their buildings to meet minimum standards and thereby
decreases the number of structures that the city is forced to
demolish each year.

Other programs include the Economic Development Program, which
assists fledgling businesses in the heart of major homesteading
neighhorhoods, and the Street Rehab/Public Facilities Program.

Two proposals for spin—-offs of the homesteading program have
been submitted to the Bureau of Community Development:

(1) Homestead Support Program: Proposal requests Block Grant

funds to purchase five houses in very targeted areas to
support the homesteads already in place.

(2) Special Needs Homesteading Program: Proposal requests
Block Grant funds to purchase property from any source to
serve as a halfway house, a group home for the mentally
infirmed or a home for the elderly. They propose ownership
by a non-profit organization or by capable individuals
falling into one of the above categories who will declare
themselves a family. They plan to use CDBG funds to
acquire these properties and hope to receive 312 funds to
rehabilitate them.
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HARRISBURG, PENNSYLVANIA

1.0 Béckg{gpnd to the Program

The large nuﬁber of vacant properties available at the
Sheriff's sale in Harrisburg each year was the incentive for the
City of Harrisburg to respond to HUD's invitation to participate in
the Local Property Urban Homesteading Demonstrationm. The Deparément
of Community and Economic Development (DCED) had, for several years,
operated a Vacant Property Program in which the Harrisburg
Redevelopment Authority (HRA) acquired properties and worked with
DCED to rebabilitate and sell them, The State established a
Harrisburg Property Reinvestment Board which could pass resoclutions
citing a property as blighted and notifying the owner that he or she
must rehabilitate it. If the request was not met, the case went
before the Planning Commission. If the Commission concurred with
the decision of the Reinvestment Board, HRA was authorized to
appraise the property and negotiate for its purchase or to take the
property through eminent domain, CDBG funds were then used to
acquire and rehabilitate the property for sale to low income
families.

Given their experience with this program and the various
mechanisms in place for its operation, DCED believed it could
succgssfully implement a Demonstration program. HUD awarded
Harrisburg $170,000 in Section 810 funds for the acquisition of
twenty-five properties.

However, the condemnation process used in the Vacant Property
Program and which Harrisburg hoped to use for the Demonstration was
inacceptable to HUD. As 2 result, DCED and HRA had to develop new
ways to acquire properties for the Demonstration. By the end of the
Demostration, they had acquired eight properties, utilizing §81,140
of their original Section 810 award.
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2.0 Administration Arrangements

DCED was designated the subgrantee and policy-making agency for
the City of Harrisburg's Demonstration. DCED managed all the cigy's
CDBG programs, as well as all other housing programs. DCED was
initially proposed to administer the Demonstration, actively
participating once the rehabilitation process began.

The city designated the Harrisburg Redevelopment Authority
(HRA) to implement the Demonstration. In the first yvear of the
Demonstration, HRA's functions included all activities up to and
including the acquisition of properties and selection of
homesteaders. HRA was selected for this responsibility since it was
their function to handle all other land purchases undertaken by the
city, including those for the Vacant Property Program. Also, HRA
had been the recipient of more than $40 million in grants in the
past seven years. Their neighborhood renewal projects included
acquisition, management, sale of more than $20 million of.land and
buildings, design review, and construction inspection.. HRA also had ,
extensive experience with homesteading projects for lower income
families, such as the Discovery Homeownership Program. Under this
program, the vacant properties acquired through the Vacant Property
Program and rehabilitated by the city were sold to low and moderate
income families for the cost of the rehabilitation.

However, in the second year of the Demonstration, DCED
gradually assumed more of HRA's functions, including homesteader
selection. They also took a more active oversight role in property
selection, since DCED considered some of the properties and
homesteaders selected by HRA as unsuitable for the Demonstration.

In retrospect, despite HRA's expertise in property acquisition, the
project officers indicated that DCED should have also implemented
the Demonstration, with HRA handling only the acquisition mechanics.

Harrisburg also faced another administrative problem. The
city's Project Officer for the Demonstration was located in DCED,

In the first year of the Demonstration there was a high turnover
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rate in project officers. Over the first year and a half, there
were five project officers, between which were several gaps when the
program was inactive. However, this problem was alleviated in the

second year with the DCED assigning two project officers.

3.0 The Homestead Neighborhoods

In their proposal, the City of Harrisburg proposed the
Schreinerstown section of Harrisburg for implementation of the
Demonstration. This neighborhood had experienced scattered
structural deterioration of existing residential buildings,
progressively more instances of substandard housing, and minor
deterioration of streets, curbs, sidewalks, sewers and alleys.
Unlike many other parts of the city, this housing abandonment and
disinvestment was a relatively recent phenomenon. The area still
had many structurally sound, owner—-occupied structures, needing only
minor repairs. But since Screinerstown had an adequate supply of
minimally substandard, vacant properties with "as is” values of
$15,000, the Demonstration was viewed as a vehicle which could
assist in stabllization of the area.

However, once the Demonstration was underway, property values
in the target area increased and the owners of many of the eligible
properties decided against sale to the city in favor of private
rehabilitation and sale on the open market, In addition, many of
the homes which were available were quite large (3 stories),
increasing the cost of acquisition as well as of rehabilitation.
These problems, coupled with difficulty in obtaining clear title to
properties, further depleted the inventory of tax delinquent
properties in Schreinerstown.

As a Tesult, two requests were made to expand the target area,
neither of which resulted in any properties for the Demonstration,
The first request included expansion into areas adjacent to the
Schreinerstown neilghborhood and to another area west of it, but
these areas were dropped shortly after inclusion. A second
expansion was proposed into Census tracts 7 and 8. When determining

what new areas could be used for implentation of the Demonstration,
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several factors were taken into consideration: . .

o high vacancy rates (13% in Census area 7; 26% in area 8);
large number of properties in the Sheriff's sales;
o solid neighborhood with a fundamentally sound housing stock:

and
0 adequate number of 2 story properties suitable for small to

average size homesteader families.

©

Despite the fact that each of these areas met these criteria,
no suitable properties were acquired within the Census tracts. In
general the homes located there-were too deteriorated and the costs
of rehabilitation were prohibitively high for low and moderate
income families. Consequently, all eight of the properties acquired
for the Demonstration were located in Schreinerstown, -

The project officers indicated that they did not feel that the
Demonstration itself had a significant impact on the neighborhood,
especially since, at termination of their program, only three
properties were undergoing rehabilitation. However, they did think
that as a part of all the rehabilitation activity that was occurring

in the neighborhood, it would have an effect. -

4.0 Homesteader Selection

A number of channels for publicizing the Demonstration were

utilized. Advertisements were placed in the Patriot News, andlin
the DCED newsletter, Community Ink., The Mayor's office held several

press conferences and issued press releases., Mailing lists were
maintained of individuals who expressed interest in the
Demonstration. Later on, flyers were placed in the break rooms of

large employers in the area, Including hospitals and several State

»

officesz
Interested individuals were required to fill out an application

form and to submit a $10 application fee which was used for
conducting a credit check. This credit check was instituted as a

way to eliminate an excessive number of applicants, as well as

obviously unbankable ones. The applicant was evaluated based on the
results of this credit check and other application info}mation.
Criteria used in addition to the results of the credit check w;re
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compliance with Demonstration-guidelines regarding income levels and
other regulations, and a stable employment history and_housing .
tenure. If qualified, applicants were placed on a list from which
lontery paiticipants were drawn.

