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To the President of the Senate and the 
Speaker of the House of Representatives 

This report discusses how the Department of Housing and 
Urban Development is administering the urban homesteading 
program and the results achieved in several cities that have 
received houses from the Department. 

We made this review because of interest in urban 
homesteading by the Congress, local governments, the news 
media, and others. 

Copies of this report are being sent to the Director, 
Office of Management and Budget, and the Secretary of 
Housing and Urban Development. 

i!ftifIa k/k 
Comptroller General 
of the United States 





COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

URBAN HOMESTEADING: 
A GOOD PROGRAM 
NEEDING IMPROVEMENT 

DIGEST -----__ 

Abandoned houses in blighted neighborhoods 
are being rehabilitated through urban home- 
steading. The Department of Housing and 
Urban Development (HUD) transfers vacant 
houses it has acquired through foreclosure 
to communities. The communities, in turn, 
give the houses to individuals who must 
repair and live in them at least 3 years 
to become the owners. 

Urban homesteading helps reduce HUD's 
inventory of vacant houses while providing 
communities with an opportunity to improve 
their neighborhoods. It makes homeowners 
out of persons who otherwise might not be 
able to afford to own a house. 

Some communities used unique and effective 
approaches to homesteading houses. GAO 
observed homestead houses in nearly every 
homestead neighborhood that stood out as 
newly repaired and well cared for--a far 
cry from houses they once were. 

However, six of the nine communities in- 
cluded in GAO's review had some houses 
that remained unoccupied. Many of these 
houses were severely deteriorated and 
continued to blight their neighborhoods. 
HUD had not developed a policy on what 
to do with them. (See p. 7.) 

The time it took to homestead houses 
varied widely. Some time differences 
reflected the condition of the houses, 
the extent of needed repairs6 and the 
difficulties in obtaining financing or 
contractors. Some communities had 
adopted methods that expedited the 
placing of a house with a homesteader; 
others used methods that took longer. 
(See p. 9.) 
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The Dallas, Texas, program was more successful 
than the other homesteading programs GAO 
studied because of its cooperation with HUD 
in deciding the best way to dispose of the 
houses; timely disposition of the houses; 
criteria for homesteaders to use in scheduling 
their rehabilitation work, and enforcement 
of the criteria with adjustments as needed; 
widespread use of self-help: and guidance 
provided to homesteaders. (See p. 13.) 

In formulating the homesteading demonstration 
program, HUD instructed its field offices 
to work with city officials to set up a com- 
prehensive property disposition plan for 
each target area. These instructions were 
carried out in two of the cities that were 
more successful in homesteading houses than 
other cities GAO reviewed. Cooperation can 
make it easier for HUD to select the best 
disposition method. (See p. 12.) 

DEPARTURES FROM THE IDEAL 
OF HOMESTEADING 

Two communities GAO reviewed had departed 
from the ideal of homesteading used in other 
communities. Freeport, New York, contracted 
for the rehabilitations of its houses and 
sold them to homesteaders at subsidized 
prices of $10,000 or less. No self-help was 
required. The homesteaders had annual in- 
comes of up to $28,000. (See p. 19.) HUD 
continued the homesteading program in Tacoma, 
Washington, even though the housing market 
had improved. By 1979 HUD was giving away 
houses valued at almost $22,000. (See 
p. 24.) 

EFFECTIVE MONITORING NEEDED 

Over 3 years after the demonstration began 
HUD was only beginning to operate an 
administrative reporting system and to 
establish a monitoring program. 

Effective reporting and monitoring could 
have disclosed the questionable practices 
GAO observed. (See p. 28.) 
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RECOMMENDATIONS 

The Secretary of Housing and Urban Development 
should require: 

--Departmental field offices to work with 
communities to (1) identify houses trans- 
ferred to communities and found difficult to 
homestead and (2) decide what should be done 
with them. 

--Departmental program managers to identify 
successful methods of homesteading and to 
encourage communities to use them. Success- 
ful methods include promptly selecting 
homesteaders, selecting alternate home- 
steaders, and encouraging self-help. 

--Effective monitoring of the homestead 
program to assess the need for continuing 
existing local programs, identify practices 
in need of correction, and help local gov- 
ernments and HUD field offices improve ad- 
ministration of homesteading programs. 

--An expansion of the reporting system to 
include all communities in the program 
and use this information in monitoring the 
program. 

--A halt to giving away higher value, market- 
able houses in unblighted neighborhoods so 
that homesteading funds can be concentrated 
in deteriorated areas. 

AGENCY COMMENT 

HUD was concerned about the methodology GAO 
used in making its review. HUD said the 
methodology would have been appropriate for 
reviewing an operating program, but not a 
demonstration program. GAO believes the 
matters identified needed HUD's attention 
regardless of whether.homesteading was a 
demonstration or an operating program. 
(See p. 39.) 

HUD is taking action consistent with four 
of the five GAO recommendations. It (1) 
plans to have an evaluation contractor 
identify successful methods of homesteading 
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and recommend program designs, (2) has 
begun to establish monitoring and reporting 
systems, and (3) plans to terminate a home- 
steading program that received higher value 
houses. After GAO brought the matters in 
this report to HUD's attention, HUD issued 
instructions that should help eliminate trans- 
fers of houses which could become difficult 
for local homesteading agencies to place. 
However, HUD did not commit itself to deter- 
mining which cit'ies have houses they have 
had difficulty homesteading and deciding 
what should be done with them. 

HUD also did not commit itself to actively 
encourage local program managers to use 
methods found successful in other communi- 
ties. GAO believes such commitments are 
needed to improve program effectiveness. 

GAO also obtained comments from city officials 
in Freeport, New York, and Tacoma, Washington. 
(See pp. 63 and 65.) 
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CHAPTER 1 

INTRODUCTION 

The urban homesteading approach to revitalizing blighted 
neighborhoods has intrigued the public and government offi- 
cials alike. The concept has been promoted as the modern 
version of the Homestead Act of 1862, under which land in the 
West was turned over at a nominal price to settlers who could 
become owners after farming and living on the property for 5 
years. Some local governments and the Federal Government are 
now using a similar approach in hopes of reviving declining 
urban neighborhoods. An abandoned house is given to a home- 
steader who in return promises to fix it up and live there 
for a certain number of years. 

The Federal urban homesteading program was established 
pursuant to Section 810 of the Housing and Community De- 
velopment Act of 1974 (12 U.S.C, 1706e), which enacted the 
community development block grant program. Section 810 
authorizes the Department of Housing and Urban Development 
(HUD) to give HUD-owned vacant and unrepaired houses to 
localities for use in approved urban homesteading programs. 
Residences of from one to four dwelling units may be in- 
cluded. The HUD-acquired houses transferred to localities 
are properties insured by HUD's Federal Housing Administra- 
tion (FHA) that were foreclosed for default on mortgages. 
Locally owned properties may also be used in HUD-approved 
urban homesteading programs. 

The communities in turn are to convey the houses 
conditionally to selected persons for a token payment, or 
without payment. The homesteader agrees to repair the 
house to bring it up to local standards and live in it for 
at least 3 years before receiving title. The conditional 
conveyance would be revoked ,for any important breach of 
the agreement by the homesteader. 

GRASS-ROOTS BEGINNINGS 

The early urban homesteading programs were launched in 
1973 to combat housing abandonment in the old eastern cities 
of Baltimore, Maryland; Philadelphia, Pennsylvania; and 
Wilmington, Delaware. These programs used municipally owned 
houses. This novel approach to urban renewal attracted a 
great deal of favorable publicity and widespread interest. 
The media have invested urban homesteading with the glamour 
of analogy with the homesteaders who settled the West. The 
media advanced the appealing notion of settlers on the "new 
frontier" of the cities, exhibiting traits of independence 
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and repairing houses using self-help, also referred to as 
"sweat-equity." 

These same ideas were expressed in the Congress before 
enactment of section 810. The Congress did not envision 
homesteading as a cure-all, but as one of a number of ap- 
proaches to the problems of housing in urban areas. The 
legislation was intended to expedite occupancy of abandoned 
houses, so as to avert further dilapidation. The belief 
is that a homeowner, rather than a renter or absentee owner, 
has the incentive to keep up the house and neighborhood 
and that once a homesteader fixes up an abandoned house 
others will become interested in further improving the 
neighborhood. 

HUD hopes the urban homesteading program will encourage 
public and private investment in selected neighborhoods and 
will help preserve and revitalize them by moving new owners 
into previously abandoned houses. To assist the homestead- 
ing program, HUD has reserved funds under its Section 312 
Rehabilitation Loan Program h/ to finance the fixing up of 
homestead properties and other properties in the homestead- 
ing neighborhoods. 

A PROGRAM THAT IS 
RUN AT THE LOCAL LEVEL 

While section 810 and HUD's administrative regulations 
generally outlined the program , planning and administra- 
tion at the community level were left to local governments. 
The Congress intended local bodies to run urban homesteading 
programs with freedom and flexibility under broad Federal 
guidelines. 

In defining an acceptable urban homesteading program, 
section 810 requires local governments to provide for (1) 
the conditional conveyance of the property to an individual 
or family without any substantial consideration and (2) an 
equitable procedure for selecting the homesteader, giving 
special consideration to the recipients' need for housing 
and capacity to make required repairs or have them made. 
HUD interpreted that language as calling for a balanced 
consideration of both need and ability to pay for rehabili- 
tating the homestead property, The first homesteading 

L/A Federal program which provides 3-percent interest loans 
for the rehabilitation of privately owned housing for 
occupancy by limited-income households. 
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programs have shown that financial capacity was most essen- 
tial to the homesteaders' success. 

Discussion of urban homesteading bills in the Congress 
showed that legislators hoped the program could help dispose 
of the basically sound but unmarketable houses in HUD's large 
inventory and help persons who could not afford to buy 
houses become homeowners, thereby helping to eliminate urban 
blight. The abandoned dwellings are dangerous because they 
catch fire, invite crime, and shelter disease-bearing rodents. 

