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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

DIGEST ------ 

WHY THE REVIEW WAS MADE 

To help protect the public in inter- 
state land transactions, the Con- 
gress, In August 1968, enacted the 
Interstate Land Sales Full Disclosure 
Act, to be admpnistered by the De- 
partment of Housing and Urban Devel- 
opment (HUD) 

Because HUD received complaints of 
abuses in such transactions, GAO 
reviewed how HUD's Office of Inter- 
state Land Sales Registration was 
carrying out its regulatory 
responslbllltles 

Background 

Before selling undeveloped land to 
the public, developers generally 
must file statements of record with 
HUD which supply specific physical, 
fl nancl al, and legal facts on the 
land, supporting documentation, and 
certain certifications 

Before or at the time of sale, 
developers must give buyers 
property reports disclosing all 
pertinent facts about the land 
These reports place buyers in a 
better posltlon to decide whether 
to buy the land and therefore must 
be accurate and reliable (See 
P 5) 

In March 1972, the Secretary of HUD 
directed that the Office provide 

NEED FOR IMPROVED 
CONSUMER PROTECTION IN 
INTERSTATE LAND SALES 
Office of Interstate Land 
Sales Registration 
Department of Housing and 
Urban Development B-118754 

"tough, meaningful regulation and 
effective consumer protection" in 
interstate land transactions Since 
that time, the Office has 

--Stepped up its campaign against 
unscrupulous land developers 

--Held public hearings in 17 titles 
to investigate consumer complaints 
about abuses in land sales and to 
inform the public of its rights 
under Federal law 

--Issued numerous press releases to 
increase public awareness of its 
program 

--Increased its enforcement efforts 
against violators of- the act, in- 
cluding ln~tlatlng admlnlstratlve 
proceedings and issuing orders 
suspending developers' rights to 
sell land (See p 9 ) 

FINDINGS AND CONCLUSIONS 

The Office had 55 full-time staff 
members and no field support 
Therefore, it could not 

--identify all land developers offer- 
ing unregistered land for sale to 
the public (see p ll), 

--effectively coordinate consumer 
protection actlvltles with the 
States, particularly those having 
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regulatory programs accepted by 
HUD for Federal registration 
purposes (see p 12), 

--adequately verify land developers' 
registration information (see 
P 141, 

--lnvestlgate alleged slgnlflcant 
violations of the act indicated by 
consumer complaints nor follow up 
on complaints referred to the 
developers (see p 21), 

--take prompt enforcement actlon 
against registered developers who 
did not amend their statements of 
record and property reports (see 
pp 25 and 26), 

--promptly investigate subdlvlslons 
which, according to GAO, may have 
been offering unregistered land for 
sale to the public (see p 26) 

RECOMMENDATlONS 

GAO recommends that the Secretary 
of HUD, to the extent practicable, 
decentralize the Office's regulatory 
actlvltles--assigning responslbillty 
to HUD field office personnel (See 
P 20) 

GAO also recommends that the Secre- 
tary have the Office 

--Selectively inspect subdlvlslons 
before and after reglstratlon 
to verify the accuracy and 
rellablllty of land developers' 
disclosures and to help determine 
the adequacy of State regulatory 
programs (See p 20 ) 

--Establish working agreements with 
the States for exchanging lnforma- 
tlon on land subdlvlslons and 
developers The agreements should 

encourage Joint efforts to improve I 

the States' regulatory programs 
I 
i 

and to promote unlformlty (See I 

P 2W I 

--Improve followup procedures to I 

insure that land developers respond 
I 
I 

promptly to consumer complaints I 

referred by the Offlce 
I 

I 
--Investigate alleged slgnlflcant 

I 
I 

violations of the act Indicated by I 
consumer complaints 1 

--Promptly act against developers 
who, contrary to law, fall to 
amend statements of record and I 
property reports and who may be of- 1 
ferlng unregistered land for sale I 
(See p 27 ) 1 

I 

AGENCY ACTIONS AND UNRESOLVED ISSUES 
I 
1 

In commenting on GAO's draft report, 
HUD said that 

, 

--The Office 1s evaluating GAO's f 
recommendation to establish a field , 
staff Coordlnatlon among States I 
and between the States and the I 
Federal Government should provide I 

"a regulatory presence in the 
1 
I 

field I' (See p 18 ) I 
I 

--The Off-ice's permanent staff 1s 
budgeted to increase from 55 to 
74 employees in fiscal year 1974 
This proJected staffing is real- 
istlc both In terms of the current 
restrlctlons on levels of Federal 
employment and the OffIce's ablllty 
to recruit, train, and effectively 
use more staff (See p 18 ) 

--It disagreed with GAO's recommenda- 
tion that the Office Inspect sub- 

i 
I 

dlvlslons before reglstratlon, I 

because the States can better make 
4 
I 

such ~nspectlons However, I 
I 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

reliance on the States requires 
uniform State regulations and pro- 
cedures for making such inspections 
Developing such uniformity ~111 
be a prime obJective of the Of- 
flee's attempt to coordinate State 
activity (See p 19 ) 

I 

I --Eliminating the complaint backlog 
I IS a high-priority item on the 
I 
I Office's agenda, as IS following 
I up complaints referred by the 
i Office to land developers The I 
I Office IS determined to strictly 
I 
I and vigorously implement the exist- 

lng law to educate the public in 
protecting Itself The Office IS 
also going toI dlsclpllne the land 
sales industry, when required, to 
reduce the number of defrauded con- 
sumers (See p 27 > 

; --Since March 1972, the Office has I 

t 
effectively used admlnlstratlve 
sanctl ons agal nst 1 and developers 

L who failed to comply wl th the 1 aw 
I Despite problems with staff limita- 

I tions and competing priorltles, 
this effort IS expected to be even 
more effective II-I the future * 

I When more staff members become 

I 
avallable, they will concentrate 

on improving enforcement actions 
(See p 27 ) 

GAO believes that, until HUD IS 
reasonably satisfied that the States' 
inspection programs are adequate, 
the Federal Government must take the 
lnltl atlve to inspect subdlvlslons 
before as well as after reqistration 

GAO believes that 1 nspections of 
subdivisions before registration, 
made on a sample basis, would assist 
the Office in determining whether 
certain data reported by land devel- 
opers was accurate and would place 
the Office in a better position dur- 
ing subsequent inspections to eval- 
uate progress or improvements made 
by the developer (See p 19 ) 

MATTERS FOR CONSIDERATION 
BY THE CONGRESS 

This report contains data on weak- 
nesses in agency administration 
and suggestions for correction or 
improvement by the agency 

This information should help com- 
mittees and Members of the Congress 
with their legislative responslbill- 
ties-for the interstate land sales 
regisiration program 
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CHAPTER 1 

INTRODUCTION 

To help protect the public, the Congress, In August 
1968, enacted the Interstate Land Sales Full Disclosure Act, 
which was Included as title XIV of the Housing and Urban 
Development Act of 1968 (15 U S C 1701) The act, effec- 
tlve April 28, 1969, provides for Federal regulation of the 
sale of undeveloped land to the public Developers gen- 
erally sell such land for vacation, retirement, or lnvest- 
ment purposes The American Land Developers Assoclatlon, 
a trade organlzatlon representlng land developers, estimated 
that Industry sales for 1971 were $5 5 bllllon 