In year one, as homes were acquired by HRA, notices were placed
in a2 number of media and also sent to the list of eligibie
participants. For each property, HRA and later DCED, reviewed the
list of eligible participants and selected families which ap?eared
suitable in terms of size. In the first year of the Demonstration's
operation, lotteries were conducted to choose among these.eligible
participants. 1In the lottery for the first property, there were’
approximately 24 eligible individuals. In year two, eligible
applicants were matched to available houses based on their needs and
resources; lotteries were only used when thefe were two or more
applicants for whom the property would be appropriate. -

One major probléem which Harrisburg experienced throughout the
Demonstration was finding homesteéaders who were ahle to obtain
financing for the rehabilitation, The city attempted to resolve
this problem in several ways. First, the above-mentioned,credit
check was instituted. Secondly,.the city required that homesteaders
se]ected‘in the lottery muef obtain the first $5,000 for financing
the rehaoilitation'prior to receiving any additional funding from
the city. In year two of the Demonstracion, the city began to )
require that homesteaders obtain all of the fehabiiitation financing
rather than using the deferred payment loan originally proposed in
the City s application. By having the homesteaders provide their
own financing, the city believed that the Demonstation participants
would have a greater commitment in the rehabilinaqion process of
their investment. At the time of Ehe second round of site visits,
private financing had been secured for 1 of!;he 3_homesteeders to
whom properties had been conveyed ’

A second problem which occurred in the first year, but was
laten resolved, also stemmed from the financing problems. In order
to grant homesteader rehabilitation loans for the properties, banks

required that homesteaders have insurance on the property. However,
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insurance companies refused to insure the properties until there was

some rehabilitation activity taking place. The solution was to
insure the properties under City policies until the homesteaders

could arrange for financing. ¢

5.0 Property Acquisition

To identify potential properties for the Demonstration, several

criteria were used., Initi1ally HRA searched for properties which

weres

¢ In the process of tax or mortgage foreclosure;

0 vacant; and
o 1in sound condition, but requiring repairs.

As the Demonstration progressed, It was determined that two
other criteria were needed. Three of the initial properties
acquired needed in excess of 330,000 worth of rehabilitation work.
DCED felt that this was more than a low-income family could pay.
Consequently, they instructed HRA to search for properties in which
the amount of rehabilitation did not exceed $25,000, To assure that
these criteria were met, DCED project officers Inspected the
property with a rehabilitation specialist.

Secondly, it was decided that the Initial properties selected
were too large for the average homesteader applicant. DCED directed
HRA to locate smaller properties, However, this was difficult given
the general character of the housing stock in the Schreinerstown
area, This problem continued throughout the Demonstration.

HRA utitilized two sources to locate properties meeting the
criteria. The County Tax Office prepared a list of properties that
had been tax delinquent for at least one year and therefore were in
the process of tax foreclosure. In addition, visits were made by
the HRA staff to the homestead neighborhoods to identify other
properties that appeared vacant and were possibly tax delinquent,
Properties meeting all these criteria were inspected by an HRA
rehabilitation specialist as to their suitability for
rehabilitation. If they were suitable, they were added to a list,

submitted to DCED for approval.



If DCED approved a property for acquisition, HRA contacted the
owners and asked them to provide information about the home, '
including whether the property was in tax foreclosure and whether
the owner was willing to negotiate for its sale., Obtaining owner
cooperation was another stumbling.block throughout the
Demonstration. Once the city expressed an interest in a property,
the owners often hesitated to negotiate, believing that they could
command a higher price.

For homes in which the owners were willing to negotiate, a work
write-up was performed by the DCED rehabilitation specialist while
HRA staff undertook the title search and appraisal. If the liens omn
the property were less thanm $15,000 and the city could acquire Elear
title, an offer was made to the owner, Assuming the owner signed, a
settlement date was established and the money was requisitioned from
the city by HRA for the purchase of the property. A printout was
obtained from the tax claim bureau on the amount of taxes and
penalties owed, which were paid at settlement when the city acquired
the property. ¥When the amount of liens exceeded $15,000, attempts
were made to negotiate the liens or to obtain forgiveness for the
amount owed over the acquisition price. In their proposal for the
Demonstration, the city indicated that municipal taxes might be
forgiven, but this was later detérmined to be impossible. HRA held
the property for the city until it was conveyed to the homesteader,

As mentioned earlier, the city hoped to use the procedures
developed for the Vacant Property Program for acquisition of
Demonstration properties. These procedures would allow the city to
acquire properties through eminent domain. When the city submitted
its application, it had developed a list of 25 properties though
these channels. However, HUD objected to using this process, since
use of condemnation went against the intent of the Demonstration,
which was acquisition through negotiation. From this initial list
of 25, only 2 were actually acquired because of the problems
obtaining clear title. The remaining homes were indentified and

acquired through the process described above.
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One of the major criteria in the property selection process
which the city would eliminate should they. redesign the
Deronstration was the tax delinquency element. The project officers
indicated that this was one of the most difficult criteria to meet,
.and that it was a significant hindérance in Harrisburg's property

acquisition. . - '
In the first year of the Demonstration, the city acquired three

properties. The average cost of acquiring these properties was

$10,330, excluding closing costs. In year two, five more were -
acquired. The entire process from identification to acquisition

took an average of four months.

6.0 Conveyance of Properties

The methéd of conveyance used %y the city forvthe Deﬁonsqration
was c;ﬁdition subsequent.u The homesteader signedka quit claim deed
at sett]ement,(paying $1 plus 2 p;rcent transfer tax and recording
fees, which was the cost of the conveyance. T@e property was then

held in escrow.
At the end of the required five—§e§r résidency period, if the

homesteader has met all the conditjons of the homesteader aéreement,
they will receive a completion certification and the city will sign

a quit claim deed to their claim on the property.

-

7.0 Rehabilitation Financing

In their application, the city indicated that it would use
$400,000 of it's (DBG Year X Entitlement funds slated for the Vacant
Structure Rehabilitation Program for major systems repair on the
Demonstration properties. This amount was later reduced to
$350,300, and was to 'be set ‘aside for future amortizing deferred
paymebt loans (DPL) of $15,000 per property to the homesteaders for -
financing a portion of the rehabilitation work. These loans were to
be used for repairing or replacing all major systems ahd/or facade
restoration, including electric, plumbing, heating plants and ro;fs
and all other defects that poseé a substantial danger to the health

and safety of the family,
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"It was the city's intent that these DPLs would be used in the

combination with private term financing. Repayment of the DPL would

be tagged on to the end of the payment period of the private

financing being leveraged. The city would subordinate its position

behind the source of the private financing. However, for every year

that the homesteader occupied the property, the DPL would be reduced

by 20%Z, so that at the end of the 5-year residency period, the loan

would become a grant. If the homesteader was not able to secure

private financing, DCED agreed to provide and service additional

loans not to exceed $10,000, which would be payable at 6% a year

over a /-year period. '

In addition to these loans, all homesteaders would be eligible
for the city's Tax Abatement Program. Briefly, this program allowed
a five-year abatement on the full increased realty taxes due because
of the major improvements made to the properties.

However, over the course of the Demonstration, certéin features
of the city's financing plan were changed. Initially, a major“
problem in the city's Demonstration was the inability of the
homesteaders to secure private loans for fimancing the
rehabilitation. For one homesteader, the property had already been
conveyed before this problem was discovered. Subsequently, the city
added an additional requirement that, before a homesteader selected
in the lottery could receive any property or city rehabilitation
loans, they were to raise the initial §$5,000 for rehabilitation
through their own resocurces. Later the city further amended this
requirement so that the entire rehabilitation loan had to be -
privately secured.

In addition to this change, the acquisition costs for two of
the homes acquired were $25,000, The city utili{zed their CDBG funds
to pay the excess. Also, three of the homes acquired needed in
excess of $30,000 worth of rehabilitation work. The city felt that
reh;bilitation loans for this size would be unmanageable for low and
moderate income families. Consequently, DCED planned to do a
portion of the rehabilitation work prior to assigning the properties
to homesteaders, so that the rehabilitation costs would be more

manageable.
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8.0 Planning and Management of Rehabilitation . . L

According to the City of Harrisburg, there are two objectives
of the Demonstration rehabilitation process which are ranked below.

o To eliminate health and safety violations, and

¢ To bring the property up to city code,

All minimum health and safety standards were to be met by the
end of the first year, before the homesteader could occupy the
property. All city housing code violations were to be met by the
end of the third year.

At the time of property acquisition by the city, a DCED
rehabilitation specialist inspected the home to determine what work
would need to be performed to briﬁg the home to Section 8 and city
code standards. These specifications were divided into two parts:
repairs required for health and safety violation, and other
repairs. It was the responsibility of the homesteader to secure

financing and to select a contractor for the repairs.
DCED provided homesteaders with a 1ist of contractors who had

been used in the past. Homesteaders could, however, select
contractors not in the list as long as 25% of the work was performed
by minority contractors, and the conéractors selected held the
minimum amount of imsurance and had no outstanding violations.
Homesteaders then selected bids for the rehabilitation work, with
assistance provided by the City if requested.