A DEMONSTRATION PROGRAM 

HUD implemented section 810 as a demonstration program 
to test a variety of approaches to homesteading. In October 
1975, out of 61 interested communities, 23 were chosen to 
participate. Another 16 communities were chosen in May 1977. 

Communities applying for the demonstration program were 
required to define target areas for the local homestead pro- 
gram. HUD required the demonstration communities to make 
other efforts besides homesteading to preserve the target 
neighborhoods. The boundaries of a homesteading area 
would facilitate the focusing there of other neighborhood 
improvement programs. HUD selected as target areas declining 
neighborhoods that could be given new life because they were 
not severely blighted. 

For each demonstration community, HUD signed an agree- 
ment with a public agency designated by the local government 
to operate the homesteading program. The urban homestead 
agreements covered the transfer of properties to local agen- 
cies for use in the homestead program. Under the agreements 
HUD gave the participating local governments wide latitude 
to try different approaches to homesteading. Each community 
has its own methods of selecting homesteaders, financing and 
arranging for rehabilitation, and managing the program. 
Community development block grant funds generally were used 
to pay for administering local homesteading programs. 

In September 1977, homesteading became a permanent, 
nationwide program, under which communities will continue 
to exercise broad discretion in operating their homestead- 
ing programs. HUD considered the homesteading programs 
in the demonstration communities as being in a demonstration 
status until their 3-year agreements expired. 

Urban homesteading has been a very small program. The 
Congress has appropriated $55 million for the 4 fiscal years 
1976-79. The money was provided to reimburse the FHA 
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insurance fund for the estimated value of the foreclosed 
properties transferred to communities for homesteading. 

HUD did not request funds for fiscal year 1980 because 
it plans to use remaining funds from the $55 million previ- 
ously appropriated. With the funds remaining HUD estimates 
that 2,500 to 3,200 houses, having a value of $20 million 
to $23.6 million, will be transferred to local governments 
during fiscal year 1980. 

By March 13, 1979, the 39 demonstration communities had 
received 3,193 properties from HUD, had selected 2,536 home- 
steaders, had conditionally conveyed 2,198 properties to 
homesteaders, and had 1,732 homestead families in residence, 
of whom 1,241 had finished their rehabilitation. By May 22, 
1979, 45 communities were operating HUD-approved homesteading 
programs. As of June 30, 1979, HUD had used $18.3 million of 
the $55 million appropriated by the Congress. 

SCOPE OF REVIEW 

We discussed the urban homesteading program with offi- 
cials at HUD headquarters in Washington, D.C., and at HUD 
area offices in Baltimore, Maryland; Dallas, Texas; New 
York, New York; Philadelphia, Pennsylvania; and Seattle, 
Washington. We obtained information about the urban home- 
steading programs of Baltimore, Philadelphia, and Dallas; 
Freeport, Islip, Hempstead, Nassau County, and New York, 
New York; Tacoma, Washington; and Wilmington, Delaware. 

In Baltimore, Dallas, Freeport, Nassau County, Tacoma, 
and Wilmington review work was done at the community home- 
stead offices where we examined pertinent records, inter- 
viewed local officials, and visited homestead neighborhoods. 
We analyzed the records about a number of homestead proper- 
ties in each community, looked at some houses inside and out, 
and met a number of homesteaders. For the Islip, Hempstead, 
and New York City programs we limited our work to interview- 
ing local officials or touring the homestead neighborhoods. 

In Philadelphia, we limited our work to examining HUD 
records and touring the homestead neighborhoods because 
program operations were suspended in December 1978 when 
several program administrators were charged with irregulari- 
ties and the records were'impounded. 

We selected the communities to obtain a cross section 
of the homesteading demonstration program. These communities 
had received 1,124 of the 3,193 houses HUD had provided for 
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homesteading through March 13, 1979. We statistically 
selected 70 houses in 6 of the communities for detailed 
analysis. In addition, we made limited tests on other 
houses which HUD had provided. 

Baltimore, Philadelphia, and Wilmington were picked 
because they were the forerunners in the homesteading move- 
ment. They had been homesteading houses before passage of 
the 1974 act. These cities had large stocks of solidly 
built masonry row houses believed worthy of restoration, 
and also difficult to demolish. 

The Dallas homestead program was chosen because of its 
large number of small, detached post-1945 houses that were 
being acquired and repaired at low cost. We selected Tacoma 
because, compared with the other demonstration homestead 
programs, it was using the newest, most highly valued houses. 
Freeport was reviewed because of its policy of rehabilitating 
houses without self-help by the homesteader. Nassau County 
was selected to represent the second group of communities 
added to the demonstration. 

At the time we made our review, HUD's Office of Inspec- 
tor General had not yet made any reviews of the urban home- 
steading program. 



CHAPTER 2 

ACHIEVEMENTS AND SHORTCOMINGS 

The homesteading program has helped to reduce HUD's 
inventory of vacant houses while providing communities an 
opportunity to renovate houses in a timely manner. Some 
homesteaders, by doing work themselves, have been able to 
rehabilitate houses at lower costs than would have been 
possible through the sole use of contracting. 

Homesteading has been popular with local officials 
and with homesteaders. It is making homeowners out of persons 
who perhaps could not have afforded to own a house otherwise. 
The minimum 3-year residency requirement means that the house 
goes to an owner-occupant rather than an absentee owner, at 
least for a few years. A rehabilitated house occupied by a 
homesteader is a visible symbol that may stimulate further 
rehabilitation in the neighborhood. 

We saw homestead houses in nearly every target area 
that stood out as a positive influence on the neighborhood. 
Some communities have adopted unique and effective ap- 
proaches to carry out their homestead programs. Some aban- 
doned houses were rehabilitated economically and in a timely 
manner, thereby eliminating a blighting influence and en- 
couraging neighbors in turn to work to improve the area. 

On the other hand, our review revealed instances where 
the homesteading program has not achieved intended results. 
Some houses transferred to communities have not been home- 
steaded and continue to blight the neighborhoods or costly 
approaches for homesteading the houses were used. Also, of 
the local homestead agencies that we reviewed, only those 
in Dallas and Wilmington strongly emphasized the self-help 
approach that intrigued the Congress and the media at the 
time that the law was passed. 

We believe that urban homesteading should be continued 
and expanded to other communities. However, it should be 
remembered that urban homesteading is a small program with 
a potential that is somewhat limited by the size and loca- 
tion of the HUD inventory. HUD's inventory of single-family 
houses was over 75,000 in August 1974 when the Congress 
enacted section 810 to ,provide for the Federal homesteading 
program. Since then, the number has diminished signifi- 
cantly, numbering less than 24,000 by May 1979. 
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IMPROVEMENTS ARE NEEDED IN 
HOMESTEADING PROGRAMS 

In the eight communities we visited where HUD had pro- 
vided houses for homesteading we saw instances of rehabili- 
tated homestead houses that had benefited the neighborhood. 
On the other hana, we found practices that should be changed 
to make the homesteading program more successful. 

Disposition plan needed for 
houses difficult to homestead 

Six of the nine communities we obtained data on had 
accepted HUD houses that turned out to be difficult to home- 
stead and have remained unoccupied. Many of the houses were 
boarded and continued to blight the target neighborhoods. 
For many no rehabilitation efforts were underway. 

Baltimore, Islip, Freeport, Nassau County, New York 
City, and Philadelphia had accumulated a backlog of houses 
that had not been placed with homesteaders. Over half of 
the houses had been transferred to the communities for 
homesteading before December 31, 1977--more than a year 
before our review of these homestead programs. 

Freeport officials considered 6 of the 63 houses 
acquired from HUD were no longer suitable for homesteading. 
We were told that several of the houses, which could not be 
placed with homesteaders because of their poor condition, 
were slated for demolition. Questioned as to whether demoli- 
tion of houses was permissible under the homestead program, 
an official said he would check with the HUD New York area 
office before destroying the houses. Subsequently, Freeport 
arranged with HUD to transfer five houses to another pro- 
gram so that they could be torn down. 

In Nassau County, New York, 26 of the 38 houses 
acquired from HUD through March 15, 1979, had been held by 
the county almost 1 year and were still vacant. Most had 
been offered for homesteading, but aroused no interest be- 
cause of their severely deteriorated condition, the poor 
neighborhood conditions, or the high property taxes. Pro- 
spective homesteaders had selected other houses needing 
fewer repairs at lesser expense. 

Nassau County officials said there were no prospects 
for giving away some of the houses. In the future they 
intend to reject severely deteriorated houses offered by 
HUD and accept only those houses in good enough condition 
to be attractive to prospective homesteaders and that 
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could be homesteaded quickly. Meanwhile, those in poor 
condition remained a blight on the neighborhood. 

In New York City, program officials had not been able 
to place 9 of the 29 houses acquired from HUD. The city had 
offered these houses twice but no one would take them. The 
nine houses were so dilapidated that the estimated cost of 
repairing any of them would exceed the rehabilitated value, 
according to city officials. Homesteaders did not want to 
get themselves into such a situation and banks did not want 
to provide financing. City officials plan to try once more 
to place the 9 houses with homesteaders and to acquire about 
18 more HUD houses for homesteading. 

New York City's problems with these hard-to-place houses 
started with the program's inception and were described in 
the Urban Homesteading Catalog issued under HUD's auspices in 
August 1977. At the time of our review, HUD had not taken 
any action to help the city with these nine houses. 

By September 30, 1978, Philadelphia had acquired 349 
houses for homesteading. In February and March 1979 we in- 
spected the four target neighborhoods in the city and found 
that 234 of the houses were not occupied and 3 had been 
demolished. 