The act, admlnlstered by the Office of Interstate Land 
Sales Reglstratlon, Department of Housing and Urban Develop- 
ment (HUD), requires land developers to give prospective 
buyers property reports dlscloslng all pertinent facts about 
the propertles for sale Such disclosure places the public 
in a better posltlon to decide whether to buy the land Be- 
cause of the large number of subdlvlslons (tracts of land 
dnvlded Into smaller parcels) for sale In the United States 
and the complaints HUD was recelvlng on abuses in interstate 
land transactions, GAO reviewed how the Office was carrying 
out its regulatory responslbllltles to protect the public 

THE INTERSTATE LAND SALES FULL DISCLOSURE ACT 

Under the Interstate Land Sales Full Disclosure Act, 
a developer proposlng to sell land to persons in States 
other than that In which the land 1s located or to sell land 
located in a foreign country generally must file a state- 
ment of record with HUD for each subdlvlslon The state- 
ment must contain speclfled facts concerning the physical, 
financial', and legal aspects of the land, supporting docu- 
mentatlon, Including maps and contract documents, and certl- 
flcatlons on such matters as the avallablllty of utlllty 
services and easements or other restrlctlons 

A land developer may not use any kind of interstate 
transportation or communlcatlon to sell land unless HUD has 
accepted his statement of record If HUD accepts the state- 
ment, the land 1s registered A statement becomes effec- 
tive 30 days after flllng unless the Office finds it 
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incomplete or inaccurate in any material respect and so 
notlfles the developer 

Developers do not always have to file statements of 
record with HUD Developers can be exempted from filing, 
for example, when they furnish sufflclent evidence to HUD ' 
that (1) the land consists of less than 50 lots, (2) lots 
are 5 acres or larger, or (3) there IS a resldentlal, com- 
mercial, or industrial bullding on the lots to be sold or 
the seller has contracted to erect such a building wlthln 
2 years Certain other exemptions are permltted after a 
partial statement of record has been filed with and approved 
by HUD 

The act encourages Federal-State cooperation In lieu 
of a statement of record, HUD may accept comparable lnforma- 
tlon filed with and accepted by State authorltles However, 
developers must file with HUD certlfled duplicates of the 
lnformatlon approved by the State and must pay flllng fees. 
HUD considers lnformatlon filed pursuant to the regulations 
of Callfornla, Florida, Hawall, and New York to be adequate 
for Federal reglstratlon purposes At the lnceptlon of the 
program, HUD found that these States 

--required developers to give property reports to pro- 
spectlve land buyers, 

--had laws similar In scope and effect to the Federal 
act, and 

--had sufflclent, adequately tralned staffs to admInIs- 
ter the act 

A property report must be included In the statement of 
record The report, In question and answer form, covers lm- 
portant facts buyers should know about the land, including 
the name and location of the developer and the subdlvlslon, 
the effective date of the report, road distances to nearby 
conununitles, flnanclal terms and refund pollcles, If any, 
mortgages and liens on the subdlvlslon, protectlon, If any, 
afforded the buyer in case of flnanclal default of the de- 
veloper, leaslng arrangements, taxes and special assessments 
to be paid by the buyer, escrow and title arrangements, plus 
any restrlctlons, easements, or convenants and their effect 
on the buyer, recreational facllltles available and dates 
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proposed facllltles are expected to be completed, 
avallablllty or lack of utllltles and services such as trash 
collection, sewers, or water supply, any need for drainage 
and fill before the land can be used for bulldIng, schools, 
medical facllltles, shopplng, and transportation or proposed 
dates when such services will be available, the number of 
homes occupied, and access roads 

HUD regulations require that each property report dls- 
play the following notice of disclaimer 

“This report 1s not a recommendation or endorse- 
ment of the offering herein by the Office of In- 
terstate Land Sales Registration, nor has that 
offlce made an inspection of the property nor 
passed upon the accuracy or adequacy of this re- 
port or any promotional or advertlslng materials 
used by the seller 

“It 1s in the interest of the buyer * * * to in- 
spect the property and carefully read all sale 
* * * documents .‘I 

The developer must give the property report to each 
prospective purchaser in advance or at the time of the land 
transactlon. Failure to do so entltles a purchaser to void 
his contract. A purchaser may also void his contract within 
48 hours after entering Into a land transaction if he re- 
ceived the report less than 48 hours before he slgned the 
contract. The purchaser, however, may waive the right of 
revocation 

By law, a purchase contract may stipulate that the 
purchaser acknowledges and certlfles by his signature that 
his revocation right 1s not applicable to the contract by 
virtue of the &act that, before slgnlng the contract, he 
has received, read, and understood the property report and 
has Inspected the lot HUD sponsored an amendment to the 
law to preclude developers from inducing buyers to waive 
their right of revocation and to prohlblt such stipulations 
in sales contracts The amendment was included In the Hous- 
ing and Urban Development Act of 1972, which did not pass 
the 92d Congress 
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The 1968 act authorizes HUD to bring an action In any 
U,S. dlstrlct court to enJoIn practices which violate the 
act, such as (1) sale of unregistered land, (2) improper 
disclosure in a property report, or (3) deceptive sales 
practices. HUD 1s also authorized to transmit to the Attor- 
ney General evidence concerning illegal acts or practices, 
so that he may Initiate criminal proceedings. Willful vlola- 
tlons of the act are punishable by a fine up to $5,000 or 
lmprlsonment up to 5 years, or both. By law, HUD can also 
lnstltute formal admlnlstratlve proceedings which can lead to 
suspension of a developer’s right to sell land covered under 
the act. 

THE OFFICE OF INTERSTATE LAND SALES REGISTRATION 

The Secretary of HUD has delegated substantially all 
of his authority under the act to the Interstate Land Sales 
Administrator, who heads the Office The Office consists 
of the Examination Dlvlslon and the Administrative Proceed- 
ings Dlvlslon. 

The Examination Dlvlslon examines land developers ’ 
statements of record and property reports to determlne the 
adequacy of their disclosures. The Dlvlslon receives re- 
quests from developer’s for oplnlons on whether the AdmInIs- 
trator will grant exemptions from filing When the Adminis. 
trator does grant an exemption, he refers his declslon to 
HUD’s Offlce of General Counsel to ascertain whether there 
are legal ObJections to lt. 

The Admlnlstratlve Proceedings Dlvlslon examines com- 
plaints alleging failure of developers to comply with the 
act. This Division determines whether vlolatlons have oc- 
curred or illegal actlvltles are in process and develops 
the legal bas1.s for lnltlatlng admlnlstratlve proceedings 
or criminal actions against land developers 

As of December 1972, 55 full-time professional and 
clerical employees, augmented by 19 temporary employees and 
12 consultants, were centrally admlnlsterlng the Office’s 
activities from kLUD headquarters in Washlngton, D C. HUD 
has not provided the Office with reglonal office staff 

As of November 1, 1972, about 4,400 subdlvlslons, 
located throughout the United States and in several foreign 



countries, were registered with HUD HUD 1s authorized to 
charge a land developer a fee up to $1,000 when he files a 
statement of record 

The Office's operations are financed through a comblna- 
tlon of appropriated funds and fees collected from developers 
During fiscal year 1971, about $600,000 was appropriated to 
finance its activltles, in fiscal year 1972, its activities 
were funded entirely from about $700,000 In fees collected 
from land developers HUD estimates that, for fiscal year 
1973 activities, the Office will need about $1 1 mllllon, 
of which about $0 9 mllllon will be provided from fees 

In March 1972 the Secretary of HUD directed that the 
Offlce provide "tough, meaningful regulation and effective 
consumer protection" in interstate land transactions Since 
that time, the Offlce has 

--stepped up its campaign against unscrupulous land 
developers, 

--held public hearings m 17 cltles to investigate con- 
sumer complaints and to Inform the public about 
abuses in land sales and of its rights under Federal 
law, and 