The city discouraged homesteaders from making any other than
minor repairs. However, as long as city code violations were
addressed and the conditions of the homesteader agreement were met,
the city did not feel that they had much control over the remainder
of the repairs. The project offfcers indicated that it would be
have been useful to have a separate self-help agreement which would
be pursuant to the homesteader agreement. This agreement would

outline exactly which repairs the homesteader agreed to undertake.
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In addition, the project officers indicated that they would
have liked to have one rehabilitation specialist specifically
assigned to the Demonstration to provide the intensive assistance

that was often needed by the homesteader.

At the end of the second year of the Demonstration, three homes

were in the process of rehabilitation.

9.0 Other Neighborhood Conservation Activities

There were a number of other programs available in

Schreinerstown and in Census tracts 7 and 8,

o Neighborhood Rehab Grant Program (NRG): This program A
provides a $10K-$15K grant to low— and moderate—income owner
occupants to repair major systems. The objective of this
program is to stabilize the property by bringing it up to
minimum Section 8 requirements.

o Entitlement Rental Rehab Program: This program provides a
50 percent match for investor landlords who will repair’
their properties for rent to low— and moderate—income
families., Owners must agree to bring their properties to
Section 8 standards and to maintain affordable remts. The
maximum amount of the match is $5000 per unit; the minimum
is $600. ‘

o Dauphin County Home Improvement Loan Program: This program
provides subsidized loans for owner occupants.

¢ Basic Systems Repairs Program: This program is only

available for low-income owner occupants for repairs to’
their basic systems - roof, electrical, heating and plumbing.
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KNOXVILLE, TENNESSEE

1.0 Background to the Program

The City of Knoxville became involved in the Local Property
Urban Homesteading Demonstration after the Housing Rehabilitation
Manager read about the program in the Federal Register. City staff
were in the process of developing a rehabilitation plan for the
Mechanicsville neighborhood, which had a substantial amount of
abandoned housing. The Demonstration was seen as providing an
important element of an overall neighborhood revitalization strategy.

The original proposal was developed by the Housing
Rehabilitation Manager and reviewed by a task force consisting of
neighborhood representatives and key city agency personnel. They
also discussed the application with the city's delinquent tax
attorney. A local Neighborhood Housing Services program was
contacted, and the city decided to propose that area, Parkridge, as
a second target area.

The city of Knoxville proposed to acquire ten properties at a
total cost of $130,000, As of the last site visit in early August
of 1987, seven properties had been acquired with 346,628 of Section
810 funds. The remainder of the original allocation of funds was
returned to HUD, as the City's authority to draw down on the letter
of credit expired on July 17, 1987. Five homesteaders were
selected, four of whom had acquired rehabilitation finahcing, and
the fifth of whom had a pending application. Two more homesteaders

will be selected. Three homesteaders are in units with most of the

rehabilitation complete.
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2.0 Adminfistrative Arrangements i . N - -

The City of Knoxville's Department of Housing and Urban Affairs
is the agency designated with the overall responsibility for the
Demonstration, The task force described above was responsible for
helping design the program but has not been involved since that
time. The Housing Rehabilitation Division is responsible for
managing the program. Since this agency is primarily responsible
for neighborhood 1wmprovement activities, it was seen as the logical
unit to administer the Demonstration. The city council is also
involved in approving all property purchases, although this was said
to be a technicality.

The administrative costs associated with the program were
estimated at $12,300 during the first year of operation, of which
approximately $400 was spent on advertising., During the second
year, administrative costs were $6,563, with advertising costing
approximately $1,000. These costs were not allowable under the
Demonstration and were covered from other sources. The legal work
associated with closing was also covered by the c¢ity, but no
separate cost accounting is kept to allow the value of this service
to be established.

The major administrative problem encountereé was staff
turnover. During the course of the program, the%senior
rehabilitation specialist responsible for propertﬁiacquisition left,
resulting in delays in acquiring other properties. 8taff time
allocated to the project was also said to be more than expected

because of assistance provided to those homesteaders doing sweat

equity work.

3.0 The Urban Horesteading Neighborhoods

The Demonstration neighborhoods were selected by the staff of
the Housing Rehabilitation Department in consultation with a task
force of neighborhood representatives and city officials. Staff

acquired a printout of tax delinquent properties from the Tax
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Department and, upon inspection, one area emerged as having the

highest concentration of delinquencies in Mechanicsville. The
program was also discussed with the NHS board, and it was decided to
designate the NHS area as a second target area, Thus, both areas
existed administratively before participation in the Demonstration
was solicited and no formal criteria were developed for selecting
neighborhoods. Knoxville does not participate in the regular
Homesteading Program.

The following table compares selected social characteristics

between the city values and those of each of the target areas.

CITY VALUES PARKRIDGE MECHANICSVILLE
Unemployment 7% 10.5% 11.1%
Family Inc. 15,676 12,479 8,230
% below Pov, 20% 25.0% 38.8%
Pre 1939 housing 227 34,5% 57,4%
Other vacant 1.5% 2.6% 9,5%

Source: 1980 Census

It 1s clear from these figures that Mechanicsville is the worse
off of the two areas, but they are both well below the city values
on all the variables presented, No more recent data are available
to assess the impact of the program on these areas,

In the course of the Demonstration, however, the city asked
for, and was granted, permission by HUD to acquire properties in a
third target neighborhood. This was designed to solve a problem
locating qualified properties in the original target areas. Due to
a'subsequent policy decision to concentrate rehabilitation
activities in the Mechaniesville area, however, no properties were

acquired in the new area.

4,0 Homesteader Selection

Program staff handpicked homesteaders from the 1list of
applicants. According to staff members, it takes an unusual family

to make a good homesteader. They must have commitment, skills to
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participate in sweat equity and meet the income limits, The first

criterion for selecting homesteaders is that they meet the income
requirements. Next, it was determined if the family could afford
the payments, Given the costs of rehabilitating the homestead
properties, the monthly payments were too high for many of the
applicants. Furthermore, the staff policy was that the less Federal
money put into a property, the better, so that they could spread the

available resources as far as possible. This meant that
homesteaders who did not need as much subsidy got priority. In

considering financial capability, however, they also considered
sweat equity skills, OGreater skills and contributions of personal
labor helped offset lack of income by lowering monthly costs.

Once the ability to handle the payments was established, credit

checks were conducted. Applicants were also asked to specify which
neighborhoods they preferred, and the staff assessed the applicant's
sincerity in wanting to stay in the area. They also asked for
references since they wanted to improve the area.

After this screening was cémpleted, prospective homesteader )
families were matched based on family size to available units. They
were taken to inspect the unit, typically in very bad shape, and
were also shown a2 home that had been rehabilitated. Given the
neighborhoods and the condition of the units before rehabilitation,
many prospective homesteaders lost Iinterest at that point, Others
dropped out because they did not like the conditions in the
quitclaim deed.

Knoxville went through two application periods, The first was
when the program first got underway. First, application materials
were developed (e.g., informational brochures, application forms,
etc.). Then a meeting was planned to explain the program to
prospective participants. A newspaper article was written, and
other publicity was disseminated. A total of 89 applications were
reviewed in this first round. At that point in the program, only

one property had been acquired and was available for homesteading.
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After reviewing the applications and sorting by neighborhood of

interest and family size, several families were interviewed. One
woman was interested; she became the first homesteader.

A second round of applications was solicited by hglding a press
conference. They received a total of 28 applications in the second
round, and were in the process of reviewing them at the time of the

second site visit. . .

5.0 Property Acquisition

Property selection was handled by the senior housing
rehabilitation staff member with the help of the task force which
brought certain properties to his attention. The process was:

1) Identify delinquent properties in the target area by looking
through a computer printout received from the tax office.

2) Advertise the program and the desire to purchase tax
delinquent properties through newspaper articles and
leaflets,

3) Contact prospective sellers by letter containing information
about the program, including information on seller's rights;

4) Talk with prospective sellers to see if they will be willing
to sell for between $1 and $15,000;

3) Order appraisal and send rehabilitation specialist to
inspect units owmners are willing to sell;

6) Talk with the owners after appraisal to see if they are
willing to sell for the appraised value, and;

7} Search title if owner is willing to sell for the appraised
value and, if all is well, proceed with the purchase.
In some instances owners who wanted to sell would simply stop
paying taxes so their properties would qualify for the program.
No objective criteria were originally used to screen potential
properties, since locating properties that qualified for the program

and which the owners were willing to sell was very difficult.