We could not discuss this situation with Philadelphia 
officials because the program was suspended in December 
1978. However, HUD's records showed that houses still 
vacant had been acquired throughout the demonstration pro- 
gram. For example, 11 of the still-vacant houses were 
transferred to the city at the beginning of the program in 
March 1976. 

HUD prepared inspection reports on the houses trans- 
ferred to Philadelphia for homesteading before ownership 
passed to the city. Our review of several of these reports 
showed that some houses were so decayed that one might con- 
clude from the descriptions that they were not suitable for 
homesteading and should not have been brought into the pro- 
gram. For example, a HUD report prepared in November 1975 
about the inspection of one house said that it was in ex- 
tremely poor condition: ,the bath, half the floors, and the 
kitchen ceiling had been ripped out; the front porch had 
rotted; and the roof leaked. The inspector said that to re- 
pair the building was not feasible; that repairs would cost 
ti2;iiO but that the rehabilitated house would be worth only 

The house was transferred to Philadelphia for home- 
stiadiig on March 10, 1976. When we inspected the neighbor- 
hood in February 1979, the house was still boarded. 
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In another instance, a HUD inspector reported in December 
1975 on a frame house covered with cement stucco. The report 
said that the first and second floors were damp and the house 
was in very poor condition. The inspector said that it was 
not feasible to repair the house, estimating that renovation 
would cost $8,800 and that the house would be worth $7,900 
after repair. When we toured the neighborhood in February 
1979 we found that the house had been demolished. 

HUD officials in Washington had not expected problems 
to arise with the disposal of very dilapidated houses be- 
cause local homestead officials were expected to select the 
houses that they wanted for homesteading. The HUD officials 
told us that they had been able to handle on a case-by-case 
basis the instances of hard-to-place houses that had arisen 
in a couple of communities. HUD headquarters officials were 
not aware of the continuing problems that had existed with 
severely decayed houses in the cities of New York and 
Philadelphia and in other communities that we visited. 

Some of these houses appear to have deteriorated beyond 
the point where rehabilitation is worthwhile. Demolition, 
rather than homesteading, may be the best approach to take: 
Demolition can be very effective for reversing urban blight 
as it removes an eyesore and an attraction for vandals. The 
money that would be used to rehabilitate a house uneconomical 
to repair is kept available for more effective use elsewhere. 
The vacant lot that remains ultimately may attract new con- 
struction. 

We recognize that the detached houses characteristic of 
the homestead neighborhoods of Dallas and Tacoma are much 
easier to demolish than are the masonry row houses of Balti- 
more, Philadelphia, and Wilmington. However, detached houses 
are common to many homestead communities. 

HUD has no policy on what communities should do with 
the houses that are difficult to homestead. We believe HUD, 
together with the communities, should plan how to dispose of 
these hard-to-place houses. In some cases different ap- 
proaches to renovation might succeed; in other cases trans- 
fer of the properties to other programs for renovation or 
demolition might succeed. 

Need to reduce the time 
used to homestead houses 

HUD, community homestead ing offic ials, and others con- 
cerned about abandoned houses in urban areas have emphasized 
the importance of reoccupying houses in the shortest pos- 
sible time to reduce vandalism and deterioration and to 
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eliminate the blighting influence of a vacant house. The 
community homesteading programs that we reviewed varied 
widely as to the time it took to homestead the houses pro- 
vided by HUD. In part, the differences in elapsed time 
reflected the condition of the houses acquired and the ex- 
tent of needed repairs, as well as difficulties in obtaining 
financing or contractors. However, same communities used 
procedures that shortened the time used in placing houses 
with homesteaders. 

Our analysis of 10 houses selected randomly in 
Baltimore, Dallas, Freeport, Nassau County, Tacoma, and 
Wilmington and 20 houses in Dallas showed that the Dallas 
and Tacoma homestead programs were the most successful in 
achieving the occupancy of homestead houses. In the other 
communities, a larger proportion of the houses were not yet 
occupied at the time of our review. For those that were 
occupied, the rehabilitation had taken longer. For example, 
in Baltimore 6 of the 10 houses we selected for analysis 
were not occupied in June 1979 when we visited the target 
neighborhood. The six unoccupied Baltimore houses in our 
sample were acquired by HUD between April 1976 and Septem- 
ber 1977. Between June 1977 and December 1977 the city 
told HUD it would accept the houses for homesteading. For 
two of the six houses rehabilitation work had not yet even 
begun. 

One of the houses in our sample, for instance, was 
acquired by HUD September 3, 1976, and on December 27, 
1976, HUD offered the house to Baltimore for homesteading. 
The city notified HUD January 10, 1977, that it would ac- 
cept the property and title was transferred to Baltimore 
April 10, 1977. On October 16, 197.7, Baltimore advertised 
the house as available for homesteading. Applications 
were taken, a lottery was held, and by December 13, 1977, 
a homesteader was selected. A loan through a city-operated 
program was approved March 16, 1978. Construction to 
rehabilitate the house, at a cost of $16,275, began June 30, 
1978. The homestead family moved into the house in December 
1978. By then over 2 years had elapsed since HUD had ac- 
quired the property, with the house remaining vacant during. 
that time. 

In Freeport, we observed that, as of March 31, 1979, 
seve.n houses acquired 27 to 36 months earlier were still 
vacant. One had suffered severe fire damage and village 
officials wanted to transfer it to another HUD program. 
The other six were still vacant because they were in 
unattractive areas, very small, or had not been selected 
by anyone. 
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Similar difficulties were noted in most of the other 
homestead programs under review. In contrast, it was not 
uncommon for homestead houses in Dallas and Tacoma to be 
reoccupied within a year after HUD acquired them. 

In all the communities we studied except Dallas, home- 
steaders generally were nat selected until after property 
title had passed from HUD to the community. Dallas did not 
wait for transfer-of-title before selecting homesteaders. 
This difference in scheduling appears to be related to the 
fact that Dallas took an average of 124 days to place houses 
with homesteaders while Baltimore, Freeport, Tacoma, and 
Wilmington used from 189 to 488 days on the average to select 
their homesteaders. The time used by individual communities 
was as follows: 

Homestead 
proqram 

Average number days 
From HUD offer to home- More than 

steader selection Dallas average 

Baltimore 287 163 
Freeport 488 364 

189 .--. --^ Tacoma ,_ 65 
Wilmington 306 182 

Dallas, New York City, and Tacoma were selecting more 
than one homesteader applicant for each house offered, to 
provide alternates to call on if the first homesteader did 
not or would not rehabilitate the house as required by the 
community homestead program. Alternates were resorted to in 
several instances. Having alternate names to draw upon en- 
abled communities to get their houses reoccupied in less 
time and with less administrative effort than would have 
been needed if the selection process had to begin anew. 

In Tacoma for example, after names are selected for each 
of the houses available at the time of the annual lottery, 
some more names are drawn as alternate winners. The alter- 
nates provide a pool of homesteaders to draw from if HUD 
should offer more houses during the year. According to 
Tacoma officials, the alternate system eliminated the need 
to hold properties vacant or to hold costly second and 
third lotteries during the year. The result is that prop- 
erties are transferred to homesteaders faster and program 
officials are not bogged down with administering lottery 
applications and screening applicants. Of the 10 houses 
we selected for analysis in Tacoma, 3 were awarded to alter- 
nate homesteaders. It took an average of 58 days to place 
the houses with alternate homesteaders as compared with 
79 days for houses awarded through the lotteries. 
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Comprehensive disposition of houses-- 
a good plan not adequately pursued 

In November 1975 while formulating the homesteading 
demonstration program, HUD sent instructions to its field 
offices requiring them to work with community officials to 
set up a Comprehensive Property Disposition Program for each 
homestead target area. The HUD field offices and the com- 

,munities were to agree on an appropriate disposition tech- 
(1 nique for each property. These instructions were not 
"thoroughly carried out. In only two of the homestead pro- 

grams in our review--Dallas and Tacoma--did local homestead 
officials work closely and consistently with the HUD field 
office to develop a comprehensive disposition plan for each 
available house. 

The agreements between HUD and the homestead communities 
generally gave local officials a voice in the disposition of 
properties which were in the target area. The urban home- 
steading agreement between HUD and Tacoma specified guide- 
lines for a comprehensive property disposition program in 
line with the HUD instructions. The agreement stated that 
HUD was to dispose of its properties in the Tacoma homestead 
target areas so as to best further the city's objectives 
for those areas. As HUD acquired any properties it was to 
consult with the city and agree on how to dispose of the 
house according to the following guidelines: 

1.) Houses needing little or no repair were to be 
sold as is. 

2.) Houses needing substantial repairs would: 

--First be considered for homesteading. 

--Next be considered for transfer to the city 
under the Property Release Option Program. 
(These would be houses of very low value.) 

--If unsuitable for either homesteading or trans- 
fer under property release, the houses would 
be repaired and sold, if possible. 

--If repairs were not feasible, then demolition 
would be considered. 

Dallas homestead officials and the HUD field office 
there followed a similar cooperative procedure, although it 
was not spelled out so specifically in the Dallas homestead- 
ing agreement. The cooperative arrangement has proved 
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valuable in practice. It provided for orderly and prompt 
disposition of each house acquired, after thorough considera- 
tion. Both HUD and the city worked together to decide on 
the disposition method that would be best for the homestead 
neighborhood and for HUD. The close working relationship 
that existed in Dallas between HUD and city homestead offi- 
cials is one factor in the success of Dallas' homesteading 
program. 

While the Dallas and Tacoma programs worked closely 
with the HUD field offices, HUD's relationship in other 
homesteading communities was not so consistently maintained. 
For example, when Wilmington rejected HUD properties for 
homesteading, the city sometimes explained why and some- 
times made no comment. Wilmington officials sometimes 
made informal suggestions for disposal of the properties 
that they had declined, according to HUD field office offi- 
cials in Philadelphia. 