--issued numerous press releases to increase public 
awareness of the program 



CHAPTER 2 

NEED TO DECENTRALIZE AND EXPAND THE OFFICE'S 

REGULATORY ACTIVITIES 

Because of its small staff and lack of field support, 
the Office was not able to 

--identify all land developers offering unregistered 
land for sale to the public, 

mm effectively coordinate consumer protection actlvltles 
with the States, particularly those having regulatory 
programs accepted by HUD for Federal registration 
purposes, and 

--adequately verify reglstratlon lnformatlon filed by 
land developers 

We visited 123 subdlvlslons In Arizona, California, 
Delaware, Florida, Maryland, North Carolina, Tennessee, and 
Vlrglnla to determine their Federal reglstratlon status 
(We had identified these subdlvlslons from local newspaper 
advertisements, from dlscusslons with land developers, and 
from records kept by State land sales authorltles > We 
also reviewed the adequacy of property report disclosures 
for 102 of these subdlvlslons in Arizona, Callfornla, and 
Florida. Twenty-two, or about 18 percent, of the 123 sub- 
dlvlslons were not registered with or exempted from regls- 
tratlon by HUD. Lots In these subdlvlslons may have been 
Illegally offered for sale to the public. 

Property reports for 5 of the 102 subdlvlslons visited 
and for 1 not visited, involving about 7,400 lots, were 
mlsleadlng and did not disclose pertinent lnformatlon on 
matters such as pending lltlgatlon against a land developer, 
the avallablllty of necessary utlllty services, and the 
lack of access roads to subdlvlslon lots. 

We believe the Office needs to decentralize and expand 
Its actlvltles to the extent practicable so it can admln- 
lster the act more effectively and improve consumer 
protection 
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NEED TO IDENTIFY LAND DEVELOPERS 
WHO FAIL TO REGISTER WITH HUD 

The Admlnlstrator stated in June 1972 that 

“there may be thousands of subdlvlslons through- 
out the Natlon that are not reglstered with HUD 
and are therefore being operated in vlolatlon of 
the law-- either intentionally or through 
ignorance ” 

Twenty- two, or about 18 percent, of the 123 subdlvlslons 
we vlslted were not registered or exempted from reglstratlon 
by HUD, Lots In these subdlvlslons may have been illegally 
offered for sale to the public We referred these cases to 
the Office for lnvestlgatlon, and their flndlngs are 
discussed on page 26 

Effective regulation of land developers requires that 
subdlvlslons sublect to reglstratlon requirements be lden- 
tlfled Unless the Office obtains the requl-red reglstra- 
tlons, consumers may not receive the protectlon intended by 
the property report requirement 

Our review showed that consumers who purchased land In 
a State other than their own generally did not inspect the 
land before buying Of the approximately 650 land purchasers 
who responded to our questionnaire (see p 29) 2 469 pur- 
chased land In a State other than their own and 284, or 61 
percent, lndlcated that they did not inspect the subdlvl- 
slons before signing their contracts 

Purchasers of subdlvlslon land who received property 
reports before slgnlng their contracts had fewer problems 
with their purchases than those who did not receive reports 
For example, 188 purchasers who responded to our questlon- 
nalre bought land after April 28, 1969, when the Interstate 
Land Sales Full Disclosure Act went into effect, Of these 
purchasers, 97 indicated that they had received property 
reports Of this group, 16 percent expressed dlssatlsfac- 
tlon with their purchases On the other hand, of the 91 
purchasers who indicated that they did not receive property 
reports, 54 percent expressed dlssatlsfactlon with their 
purchases This may indicate that those persons who had the 
benefit of the property reports were In a better posltlon 
to make a prudent purchase declslon 
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About 47 percent of the subdlvlslons reglstered with 
HUD are In the popular resort States of Arizona, California, 
and Florlda In view of the concentration of subdlvlslons 
elf States distant from Washington, D C , we believe that 
the Office should have field representatives close to where 
land 1s being sold to facilitate more effective regulation 
Office personnel in Washington, D C , were not able to keep 
abreast of land developers' actlvltles in distant States 
because Office personnel did not generally make onslte In- 
spectlons of subdlvlslons (see p 16) and, as discussed below, 
there was little coordlnatlon with State regulatory 
authorltles 

A HUD offlclal told us that there were no working 
agreements between HUD and the States to help coordinate 
regulatory activities Arizona and California offlclals 
told us that there IS a need for better program coordlna- 
tlon with HUD Callfornla and Florida offlclals advised us 
that they notified HUD when a land developer registered land 
in their States As discussed on page 6, however, a land 
developer registered with a State must still register with 
HUD and pay a Federal flllng fee Of the 22 subdlvlslons 
which were not registered with or exempted 5rom reglstratlon 
by HUD, 10 were registered with California and Florida 

To identify land developers who might have been SubJect 
to reglstratlon requirements but who were not registered 
with HUD, the Office requested in May 1972 that HUD person- 
nel in Washlngton, D C , and In HUD regional, area, and 
insuring offices, monitor local newspapers and submit land 
advertisements to the agency perlodlcally Office offlclals 
informed us that, although HUD personnel furnished numerous 
advertisements, relatively few unregistered subdlvlslons 
were identified because the advertisements were generally 
for subdlvlslons already registered 

Office offlclals advised us, however, that the public 
hearings held between May and December 1972 resulted in the 
ldentlflcatlon of 40 unregistered subdlvlslons. The offl- 
clals also said that lnqulrles from such sources as State 
regulatory agencies and professional assoclatlons had 
resulted In the ldentlflcatlon of about 20 more unregistered 
subdlvlslons 
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The lnvestlgatlve hearings held by the Offlce and 
contacts with State authorities and professional assocla- 
tlons have been useful in ldentlfylng subdlvlslons which 
should be registered Identlfylng unregistered subdlvlslol 
should not, however, depend entirely on the voluntary 
assistance of outside parties, such as disgruntled con- 
sumers, HUD personnel assigned responslblllty In other HUD 
program areas, and State authorltles 

If Offlce personnel were assigned to field locations 
close to where subdlvlslons are concentrated, they could 
better (1) cooldlnate and exchange lnformatlon with State 
and local offlclals, (2) obtain local advertlslng and pro- 
motlonal material, (3) 
and land developers, 

contact local flnanclng institutions 
and (4) acquire a general famlllarlty 

with local land sales actlvlty In our opinion, Office 
personnel who may be assigned to field locations and who 
use such techniques could Identify unregistered subdlvlslons 
more easily and could better administer the OffIce's 
regulatory responslbllltles 
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NEED FOR VERIFICATION OF REGISTRATION 
INFORMATION FILED BY LAND DEVELOPERS 

Because of lnsufflclent staff, the Offlce generally was 
not able to verify the data submitted by land developers. 

Data In a developer's statement of record serves as the 
basis for preparing the property report, It 1s therefore 
essential that this data be accurate and reliable. A state- 
ment of record, or an amendment thereto, becomes effective 
30 days after filing unless the Offlce finds the statement 
or amendment Incomplete or inaccurate In any material respect 
and so notlfles the developer. 

Our vlslts to 102 subdlvlslons in Arizona, Florida, and 
Callfornla revealed 5 Instances where disclosures In property 
reports were Inadequate. We also noted one instance where 
disclosure was inadequate for a subdlvlslon In Arizona which 
we did not vlslt. 

Our findings on the adequacy of property report dls- 
closures for subdlvlslons In these States follow. 