~151-



Essentially, the City went after all properties that qualified for

the prdéram unless the prices were too high or the structures were
too dilapidated. After their initial experience, however, they
decided not to acquire any more one bedroom houses or duplexes,
because the demand for these units was weak. They also decided to
acquire only properties that needed under 530,000'of rehabilitation

work, Section 312 loans could then be used to finance most, if not

v

all, of the rehabilitation costs. :
They had several problems acquiring properties. First, given

the way they originally defined tax delinquency, they had to wait
for approximately two years after non—payment before they could
acquire properties. In consultation with HUD, however, they changed
their definition for the purpose of this program. Program staff
would have preferred to he able to acquire any property, not just
those that were tax delinquent. In one instance, a deal fell
through when one prospective seller, ‘without understanding the
consequences, pajd bis tax bill at the last wminute. The $15,000 -
limit on purchase price was said to l1imit them to the purchase of
properties that were in very had shape. Almost all the units
acquired required "gut rehab,” involving the replacement of all
mechanicals and much of the structure-itself, Rehab specialists-
questioned the economic wisdom of fixing these houses rather than
tearing them down and building new ones, although they saw some
benefit in raintaining the architectural integrity of the
neighborhood. The high rehabilitation costs also meant that only -
those with incomes very close to the income limit would be able. to .

afford them,

6.0 Conveyance of Properties .

Knoxville used a conditional conveyance described as a¢
quitclaim deed to transfer properties to homesteaders. This-
quitclaim deed was blamed for the reluctance of the local financial
institutions to get involveq ip lending to homesteaders. The banks

would become involved only if the city held a junfor lien, giving

4
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the bank the first lien. This reluctance on the part of the local

financial institutions meant that public funds had to be used for
financing, and this, according to the director, unnessarily tied-up
public funds. The average cost of conveying a property was said to

be approximately $400.

7.0 Rehabilitation Financing

Most of the rehabilitation financing has been done through
Section 312 rehabilitation loans. As mentioned above, local bapks
refused to participate in the program, because of the conditional
deed. The banks in Tennessee havg‘recently had some problems, and
there is a general attitude of conservatism at this time. The
uncertain availability of Section 312 loan money also inhibited the
smooth operation of the program. It was the Sectionm 312 loans,
according to the director, that made the program a success. They
have also taken advantage of a TVA-sponsored program that provides
low interest loans for insulation and other energy conservation
improvements. One howesteadér received a supplemental CDBG loan omn
top of his Section 312 loan.

Staff did report one problem with the use of Section 312
loans. UWhen the rehabilitation work took longer than anticipated,
homesteaders had to begin making payments before they moved in, yet
they were still paying rent on their apartments. Also, the time it
took to get approval on Section 312 loans was said to be a minor

problem.

8.0 Planning and Managing Rebabilitation

The major objective of the rehabilitation pfocess was total
code compliance. Work write—ups were prepared to meet all codes and
energy standards., Substantial rehabilitation of the homestead
properties typically included a new foundation, all new mechanicals,
insulation and new windows and doors. The rehabilitation process
began with a rehabilitation specialist doing a work write-up on a
property. The future homesteader was then given the opportunity to
review the work write-up and negotiate any changes with the
rehabilitation specialist. The staff had a problem, however, with

homesteaders wanting what were considered to be luxury items,
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The possibility of _sweat equity was then discussed.

- —r - -

Homesteaders interested in sweat equity ﬁ;;é asked to verify that
they possessed the skills necessary to carry out the work., Their
ability and motivation to do the work was difficult to assess. In
general, the Demonstration staff allowed homesteaders to do up-front
{e. g., foundation work or tear—out) or back—end work (e. g.,

cabinets, floor covering or paint) Homesteeders were generally not
aliowed to do repair work iq the middle stages of the precees, since’
the staff felt that would slow down the rehabilitation process: ‘
Three of the five units that have been repaired or were in the -
process of being repaired at the time of the second site vigit.-
involved-sweat equity.’ ’ « . -,

In the last two Demonstration homes,.little or no sweat equity
will be done as a result of past experience in which one homesteader

did not do the agreed upon wopy The city had then to provide a CD
loan to have';he work{done by a contractqr. The staff now feels
that since hemesteaders typically have full-time jobs, there is not
enough time for them to do the work, The staff also saw some -
problems with the quality of the work done by homesteaders.

Once the needed repairs were iéentified, contractors were
selected in one of two ways. The homesteader could recommend a
contractor who was checked out and, if his cost estimate was
reasonable, he was awarded the job. Or jobs were bid out to
contractors on a list compiled by the rehabilitarion department, who
then selected the lowest qualified bid.

Rehabilitation specialists Iinspected the work throughout the:
rehabilitation process., Final Iinspection, covering contract,
quality and code compliance, was then conducted by the senior
housing rehabilitation specialist. Inspections were also done, in
many instances, by appralsers and HUD inspectors.

The plan for verifying occupancy and compliance with the terms
of the conditional deed is to make periodic home vigits to verify

that the homesteader is living in the house. There was some doubt,
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however, whether there would actually be enough time to do this.

Concern was also expressed over how difficult it would be to enforce
the homesteader agreement if a violation were detected.

A problem they ran into in the rehabilitation process was
obfdining insurance on the house during the rehabilitafion period.
The local insurers would not insure a property that had been vacant
for so long. Eventually CMS, the company in charge of administering

the Section 312 program, provided insurance.

9,0 Other Neighborhood Conservation Activity

Both neighborhoods have other neighborhood improvement efforts
underway, but Mechanicsville has the most by far. Mechanicsville
has a housing rehabilitation program for owners, a rental
rehabilitation program, a code enforcement and demolition program,
an infill housing program aﬁﬁ a business incubator project in an old
school. Parkwood has a Néighborﬁo;d Housing Services program and is

4

a Rental Rehabilitation target area.

-155-



COLLEGE STATION, TEXAS

1.0 Background to the Program

The Director of Community Developmerit in College Station first
heard about the Locél Property Urban Homesteading Demonstration from
HUD's Regional office. They were in the process of revitalizing an
approximately ten block area, and they saw the Demonstration as an
important supplement to the activities already planned and
implemented ., In particular, they saw the program as a means of
rehabilitating abandoned housing and increasing the homeownership
rate in this primarily rental area.

The proposal was developed by the Director of Community
Development with the assistance of the Area Otfice., The town of
College Station has a Housing Committee composed of three citizens,
but they had 1little to do with preparing the application., College
Station does not have z regular Urban Homesteading Program, but they
had experience with purchase-rehab-sell programs, and they saw the
Demcnstration as an extention of these activitities.

The original proposal called for $80,000 to be spent imn
purchasing ten houses for homesteading. At the time of the first
site visit, in the Summer of 1Y86, five properties had been
acquired, three of which had been rehabilitated and were occupied by
homesteaders, The purchase prices of those homes averaged $16,000,
twice that anticipated. Thus, the full $80,000 was exhausted on
these five acquisitions, College Station was allocated an
additional $100,000 to acquire seven more units. At the time of the
second site visit, in the Summer of 198/, they had acquired a total
of twelve properties, Five of these properties were occhied, three

more had been rehabilitated, and tour were yet to be rehabilitated.
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2,0 .Administrative Arrangement . o, el

-~The City of College Station was the designated agency and the

Department of Community Development, was the operating agency for the
Demonstration. Since CD was,-responsible for housing rehabilitationm,
it was the logical choice to operate the  program. A threevperson,
council~appointed Housing Committee was responsible for making the
final decisions on homesteader selection;:but’ they were said to go-

along with staff recommendations; and were not very much involved in

i

program administration or in providing'policy guidance. The
Building Office, which conducts the housing inspections, and the
Legal Office which helps redraft contracts, have also been involved
in the Demonstration. .