A close working relationship benefits HUD, the home- 
stead communities, and potential homeowners. Homestead 
officials first inspect the properties that HUD offers. 
Thus they are often able to comment on the condition of 
the house and suggest an appropriate disposition. Such . 
cooperation would make it easier for HUD to select the 
disposition method most advantageous to the community and 
to HUD and could provide for the timely disposition of 
houses with corresponding improvement to the neighborhood. 
Under HUD regulations, effective January 1979, for the 
permanent homesteading program, HUD is to develop a compre- 
hensive plan for each homestead target area. 

DALLAS--A PROGRAM THAT WORKS 

Of the programs we reviewed, Dallas was the most success- 
ful in homesteading houses in a timely and cost-effective 
manner. The houses Dallas acquired from HUD were among the 
lowest in value of all houses in the demonstration program. 
Its rehabilitations were performed quicker and at lower 
costs than those in the other programs we reviewed. By 
March 13, 1979, Dallas had homesteaders living in 311 houses 
provided by HUD --more than any other community in the pro- 
gram. 

Dallas was one of the'23 communities selected by HUD in 
1975 to participate in the 3-year urban homesteading demon- 
stration program. Dallas entered into its contract with HUD 
on December 17, 1975, At the time of its application there 
were about 150 HUD-owned repossessed houses in the target 
area--the highest concentration of such houses in Dallas. 
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Within the target area there were about 7,500 housing units. 
Some 68 percent of these were single-family houses, many 
similar in size to those shown on the following page. 
Vacancy rates in the target area had been rising and by 
April 1974 about 10 percent of the houses were vacant. 

The city considered that houses valued between $2,500 
and $10,000 would be suitable for homesteading. About 100 
of the 150 then available were believed suitable for home- 
steading. Houses of lower values were to be excluded be- 
cause the level of deterioration would make rehabilitation 
too costly for either the city or the homesteaders. The 
more valuable houses were to be excluded to increase the 
number of homestead houses to a level that could be handled 
with anticipated homestead funds. 

The contract provided that HUD was to offer Dallas all 
HUD-owned houses in the target area. The contract also pro- 
vided that HUD and the city would establish a comprehensive 
disposition program for these houses and those to be acquired 
during the contract period. The comprehensive disposition 
program was to lend support to the city's overall program 
for improvements in the target area. Various HUD property 
disposition programs and techniques could be used--not just 
homesteading. 

In carrying out the homesteading demonstration, HUD 
offered Dallas the houses in batches because the city liked 
to process homestead applications and placements in batches 
of about 30 houses. HUD also informally advised the city 
about houses as they were acquired. 

The city promptly inspected each house offered, and 
preliminary work write-ups and cost estimates were made. 
Basically sound houses needing repairs estimated at $1,000 
to $7,000 were selected for homesteading. Houses considered 
in too good condition were turned back to HUD with a recom- 
mendation as to how they should be disposed of. Houses so 
deteriorated that repair was believed uneconomical were 
turned back to HUD with a recommendation that they be demol- 
ished. Dallas officials told us that before they rejected 
a house for homesteading, they always discussed it with HUD 
personnel so all agreed on what to do with the house. 

As of September 30, 1978, HUD had offered Dallas 419 
Groperties in the target areas. Of these, 340 were trans- 
ferred to the city for homesteading and 79 were not. Of 
37 not used for homesteading that we selected for analysis: 
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--Seven were considered to be in too good condition, 
needing only minimum repairs. HUD subsequently sold 
these at prices between $9,501 and $23,551. 

--Twenty-two were considered to be in too poor 
condition. The city recommended demolition, and HUD 
usually demolished these houses within 8 weeks 
after the city's recommendation. 

--Six were rejected because they were outside the 
target area. 

--Two were not accepted because HUD withdrew the offer 
or the structure was not eligible because of size. 

HUD followed .Dallas' recommendation in all instances 
but one. The city and HUD later agreed to include this 
house in the homesteading program, instead of demolishing it 
as the city had recommended. 

Dallas' homesteading program was designed for fast 
placement of houses with homesteaders. Soon after the 
houses were selected for homesteading, fliers were printed 
and mailed to a constantly updated mailing list. These 
fliers told interested persons where the houses were located 
and when they would be open to the public for inspection. 
Information was included about the size of each house, the 
approximate repair cost, and the minimum income needed to 
qualify. Wide publicity about houses available for home- 
steading was arranged through announcements to the press 
and radio and television stations, and by publication of 
legal notices. Interested homesteaders were required to 
apply within 8 days of the open house. 

Dallas used a lottery to award houses to homesteaders. 
Through November 30, 1978, the city held 11 lotteries. Only 
those with the financial ability to rehabilitate and main- 
tain the houses were included in the lottery, which provided 
for selecting one winner and two alternates for each house. 
Alternates were picked to help ensure quick placement of 
the house. If the winner did not take the house, or other- 
wise comply with program requirements, the house would be 
offered to an alternate. We observed several instances 
where an alternate homesteader was given the house. 

Soon after the lotteries were held, city personnel met 
with the awardees to plan for renovating the houses. The 
city required that homesteaders bring the houses up to 
minimum code standards before moving in. It tried to have 
the houses occupied within 90 days after the award. Longer 
periods were allowed for some persons who contracted for the 
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repairs because af the time needed to obtain bids from con- 
tractors and to process loan applications. 

Records relating to 20 of the 340 houses accepted by 
Dallas through September 30, 1978, that we randomly selected, 
showed that 15 of them were occupied within about 90 days 
after the aware. Homesteader withdrawals or problems with 
contractors or bank financing delayed occupancy of the other 
five houses. However, all of these were occupied at the 
time of our review, taking an average of 273 days. 

Interviews with homesteaders in 18 of the 20 houses in 
our sample showed that they did much of the renovation them- 
selves. Contractors were employed for plumbing, heating, 
electrical work, and some other repairs. The city had 
developed a program to teach homesteaders about making re- 
pairs. City personnel visited the houses several times to 
inspect the progress of rehabilitation. 

On the average, the 18 homesteaders estimated they had 
spent $2,348 rehabilitating their houses. The amounts ranged 
from $253 to $8,600. The actual expenditures were consider- 
ably lower than the average of $4,707 estimated by HUD for 
repair of these houses. 

City officials estimated that 80 percent of the home- 
steaders rehabilitated their houses themselves and that the 
remaining 20 percent of the homesteaders contracted through 
the city. The officials estimated that repairs by the home- 
steader cost about one-half of the contract price for the 
same repairs. They believed that self-help is essential to 
the program's success because homesteaders who do their own 
work tend to take more pride in their houses, are less prone 
to abuse the properties, and will make more permanent resi- 
dents, compared with homesteaders who do not do their own 
work. 

Fifteen homesteaders commented to us on other improve- 
ments made by their neighbors, expressing a general feeling 
that the condition of the neighborhood was stabilizing or 
improving. The improvements mentioned included painting, 
house remodeling, new aluminum siding on houses, and new 
sidewalks. Several homesteaders reported changes in atti- 
tudes and less vandalism in the neighborhood. 

Dallas officials told us that the homesteading program 
had succeeded in stimulating improvement of the neighborhood. 
They believed that, on the average, two houses per block 
were upgraded because a homestead house was improved. They' 
further believed homesteading had contributed to the stabil- 
ity of the neighborhoods because it increased the proportion 
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of owner occupied housing and reduced the number of abandoned 
houses. 

Our review showed that the Dallas program 

--has reduced the inventory of HUD-owned abandoned 
houses in the target area: 

--provided a mechanism for returning HUD-acquired 
houses quickly to occupancy; 

--removed the blighting influence of abandoned houses 
from the neighborhood; 

--appears to reduce the costs of rehabilitating 
houses; and 

--appears to be influencing neighbors to make 
improvements. 

The success of the program may be attributed in part to 

--the cooperation between HUD and the city in 
deciding the best way to dispose of the houses; 

--timely disposition of the HUD-acquired houses; 

--criteria for homesteaders to use in scheduling their 
rehabilitation work, and enforcement of the criteria 
with adjustments as needed; 

--widespread use of self-help; and 

--guidance provided to homesteaders. 
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CHAPTER 3 

DEPARTURES FROM THE IDEAL OF HOMESTEADING 

As noted, the urban homestead program was intended to 
help preserve declining neighborhoods by moving new owners 
into previously abandoned houses, thereby combating blight. 
The Congress saw the program as a means to help HUD dispose 
of houses it owned that were difficult to sell, and in the 
process help persons who could not afford to buy houses by 
providing them with the opportunity to rehabilitate houses 
through their own efforts. 

In two of the demonstration communitites that we 
visited-- Freeport and Tacoma --the programs have departed from 
the ideal of homesteading. In Freeport, rehabilitated houses 
were sold to homesteaders for no more than $10,000, rather 
than given away in an unrepaired state. The sacrifices of 
repairing the houses and even bearing the full costs of 
rehabilitation were absent from the Freeport program. 'The 
approach was tested in the belief contracting would be faster 
than self-help, and that limiting the sales price to $10,000 
would benefit moderate-income persons. As operated, the 
Freeport program did not rehabilitate the houses quickly and 
the recipients had annual incomes of up to $28,000. 

HUD and city officials told us that cycling of the 
Tacoma economy from depression to prosperity helped upgrade 
the homestead neighborhoods. The dilapidated houses that 
had languished in HUD's inventory for some years have all 
been disposed of, and the few houses now being foreclosed 
apparently are salable on the current market. There no 
longer is a need to give them away through homesteading. 

We believe the giving to communities of higher value 
houses in good condition will generally not be warranted. 
The moneys used for these houses could better be used in 
other communities where more blight and deterioration are 
present. Also the continued selling of completely rehabili- 
tated houses at costs far below their market value should 
be stopped. 