Arizona 

We vlslted 27 subdlvlslons In Arizona Property reports 
for two of these subdlvlslons and for one which we did not 
Vlslt, but met with the land developer, did not disclose 
essential data. 

--A report did not disclose that the developer was a 
defendant in a clvll actlon suit lnltlated by the 
local water dlstrlct which charged him with illegally 
dlvertlng water from the dlstrlct to serve the sub- 
dlvlslon. 

--A report did not disclose that the water supply to the 
subdlvlsion had been halted because of problems relat- 
lng to the ownership of the water company. 

--Although a report stated that there were graded roads 
to all lots In the subdlvxlon, we found none. In 
addltlon, the report stated that the site's water sup- 
ply would not be sufflclent without the assistance of 
a water* company to provide addltlonal quantities 
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after the ground wells were exhausted, It did not 
lndlcate when this addltlonal supply would be needed 
or whether the necessary arrangements had been made 
with a water company, 

Offlclals of the Arizona State Real Estate Department 
agreed that these property reports did not fully disclose In- 
formatlon for consumers, In the case concerning access roads, 
the offlclals stated that, after our lnspectlon, the roads had 
been adequately graded Although land developers may improve r 

subdlvlslons , property reports should describe the condltlons 
exlstlng at subdlvlslons at the time such reports are made 
available to prospective buyers. 

Florida 

We visited 48 subdlvlslons in Florlda Property reports 
for two of them did not disclose essential facts which, In 
our opinion, could affect a potential land buyer’s declslon. 

--A report for one subdlvlslon stated that lndlvldual 
septic tanks would dispose of sewage An offlclal of 
the county In which the subdlvlslon was located told 
us that the county would not consider lssulng septic 
tank permits for lots m the subdlvlslon until the de- 
veloper submitted adequate dralnage plans. At the 
time the property report was approved, the developer 
had not submitted plans which the county considered 
adequate. In addltlon, the property report failed to 
dlsclose that part of the land remained under water 
much of the year 

Offlclals of the Dlvlslon of Florida Land Sales stated 
that, because a reglstered engineer had prepared the de- 
veloper’s dralnage plans and because the facllltles were 
to be installed by an authorized dralnage district, they 
had assumed, when approving the property report, that 
the work would meet county requirements 

--A report for another subdlvlslon lndlcated that in- 
dlvldual septic tanks would dispose of sewage. A 
county health official stated that septic tank per- 
mits could not be issued for most of the lots because 
of the high water table In the area. 
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State offlclals advised us that they would contact the 
health department to obtain a Justlflcatlon for Its 
position. The offlclals stated that, In this type of 
sltuatlon, the developer might be required to revise 
his property report or to stop offering the lots for 
sale as homesites. 

California 

We visited 27 subdlvlslons In California. We noted that 
a property report for one of the subdlvlslons did not provide 
essential facts. The subdlvlslon was In an area adJacent to 
a large inland sea which was publlclzed as a prime source of 
recreation. According to State and Federal Government offl- 
clals , however, the salt content of the sea was lncreaslng to 
a degree which would eliminate marine life by 1975. 

Offlclals of the Callfornla Department of Real Estate ad- 
vised us that State property reports did not always disclose 
this type of lnformatlon They added, however, that, if fish- 
ing was a prime source of recreation, this matter should have 
been disclosed A representative of the developer told us 
that many purchasers had canceled their contracts because 
their property values had decreased due to the lncreaslng 
sallnlty of the sea 

Generally the Offlce does not inspect subdlvlslons. 
Regulatory authorltles in Arizona, Callfornla, and Florida 
generally require onslte lnspectlons of subdlvlslons upon 
registration and perlodlcally thereafter. 

Office offlclals informed us that, short of a massive 
expansion of the staff, the Office could not Inspect all 
regls tered subdlvls Ions They advised us, however, that from 
March to December 1972, about 100 inspections of registered 
subdlvlslons had been made--prlnclpally in States near HUD 
headquarters. 

These lnspectlons disclosed several vlolatlons of the law, 
lncludlng land offered for sale to the public illegally. The 
offlclals contended that onslte lnspectlons were not necessar- 
ily essential before reglstratlon because subdlvlslons often 
consist of undeveloped parcels of land and any improvements to 
be made by land developers were still in the planning stages. 
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We belleve that onslte lnspectlons should be made on a 
sample basis, which would not require a massive expansion of 
the Office's staff As each case arose, the Offlce could 
decide about vlsltlng the subdlvlslon, depending on the ade- 
quacy of lnformatlon filed by a land developer and the ade- 
quacy of the applicable State's onslte lnspectlon program 

By vlsltlng a subdlvlslon at the time of a developer's 
Initial filing, the Office could determine whether data re- 
ported was accurate with respect to such matters as distances 
to nearby com!munltles, schools, medical facllltles, shopping, 
transportation, and the avallablllty of roads Such vlslts 
would enable Office representatives to meet with county of- 
flclals to discuss and obtain documentation on such matters 
as utlllty services, easements, and taxes. During later in- 
spections, the Offlce would be in a better posltlon to evalu- 
ate progress or improvements made by the developer 

Inspections made after registration would permit the 
Office to determine whether developers are implementing their 
subdlvlslon plans as provided In their property reports and 
would help determine the continuing effectiveness of States' 
programs If the Office discovers improper disclosures after 
registration, the Office can initiate formal admlnlstratlve 
proceedings which could result In the suspension of the de- 
veloper’s reglstratlon until the report 1s corrected 

In June 1972, the Examination Dlvlslon requested authorl- 
zatlon for 62 posltlons-- an increase of 44 positions--to per- 
form what lt considered the quality of work needed to fulfill 
the intent of the Congress. However, the Deputy Admlnlstra- 
tor reduced this request to eight additional positions 
because of manpower llmlts established by HUD and the Office 
of Management and Budget 
tions for fiscal year 1973. 

HUD approved five of these posl- 
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AGENCY COMMENTS AND OUR EVALUATION 

In commenting on our draft report (see app. II), HUD 
advlsed us that 

-Under the present budget, it 1s unreallstlc to 
expect staff Increases large enough to police 
the industry to be forthcomlng soon For this 
reason and because the Interstate Land Sales 
Full Disclosure Act 1s a disclosure rather than 
a substantive regulatory statute, HUD 1s deter- 
mined to strictly and vigorously implement the 
law to educate the public In protecting itself 
with the help of the Federal act and a strong 
State regulatory role 

--The Offlce 1s evaluating our proposal on field 
staff. Field personnel from other palts of HUD 
could possibly be used selectively In interstate 
land sales, and the Office 1s studying this optlon 
Coordlnatlon among the States and between the 
States and the Federal Government should provide 
"a regulatory presence In the field," but HUD 1s 
evaluating whether an Office field staff will max- 
lmlze such efforts 

--For fiscal year 1974, the Office's permanent staff 
1s budgeted to increase from 55 to 74 employees 
This projected staffing 1s realistic both in terms 
of the current restrlctlons on levels of Federal 
employment and the Office's ablllty to recruit, 
train, and effectively use addltlonal staff 

--It 1s important to coordinate Federal and State 
efforts 1-n regulating land sales A strong 
State regulatory role 1s preferred, but dual 
standards and confllctlng and confusing requlre- 
ments at the State level are unacceptable. The 
Office 1s planning to hold formal conferences 
with State officials where it can stress the 
need for uniform regulations and practices and 
has made available to all State regulatory bodies 
a 1Ist of all subdlvlslons registered with HUD 
The Office has day-to-day contact with State offl- 
cials on matters of mutual concern 
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--It 1s aware of the problems polnted out in our 
draft report concerning the acceptance, without 
verlflcation, of registration material from the 
four States whose reglstratlons were accepted 
by HUD The Offlce does not have sufflclent 
grounds to revoke this acceptance but 1s pres- 
ently monltorlng the sltuatlon In one of the 
four States It would prefer the States to ac- 
cept Federal registration In satlsfactlon of 
their requirements, as 10 States do, such ac- 
ceptance would increase unlformlty and would 
free State resources for better regulatory ac- 
tivlties. 

