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C.ZOMfTRCitIR GENERAL OF TIK UNlTED STATES 

WASHINGTON. D.C. 20548 

B-171500 
The Honora ble Ben B. Blackburn 
House ol Kepre scntative s 

Dear Mr. Blackburn: 

As you requested, we have reviewed the administration of the 
rehabilitation loan and grant programs in Atlanta, Georgia. 

Art agreed with your office, we did not give the Department of 
Housing and Urban Development (IGUD) or the Atlalita Housing Authority 
an op?or:unity t3 examin> and comment on this report, However, we 
discussed these matters with officials of the two agencies and have in- 
corpora+ed their views in the report. 

lfe are recommending that the Secretary of IiUD require his re- 
gional 2- -3 2~cd office officials in Atlanta to monitor, in accordance .g?$? 

with HUD ;uidckne s, the At!anta Eiousing Authority’s admini stration of 9 .:: 
the pro,-,ram G to insure that those ov.ners whose properties are yet to 
be rcha.tElitated have all work performed as specified in the rehabilita- 
tion con:rac;s. 

As agreed with your office, we xvi11 provide the Secretary of HUD 
with cLyples of the report. Because HUD estimates that commit: 2ents 
made before June 30, 1973--the termination date announced for both 
prOgr21iss S- -xvii1 result in 20,000 rehabilitation starts and 18,000 com- 
pletions in ficcal year 1971, we are suggesting that the Secretary pro- 
vide ~o;-~le :. of the report to each of the f-lLJD regional and area offices 
for their ?~se in administering the programs. 

l’r’e xii1 also provide copies to the Sen:>te and House Committees .i 
‘. 

on r’Lpprasria.tions and GoxVcrnIr!cnt Cpcrations and to the Director, Of- 
fice of ‘r:izna~e:~cnt and Uudgct. WC do not plan to distribute this report 
further ~~nlcss you agree or publicly announce its contents. 

Sincerely yours, 

Comptrolicr General 
of the United States 
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contracts wzre let in such S rmnncr 
that they z;'re warded to ~1 limited 
number of contractors. 

car;se bids kierc not retaiheti, d .J! 
rCaSOrlS fcr ai~ards to ot, zr than 
the lc;~ bildcrs xere trot docuxni;ed. 

to be sent bid invitations on 
rehabilitation xork, 

--require thr7t changes in rehabili- 
tat ioil Hot% WqUi K?;iiPtltS bc Iildde 

only by wittm contract mand- 
W-I~S, and 

--rq~\ire its pzrsonmzl to properly 
sU;eguard co:,t estimates for re- 
habilitation :;ork. (See p. 20.) 

Property openers paid for work re- 
quired by their conLrac'is but not 
done or for work tixt did not meet 
the local minirm~ property stand- 
ards. 

fn scrx? cases Atla*,ta Eousing Au- 
thority inspectors overlooked work 
d- :iciencics during- their inspec- 
tions; ii1 others, they certified 
\'-jl-k as Cc\"‘." d,,lr Pete ~:it:"out mki rig the 
required fiml inspections. 

--written procedures coveri ilcj Spc- 

cific tecl:r?icat roqtiircri:zn-,s of in- 
spcctions and 

--adequate pet-';onnel tr-ziining atnci 
supervision. 



--were irrcons!'stent as to the types of 
repairs necdcd to correct siwilar 
deficicncjcs in sewral properties. 
(See pp. 37 to 42.) 

GAO concluded that the authority 
should 

--twin its rehabilitation personrrcl 
in preparing b!ork statem.nts, 

--require rehsbjlitation personnel to 
prepsre more co:ni;rchensive work 
statermts, ar.d 

--monitor i ni tic77 inspections and prep- 
aration of work stateinents by i^fl- 

habilitation personnel. (SCZ p. 41.) 

GAO discussed its findings and 
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I F~TI:I>L)UCT I ON -_-_- 

Ccngressman Elackburn requested that we determine 
. 

--whether AILI had shown favoritism to certain contrac- 
tors m r\;hether collusion existed between AIM offi- 
ciais and contractors (see p. 9) and 

--whctl1t.r Ali. inspections were sufficient to insure 
that the rciiabilitation work x:‘:s comlt! eted satisfac- 
torily (see p. 22). 





. I . . 