FREEPORT--A COSTLY WAY TO HOMESTEAD 

The Village of Freeport, New York, chose to contract 
out the rehabilitation of homestead houses and did not 
permit homesteaders to do their own work on major repairs. 
The village adopted this approach in the belief that con- 
tractors could finish repairs faster than homesteaders 
could, thereby speeding up improvement of the target 
neighborhood. 
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Freeport officials believed its approach would be an 
effective way of restoring the target area to sound health. 
The 600-acre target area is primarily residential consisting 
mostly of single-family, detached houses. Through March 
31, 1979, Freeport had. acquired 63.houses from HUD. Five 
of these were returned because they were not suitable for 
homesteading. The remaining 58 houses,had a value of 
$606,655, after deducting the estimated cost& that HUD 
would have incurred to maintain and sell.them through its 
other programs for disposition <of houses. 

The $8,644 median value of the houses transferred to ' 
Freeport as of April 1, 1978, was the third highest of the 
23 communities in the first phase of the demonstration pro- 
gram, and Was 81 percent greater than the average median 
value of $4,778 for all houses transferred to the 23 corn- 
munities. We visited the Freeport homestead target area 
and saw that the rehabilitated houses were mainly of good 
appearance. However, average repair costs were $1,800 to 
$13,000 higher than the rehabilitated hquses we studied in 
Baltimore, Dallas, Nassau County, Tacoma, and Wilmington. 

According to cost information we 0btaine.d from Freeport 
officials, the cost of handling and repairing each of the 
28 occupied homestead houses was about $.18,,300. Home- 
steaders were charged an average of $9,849 for each house 
while $236,624 in community development block grant funds 
were used, an average of $8,451 for each of the houses. 

We observed in Dallas andSTacoma that it w'as much more 
expensive to rehabilitate houses solely through contractors 
than through self-help. In Dallas we obtained. data on the 
repair costs for 18 randomly selected houses. Two of these 
were repaired by contractors at an average cost of $5,450 
each. The 16 which were rehabilitated mostly by the home- 
steaders cost an average $1,950. 

In Tacoma, 4 of the 10 houses we randomly selected fo,r, 
analysis were .fixed up by the homesteaders, at an average 
cost of $3,312.) F-or the six houses where contractors were 
employed, the average cost was $10,610. 

HUD issued a report in October 1978 showing that of 116 
homestead houses studied in 7 of the demonstration cities 
self-help resulted in an average savings of $1,531 per 
property. Eighty-five percent of these savings was,attri- 
butable to avoiding contractor labor costs and ',15 pe,rcent ' 
was attributable to savings in the costs.of materials. 
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It can be misleading to compare rehabilitation costs 
in different communities because of such variables as con- 
dition and size of the houses, labor costs, and local code 
requirements. However, it appears that heavy reliance on 
contracting caused Freeport's rehabilitation costs to be 
higher than they would have been if some self-help had been 
allowed. 

Freeport used a unique method of financing rehabilita- 
tion of houses. It paid all costs for repairing each home- 
stead house, plus other costs, out of its community develop- 
ment block grant. Homesteaders were charged $10,000 or the 
cost of rehabilitating their houses, whichever was less, 
for the rehabilitated houses. Homesteaders' payments were 
deposited in Freeport's community development block grant 
account to offset the costs which had been paid. 

For $10,000 or less the homesteaders received rehabili- 
tated houses with average market value of about $20,000 to 
$25,000. They were left with the responsibility of fixing 
the grounds, painting and papering of walls, and finishing 
the floors. Homesteaders could do optional, cosmetic work 
on their houses after occupancy. Homesteaders were not 
permitted to work on their houses until they moved in. 

6 you can’t afford your own house 

HOW ABOUT A HOUSE FOR $lO,DDD OR LESSI. 
(Federally furided Program) 

in montily installments over 10 years. 
Total down payment of $ZOO... 

. ..new and old, Colonials, Capes, Ranches, 
sized for the small family or the large 

COMPLETELY RENOVATED, INSIDE AND OUT 
’ Inquire Today 

Freeport Homesteading Board 
50 Li3~~~enue 

NEWSPAPER ADVERTISEMENT PLACED BY THE 
FREEPORT HOMESTEADING BOARD 
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Some homesteaders received a good bargain relative to 
their incomes. By May 1977 the mean household income of 
Freeport homesteaders was about $22,000, the second highest 
of all homesteaders participating in the program and well 
above the $12,560 mean income of all homestead households 
in the United States. 

The 28 homesteaders occupying Freeport's homestead 
houses through January 1979 had annual incomes ranging 
from $11,520 to $28,000. Freeport has estimated that home- 
steaders will incur carrying charges on their houses which, 
with repayment of the $10,000, taxes, and utilities, averages 
out to approximately $325 monthly. According to the standard 
of 25 percent of gross income-- used by HUD in some of its 
other housing programs --an annual income of $15,600 would 
be needed to support the average Freeport house. Our review 
showed that of the 28 homesteaders who were occupying houses 
in Freeport, 18 had annual incomes over $15,600. 

We discussed with HUD officials Freeport's spending of 
community development block grant funds on persons of these 
incomes. We were told that Freeport may legally spend the 
block grant funds to assist persons with better than moderate 
incomes, but that such use of the funds might be considered 
unreasonable because the law says that the funds are intended 
principally to help persons of low and moderate income. 

Rehabilitation of houses under contract and providing 
them to persons at subsidized prices should be stopped. It 
does not embody the self-help concept of homesteading often 
expressed by Members of Congress and others. The program 
should be modified to use less costly methods or HUD should 
dispose of houses in Freeport through other less costly dis- 
position programs. 

Freeport's comments to our draft report 

Responding to our draft report on the Freeport home- 
steading program (see app. II), the village noted that 
most of the incomes of the homesteaders reflect both the 
husband and wife working and that the median level is some- 
what misleading in view of the high-cost area in which 
Freeport is located. 

We observed during our review that other communities, 
too, had families in which both the husband and wife worked. 
However, our concern about the Freeport program stemmed from 
its overall approach to homesteading, not with the incomes 
alone. We concluded after reviewing the program that the 
subsidizing of homesteaders' rehabilitation costs, regard- 
less of ability to pay; the prohibiting of self-help, which 
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tended to increase rehabilitation costs; and the average 
high-level of incomes , made the Freeport program more costly 
in Government funds than it needed to be. 

TACOMA--A HOMESTEADING PROGRAM NO LONGER NEEDED 

Housing demand in Tacoma has picked up considerably 
since the local homesteading demonstration program began in 
December 1975, The Boeing Company, the major employer in 
the area, discharged about 75,000 employees in 1971, touch- 
ing off a severe decline between 1972 and 1975 in the Tacoma 
housing market. Recovery began about 1975 or 1976 and has 
continued ever since. A Tacoma homestead official said in 
May 1979 that because of the current housing market, HUD 
is not acquiring many houses and those that are acquired 
have high values. 

When we visited the Tacoma target neighborhoods in Jan- 
uary 1979, we found them unblighted. We saw only a few 
vacant houses in the homestead areas. Houses similar to 
those shown on the following page were common in the Tacoma 
homestead target areas. 

Throughout the target areas we observed improvements to 
houses. Some of the improvements had been made with section 
312 loans provided by HUD. Our examination of seven randomly 
selected rehabilitated Tacoma homestead houses showed them 
generally to be structurally sound and of good appearance. 
Tacoma homestead officials said the target neighborhoods 
have improved considerably over the last few years and are 
now stabilized. HUD officials at the Seattle area office 
believed that some of the houses given to Tacoma for home- 
steading could have been sold easily. 

Of all the houses given to the 23 communities in the 
demonstration program ,,those in Tacoma had the highest aver- 
age values. As the demonstration progressed, the values of 
the houses transferred went up considerably. During the 
first year of the demonstration, 16 of the houses trans- 
ferred had an average value of $10,584 after deducting the 
estimated costs that would have been incurred if HUD had 
disposed of the houses through its regular programs. During 
the second year the 24 houses transferred had an average 
value of $13,882, and the 12 houses transferred during 
the third year had an average value of $18,781. Four houses 
acquired from HUD by Tacoma by June 18, 1979, had an average 
value of $21,750. 

Under regulations effective in January 1979 for the 
permanent homesteading program, single-unit houses with a 
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value of more than $15,000 (after deducting the estimated 
coete of continued care and handling HUD would incur if it 
retained ownership of the houses) are no longer to be offered 
to communities for homesteading. HUD may waive the limita- 
tion when believed justified. HUD and Tacoma officials told 
us they believed it would be necessary to waive the $15,000 
limitation in order to continue providing houses to Tacoma. 
They did not expect that many houses becoming available in 
the future would be worth less than $15,000. 

Through June 20, 1979, HUD had allocated $930,000 to 
Tacoma for acquiring houses for homesteading. In January 
1979 HUD entered into a new agreement with Tacoma extending 
the urban homestead program to December 8, 1979. No more 
funds were provided, but the $193,400 unused from previous 
allocations was to remain available. By May 9, 1979, that 
sum had been reduced to $106,400 after acquiring four more 
houses. In May 1979 a Tacoma homestead official told us 
the city would like to receive about four more houses at 
a probable average value of $25,000 to use up the remain- 
ing funds. 

On February 16, 1979, we discussed the high value and 
good condition of the houses being used for the program with 
a HUD official. We discussed whether the funds then avail- 
able to Tacoma for homesteading should be reallocated.to 
other communities where blight and deterioration were 
present. The official took the position that since Tacoma's 
selection criteria provided for giving the houses to per- 
sons.of lower income who might otherwise not be able to 
own a home, the program is worthy of continuing, particu- 
larly in view of the soaring costs of housing in the Tacoma 
area. 