--It disagreed with our proposal that the Office 
conduct onslte lnspectlons before registration. 
State offlclals who know about local condltlons 
and laws can better make the lnspectlons than 
can Office officials However, relying on the 
States for these lnspectlons requires uniform 
State regulations and procedures for conducting 
such Inspections, and developing such unlformlty 
will be a prime obJectlve of the Office's attempt 
to coordinate State actlvlty The Office has con- 
ducted spot onslte lnspectlons of registered sub- 
dlvlslons and will continue to do so This 1s 
an area where strong State action 1s required If 
the Federal role 1s not to increase 

We agree with HUD that (1) the States and the Federal 
Government must work together and must do the Jobs best 
suited to their respective abllltles and statutory respon- 
slbllltles, (2) the Federal role in consumer protection In 
interstate land sales should not be unnecessarily expanded, 
and (3) the States need to adopt uniform consumer protection 
statutes to provide more adequate consumer protection 

We believe, however, that the degree of Federal regu- 
lation must depend on whether the States do their part and 
implement more effective regulatory programs Until HUD 1s 
reasonably satisfied that the regulatory programs are ade- 
quate, the Federal Government must take the lnltlatlve to 
provide the degree of protection for consumers which the 
Congress intended 
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RECOMMENDATIONS 

We recommend that the Secretary of HUD, to the extent 
practicable, decentralize the Office's regulatory activities-- 
assigning responsibility to HUD field office personnel 
Decentralization would facilitate (1) the identification of 
unregistered subdivisions, (2) Federal-State cooperation in 
consumer protection activities, and (3) more effective veri- 
fication of land developers' registration information At 
a minimum, field representatives should be available in 
those States having maJor interstate land sales activity 

We also recommend that the Secretary have the Office 

-Selectively inspect subdivisions before and after 
registration to verify the accuracy and reliability 
of land developers' disclosures and to help determine 
the adequacy of State regulatory programs The se- 
lection of subdivisions and developers for inspec- 
tion and the number of such inspections could be 
based on the degree of reliability of State regu- 
latory programs and the completeness and adequacy 
of the developers' information 

--Establish working agreements with the States for 
exchanging information on land subdlvlsions and 
developers and encourage ~omt efforts to improve 
the States' regulatory programs and to promote 
uniformity in such programs 
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CHAPTER 3 

NEED TO STRENGTHEN ENFORCEMENT ACTIONS 

From April 1969 (program Inception) through March 1972, 
the Office's efforts to lnltlate enforcement actlons against 
violators of the act were llmlted. From March to November 
1972, the Offlce Increased Its enforcement actlvltles. 
Because of staff llmltatlons, however, the Office could not 

--lnvestlgate alleged slgnlflcant vlolatlons of the act 
lndlcated by consumer complaints nor follow up on 
consumer complaints referred to land developers and 

--promptly enforce the legal requirement that all reg- 
lstered developers amend their statements of record 
and property reports to provide more detalled In- 
formatlon on property owners' assoclatlons, the 
avallablllty of water, nuisances, and safety factors 
concerning subdlvlslons 

Although we found that some subdlvlslons were neither 
registered nor exempt, the Offlce did not promptly 
Investigate them 

NEED TO FOLLOW UP AND INVESTIGATE 
POSSIBLE VIOLATIONS OF THE ACT 
INDICATED BY CONSUMER COMPLAINTS 

The Offlce needs to Improve its procedures for handling 
consumer complaints to Insure that developers are responsive 
and resolve the complaints. It also needs to Investigate 
slgnlflcant complaints to determine whether Illegal actlvl- 
ties have occurred, so It can act to protect the public and 
prevent recurrence of the Illegal activities 

The Dlrector, Admlnlstratlve Proceedings Divls1on, told 
us that the Offlce referred consumer complaints to land 
developers against whom the complaints were made and asked 
that the developers advise the Office as to the actlon taken 
to resolve the complaints The Office, as of December 1972, 
had received up to 200 complaints a week concerning land 
subdlvlslon transactions. 

. 

The Deputy Admlnlstrator advised us that, although 
followup procedures exlsted, lack of staff llmlted followup 
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d&en d eve opers did not respond to the Office's referral 1 
An official of the Admlnlstratlve Proceedings Dlvlslon estl- 
mated that about 75 percent of the complaints received were 
resolved to the consumers' satlsfactlon as a result of the 
Office's referral to developers 

The Offlce, however, could not support this estimate. 
Therefore, we could not evaluate the effects of the Office's 
assistance to complainants 

In response to an Inquiry from a Member of the Congress, 
HUD repolted In July 1971 that the Office 

I'* * * lacks sufflclent staff to do any lndepend- 
ent investigation or testing of complaints, except 
In the case of the more flagrant vlolatlons of the 
act."' 

HUD said that, since April 1969, the Office's field In- 
vestlgatlons "have not numbered more than several dozen I1 
As noted on page 16, since March 1972 the Offlce has made 
about 100 onslte lnspectlons of subdlvlslons registered with 
HUD. 

We belleve that consumers need help In resolving prob- 
lems with land developers Consumers generally are not 
aware, however, of the assistance available from the Office 
For example, about 500 people-- about 81 percent of those 
responding to our questlonnalre --reported that they had not 
heard of the Offlce. 

The Deputy Admlnlstrator stated that, since March 1972, 
the Office's efforts to increase the public awareness of the 
Federal regulatory program-- through public hearings and 
contacts with the news media--have been quite successful. 
Before then, the Offlce received only about 50 complaints 
concernxng land subdlvlslons each week, as of December 1972, 
It was recelvlng about 150 to 200 complaints each week, In 
addltlon, numerous publxc lnqulrles were being received as 
a result of news coverage late in 1972 The Deputy Admln- 
lstrator told us that the Offlce received about 1,QOO in- 
qulrles because of 1 article In a news magazine 

About 180 people-- about 28 percent of those responding 
to our questlonnalre --sald they were dlssatlsfled with their 
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purchases. Their complaints lndlcated that the problems 
most frequently experienced included alleged 

--failure of developers to provide promised improvements 
to property, 

--deceptive sales practices, 

--poor investment potential of property, 

--failure of developers to provide adequate utility 
servxces, 

--financing lrregularltles, 

--property use restrlctlons, and 

--excessive real property taxes 

Examples of these problems are In appendix I The nature of 
these complaints Indicates that land developers might not 
have fully disclosed pertinent facts at the time of the 
sales transactions. Neither we nor HUD lnvestlgated the 
propriety of the complaints and whether the requirements of 
the act were met We prlmarlly intended to ascertaln the 
types of problems most frequently confronting purchasers In 
land transactlons 

In June 1972, the Admlnlstratlve Proceedings Dlvlslon 
requested authorlzatlon for 50 posltlons--an Increase of 
27 posltlons-- to properly serve the public In processing, 
reviewing, and lnvestlgatlng consumer complaints The 
Deputy Admlnlstrator reduced this request to five addltlonal 
posltlons because of manpower llmlts establlshed by HUD and 
the Office of Management and Budget 
these posltlons for fiscal year 1973 

HUD approved three of 

NEED FOR MORE PROMPT 
ENFORCEMENT ACTIONS 

Although the Office's enforcement actlvltles improved 
during 1972 and 1973, we noted delays In (1) its enforcement 
of the requirement that reglstered developers amend their 
statements of records and property reports to disclose more 
complete lnformatlon to consumers and (2) its actions against 
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land developers we ldentlfled as offering unregistered land 
for sale to the public 

The Secretary of HUD 1s authorized to bring an actlon 
In a U.S dlstrlct court to obtain an lqunctlon whenever 
any person appears to be engaged or about to engage In any 
Illegal practice lnvolvlng interstate land transactions 
The Secretary 1s also authorized to transmit evidence to 
the Attorney General who may, at his dlscretlon, institute 
appropriate crlmlnal proceedings. 