The administrative costs associated with the program in the
first year of ‘the program were approximately $13,800, The costs for
the second year of the program were about 313, 900 These’ figures
incfade staff salaries and non-labor expenses, 'such as appraisal
services and advertising. These costs represent the local
contribution to the program and were paid for with (DBG progras

funds. , . .. ; .

s A -

3.0 The Urban Homesteading Neighborhood

The target neighborhood for the Demonstration was selected by
the Director of Community Development. Given the relatively small
size of College Station, no formal process for selecting a target
area was developed . Staff simpl?‘selected the taréet area because
of its racial mix, central location and “high concentration of rental
and abandoned housing units. This neighborhood had previously been’
designated as a CDBG target area, and other activities, 1ncluding:
street, storm drain and housing improvements, had been going on for
some time. _There-appeated to be no neighporhood organization in
this area. ) )

Census data froq 1980 indicated that’éoz of the units in this

area were single family, while the rest were duplexes. .o
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Approximately 25% of the units were either dilapidated or secefely
dilapidated, -and 43% of the units were owner occupied. 8ixty-seven
percent of the residents are black, 2% are Hispanic and: the A
remainder are white, It is clearly the worst-off area of an
otherwise prosperous community. :

At the time. of the second site visit, no new data were
available to assess the impact of the program on the neighborhood.
Although obvious Improvements were evident on the blocks in which
the homesteaded houses are concentrated, staff felt that the overall -

character of the neighborhood has not changed substantially.

4.0 Homesteader Selection ' >

2

Homesteaders were selected by the CD staff, with the Housing

Committee making the final approva] A formal announcement was made
when the grant was first approved reSUIting in 35 to 40

- b
applications. Applications were also accepted on a continuing basis

from those hearing about the program informally. About 50 percent
of the applicants were eligible for the program.

The selection proceéss was conducted on a first-come, first— -
served basis, Applications were dated and then reviewed in the
order received. Staff made sure applicants met income guidelines
and were credit worthy. They then matched family size to the size
of the houses avallable and families were shown units for which they
were eligible. Prospective homesteaders were alsc shown a
rehabilitated*house to give them a sense of what the completed site
would look like, Seli-help:skills were not considered ic selecting
homesteaders. This was not surprising,'however, since program staffﬂ

said they "stay away from sweat equity like the plague,’

5.0 Property Acquisition .

College Station defined properties in the process of tax
foreclosure as any property with delinquent taxes for one or more’
years. This definition was consistent throughout the course of the

Demonstration.
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Although the-city has a tax foreclosure process, it has seldom

been ewployed to acquire residential properties. Historically, they
simply "piggy backed” on foreclosure proceedings being initiated by
the School District or the County. Overall, they have not had a
problem with tax delinquencies, and they feel that the time and
expense involved in initiating foreclosure proceedings on
residential properties does not justify the return. Many of the
properties in the target area were said to be tax-delinquent but
these taxes were usually paid over time.

The steps involved in acquisition were as follows:

1. The Director of Community Development selected the

properties for acquisition and checked to see if they were
tax delinquent.

2. Owners of tax-delinquent properties were contacted to
determine interest in selling,

3. Prices and other terms of the sale were then negotiated,
4, Closing was set when, and if, a price was agreed upon.

No special problems in acquisition were posed by existing
statutes. The only problems were described as the typical ones,
including negotiating selling prices and obtaining clear titles to
the properties.

The majority of the properties that were acquired in the first
round of acquisition were near the entrance to the area and highly
visible, One property, however, was originally located outside the
target area and was moved to a lot in the target area, after HUD
granted permission to pursue this in~-fill strategy. A second
property purchased in the first round was later determined to be
beyond rehabilitation. The City agreed to provide a new structure
that will be moved to the lot, rehabilitated and homesteaded .

College Station was able to acquire the first five properties
very quickly once they received funding because they had identified
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them before the application was submitted and had actually
negotiated deals before the funds arrived, The typical time
involved in acquisition was 60 days, although title problems were
said to lengthen this time period In some instances.

In the second round of acquisitions, five properties along a
cul-de-sac and two other properties on other blocks in the area were
acquired, The five properties along the cul-de-szsac were all owned
by the same owner and were bought in a package deal.

The average cost of acquiring the first five properties was
approximately $16,000. Acquisition costs of the second seven
houses, hOnger, were higher, averaging $21,000. In cases where the
cost of acquisition was greater Ehan $15,000, CDBG funds were @sed
to make up the difference. For seven of the houses purchased,
restitution for delinquent taxes was made by the seller at the time
of the closing. In the package deal involving the purchase of five

houses, however, the back taxes were paid by the City.

6.0 Conveyance of Properties

The conveyance of the properties to the homesteaders was done
by a special warranty deed. When the contract is fulfilled, it will
become a full warranty deed. The provisions in this specizl deed
include residency for five yvears from the time of occupancy,
completion of repairs mecessary to meet or exceed the applicable
local codes pertaining to safe and decent housing, allowance for
periodic inspections, and reversion of the unit to the City if these
conditions are not met.

The Demonstration has not faced the problem of lender
relunctance to lend on a property with such a deed since all the
financing has been public. In an interview with a local lender with
whom they have done business in the past, and with whom they hope to
be invelved in the future, concern was expressed about lending on a
property with such a deed. The bank would want to hold the first
lien on the property.
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7.0 Rehabilitation Financing

Section 312 loans have been used to finance all the sales to
date, College Station found itself facing a unique problem, '
however, that will force it to rely on other means of financing for
three of the units yet to be transferred, Confusion surrounding the
director's departure resulted in three of the units acquired under
the Homesteading Program being rehabilitated using CDBG funds before
homesteaders were selected. Staff mistakenly thought that these
houses were acquired for their ongoing purchase-rehab-sell program.
Because Section 312 loans are only for rehabilitation work, which is
already done in these cases, they cannot be used to finance the sale
of these units to the homesteaders. After having little success in
trying to arrange private financing for these sales, the City's most
recent plan was to offer homesteader loans from their CDBG funds,
The problem in trying to obtain private financing was that lenders
were applying conventional secondary market underwriting criteria,
requiring a five-percent downpayment on top of closing costs, and
private mortgage insurance. None of those that qualified for the
homesteading program could afford these costs., No allowance was
made for the fact that the purchase price was well below the
appraised value. The loan—to-value ratio was actually quite low on
these loans, but the five-percent downpayment was still required.

College Station also ran into difficulty with a default on one
of the homesteaded properties. Apparently, due to a family
break-up, one family stopped paying their Section 312 loan and moved
out of the unit without notifying the City. For some reason, the
property was not designated as a homesteading property on the loan
documents and the city was not notified of the foreclosure.
Moreover, the property under normal Section 312 foreclosure
procedures would revert to HUD, not to the city. At the time of the
last site visit, the City was trying to correct this problem with

the Section 312 loan servicer.
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8.0 Planning and Management of Rehabilitation

The major objective of the Demonstration was to return the
houses to operating condition., According to staff, the .
rehabilitated house should have a modern, utilitarian floor plan and
should look good on the outside., They tried to accomplish this on a
very tight budget so as to keep the units affordable to low-and
moderate—-income people.

The units they acquired were all in very bad condition. They
were built on marginal foundations, and rot was present in the
structures. Other problems included poor or no insulation, unsafe
heating and electric systems, and lack of central air conditioning.
The original five houses were fairly small, ranging from 1,000 to
1,300 square feet, The second set of seven were somewhat larger
ranging up to approximately 1,800 square feet. ,

Two methods were used for specifying repairs: plans and
specifications. A plan was drawn up by the staff showing wall
placement, fixtures, appliance location, and the like. Specifica-
tions or work write—ups provided written descriptions of the work to
be done, The specifications set standards typically more stringent
than the local codes. The homesteaders could then reviev the plans
and make modest modifications, One homesteader, for_example, wanted
a second bathroom. Staff changed the wall design and put in
plumbing that would allow them to convert what was originally
designed as the pantry area to a bathroom at a later date.