We disagree with the view that homesteading should be 
continued solely on the.ground that it is providing houses 
to those wha might otherwise be excluded from the housing 
market. The primary objective of the homestead program is 
to rehabilitate neighborhoods that are becoming blighted, 
using HUD-owned vacant houses as a catalyst. While income 
is a factor that is to be considered in awarding the houses 
to homesteaders, the giving away of HUD-owned houses in 
unblighted neighborhoods, even though to persons of low 
income, does not appear to be the best use of the limited l 
homestead program funds. 

We believe the giving away of HUD-owned houses for 
homesteading should generally be confined to deteriorated 
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neighborhoods where the values of the HUD-owned vacant houses 
are low. The giving away of high-value houses in unblighted 
neighborhoods is an unwarranted departure from the concept 
of homesteading. 

Tacoma's comment? and our evaluation 

After reading our draft report on the Tacoma homestead- 
ing program (see app. III), city officials said that the 
homestead target areas met the Washington State definition 
of blight and the city plans to continue spending money to 
preserve and upgrade these areas. 

Our comments on the unblighted conditions of the Tacoma 
target neighborhoods were made relative to the conditions in 
other homestead target areas we reviewed. While it may be 
worthwhile for the city of Tacoma to continue preservation 
efforts in the target areas, we concluded that in view of 
the high values and marketability of the HUD inventory of 
houses in these target areasr the homestead program was no 
longer needed there. 

The city also said that HUD elected to convey the 
houses to Tacoma based on the apparent inability to find 
people willing to purchase the homes and the belief that 
having the homes owned, occupied, and brought up to code was 
preferred over other alternatives. The city also said that 
if the homes had not been given for homesteading, they would 
have continued to remain unoccupied and subject to vandalism 
and further deterioration and would adversely affect the 
neighborhoods. 

As we discussed in this chapter, housing demand picked 
up considerably after the Tacoma homesteading demonstration 
began in December 1975. While the houses provided during 
the early phases of the Tacoma homesteading program quite 
likely would have continued to remain unoccupied and subject 
to vandalism if they had not been provided for homesteading, 
it appears that this was not a problem by January 1979 when 
HUD extended the Tacoma program. Our questioning of the 
program was not of its being started or of giving away many 
of the houses, but of continuing the program beyond the time 
it was needed. 
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CHAPTER 4 

EFFECTIVE MONITORING WOULD HAVE 

DISCLOSED QUESTIONABLE PRACTICES 

HUD's evaluation of the homesteading demonstration pro- 
gram has not been directed to all the aspects needed for 
effective program management and planning. The evaluations 
that have been made were not designed to identify improper 
practices and did not cover any of the 16 communities added 
to the demonstration in May 1977. 

By March 1979, over 3 years after the demonstration 
began, HUD was only beginning to operate an administrative 
reporting system for the homestead program and to establish 
a program of visits to the cities other than the visits 
made by a contractor hired to evaluate the demonstration 
program. A good reporting system and visits to the communi- 
ties to monitor their programs could have disclosed the 
questionable practices we observed and will be needed for 
effective management of the program in the future. 

MISUSE OF COMMUNITY DEVELOPMENT 
BLOCK GRANT FUNDS 

Our reviews of the Freeport and Nassau County homestead 
programs showed that these communities were using community 
development block grant funds to reimburse HUD for the prop- 
erty taxes paid before transfer of title to the community. 
These communities also used block grant funds to continue 
paying property taxes until the houses were placed with 
homesteaders. Through March 1979, Freeport and Nassau 
County had used $165,000 for paying taxes. 

Title I of the Housing and Community Development Act 
of 1974 (42 U.S.C. 5301) established the community develop- 
ment block grant program to provide financial assistance 
to urban communities to provide decent housing and a suit- 
able living environment--principally for persons of low and 
moderate income. Under the block grant program, communities 
may use the funds provided by HUD to acquire deteriorated 
real property suitable for rehabilitation or conservation. 
However, a recipient community may not use block grant 
funds for general government expenses. It was improper to 
use block grant funds to pay taxes on houses acquired for 
homesteading because those went into the local governments' 
general revenues. 

On February 16, 1979, we brought the practice of the 
Freeport and Nassau County programs to the attention of HUD 
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headquarters officials. In May 1979 the HUD New York area 
office directed the communities to stop paying property taxes 
with block grant funds. 

TWO COMMUNITIES DEMOLISHED SOME 
HOUSES, ANOTHER NEARLY DID 

We noticed during visits to the Philadelphia homestead 
neighborhoods that three houses provided by HUD for home- 
steading had been demolished. An official in Islip, New 
York, told us that five houses acquired for homesteading 
had been demolished. Three of the Islip houses were in bad 
condition when they were received from HUD and two were 
damaged later by fires. In Freeport, New York, homestead 
officials had considered demolishing several houses until 
we raised the question whether demolition was proper under 
the homestead program. 

On February 16, 1979, we reported to HUD headquarters 
officials about the houses demolished in Philadelphia and 
questioned whether demolition of houses transferred for 
homesteading was permissible. Section 810 of the Housing 
and Community Development Act of 1974 requires that persons 
to whom the property is conveyed (1) occupy it as a princi- II! 
pal residence for at least 3 years, (2) repair it,to meet 
minimum health and safety standards prior to occupancy, and 
(3) make repairs and improvements to meet local standards 
for decent, safe, and sanitary housing within 18 months 
after occupancy. These requirements could not be met if the 
properties were demolished. 

!* 
HUD headquarters officials were not aware of the demoli- 

tion of houses in Islip and Philadelphia until we reported 
it. Nor were they aware that Freeport officials had con- 
sidered demolishing several of the houses they had received 
from HUD. HUD had not monitored these programs, nor in- 
structed area,offices or the communities about demolition 
of houses. HUD did not know whether other communities had 
demolished houses because reporting such information was 
not required. 

Several communities we visited had found ways to avoid 
the demolition of houses that were under the homesteading 
program. Freeport, New York, which had acquired five houses 
from HUD that were too deteriorated to homestead, arranged 
to transfer the unsuitable houses to other HUD programs 
which permitted demolition. (See p. 7.) Dallas and Tacoma 
were recommending to HUD that houses offered which were in 
severely deteriorated condition be demolished by HUD rather 
than transferred to them under the homesteading program. 
(See pp* 12 and 14.) 
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On April 25, 1979, a HUD homestead official asked HUD's 
Office of General Counsel for an opinion on whether demoli- 
tion of homestead houses is permissible. On August 27, 1979, 
the Office said that demolition of homestead properties is 
not prohibited by section 810 where homesteading of a prop- 
erty is determined to be infeasible and the alternative use 
is consistent with a "coordinated approach toward neighbor- 
hood improvement" for the area. Although the Office's 
opinion felt section 810 could be interpreted this way, it 
recognized that demolition is a "deviation from the primary 
purpose" for which homesteading properties are transferred. 
The Office said also that HUD needs to develop regulations 
to set standards for determining when demolition of home- 
stead properties should be permitted. 

PHILADELPHIA TARGET AREA 
BOUNDARIES NOT OBSERVED 

The HUD Area Office in Philadelphia offered, and the 
city accepted, 30 properties located close to, but not in- 
side, the homestead target areas. These houses were worth 
about $75,000. In establishing the urban homesteading 
demonstration, communities were required to delimit geo- 
graphical areas where homesteading was to be tested. HUD 
chose to use target areas to help meet the section 810 re- 
quirements that the agreements with local governments pro- 
vide for a coordinated approach toward neighborhood improve- 
ment and upgrading of community services. 

HUD's records concerning the Philadelphia program showed 
that transfers of houses outside the target areas occurred 
throughout the 33 months it participated in the demonstra- 
tion. However, because the Philadelphia program was not moni- 
tored, neither HUD headquarters nor Philadelphia area office 
officials knew that any of the houses transferred were 
located outside the target areas until we brought it to their 
attention. 

On visits to the Philadelphia target neighborhoods 
during February and March 1979, we observed that six of 
these houses were occupied. Most of the others were still 
boarded. A HUD official suggested that when the homestead- 
ing program in Philadelphia is resumed the agreement could 
be amended retroactively to include the houses in the home- 
stead target areas. 

Some of the houses in question were severely dete- 
riorated before their transfer to the city, and probably 
should not have been included in the homestead program. For 
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others, subsequent deterioration may have made rehabilita- 
tion difficult, Changing the target area boundaries to keep 
these houses in the homestead program may not solve the 
problem of what to do with them. 

MONITORING OF HOMESTEAD 
PROGRAMS IS NEEDED 

HUD has not monitored the operations of the demonstra- 
tion programs to ensure efficient and effective management. 
However, it is spending over $2 million for an evaluation 
of the urban homesteading demonstration. Yet HUD has used 
neither its own experiences nor the interim findings from 
the evaluation contractor to recommend management policies 
for homesteading programs. 

Section 810 of the Housing and Community Development 
Act of 1974 required HUD to conduct a continuing evaluation 
of the homesteading program. Beginning 3 years after enact- 
ment of the legislation, HUD was required to send the Con- 
gress an annual report containing a summary of the evalua- 
tion and recommendations for future conduct of the program. 
In June 1976 HUD hired a contractor to evaluate the home- 
steading demonstration programs underway in 23 communities. 

The main objectives of the evaluation are (1) to 
examine how local governments have approached the design 
and management of their homesteading programs and (2) to 
measure and analyze change in the homestead neighborhoods. 
Work toward the first objective includes collecting data 
from government officials, lenders, community representa- 
tives, and homesteaders. It also includes collecting data 
on the costs, quality, and progress of renovation of home- 
stead properties. 

Under the second objective, the contractor is making 
a series of surveys in the homestead neighborhoods to get 
comprehensive and statistically reliable data on physical 
conditions and on the characteristics, behavior, and atti- 
tudes of the residents. 