Under HUD’s procedures for obtalnlng civil inJunctions, 
the Administrative Proceedings Divlslon develops a prellml- 
nary case for court action and submits the case to HUD’s 
General Counsel for review The General Counsel, if he 
concurs, submits the case to the Department of Justice for 
court action In lnltlatlng crlmlnal cases, HUD is au- 
thorized by the Department of Justice to work directly with 
the U S attorney in the Jurisdiction where an indictment 
will be sought 

In January 1972 the Secretary adopted rules and regula- 
tions speclfylng admlnlstratlve procedures whereby the 
Secretary can, for varying periods, suspend the right of a 
developer to engage In the interstate sale of registered 
subdlvislons. 

From April 1969 to March 1972, the Office took 20 en- 
forcement actions against violators of the act From March 
1972 to March 1973, however, it took 432 enforcement 
actions-- prlmarlly lnltlatlng admlnlstratlve proceedings and 
lssulng orders suspending developers’ rights to sell land 

In addition, the Deputy Admrnlstrator advised us that 
about 6,000 letters were sent to land purchasers informing 
them of their rights to receive refunds because they pur- 
chased land offered for sale illegally He reported that, 
as of November 1, 1972, about $830,000 had been refunded as 
a direct or lndlrect effect of this effort. He further 
reported that, because the Office had intervened with 
developers on behalf of consumers reglsterlng complaints 
with HUD, about $330,000 more had been refunded 

As Indicated above, the Office’s enforcement activities 
have improved The Office did not, however, promptly act 
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against (1) reglstered land developers who did not amend 
their statements of record and property reports, contrary to 
HUD regulations and (2) land developers we ldentlfled who 
were offering unregistered land for sale 

Pursuant to a January 1972 amendment to HUD regulations, 
developers reglstered with HUD were required by March 31, 
1972, to amend their statements of record and property re- 
ports to provide fuller disclosure to consumers The regu- 
latlons required developers to provide more detalled In- 
formation on the organlzatlon and operation of property 
Owners ’ associations, the avallablllty of water, nuisances, 
and safety factors concerning subdlvlslons 

In April 1972 the Office notlfled all registered devel- 
opers who had not amended their statements of record that 
they must do so to comply with the revised regulations Of 
approximately 1,200 registered developers notified, about 
450 had not responded to the notice as of July 31, 1972 

About 750 developers had amended their statements of 
record According to an Examlnatlon Dlvlslon offlclal, 
however, the DivIslon, because of Its small staff, was unable 
to adequately review such amendments and many of them became 
effective automatically--wlthout any review--after the 
prescribed 30-day period The Deputy Admlnlstrator advised 
us that, as of November 1972, these amendments had been 
examined and any deflclencles noted had been corrected 

With respect to the 450 developers who did not respond 
to the OffIce’s April 1972 notice, the Offlce, as of 
December 8, 1972, had sent notices of admlnlstratlve pro- 
ceedlngs to about 200 developers advlslng them that they had 
15 days to answer charges concerning noncompliance with the 
regulations and to request a formal hearing If they failed 
to respond to this notice, the Offlce could order the 
developers to suspend sales In the subdlvlslons 

The Deputy Admlnlstrator advised us in December 1972 
that the Offlce would send notlces of admlnlstratlve pro- 
ceedlngs to the remalnlng 250 developers who had not re- 
sponded to the April 1972 notlce He stated that, because 
of the Office’s small staff, It could send only about 
25 notlces a week to developers 
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In a March 19, 1973, news release, HUD announced that 
notices of admlnlstratlve proceedings had been sent to 280 
of the 450 developers who had failed to comply with the re- 
vised regulations The Deputy Admlnlstrator told us that 
the other 170 developers had complied 

As a result of the admlnlstratlve proceedings for the 
280 cases, HUD suspended the rights of 107 developers to 
sell land and 30 developers voluntarily agreed to suspend 
sales 

Of the remalnlng 143 developers, 63 had responded 
satlsfactorlly to the notlces, 42 had Just been sent notlces, 
6 had requested hearings, 30 were no longer In business at 
their known addresses, and 2 had formally entered Into 
bankruptcy proceedings 

From August 4, 1971, to June 5, 1972, we referred to 
the Office the names of 38 subdlvlslons which were not In- 
cluded In HUD’s control llstlng of developers reglstered or 
exempted from reglstratlon. We requested the Office to 
determine whether these subdlvlslons were SubJect to the 
act We vlslted 33 of these subdlvlslons during our review 
and ldentlfled the other five prlmarlly from land developers’ 
advertisements 

A subsequent examlnatlon of HUD flies and of an updated 
control lzstlng showed that 11 of the 33 subdlvlslons visited 
and 2 of the 5 subdlvlslons not vlslted had been registered 
or exempted from reglstratlon 

We examined HUD records In April 1973 to determine the 
current status of these cases On the basis of lnformatlon 
avallable, we found that, of the 25 developers not registered 
or exempted, 9 had become registered and 1 had a pendlng 
registration, HUD determlned that 1 was not subJect to the 
act Of the remalnlng 14, 7 had not responded to HUD’s 
letters of lnqulry following our referrals, and HUD had 
only recently sent letters of inquiry to 7 

Delays In lnvestlgatlng land developers who may be 
offering unregistered land for sale may deny prospective 
land purchasers the benefits of full and proper disclosures 
In our opinion, the Office should act promptly when It 
identlfles subdlvlslons which are neither registered nor 
exempt from registration 
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RECOMMENDATIONS 

We recommend that the Secretary of HUD have the Offlce 

--Improve followup procedures to Insure that land 
developers respond promptly to consumer complaints 
referred by the Office 

--Investigate alleged slgnlflcant vlolatlons of the 
act indicated by consumer complaints. 

--Promptly act against land developers who, contrary 
to law, fall to amend their statements of record and 
property reports and who may be offering unregistered 
land for sale 

AGENCY COMMENTS 

In commenting on our draft report, HUD stated that 

--Because the Offlce receives so many complaints from 
land purchasers, declslons on the manner of followup 
and whether to investigate a particular complaint 
become matters of choosing among competing prlorltles. 
The Offlce llmlts lnvestlgatlon to cases lnvolvlng 
unusually serious alleged vlolatlons of the act or 
when Illegal actlvlty seems to be forming a pattern. 