IlUi~‘s guidelines further require that, after the stand- 
ards arc developed, the 1,P.A 

c- advise each property owner in the project arca of 
the rehabilitztion 03jectives and the availabilit) 
of re?zihilitation loan3 and grants, 

--assist property owilt‘3-s in applying for rch2bilitaticl: 
102IlS and grants 9 

-- solicit bids for the rehzbilitntion work and negotiate 
contract:. lic:I::i. en property oiincrs and contractors, 

-- inspect the work vhifc it is being done and after it 
is colq-,Ie-t.ed nild ccl-Xi+ tllat all vork provided 
for in the contract lins been s3tisfzctorily co.!;~leteii, 
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--Ccntrzctors barred ~TCII:I ~)erfOr~lijlg rz?labili tati on 
jobs by e2ch of tilcsc tk:o project o_Tficcs xcrc later 
ak.crdcit conti-acts by the other project office. 

9 
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contracts 
a!~~2-dcd to 
conirzctor 

20 
13 
13 
20 - 

n 0 1 1. a 2‘ 
a!noan t 

Of 
contracts --- 

$157,820 
104,169 

89 5 , 4:; 
lXJ,W! 

Percent 
of total 
amount of 
COntl‘aCtS 

a!;3 1. de cl 
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li 8 C&325 1G 

J 7 6:. s coo 17 

1) 7 46,836 11 

7 3 otl;c-l-s 23 40 -- - 164,320 -- 
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--One contrast x2. ai:‘3rdec’! for $1; ,000 to other tlian 
the aolc hid&c-r ;1:1,1 t1i,r! files iicrL’ not docLxic:ltcd to 
Justify such 3cti on. 
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--A number of doors had not been repaired and painted. 

--Paint drippings had not been removed. 

--A heater had not been removed. 

Several deficiencies noted in the inspection reports had 
also been included in a list of deficiencies prepared by re- 
habilitation personnel on September 14, 1971, in response to 
one of three requests by the con’tractor for .final inspection 
of the rfork, Despite these deficiencies, two AHA rehabilita- 
tion supervisors who had inspected the property in January 
1972 certified that the work had been completed in accordance 
with the contract, The supervisors told us that, even though 
the quality of t& work was marginal, they believed it met 
AHA’s minimum property rehabilitation standards. 

The contractor told us that, before he signed the con- 
tract, AIIAss rehabilitation advisor and supervisor respon- . 
sible for the job agreed that (1) certain work specified in 
the work statement would not be required and (2) the contract 
period would extend to August 23 rattler than August 8, as 
specified in the rehabilitation contract. He stated, however, 
that the rehabilitation advisor later told him that some more 
work would be required to comply with the work statement and 
that the manager of AI-IA’s Rehabilitation Department refused _. 
his request to inspect the work performed. The contractor 
told us also that completion of the work was delayed from 
August 1971 to January 1972 primarily beta.use a sick tenant 
was allowed to move back into the house during the time when 
the work was scheduled to be completed. 

. 
We discussed the contractor’s comments with the AHA re- 

habilitation advisor and supervisor who denied that they had 
agreed to delete some of the required work and told us that 
the sick tenant was moved out of the house for a period that 
should have been sufficient for the contractor to complete 
the work. Also, the manager told us that the contractor did 
not request him to inspect the property. 

The rehabilitation advisor responsible for this job 
until November 1971 told us that, before awarding the con- 
tract, he accompnnicd the contractor to Irlrs. Nrrll’s house 
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to inspect the property and that the contractor agreed to do 
the work for $4,900, The contractor advised us, however, that 
he only inspected the interior of one side of Mrs. Nail’s txo- 
unit apartmen: house and that, based on the rehabilitation 
advisor’s explanation of the work required, he agreed to do 
the work for $4,900. 

The rcha3ilitation advisor believed that the contractor 
did not iatisfactorily complete the work because he was not 
qualified, was not a good manager’, hired unqualified help, 
and tried to do several jobs at the same time. 

. 
The two rehabilitition supervisors who made the final in- 

spection and certified that the work was completed in accord- 
ance with the contract said that, even though the work was 
marginal, -they believed it met MIA’s minimum property reha- 

- bilitation standards. 

A change order by AH.4 to provide separate electrical- 
meters for each of the two apartments increased the original 
contract amount from $4,900 to $5,077 (the maximum loan 
amount). The contractor advised us that the $177 increase v:as 
not adequate to cover the work required by the change order 
and that, because of this, he reached a verbal agreement with 
the rehabilitation advisor and Mrs. Nall that certain other 
work would not be required, in order to offset the costs’not 
covered by the change order. 