The evaluation contractor has issued several publica- 
tions that provide a very comprehensive analysis of the 
homesteading demonstration in the 23 communities. The 
publications issued as of May 1, 1979, are as follows: 

--"The Urban Homestead Catalogue," three volumes, 
August 1977. Volume 1 describes the key elements of 
a homesteading program. Volume 2 is about selecting 
of homestead neighborhoods, properties, and home- 
steaders. Volume 3 gives the history of the concept 
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of homesteading, and describes the 23 demonstration 
programs up through December 1976. 

--Two annual reports about the demonstration. The 
first, dated October 1977, describes program activi- 
ties in the 23 demonstration communities to May 1, 
1977. The second, dated September 1978, covers the 
period to May 1978. 

--"Urban Homesteading: A Guide for Local Officials," 
published in October 1978, outlines what urban 
homesteading is and how it works. It describes 
policies and plans needed to ensure that resources 
are used effectively. The guide discusses what 
localities should consider when developing a home- 
steading program, but does not recommend specific 
courses of action. It does describe various possible 
ways of organizing a homestead program and reasons 
for selecting among the different approaches. 

--"Baseline Analysis of the Urban Homesteading 
Demonstration," published in October 1978, analyzes 
the experiences of 116 homesteaders, and changes 
occurring in the target areas. The report contains 
preliminary estimates of benefits to homesteaders, 
and econometric estimates of the increases in 
property values occurring in the neighborhoods. 

Although the evaluation contractor has gathered a great 
deal of information on the program, HUD had not establish-d 
a system to use this data as a part of a monitoring program. 
HUD and community officials told us that there was virtually 
no monitoring by HUD of the homestead demonstration programs 
we studied. As a result, the questionable practices we ob- 
served had gone undetected. Also, HUD had not analyzed the 
various methods used by the demonstration communities to 
determine which are worthy of continuing or expanding and 
which are not. 

HUD and contractor officials told us that the evalua- 
tion contract was intended to produce descriptive informa- 
tion about the demonstration and certain types of analyses, 
e.g., a cost benefit analysis of urban homesteading. They 
told us that the contractor was not asked to look for, or 
disclose to HUD, deficiencies in program operations. 

The evaluation contract did not include evaluating the 
16 communities that HUD added to the demonstration in May 
1977. Nor did the contract call for detailed evaluation of 
homestead houses in the 23 demonstration communities other 
than those purchased with the first $5 million appropriated 



in June 1976. A total of $55 million had been appropriated 
for'the period through fisrallye,ar 1979 and $18.3 million 
of these funds had been used to'acquire.houses,by June 30, 
1979. Tfius ,' the c~ntrwetorls:i,detailed evaluation has 
covered about one&third of the homestead houses. * 

The contractor's analysis of the'houses transfer,red 
with the funds appropridted early in the demonstration may 
not provide an adequate picture of the houses that would 
be used in a mature operating.program., In Dallas, Free- 
port I Nassau County, and Tacoma, we observed that as the 
programs progressed, the houses acquired by the communi- 
ties were improving in condition and increasing in value. / 

Hous'es transferred ,during ,the,early phases of 'the. 
programs were lo'wer in value. partly because some'of those 
houses had been in the HUD inventory for a long t.ime be‘fore 
the homesteading program started. Some of'the houses had 
been vacant for several years. Much of the contractor's 
analysis is based on these houses. As the demonstration 
has continued, HUD has transferred more recently acquired 
houses that may have deteriorated less than the houses 
transferred earlier. 

A HUD official told us HUD decided that it would not be 
cost beneficial to expand the evaluation contract to cover 
all the homestead houses. We agree that in view of the 
expense that would be involved, an extensive analysis of all 
the houses provided to communities would not be warranted. 
However, some monitoring of each aspect of the demonstration 
program should have been provided for, especially in view 
of the wide diversity of approaches taken by communities, 
and the exploratory nature of the demonstration. 

Under the permanent operating program, just as under 
the demonstration program, communities are permitted con- 
siderable flexibility in designing their homesteading pro- 
grams. Because it is quite likely that a wide variety of 
approaches will continue to be taken, effective monitoring 
will be essential if HUD is to assess progress and help 
communities with program administration. 

In March 1979 HUD issued instructions for monitoring 
the urban homesteading program. In view of the absence of 
monitoring efforts in the past, HUD needs to make sure 
enough attention is given the homesteading program. 

HUD's ability to monitor the homesteading program other 
than through visits is somewhat limited by the lack of a 
reporting system to provide data essential to assessing 
local homestead programs. In March 1979 HUD began to 



accumulate data on houses transferred to the 16 communities 
added to the demonstration in May 1977. The evaluation con- 
tractor has provided HUD with summary data on the homestead- 
ing programs in the 23 demonstration communities. However, 
the contractor's information is provided only annually, and 
it will cease when the contract ends in 1980. HUD had no ef- 
forts underway to accumulate data on the six communities 
added to the program through May 22, 1979, or to obtain data 
from communities to be added to the program in the future. 

If HUD is to monitor the homestead programs operated 
by the communities and assist them in their program adminis- 
tration, adequate data must be accumulated for this purpose. 
HUD should expand its reporting system to include all the 
communities in the program and use this information in its 
monitoring efforts. 
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Homssteading has bsen somewhat of a positive fnflueflce 
on nearly ewry neighborhood we observed* Many homestead 
houses clearly stood out as newly repaired and well cared 
for-- a far cry from the abandoned houses they once were. 
But the program has had uneven results. We observed many 
houses where rehabqlitation had not been achieved. 

Some communities had established ways to homestead 
their houses quickly, but others had relied on methods 
that took much longer to restore houses to occupancy. 

Some communities achieved lower cost rehabilitations 
than other communities. Self-help by homesteaders, one 
of the more effective methods used, makes a great reduction 
in rehabilitation costs possible. The Federal homesteading 
program was founded with the hope that persons would rely 
on their own energies to fix up houses in urban areas. To 
a great extent the use of self-help is what distinguishes 
homesteading fr'om other programs for rehabilitating 
deteriorated houses. 

While there are limits to self-help because not all 
homesteaders have the skills needed and legal requirements 
that only licensed workers make certain types of repairs, 
self-help needs to be encouraged for the sake of providing 
homes to persons of limited incomes. For those able and 
willing to rehabilitate a house, homesteading provides 
a unique opportunity. Their efforts can benefit both 
themselves and their communities and can be viewed as their 
contribution to a better society, just as tax payments are 
the contribution of those with financial means. 

HUD needs to identify the methods used by the 
demonstration communities which have provided timely, low- 
cost results. Other communities should then be encour- 
aged to adopt these methods into their programs. 

Some houses in the program are unsuitable for home- 
steading. Increased selectiveness by homestead program 
managers should minimize the problem in the future. How- 
ever, instances are,bound to occur where houses are not 
wanted by potential homesteaders or where damages, such 
as by fire or vandalism , make a house undesirable after 
acquisition by the community. HUD needs to work with com- 
munities to (1) identify houses transferred to communities 
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and found difficult to homestead and (2) decide what should 
be done with these houses. 

Including high-value houses in the homesteading program 
represents a significant departure from the original pro- 
grams in Baltimore, Philadelphia, and Wilmington where 
basically sound, but unmarketable, houses were used. When 
the neighborhoods involved show few signs of blight and the 
houses are marketable, the giving away of high-value vacant 
houses acquired by HUD is unnecessary. The funds used for 
such houses could be put to more effective use to homestead 
houses in other communities where improvements are needed. 
The giving away of high-value houses could be viewed by the 
taxpaying public as an unreasonable giveaway and could 
eventually undermine public support of the program. 

As homesteading programs mature, there has been a 
tendency for the houses acquired by HUD in the target areas 
to be of increased value and to be in better condition. In 
Dallas and Tacoma, particularly, there was a substantial 
difference between the values of the houses acquired early 
in the program as compared with those later transferred. 
This may be due, in part, to the successes of the program. 
Other factors, such as changes in the economic conditions 
of the areas and inflation of house values, have also had 
an impact. Regardless of the causes, where the conditions 
are proper and neighborhood improvements are successful, the 
time should eventually be reached where homesteading is no 
longer needed in a neighborhood and the funds appropriated 
for homesteading can be better used elsewhere. 

In Tacoma the values of the houses more recently ac- 
quired by HUD had much higher value than those which pre- 
ceded them. Strict application of the $15,000 value limit 
that is provided for in current regulations would have 
eliminated the offering of the houses recently provided 
by HUD for homesteading and caused a de facto termination 
of the program because of the absence of houses for program 
use. The real estate market conditions prevalent at the 
time the Tacoma homestead program was extended in January 
1979 indicated to us that the funds made available for the 
city's use could have been more effectively used in other 
communities where blight is prevalent and house values are 
lower. HUD needs to be vigilant on neighborhood status to 
see when programs should be terminated. 

Homestead programs also appeared to be more effective 
where there was a close working relationship between HUD 
and the communities involved. In these programs a clear 
disposition plan was established for each house involved 
and it was carried out in a timely manner. 
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HUD homestead program managers did not adequately 
monitor the demonstration program, When the program was in 
the demonstration stage, HUD should have watched closely 
program developments so that assistance and corrective ac- 
tions could have been made as needed. In carrying out the 
program as a demonstration, it was beneficial to permit 
certain practices to continue so that an evaluation could 
be made of alternative methods of homesteading. But, before 
proceeding too far into an operating program, HUD should 
determine which methods are beneficial and which are not. 
This information should be used in developing new programs 
and in modifying those that exist. 

The evaluation done by a contractor provided a lot of 
information that HUD could have used to monitor program 
progress. When contractor reports commented on practices, 
such as difficulties some communities were having with 
placing some houses because of their deteriorated con- 
dition, HUD should have looked for ways to take corrective 
action. HUD should have supplemented the contractor evalua- 
tion with a monitoring program of its own. Because this 
was not done, sufficient means were not used to surface 
problems as they occurred. 