Contractor selection was handled by the staff, Bidders were
required to fi11 out an application and provide references, which
were checked by the staff. Bids were then solicited, and the lowest
bid was selected, if the contractor could schedule the work in a
reasonable time period. Since staff did not encourage the
homesteaders to take on sweat equity projects, the contractor was
responsible for all the work, During the rehabilitation process one
of the local staff members inspected the property frequently to be

sure the work was being done correctly,




Local program staff provided technical assistance to
homesteaders on an informal basis. They had very personal
relationships with homesteaders and assisted them in learning to
change furnace filters and take on the other new responsibilities
that go along with being a homeowner, They also guaranteed the work
done on the home for a one-year period after occcupancy.

Monitoring homesteader compliance with the terms of the
contract will be done through periodic site vigits. They plan on
yearly inspections to assure occupancy and adequate upkeep of the
structure. They also respond to calls about any problems that

homesteaders have with the repairs on their homes.

9.0 Other Neighborhood Conservation Activity

Essentially all of College Station's housing and revitalization
programs are concentrated in the Demonstration. CDBG funds have
been used to pave streets and make park improvements. Section 8,
Rental Rehabilitation, and Section 235 housing programs have all

been concentrated in the neighborhood.
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MILWAUKEE, WISCONSIN

1,0 Background to the Program

Milwaukee has been an active participant in HUD's regular Urban
Homesteading Program since 1976, In 1984, the homestead coordinator
read about the availability of funds under the Local Property Urban
Homesteading Demonstration and was encouraged to apply by HUD '
Regional Office staff. A staff experienced with the Urban
Homesteading Program in Milwaukee implemented the Demonstration in
the fall of 1985 as a valuable variation on the regular program.

The Department of City Development was administering agency for the
Demonstration,

In its application, Milwaukee estimated that it would be able
to acquire approximately thirteen properties, making up twenty units
(including seven duplexes), during the term of the Demonstration and
requested $210,000 to do so. Milwaukee was awarded $190,000 of
Section 810 funds in the Summer of 1985 for the acquisition of
properties, Upon termination of the Demonstration, the City had
used $136,654 o{ this award to acquire eight tax delinquent
properties, As of August 1, 1987, the city had conveyed six of the

properties to homesteaders, three of whom occupied their homes.

2.0 Administrative Arrangments

The homestead coordinator was responsible for the program
design in that he prepared the application himself and has been in
charge of implementing and administering the Demonstration since it
began. The coordinator is an employee of the operating agency for
the program, Milwaukee's Department of City Development (DCD).
Within pcD, the coordinator is located in the Division of Housing
Development and Rehabilitation, Housing and Commercial

Rehabilitation section, The policy-making group under which the
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program operates is the Urban Homestead Board. Its membership — —
cahéists o;_one DCD representative, one Department of Bullding
Inspection representative, one alderman, and two at-large seats
(citizens). Also, certain major decisions, such as proposed
property acquisitions, must be approved by the Common Council of the
City of Milwaukee. The Demonstration and the regular Urban
Homesteading Program have been operated together by the same staff,
and the only difference between the two programs from the city's
perspective was the method of property acquisition.

During the second year of the Demonstration, DCD staff
responsible for the various aspects of the program’'s implementation.
changed somewhat. In order to decrease his heavy workload, the
homestead coordinator stopped administering the closings on the
acquired properties. In addition, the management of the
rehabilitation of all regular and Demonstration program properties
was centralized, with one rehabilitation specialist in charge, as
opposed to the four who previously shared these duties.

The homestead coordinator estimted the administrative costs of {
the Demonstration to be 310,500 for the last 12 months of the |

program.

3.0 The Urban Homesteading Neighborhoods

The area of Milwaukee which was selected to be eligible for the
Demonstration is the same area defined for the regular Urban
Homesteading Program, which in turn was originally designated in
1975, and remains the Community Development Block Grant ((DBG) .
target area. This originally defined area was large enough to
encompass all blighted areas in the city, even though these have
been expanding in recent years. The homestead coordiqator decided
to use éhese boundaries for the Demonstration because these
neighborhoods had the highest concentrations of houses suitable for
acquisition. The homestead coordinator targeted for homesteading | .
the neighborhoods within the greater CDBG area that he felt would be
most likely to have predominately owner-occupied units within the-

next five years.
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According to the homestead coordinator, abandonment in the
target area has been prevalent for years but has become more
extensive since 1983, Approximately 400 properties are vacant in
the inner city at any time and one count found that this number had
risen up to about 700, The participating neighborhoods are
generally worse off than the city averages in terms of income, rate
of unemployment, and housing conditions.

The homestead coordinator reported having had no problems with
the neighborhood selection process and did not think it needed any

improvements. The neighborhoods were appropriate for the

Demonstration. Although several census tracts were added to the
homesteading area during the second year of the Demonstration,:this
was done so that certain HUD properties could be acquired under the
regular program. Properties in these added neighborhoods were
eligible for acquisition under the Demonstration but none were
chosen. The homestead coordinator does not believe that the
Demonstration has had any influence on the overall viability of the
target area because the acquisition and rehabilitation of only eight
propgrties, even though concentrated in an area of a few city
blocks, was too little in relationship to the need of the

neighborhoods.

4.0 Homesteader Selection

The homestead éoordinator selected all the homesteaders
himself. Applicants for the Demonstration were taken from the "home
buyers 1list" assembled for the regular Urban Homesteading Program.
About 100 applicants qualify for this list each year and some are
retained on it Iinto the next year if they do not receive a
home during the year their name iIs first put on the list. Of those
on the home buyers list during a year, about half were found to be
of low or moderate income and were, therefore, eligible for the

1
Demonstration.

1According to Milwaukee's Application for Participation in the
Local Property Demonstration Program of October 22, 1987,"....
approximately 56% of last year's homesteaders had low to moderate
incomes . . ."(pp.2).
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4.1 Stages.in Process - - . T

Applicants for both the regular Urban Homesteading Program and
the Demonstration started with the same selection process.
According to the homestead coordinator, the approximate numbers of
eligible applicants per year at each stage of the‘b;ocess prier to

final screening were as follows:

Stage Eligible Applicants
o Waiting List 1000
o Home Buyers List 100

(qualified applicants from
waiting list)

o Eligible for Demonstration 50
(low or moderate income)
o Active L 20

(offered a regular UH or
Demonstration home and wants one
of the available homes)

As of August 1, 1981, three of the eight properties acquired
under the Demonstration were occupied by homesteaders, four others
had homesteaders selected for them (one homesteader had not yet

signed papers conveying ownership), and one did”not yet have a

homesteader selected for it. The process and criteria used for a

homesteader selection did not change over the course of the
Demonstration-

4,2 Definition of Criteria Used

To select homesteaders, both the regular and Demonstfation
programs used certain criteria. The degree to which these general
types of criteria were used by the homestead coordinator in
Milwaukee and the ways in which he defined them are presented below.

¢ Financlal capability: In general, he tried to select
applicants who are members of what he calls the "responsible
poor.” These are financially high-risk applicants who are
not “"bankable" (capable of getting financing from private
financial Iinstitutions) and thus whose only.option for home
financing is through the program.
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Self-help skills: These were not considered as a selection

criterion except for cases where use of sweat equity had to
be employed in order to lower an otherwise prohibitively
high leoan~to-value ratijo.

Previous housjng characteristics: These were not
considered unless the applicant is found to be

"high~risk"”: 4.e., of tenuodus eligibility because of some
corbination of weak credit background, poor job history, or
extremely low Income.

Personal characteristics: The howmestead coordinator
considered these only to determine if the applicant is a
member of the “"responsible poor.” Such determinations were
subjective and the Urban Homesteading Board sometimes
challenged the coordinator on his observations on this
factor.

Matching family size and house: On the application there
was a question regarding the number of bedrooms desired in
the homestesad house. Thus, only homes with the requested
number of bedrooms were offered to the homesteader
applicants. The only other consideration in this category
was that overcrowding is not allowed.

Besides the criteria listed above, program requirements were to

be met and, of course, these superseded any locally-applied criteria.