As previously stated, the contractor had received two 
progress payments totaling $4,000. On April 13, 1972, the 
contractor placed a lien of $1,077 against Mrs. Nail’s house 
for the unpaid amount of the contract. 

By letter dated June 16, 1972, the West End project 
coordinator forwarded a copy of the May 2.5, 1972, inspection 
report to the contractor and stated that 

“We discovered that an inspection report given to 
you on January 20, 1972, was partially in error 
and also a considerable amount of the work that 
apparently appenrcd acceptable at that time has 
since deteriorated to the point of requiring 

- . t 
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reworking. The deterioration, in our opinion, 
has been due to faulty workmanship and or 
rnatcrials. ‘I 

The letter also advised the contractor that the defi- 
ciencies identified on the inspection report had to be cor- 
rected for compliance with the contract and requested a 
prompt response from the contractor concerning his plans to 
complete the rcork. 

A copy of the May 25 inspection report, together with a 
copy of the coordinator’s letter to the contractor was for- 
warded to Mrs. Nall on June 16, 1972. By letter dated .Jlrne 26, 
1972, the coordinator informed Firs. Nall that he had not heard 
from the contrdetor 9 that he had received proposals flon con- 
tractors and subcontractors to complete the xork, and that it 
appeared that the work could be completed for the $1,077 
unpaid balance. In this regard, the contractor advised us 
that upon receipt of the June 16, 1972, letter from AIiA, he 
advised the coordinator in a telephone discussion that he 
rqould agree to terminate the contract with Mrs. Nail and 
withdraw his $1,077 lien on her property. 

The coordinator stated that a new contractor could not 
be hired until the original contract was terminated in writing 
by mutual agreement of Mrs. Nall and the contractor or through 
due process of la\:r. He advised Mrs. Nall that the project of- 
fice could not take further action if she had any claims 
against the contractor other than for the performance of the 
work and requested to be advised of her plans on the matter. 

On August 14, 1972, Mrs. Nall advised the HUD loan serv- 
icing agent in Atlanta and the West End project office that 
she was not going to make any more payments on the loan until 
the work was satisfactorily completed as specified in the 
work statement. 

During September 1972, Kest End rehabilitation person- 
nel drafted the documents which they considered necessary 
to release the contractor from responsibility for camp leting 
the work, release Mrs. Nail of any liability for further 
payments to the contractor, and allor\r AHA to prepare neld 
contracts for completing the work. 
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On September 25, 1972, Mrs. Nall advised AHA that she 
would not rclcase the contractor until he replaced the roof 
on her house. Since the rehabilitation contract did not pro- 
vidc that the roof be replaced or repaired, AllA, in October 
1972, requested Xrs. Nail to provi.dc AflA with her decision 
in writing. Ail.4 officials advised us in March 1973 that 
Mrs. Nail had not honored AlIA’s request. 

AI-W officials advise{ us in June 1973 that Mrs. Nall had 
not made any loan repayments since August 1972, that it would 
now be impossible to complete the job for tfle $1,077 unpaid 
balance because of the rise in building costs, and that 
Mrs. Nail’s case was turned over to HUD for collection or 
foreclosure. 

MRS. OCIE CflLLAV!AY’S CO:IPLAIIJT 

On February 26, 1970, k-s. Callaway entered into a con- 
tract to rehabilitate her house in the Model Cities project 
area for $6,175. The rehabilitation work began on about 
14arc.h 3, 1970, and AIIR certified it was complete on alarch 25, 
1970. 

Ke interviewed Mrs. Callaway and inspected her house at 
153 Atlanta Street, SE., in May 1972. klrs , Cal laway ’ s com- 
plaint was that the contractor had not completed the job. and 
that some of the work done was unsatisfactory. 

AIiA rehabil itation personnel had poorly managed the 
rehabilitation of this house, the contractor had not 
satisfactorily completed all stork required under the 
contract, rehabilitation personnel certified that the 
job was completed in accordance with the contract even 
though all work had not been performed, and the homeowner 
paid for rsork that was not done and for some work that 
was of poor quality. 

The follo\qing required work had not been done: 

--New wallpaper had not been installed in the dining 
room above the chair ,rail; instead, the old wallpapc? 
had been rwovcd and the walls paintccl. 



--A \qir1,1()1:’ f~;t~l not: been installed in the furnace room. 