--Eliminating the backlog of complaints 1s a high- 
prlorlty l-tern on the Office's agenda, as 1s following 
up complaints referred by the Office to land devel- 
opers. The Office 1s determlned to strictly and 
vigorously implement the exlstlng law to educate the 
public In protecting itself. The Office will also 
dlsclpl,lne the land sales Industry, when required, 
to reduce the number of defrauded consumers and thus 
the number of complaints 

--Since March 1972 the Office has used a considerable 
proportion of its resources to take effective actlon-- 
especially in the area of admlnlstratlve sanctlons-- 
against land developers who failed to comply with the 
act. This effort has been extremely productive, and 
the Office expects It to be even more effective in 
the future, despite problems with staff llmltatlons 
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and competing prlorltles. When more staff members 
became available, they will concentrate on lmprovlng 
enforcement actlons. 
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CHAPTER 4 

SCOPE OF REVIEW 

We revlewed the leglslatlve history of the Interstate 
Land Sales Full Disclosure Act and HUD's pollcles, procedures, 
and practices for admlnlsterlng the law, examined HUD files, 
and held dlscusslons with Office offlclals at HUD headquar- 
ters in Washlngton, D.C. 

We met with offlclals of State regulatory authorltles 
In Arizona, Callfornla, and Florida. We inspected 123 sub- 
dlvlslons located In these States and In Delaware, Maryland, 
North Carolina, Tennessee, and Vlrglnla and held dlscusslons 
with land developers or their representatives, 

In addition, we sent a questlonnalre to about 2,000 
purchasers of subdlvlslon lots In Arizona, Callfornla, and 
Florida. We had obtained the names and addresses of these 
people from land developers wllllng to furnish this lnforma- 
tion. The lnformatlon furnlshed by these purchasers may not, 
therefore, be representative of all land purchasers. About 
650 purchasers, or about 32 percent, responded to the ques- 
tionnaire. We made our review from July 1971 to Septem- 
ber 1972, we mailed the questionnaires during the period 
March to May 1972 and analyzed the responses received through 
June 1972. 
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APPENDIX I 

EXAMPLES OF COMPLAINTS REPORTED TO GAO BY CONSUMERS 

IN INTERSTATE LAND SALES TRANSACTIONS 

PROMISED IMPROVEMENTS 

--A purcnaser of a lakefront lot In Texas in 1969 
reported that there had never been any water in the 
manmade lake areas 

--A purchaser of two canalfront lots in Florida who was 
promised access to the Gulf of Mexico reported that 
canals had not been dug wlthln the time promised 

--A purchaser of a lot in North Carolina reported that, 
because roads had been incomplete for almost 2 years, 
his lot was lnaccesslble during rainy periods 

--A purchaser of a lot in California reported that 
promised security arrangements for property owners-- 
protective gates manned by guards--had not been pro- 
vided 

SALES PRACTICES 

--A purchaser of a lot in North Carolina reported that, 
before he signed the contract, the developer did not 
inform him of a mandatory charge for road maintenance, 
security, and fire protectlon 

--A purchaser of a lot in Arizona reported that he did 
not receive the gift--a televlslon set--which he had 
been promised for being among the first 100 purchasers 
in the subdlvlsron The developer later informed him 
that the televlslons were given only to purchasers who 
prepald 1 year's principal and interest charges 

PROPERTY'S INVESTMENT POTENTIAL 

--A purchaser of a lot in Florida reported that, at the 
time of purchase, the developer said he would resell 
the land when the purchaser so desired The devel- 
oper later refused to assist the purchaser in selling 
land Four independent brokers later told the pur- 
chaser that the land was worth less than one-half of 
the purchase price and that there was little or no 
market for the property. 
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APPENDIX I 

--A purchaser of a lot in Arizona reported that the 
promised lo-percent annual appreciation of property 
had never materialized. 

--Another purchaser of a lot in Arizona attempted to 
resell his property but was told by the developer that 
he could not sell the lot until the subdivision was 
completely developed. He was not informed of this 
restriction when he purchased the lot. 

UTILITY SERVICES 

--A purchaser of a lot In California reported that, at 
the time of purchase in 1971, the developer told him 
that utility services--sewage, water, electricity, 
gas 9 and telephone --would be completed in 1971. As 
of March 1972, none of the necessary services had 
been provided. 

--A purchaser of a lot in Arizona who intended to 
install a mobile home reported that the developer had 
not told him that he would have to pay several hundred 
dollars for the lnstallatlon of a septic tank, which 
he had understood would be provided at no addltlonal 
charge 

FINANCING 

--A purchaser of a lot m Florida reported that he was 
advised that monthly interest charges would be on the 
unpaid balance of the contract. He later learned that 
monthly interest was computed on the original balance 
due, without considering payments made. 

--A purchaser of a lot In Virginia reported that the 
developer would not provide him with a breakdown of 
the amount of interest paid on the contract, which he 
needed to compute his Federal income tax deduction. 

PROPERTY USAGE 

--A purchaser of a lot in California reported that the 
developer had refused to allow him to install a mobile 
home because it was 2 feet less than the mlnlmum width 
allowed and that he was not aware of such a restric- 
tion at the time of purchase 
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APPENDIX I 

c-A purchaser of a lot in Callfornla reported that a 
drainage easement on his property had rendered the 
land useless. 

PROPERTY TAXES 

--A purchaser of a lot in Callfornla reported that he 
was Informed at the time of purchase that real prop- 
erty taxes averaged about $30 a year During the 
flr$t 2 years of ownership, taxes totaled about $300. 

--A purchaser of a lot in California reported that, at 
the tzme of purchase In 1971, the developer told him 
that annual property taxes would be $40 Property 
taxes for 1972 were $127. 

--A,no&er lot purchaser In Callfornla reported that the 
developer’s sales agent had told him that annual taxes 
payable would be $8. Annual taxes payable were $50. 
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.Ip: DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
5 
3+ 6 OFFICE OF INTERSTATE LAND SALES REGISTRATION 

% aQ 
‘343, ts** 

WASHINGTON, D C 20410 

IN REPLY REFER TO 

JAbi 26 1973 

Mr 6 -C Blrkle 
Associate Director 
UnIted States General 

Accounting Office 
Wash9nqton, II C 20548 

Dear Mr Blrkle 

The Secretary has requested that I respond to your memorandum of 
December 27 9 7972 We have revlewed the proposed report to the 
Congress on your review of this Offlce The fo17ow7ng are our 
comments on the actlon planned with respect to your recommendations 

Broadly speaking, there are two possible extremes with respect to 
the role of the Federal government in the area of Interstate land 
sales One envisions the Job of the government to be that of a 
passive reposjtory of whatever information IS filed by developers 
We reJect this out of hand The other believes the Federal govern- 
ment must actively regulate and police the actlvlt-res of land 
developers in all areas of the industry on a prTor approval basis 
Although our experience has demonstrated, and your report has con- 
firmed, that fraud IS too prevalent in the industry and the average 
consumer too uninformed and credulous to allow this Office to simply 
file the lnformatlon It receives However, given the realities of 
the present budgetary s7tuatlon, we feel it 1s unreallstlc to expect 
that staff Increases of the magnitude necessary to police the industry 
through a system of pre-reg7stratlon examlnatlon and review of sub- 
dlvlslons and developers will be forthcoming soon Obviously, such 
a goal must assume 7ts proper perspective in our national priontles 

In view of the above and the fact that the Interstate Land Sales Full 
Disclosure Act IS a disclosure rather than a substantive regulatory 
statute, we have, as I pointed out -rn a recent speech at the Conventlon 
of the NatIonal Assoclatlon of Real Estate License Law Officials, deter- 
mined to I' seek by strict and vigorous lmplementatlon of the existing 
law to educate the public to the point where it could protect itself, 
utilizing the assistance of the Federal Act and a strong State Regulatory 
role '1 This course of action requires a complex balancing of roles and 
PrlorItIes not required by the other phllosoph7es While I do not rule 
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out some additIona regulatory teeth in the Act, nevertheless, I feel 
strongly that the course we are on 1s the proper one for this Office 
to follow It 1s in light of this enforcement philosophy that I would 
respond to your specific recommendations as follows- 