The criteria for homesteader selection, as ranked jn descending

order of importance by the homestead coordinator, were:

o]

(o}

program requirements: HUD-mandated “givens.”

credit worthiness: It was costly to check this because

credit investigating services must be used. This step

followed (chronologically, but not in importance) the
consideration of the applicant's housebold incowe.

applicant income: Amnual household income of $10,000 to

317,000 required to qualify for a duplex unit and greater
than $17,000 to qualify for a single-family home.

priority considerations: Applicants received priority for

selection if they were low Iincome (less than 80 percent of
median in area, spent 25 percent or more of their income on
housing, or if their present housing had code violations.
Beyond these considerations, applicants were also ranked
according to their processing numbers (first come, first
served).
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" The coordinator-identified no serious problems with the process

of homesteader selection and sald that no Demonstration homesteaders
dropped out after signing agreements. He believes that the process
was efficient in identifying potential homesteaders who met the
income restrictions and really wanted and will take care of the
properties. As is discussed below, because of the high
rehabilitation costs of the Demonstration houses, applicants with
good construction skills and a willingness to apply them could help
to make rehabilitation of the homes economically feasible under the
terms of the program. In Milwaukee, the applicants who have these
self-help skills, are willing to use them to perform a significant
amount of the work themselves, and are willing: t¢o move into these
neighborhoods were mostly from the city's Laotian community. Four
of the six homesteader families that had signed agreements for
Demonstration properties as of August 1, 1987 are Hmong who came to

this country as refugees from Laos.

5.0 Property Acquisition

The homestead coordinator initiateq and directed the process of
selecting and acquiring all homestead proﬁerties. He was assisted
by the rehabilitation staff who inspect the properties to determine
if their rehabilitation was economically feasible, - If the )
coordinator recommended that a property be acquired, the acquisition’
needed the approval of the Urban Homestead Board and the Common -
Council, '

Eight properties were purchased in Milwaukee during the
Demonstration at a total cost of $136,500, averaging $17,063 per
property as opposed to the $15,700 projected in the city's

application,

5.1 Definition of Criteria Used

The coordinator used am objective set of criteria to screen .
potential Demonstration properties. The criteria, ranked in

descending order of importance, were:

o HUD's general program requirements must be met;
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o The impact on the neighborhood of homesteading the property,
according to "Land Use Planning Criteria” in Milwaukee's
application, must be the maximum expected; 3

o The loan-to-value ratio should be no greater than 90 percent'
(assured economic feasibility); and '

0 gother criteria.

,The "maximum impact" criterion reflected the importance that
the homesteading director attached to concentrating the
Demonstration's effort in small areas within the inner city in order
to improve the quality of housing in certain neighborhoods -- i.e.,
to assure that the program did more than just provide homesteaders
with homes. The loan-to-value ratic of 90 percent was used to;help )
assure that the properties acquired could be rehabilitated: for a )
reagsonable amount, and thus, that the cycle of foreclosure on these
properties could be broken.. (The general requirements were
specified by HUD.) The property selection criteria used for the
Demonstration did not differ from those used for_the regular Urban

Homesteading Program.

5.2 Application of Selection Criteria

Locate Property. The coordinator tried to locate qualified

properties for the Demonstration in three ways. First, records of
tax.delinquent properties in +argeted neighborhoods (those he
bel{eved would be predominantly owner—occupied in five years) were
obtained from the City Treasurer's Office, Five of the eight
properties acquired under the Demonstration were located through
this method.

The second method was to find vacant properties and then see
whether they were tax delinquent., He did this by driving around
Demonstration neighborhoods and looking for newly boarded-~up houses
and by relying on reports from others, especially building
contractors, who were active in the program, This method was not
found to be fruitful because of its "hit or miss” nature and because

so few vacant properties were tax delinquent.
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The third method was to contact savings and loan institutions
to check whether they had foreclosed on loans for any tax—-delinquent
vacant properties., Any for.which they had done so were usually not
tax-delinquent any longer as the taxes were paid up automatically
when the institution gained control of the property. Three

properties were acquired through this methed.

Inspected Property and Contact Owner., Once the coordinator

located a property which seemed to meet the criteria for the
Demonstration, he looked at it and, if interested in acquiring it,
tried to contact the owner to determine willingness to sell., If..
successful, a building inspector assessed the work needed to :

rehabilitate the property and estimated the cost of that work,

Get Appraisal and Make Offer. If the inspection indicated that

rehabilitating the property would be feasible under the terms of the
Demonstration, a private appraisal was solicited which assessed the
fair market value of the property. The City then made an offer to

the owner of that amount.

Gain Approval and Close. If the offer was accepted by the

owner, the acquisition had to be approved by the Urban Homesteading
Board and Common Council, Closing was then effected by the City
Attorney's Office where all necessary paperwork, including the land
contract, was signed, As a city-owned property, it then had to be
transferred to the city's Real Estate Commission for property
management . .

According to the coordinator, most abandoned properties in the .
target neighborhoods that were in the process of tax foreclosure
were available for purchase. When attempted, it was usually
possible for the city to acquire these properties because, if the
property met the criteria for selection and the owner could be
contacted, the only issue to be settled between the owner and the
city was price. However, only a very small percentage of the
properties in the target area were in the process of tax foreclosure

and eligible for the Demonstration.
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The cost to the owner of selling his property to the city for
the Demonstration was estimated by the homestead coordinator to be
about $1,000 to $1,200 perkyear of tax delinquency. This was the
sum of estimates of back and prorated future property taxes due,

water bills and special assessments.
5,3 Problems

There were two major problems in the property acquisition
process, One was the result of a key Demonstration program
requirement and the other was a conflict with state law. The
problem which first became evident was the smaller than expected
number of tax delinquent properties in the city that were -
cost-effective to rehabilitate under the terms of the
Demopstration. The second was the paucity of tax delinquency
housing that was vacant and how this was affected by Wisconsin state
law concerning tenant relocation. Both of these problems and their
corollaries were really related parts of the same problem: the
realities of the local housing stock, property owner behavior, and
rehabilitation costs and financing versus the Demonstration program
requirements and state law.

The most seri;us problem was the difficulty in finding houses
that were tax delinquent and in a condition which allowed them to be
rehdbilitated for an amount that a homesteader of low or moderate
income could afford (even with a 20-year, low-interest Section 312
or CDBG loan). The requirements that properties be tax delinquent
and that homesteaders be of low and moderate income, although
well-intended, meant that in most cases only those who could use
sweat equity could qualify for a Demonstration house in Milwaukee.
Otherwise, these families could not afford the monthly payments on
the large loans needed to finance the extensive rehabiliqgtion which
was required to repair the seriously deteriorated properties that
the city could acquire under the Demonstration tax delinquency

restriction.
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Milwaukee's application for the Demonstration stated that “the
Horestead staff will concentrate on purchasing those properties that
are tax delinquent for a period of one to three years.” 1In
practice, this came to mean that a property was considered tax:
delinquent for the previous year if the annual payment was one day
late., It then became "in the process of tax foreclosure” and, for
the puépose of the Demonstration, eligible for acquisition.

Tax delinquent houses in Milwaukee, even if tax delinquent for
only adshorg time, ususlly had deterioration and damage that made
them much more expensive to rehabilitate than houses in the regular
program and more than had been envisioned in the Demonstration
design. Milwaukee's desired loan-to~value ratio of 90 percent was
usually Impossible to achieve without significant amounts of
homesteader labor for properties whose rehahilitation, if performed
entirely by a contractor, would cost not $20,000 but often $40,000
to $60,000, Most of the eligible houses in the target neighborhoods
simply would not be worth more than the cost of repairing them, even
after being completely rehasbilitated. As mentioned earlier, only by
finding homesteader applicants with self-help skills and the
willingness to work on the homes was the city able to acquire and
convey most of the homes under the Demonstration.

The vacancy requirement restricted the coordinator in his
search for properties because many propertijes which were otherwise
appropriate for acquisition were occupied. After several attempts,
it became apparent to the coordinator that the city should not even
contact owners of such properties to inquire about the tenant's
tenure in the house or about relocating the tenants in order to make
the property eligible for the Demonstration. Both the Demonstration
statutes and Wisconsin law prohibited local governments from
negotiating with property owners about possible conveyvance of a
property while a tenant is legally occupying tbat property. The
coordinator would have 1iked to have been able to work with owners
to develop relocation plans for tenants in cases where all other

eligibility requirements were met.
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In summary, the coordinator found that most owners of run—down
properties in Milwaukee (including financial Insititutions which own
homes as the result of loan foreclosures) continue to pay their
property taxes, even if that property is vacant; that owners who
have purposefully ceased paying the taxes on a property have usu;lly
done so only after the property is seriously dilapidatedlfrom fire,
vandalism, or long neglect; and that tax delinquent properties are
often occupied by tenants, thus precluding the city from negotiating
for the purchase of the property. The coordinator did nmot expect
that local property acquisition would continue in Milwaukee after

the end of the Demonstration.