--The i11c;i,lc of I]lrcc closets had not been repaired and 
pnintcd. 

--i! priY;lc\ ; 1ocLsct had not been installed on the bath- 
roo::i do0 I* a 

13ccnu:;c the rchabilitntion work had been done more than 
2 years i~:ir!ic1’, for the inost part, w-could not evaluate the 
qUali t.!’ 0 1‘ iio~r-kI:l:l~lshi~~ o Ke did note, however, deficiencies 
in the qu;~l i ty ol some work items 9 as follows: 

--Cr;lcI;s had dcvclopcd in the masonry porch which had 
been wpaiscd by pouring a thin layer of concrete 
oycr the existing floor. 

--Much of the paint on the bathroom walls had peeled, 
the ceramic tile in the bathroom had not been laid 
in a straight line, and the surface of the tile was 
rough. 

The rehabilitation advisor told us that he certified the 
job complctc without making an item-by-item check of the work, 
even though hc knew that some tiork had not been completed. 
He said that I\lrs. Callaway told him that the contractor had de 
agreed to finish the work if she would sign a release so 
that he could he paid. He also said that Mrs. Callaway, the 
contr;tctor, and the rchai>ilitation supervisor had reached an 
understanding that the work would be completed while the 
contractor ins rehabilitating a house next door. . 

The rchabilitntion supervisor said that he signed the 
HIHI certification of final inspection without inspecting the 
property hccnusc Xrs. Callaway and the rehabilitation advisor 
wrc satisfied that tilt’ contractor had conplcted the work and 
the city bui.ldi:lg inspector had approved the work as meeting 
city building code rcqui rcmcnts. 

The rganager of Xi.i’s Rehabilitation Department told us 
that, because Ffrs. Calln\<ay complnincd, he inspected her 
property somctil:lc bc twcn January and March 19 71 and prepared 
a list of 11 incomplete worh items. Scvcral of these incom- 
plete it-ems WI-C the same as those WC: noted. The manager told 
us that he asked the contractor to complete the work but he 
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- stopped after completing 2 of the 11 items and refused to 

. 
complete the other 9 items because he had completed these 

L items in accordance with a verbal agreement with Xrs. Callaway. 

The manager told us that AHA was hampered in getting the 
contractor to complete the job because Hrs. Callaway waited 
at least 6 months after final payment before com;>laining to 
AHA. IIe said that, if Mrs. Callalqay had complained earlier, 
AHA could have made the contractor complete the job, partic- 
ularly since he was rehabilitating another house next door 
t’o Mrs. Cal laway’ s property a 

The manager stated that the contractor had voluntarily 
withdralkm his name from the approved contractor listing in 
November 1970 and started working ‘as a subcontractor on 
other ANA rehabilitation projects. The manager stated that 
he had discussed the matter with Mrs. Callaway and advised 
her that the only recourse she had was to sue the contractor. 
He stated also that he later discussed the matter with 
Mrs. Callaway’s attorney who expressed the belief that 
Mrs. Callaxay did not have a Good case because AHA certified 
that the work had been completed and she signed the final 
payment. check which implied acceptance of the v:ork as 
completed. 
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SCOPE OF REVIElV 

WC 11::1dc our rcvi CK nt IIUI) hcadqu3rtcrs in Washington, 
D-C. ; at its rcgion;ll and arc3 offices in Atlanta; and at 
AtlA ht~a:lt~t~;~r t ers and t\co of its five project off ices. We 
examined ~-ccol-ds on the administration of the rehabilitation 
loan Nile! ;:r;in t ‘programs in Atlanta. l\Je al so interviewed 
HUD and .111.4 offi.ci:ll s p AIIA projedt office rehabilitation 
pcrsonncl, rehabili t;ltion contractors and former contractors, 
and owners of rehabilitated houses or houses awaiting re- 
habil i ttt t ion under the programs e 

To evaluate+he adequacy of inspections by AHA rchabili- 
tation pcr.;,onncl and to determine whether the work required 
zander the contrncts had been satisfactorily completed, we 

--independently inspected eight rehabilitated proper- 
ties in detail that had been certified complete b;T 
rehabilitation advisors and supervisors from , 
January 1, 1972, through March 15, 1972, 

--indcpcndent3y inspected five properties that had been 
certified complete by rehabilitation advisors and 
supervisors during the latter part of 1971, and .- 

--accompanied AIM rehabilitation advisors and super- 
visors on inspections of 13 properties. 