(1) I appreciate the recognition your report gives to the inten- 
sified efforts this Office has made since March of 1972 to 
increase the protectIon afforded consumers under the Act 
Also, as your report documents, the sheer magnitude of the 
task of adequate enforcement has severely tested the man- 
power made available to this Office Your report recommends 
the assignment of staff to the field in order to identify 
developers wno have not registered their subdlvlslon with 
HUD We are considering whether the adoption of this 
recommendation 1s consistent with the most effective utlll- 
zataon of our resources (It 1s possible that field personnel 
from other parts of HUD can be used selectively in this area 
and we are presently studying this option However 9 such 
personnel already have other duties and may lack the necessary 
expertise ) As indicated, we bel-reve a regulatory presence 
in the field should be orovlded by coordinated efforts among 
the states and between the states and Federal government but 
we are evaluating whether an OILSR field staff would maxlmlze 
these efforts 

(2) As your report indicates, our present staff consists of 55 
permanent employees augmented by 19 temporary employees and 
10 consultants For Fiscal 1974, we are presently budgeted 
to increase our permanent staff to 74 employees 1 believe 
that the staffing proJeCted for 1974 is realistic both In 
terms of the current climate on levels of Federal employment 
and OILSR's capabilIty to recruit, train and make effective 
use of additional staff 

(3) I believe tha-c my speech to -the state regulatory offlclals 
referred to above s-rgnalled our awareness of the importance 
of coordlnatlng the Federal and state effort in this industry 
and indicated the way we feel this effort should proceed 
A strong State regulatory role is preferred However, dual 
standards and conflicting and confusing requirements at the 
state level will not do 

In any case, the Federal role should not be expanded beyond 
that which 1s absolutely necessary As a part of our contln- 
uing effort to provide the necessary coordlnatlon for this 
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regulatory effort, we are planning formal conferences with 
state officials where the need for uniformity of regulations 
and practices can be stressed We have already seen some 
movement by NARELLO following my November address Also, 
we have made avallable to all state regulatory bodies copies 
of a list of all developments reglstered with this Office 
An updated lxt ~711 soon be distributed FInally, as your 
report indicates, members of my staff are in virtual day-to- 
day contact with state offlclals on matters of mutual concern 

As indicated in your report, the Act requires OILSR to co- 
ooerate with State Offlclals and allows this Office to accept 
state filings in satlsfactlon of the Federal statutory requlre- 
ments where satlsfled the state law and enforcement effort IS 
sufficient OILSR has only accepted the filings of four states 
under th1.s provlslon While we do not, as yet, have sufficient 
grounds to revoke the acceptancefor any of the four states, we 
are aware of many of the problems Indicated in your report and 
are monitoring the sltuatlon In one of them In terms of 
priorities, we have not been able to give this revlew the 
emphasis It ~111 receive In fact, as I have Indicated, we 
feel that it wou7d be preferable If the states accepted Federal 
filings in satlsfactlon of their local reglstratlon requirements, 
as ten states do now This would Increase uniformity and free 
state resources for substantive regulatory actlvltles 

As your report indicates, I am not in favor of OILSR conducting 
on-site inspections before registration Aga-rn, OILSR's 
position IS that such lnspectlons can better be performed by 
state officials who have the knowledge of local condltlons and 
laws necessary to do the Job adequately Of course, this ~111 
require the development of uniform state regulations and pro- 
cedures for conducting such lnspectlons Such unl formlty ~~11 
be, as Indicated earlier, a prime obJective of OILSR’s attempt 
to coordinate state actlvlty Within the 1lmItatlons Imposed 
b the ava~lab~1~t.y of personTe19 OILSR has conducted spot, 
on-site inspections of developers registered with this Off-ice 
and this program will continue to be an Important aspect of 
our total effort Obviously, this 1s also an area where strong 
state action 1s required if the Federal role IS not to increase 

(6) The volume of complaints received by this Office 1s so large 
that declslons as to the manner of follow-up--all cornplaInts 
are looked into--and whether or not a particular complalnt 
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should be lnvestlgated, as opposed to being followed up, or 
how to conduct an lnvestlgatlon once it 1s lnltlated become 
matters of choosing among competing priorities As a matter 
of Investigative strategy, this Office limits investigation 
to cases where the complalnt Involves unusually serious 
violations of the Act or where a pattern of illegal actlvlty 
seems to be present Many complaints, because they involve 
matters outside our Jurisdiction or comparatively Isolated 
behavior do not, in our opinion, require full scale investi- 
gations Even though, as your report recognizes, we have 
made substantial efforts sjnce March to improve our perfor- 
mance in this area, there 1s no doubt that we can improve 
our performance Indeed, elimination of the backlog of 
complaints received by our Admlnlstratlve Proceedings Division 
1s a high priority item in our agenda So is improving our 
follow-up of complaints referred by OILSR to developers 
Our pr-rmary long-range goal, however, 1s to educate the public 
and dlsclpline the industry where required so as to cut down 
on the number of defrauded consumers and thus the number of 
complaints 

As your report recognized, this Office since March 1972 has 
devoted a considerable proportion of Its resources to the 
effort to take effective action--especially in the area of 
administrative sanctions--against developers who fall to 
comply with the requirements of the Act This effort has 
been extremely productive and we expect it to move even more 
quickly and effectively In the future despite problems with 
staff llm~tat~ons and competing prlorltles Improvement 
in this area 1s a prime target for the utlllzatton of such 
additIona manpower as becomes available 

Interstate Land Sales Administrator 
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PRINCIPAL OFFICIALS OF THE 

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

RESPONSIBLE FOR THE ADMINISTRATION OF ACTIVITIES 

DISCUSSED IN THIS REPORT 

Tenure of offlce 

SECRETARY OF HOUSING AND URBAN 
DEVELOPMENT 

George W Romney 
James T Lynn 

ASSISTANT SECRETARY FOR HOUSING 
PRODUCTION AND MORTGAGE CREDIT 
AND FEDERAL HOUSING COMMISSIONER 
(note a) 

Willlam B Ross (acting) 
Eugene A Gulledge 

INTERSTATE LAND SALES ADMINISTRA- 
TOR 

Alfred J Lehtonen 
George K C Ellsworth 

(acting) 
Roy P Cookston 
Fred A Mann (acting) 
George K Bernstein 

From 

Jan 1969 Jan 1973 
Feb. 1973 Present 

Feb. 1969 Sept 1969 
Ott 1969 Mar 1972 

APr 

Feb 
June 
Nov 
Mar 

1969 

1971 
1971 
1971 
1972 

Feb 1971 

June 1971 
Nov. 1971 
Feb 1972 
Present 

aResponslblllty for the Office's actlvltles were transferred 
in March 1972 from the Assistant Secretary for Housing 
Production and Mortgage Credit and Federal Housing Commls- 
sloner to the Interstate Land Sales Admlnlstrator, who re- 
ports directly to the Secretary of Houslng and Urban Devel- 
opment. 

38 





AN EQUAL OPPORTUNITY EMPLOYER 

UNITED STATES 
GENERALACCOUNTINGOFFICE 

WASHINGTON,D C X548 

OFWZIAL BUSIXESS 
PEYALTY FOR PRIVATE USE $300 

POSTAGk 4hD FEESPAID 

U S.GE\rERAL ACCOVhTI\GOFFiCE 

SPECIAL FOURTHXLASS RATE 
BOOK 