6.0 Property Disposition

As the coordinator described it, marketing Demonstration
properties to eligible homesteader applicants was more dafficult
than it is for regular program properties because the Demonstration
properties are in poorer condition, on average, than the regular
properties and because homestesder applicants prefer houses that
need less work apd smaller rehabilitation loans. -

The ¢ity has used land contracts over the course of the
Demonstration to convey properties to homesteaders. This contract
was the same for the regular and the Demonstration programs except
for minor administrative differences related to closing. The land
contrget is a five—page agreement between the city and the
homesteader which conveys the property to the howesteader for $1
upon the performance of the homesteader's responsibilitfes. Of
course, the homesteader wust pay more than $1 to receive title to’
the land because the contract also specifies obligations for closing
costs, Juncluding those for fire and vandalistm insurance and "owner's
contribution” to rehabilitation costs of $2,000,.

Most of the problems affecting which properties enter the
disposition process are those already discussed which 1ie within the
property acquisition process, The property disposition process

irself is fairly routine.
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7.0 Rehabilitation Financing

Loans to homesteaders under both the regular Urban Homesteading
Program and the Demonstration for the financing of rehabilitation
were from either HUD Section 312 monies or from CDBG funds. No
private financial institutions were involved in either program. Up
until fiscal year 1985, these two funding sources were used about
equally for the regular program, but for fiscal year 1986 the city
drew on CDBG funds once for this purpose because of uncertain
availability and other complications associated with Section 312
funds., This arrangement changed during the past year when the city
began relying more heavily on Section 312 funds for both the regular
and Demonstration programs, However, according to the coordinator,
many of the Laotian families chosen as homesteaders for the
Demonstration properties had debt—to—income ratios too high to allow
them to qualify for Section 312 loans. In these cases, CDBG funds
were arranged, resulting in a higher proportion of CDBG loans'among
the Demonstration homesteaders than among the participants in the
regular program,

In most cases where homesteaders made or were planning to make
a significant portion of the needed repairs themselves (sweat
equity), the HUD Rental Rehabilitation program has been used. In
these situations, the DBG funds are matched with a Rental
Rebhabilitation Grant up to 37,000 (over five years) to allow thg
homesteader to procure the needed construction materials. The
coordinator stated that the subsidies afforded by this program were
instrumental in enabling the city to convey the Demonstration
properties to "higher risk"” homesteaders —— i.e., those who had the

self-help skills but who could not qualify for other loans.

8.0 Planning and Management of Rehabilitation

According to the city's manager of residential and commercial
rehabilitation, the major objectives of the rehabilitation process
were to give product satisfaction to the client (the homesteader),
and to create a home with a better appearance and thereby improve

the quality of the neighborhood.

=176~



The most common structural problems with the homes that were
rehabilitated were deterioration of the foundation; misaligned or
cracked main house beams, floor joist, or column; and masonry

chimneys and porch structures in disrepair. These problems were

usually of limited or moderate severity.

8.1 Specifying the Work Needed , :

The process of specifying what rehabilitation would entail,
according to the residential rehabilitation supervisor, did not
change significantly over the course of the Demonstration. The
process involved staff from the Department of City Development and
the Building Department, and the homesteaders themselves. The DCD
and Building Department staff inspected the home and wrote a “scope
of work™ specifying the needed repairs. The work items considered in a
scope of work for both the regular and the Demonstration programs
were, in descending order of priority: code violations, energy
conservation measures, incipient code violations, and general
improvements.

Properties were judged according to the city's building code
and a "modified 20-year standard” was applied to all repairs to be
made. This meant that all repairs and improvements made must be of
quality that will last for at least 20 yehrs, but that this standard
could be "modified” if its application to certain repairs would make
the job financially infeasible., Homesteaders were encouraged to
participate in the final scope of work since their approval was
necessary before bids could be sought. Their input was solicited on
decisions regarding design, materials to be used, and extent of
improvement s beyopd the minimum although any that would result in
extraordinaéy increases in the cost of the rehabilitation were
discouraged, B}

Although the process of specifying what repairs were to be made
did not change much, the rehabilitation supervisor stated that
degidinglggg would, perform the repairs changed somewhat during the
second year of the Demonstration. As discussed above, because of
financial realities, many of the Demonstration homesteaders were

chosen on the basis of their self-help skills and all were
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encouraged to do more work on the homes than their predecessors in
the regular program, wherein homesteaders performed "sweat equity”
work only if they volunteered and could provide evidence of their
ability to perform such work, Furthermore, even if the
rehabilitation manager and homestead coordinator agreed that 1t was
prudent to allow a homesteader to use his or her self-help skills,
then the homesteader was allowed to do only limited interior work
such as some demolition, minor repairs, or painting. According to
the rehabilitation manager, most of the homesteader applicants did
not possess self-help skills and were not interested in performing
any work themselves.

Although this arrangement remained generally true, the
residential rehabilitation supervisor believed that sweat equity is
encouraged more than it used to be. Based on the visits made during
the second year, the Demonstration homesteaders were making more
extensive structural repairs (new walls, floors, etc.) than had been
described as typical by staff during the first year of the
Demonstration., Although the building code requires that a liceqsed
contractor must perform all the work needed to rectify code
viclations (usually plumbing, electrical, and heating systems work),
the Demonstration homesteaders who were working on their homes
seemed to be doing most of the rest of the work neéded in the
interior of their homes. The city still requires that exterior work
be done by a contractor to assure that it would be finished in a
timely manner,and@fthus that the home would quickly become an asset

;

rather than an eyesore for the neighborhood,

8.2 Managing the Rehabilitation

Homesteaders selected the general contractor to do the work
needed on their homes, The city made a number of selection methods

T

available to the homesteaders. These included:

¢ A rotating bidders list, of about 700 licensed contractors,
added to annually, redone biannually;

o A bid desk, where contractors can obtaln information and bid
applications on homes to be rehabilitated;
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o An option allowing homesteaders to solicit contractors on
their own; or .

o0 Any of the above, combined with sweat equity.

During the second year of the Demonstration, the rehabilitation
supervisor reported that homesteaders had been encouraged more
strongly to select contractors on their own. The rehabilitation
staff had found that the process went more smoothly when the
homesteader took an active role in working with the contractor. By
selecting contractors themselves, homesteaders were more likely to
become involved with them and to monitor the work being performed on
their homes. Another strategy to further good homesteader— .
contractor relations introduced during the latter half of thé
Demonstration was a requirement that contractors go to the house and
meet the homesteader when picking up a bid package. This assured
that the contractor bidding on the job met the owner before the
selection process and that the owner would be more involved in the
entire rehabilitation process.

Once the contractor was selected, the rehabilitation work had
to meet certain deadlines. All code violations threatening the
occupant's health or safety had to be rectified before occupancy
could begin., During the five years of residency required of the

homesteader, the city staff inspects the home at least amnually.

9.0 Other Neighborhood Conservation Activity

There are a number of other programs administered by DCD which
help conserve and improve housing in eligible Milwaukee
neighborhoods. These include the Section 8 Rental Rehabilitation
program as well as others. A special organization in the city is
Homefront, a nonprofit corporation which is staffed by city
employees, has a separate board of directors, and 1s funded from the
CPBG., Its mission is to purchase HUD-owned properties, provide
interim construction financing in order to rehabilitate them, and
then to convey the homes to various community groups. The community

|
! groups then obtain financing to reimburse Bomefront for their costs.

=179~
#r US GOVERNMENT PRINTING OFFICE 1988—2 01 - 925/ 83906



U.S. Department of Housing and Urban Dm<m_o_u3m2
| Washington, D.C. 20410-6000

Official Business

. i ety S

|

,

_ |

gt _
i
=
2
%,
* 0

g4 % |
. z

el < 994 ,
o.uc_w:):c

April 1988 :
HUD-1134-PDR

ﬁu.pv 4 I SE .%.. oty e e & a 7 X o ", L