\Ve selected the Kcst End and I\Iodel Cities project 
offices for rexriew because these txo project offices ac- 
counted for about $3.6 million [about 84 percent) of the 
$1 .3 mill.ion in rc!l:jbilitntion loans and grants made by MIA 
from inception of tile program in Atlanta through June 30, 
1972 (see zpp. IIl) . From J3nu;lry 1, 1971, through June 30, 
1972, 107 of the 13.7 rehabilitation loans and 63 of the 85 
rchabilit:1tion y,r31!t5 made by AHA were for propcrtics unclcr 
these two offices. The 107 lonns and 6J grants were in 
amounts totaling about $980,000 and $210,000, respectively. 



APPENDIX I 

CGMMITTEE ON 

_4TH DIsrnlc7. Gcon‘lr BANKING AND CURRLNCY 

The Honorable Elxer B. Staats 
Comptroller General of the United State5 
General Accounting Office 
441 G Street, N.W. 
Washington, D.C. 20548 

Dear Mr. Staats: 

On Friday, January 28, 1972, the investigative panel of the 
Subcommittee on EIoukiny of the House Banking and Currency 
Cornmi ttec conducted an investigation of certain I1UD operations 
in Atlanta, Georgia. During the course of this investigation 
WC looked briefly into the Section 312 rehabilitation program. 

The Department of Iiousing and Urban Development has given its 
contract authority under this program to the Atlanta Housing 

' Authority. During the Committee investigation of houses which 
have been rehabilitated unE.er this program, we were led to 
beliovc that preference had been given to certain contractors. 
Furt.hcrn:ol-c, WC foxnit instances in which the contract terms 
were vague and loosely drak:n and contracts V;ere not met by 
the rehabilitation contra&or thouc;h the houses had received 
approval under the final, inspection by the Atlanta Housing 
Authority. 

I Igould like to request that your Office auriit the Atlanta 
Housing Authority's administration of this program in order 
to determine whether favotiism is involved, ~<hethcr sufficient 
chcc!G s are being carricd out to detcminc that the work is 
being complctcd sntisfnc'-Trily, and vrhcthcr there is any 
col.l.u.rion bet~:ecn the Housing Authority and certain contractors. 
I hope that if you do find any criminal violations, you will 
turn thorn over to the Just-ice Dcpartmcnt. Furthermore, I 
would like to meet with a rcprcsentative of your Office who 
will be hancil.ing this mzttcr as soon as possible. 
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i The Honorable Elmer B. Staats . i 
b January 31, 1972 

Page 2 

I am enclosing some newspaper articles and a copy of one 
of the contracts for the projects which WC investigated. 
Addition&l contracts are being gathered, and 1 will forward 
them to you when I receive them. 

- 

BBB:dbb 
Enclosures 

Member of Congress 
Fourth District, Georgia 



_ ----- 



, 
APPENDIX III c 

, 
n r 

-. Y 

; Q SCHEDULE OF ALL RESIDENTIAL REIIABILITATION LOANS AND GRANTS 
i 

FOR URBAN RENEWAL AND NEIGIIBOlUIOOD DEVELOPMENT PROJECTS 

IN ATLANTA 

FEBRUARY 1966 TIIRO(JCII JUNE 1972 

.- 

Section 312 Section 115 
loans -- grants 

Numbc I- /w:, 1111 t Number Amount -II_ I__- 

Conventional urban renewal 
projects (note a): 

West End 197 
University Center 25 
Thomasville 2 
Butler Street 1 

Total 225 -- 

Neighborhood devclo?ment 
program projects: 

Model Cities 157 
Bedford Pine 23 
Edgcwood 9 
Vine City 7 

Total 5.96 

Total j2J 

$1,279,940 219 $ 492,430 337 
94,050 118 186,266 128 

7,700 3 10,sor) 4 
2,150 3 5 ) 800. 4 

1,353,840 343 G94,996 4?3 

1,301,050 
171,250 

66,200 
42,550 

l,SSI,O50 

Q&g&&!! 

173 
19 
17 
11 

220 

222 

545,615 236 
57,1'10 33 
53,015 22 
36,675 11 

693,498 302 

Number 
of 

prop- 
erties 

rehabil- 
itated 

aAs Of June 30, 1972, rehabilitation had been completed in all urban re- 
newal projects cxccpt in the Kest End project area. 

. . 
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