RECOMMENDATIONS TO THE SECRETARY 

The Swzmetary of Hsusjing and Urh$m Development should 
requ ira F 

--HUD's field offices to work with communities to (1) 
identify houses transferred to communities and found 
difficult to homestead and (2) decide what should be 
done with these houses. 

--HUD program managers to identify methods of homestead- 
ing found to be successful and encourage communities 
to Lam tlnotsso metbds. Exampb~ of qffective home- 
steading practices are promptly selecting home- 
steaders after houses are chosen, selecting of 
alternate homesteaders, and encouraging creative 
use of self-help, 

--Effective monitoring .of the homesteading program to 
(1) assess the need for continuing existing local 
programs, (2) identify practices in need of correc- 
tion, and (3) help local governments and HUD field 
offices improve administration of homesteading 
programs, 



--An expansion of the reporting system to include all 
the communities in the program and use this informa- 
tion in monitoring the program. 

--A halt to giving away higher value, marketable houses 
in unblighted neighborhoods so that homesteading funds 
can be concentrated in deteriorated areas. 
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CHAPTER 6 

AGENCY COMMENTS 

AND CUR EVALUATION 

AN OVERVIEW 

On August 30, 1979, HUD provided us with extensive 
comments on a draft of this report. HUD said that the re- 
port provided an excellent forum for discussing "outstanding 
issues" and many of its current policy decisions. But HUD 
&id it was concerned about the methodology we used in the 
dview. It said that we used criteria that would normally 
apply to operating programs and thus we distorted the intent, 
focus, and objectives of the homesteading demonstration.'" 

We disagree that our methodology was inappropriate. We 
recognize that homesteading was being carried out as a demon- 
stration, but the problems we found needed HUD's attention 
regardless of whether homesteading was a demonstration or an 
operating program. 

HUD expressed disagreement about the report. However, 
HUD is taking actions consistent with four of the five recom- 
mendations. HUD said that it (1) plans to have the evalua- 
tion contractor identify successful methods of homesteading 
and make recommendations on program designs, (2) has begun to 
develop monitoring and reporting systems, and (3) plans to 
terminate the Tacoma, Washington, homesteading program and 
will use the monitoring system to determine when other home- 
steading programs should be ended. 

HUD also said that it had issued instructions to its 
field offices that would address our recommendation that 
HUD field offices work with communities to identify houses 
difficult to hamestead and decide what should be done with 
them. These instructions, which were issued after we 
brought the matters to the attention of HUD officials, 
should help eliminate the transfer of houses which could 
become difficult for local homesteading agencies to place 
with homesteaders. However, the action taken by HUD will 
not solve the problem of houses communities now have on 
hand that have been difficult to place. We believe HUD 
should identify such houses and work with the communities 
to resolve the problem. 

HUD said that it will have the evaluation contractor 
determine the homesteading methods which should be used; 
however, it did not commit itself to actively encouraging 
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local officials to adopt these methods. We believe such a 
commitment is needed. 

A detailed discussion of HUD's comments and our rebuttal 
follows. The complete text of HUD's comments is contained in 
appendix I. 

REVIEW METHODOLOGY 

HUD expressed concern about the methodology we used in , 
making our review. HUD said that essentially we examined a. 
demonstration program with criteria for performance that 
would normally apply to an operating program, thus we dis- 
torted" the intent, focus, and objectives of the homesteading 
demonstration. HUD said our confusion was due to our mis- 
understanding that homesteading became a permanent nation- 
wide operating program in September 1977, when it was 
announced that the demonstration would be expanded into a 
regular operating program. HUD said that it was not until 
January 29, 1979, when regulations became effective, that 
homesteading became a permanent nationwide program. 

There was no misunderstanding or confusion on our part 
on the status of the demonstration or its expansion to a per- 
manent operating program. Our report states (see p. 3) that: 

"HUD considered the homesteading programs in 
the demonstration communities as being in a 
demonstration status until their 3-year agree- 
ments expired." 

More importantly, however, the matters we identified, such 
as transfers of houses not in target areas, no effort to 
identify and dispose of houses difficult to place, slow 
progress in the Philadelphia homesteading program, and lack 
of a monitoring system, should have been matters receiving 
HUD's attention regardless of whether homesteading was a 
demonstration or an operating program. To ignore such mat- 
ters until regulations for an operating program became 
effective --which occurred over 3 years after the demonstra- 
tion began and over 1 year after homesteading was made into 
a permanent program--was not prudent. 

HUD said that the demonstration was designed and the 
communities selected specifically to encourage a fairly wide 
variation in local homesteading programs. This allowed 
communities to design programs consistent with their in- 
dividual circumstances, needs, and capabilities and enabled 
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HUD to analyze the efficiency and effectiveness of a number 
of programs so that recommendations for future activities 
could be made. In light of thi,s, HUD felt our contrasting of 
the Dall"as and 'Freeport programs could be misleading because 
these programs were.':"seleated"in part db,ecause their approaches 
were very different: * Als~',~ HUD'said, we did not indicate the 
number of communities that have homesteading programs similar 
to Dallas and 'Freeport. ,* 

We seftektea the ‘cotintiniti&s for our review because they 
represented dif%er@nf $pproaches*tohomesteading. We made our 
selection to abtdain,a cross :$ectisn of the homestead program, 
(See p. 4.) It should be noted that HUD had categorized the 
demonstration cities into three groupings: > L," 

-"cities that emphasized high standards of local pro- 
* 'gram control over- thespecification and performance 

of work ;. : ,.,+, I . ' b I, * 
*'s . , ' 

tiLcities which e~mphasized less stringent standards for 
rehabilitation, greater'participation of homesteaders 
in work planning and contractor selection, and con- 
trolled ,use of self-help; and 

‘ . --cities which required;:less stringent standards of 
rehabilitation,' encouraged sign.ificant involvement 
of homesteaders in work.planning, generally placed 
more reliance on hcmesteaders for contractor selec- 
tion, and en"couraged the use "of self-help. * .i *' _I 

For our review, we selected cities from each of these group- 
ings. : ., 

I'._ 
BUD said-that our conclu.sidn$.that the Dallas program 

is the optimum~one i$ premat'ure and fails to account for dif- 
ferences in communities' individual situations and experience 
in administering housing rehabilitation programs. 

We'did not state thatpthe Dallas program was the optimum 
model to use. 'W@described the...Dallas program to illustrate 
the characteristics of a program.that was successful in 
quickly hom&steadikv$ a large. numberof houses at low cost. 
We believe'the'f&ufts achieved in Da.llas are illustrative 
of the type of results HUD should be striving to achieve in 
the other local homesteading.programs regardless of the 
methods they would use or their 'experience in administering 
housing rehabilitation.:programs.P 

/ 1' i. 1 
* ,, . L 

.* 
i 
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REVIEW SCOPE 

HUD said that we generalized about the program from a 
limited sample of observations. It said that we examined 
only 6 of 39 considerably different local programs and 
within these a very small sample of properties were se- 
lected for study resulting in findings based on 70 
properties --approximately 2 percent of all the homestead 
properties. According to HUD, individual instances of pro- 
gram difficulties are presented in a manner which suggests 
that they are indicative of widespread problems in the pro- 
gram, when in fact there is no basis for such a conclusion. 

The scope of our review was not as limited as HUD said. 
The detailed analysis of the 70 properties represented just 
one aspect of our work. We obtained and analyzed a variety 
of information on 10 of the 39 homesteading demonstration 
programs. As we said in chapter 1, we discussed homesteading 
with HUD headquarters officials, with officials in five HUD 
field offices, and with local officials who were responsible 
for managing 10 homesteading programs. Much of the informa- 
tion we obtained covered broad aspects of a community's home- 
steading program, not just the sample properties. For 
example, our discussions about houses difficult to place, 
about HUD offices not following the comprehensive disposi- 
tion plans which had been prescribed, about the absence of a 
monitoring system, and about the Freeport and Tacoma home- 
steading programs, dealt not merely with a small sample of 
properties but the broad aspects of the homesteading program. 

HUD said that although all its evaluation reports, as 
well as some unreported data,.were made available to us, 
they were not used to paint an accurate picture of the en- 
tire demonstration, but were used selectively to support 
individual observations. 

We categorically reject HUD's contention. We con- 
sidered all the information we obtained from HUD in perform- 
ing our review. Our report, however, is based on informa- 
tion we developed independently during our review. The 
information is factually correct and supports our observa- 
tions. The recommended actions, we believe, are needed to 
improve the homesteading program. 

RECOMMENDATION CONCERNING HOUSES 
COMMUNITIES FOUND DIFFICULT TO HOMESTEAD 

HUD acknowledged that our recommendation that its field 
offices work with communities to (1) identify houses trans- 
ferred to communities and found difficult to homestead and 
(2) decide what should be done with these houses, concerned an 
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aspect of its administrative procedures that has not been 
fully developed. HUD said that it is reviewing policy 
alternatives and is consulting its Office of General Counsel. 
It also said that in the interim it will continue, on a case- 
by-case basis, to assist a community to develop a disposition 
plan for any property difficult to homestead. 

Moreover, said HUD, it had issued on June 15, 1979, a 
memorandum which included procedures to facilitate the prompt 
offering of eligible HUD properties for homesteading and to 
avoid unnecessary administrative difficulties. The proce- 
dures that HUD said were relevant to our recommendation con- 
cerned (1) outlining an approach for disposing of properties 
not selected by communities for the homesteading program, (2) 
taking steps to ensure that the properties transferred to 
localities are within the homestead target areas, and (3) 
establishing a short-term reporting system to enable the 
monitoring of certain aspects of the homesteading program. 

Although the actions that HUD cited are relevant to 
various matters discussed in this report, they are not 
responsive to this specific recommendation. Furthermore, 
the June 15, 1979, memorandum which HUD referred to was sent 
after we brought to HUD's attention that (1) some HUD field 
offices were not adhering to the comprehensive property dis- 
position plans which had been etablished, (2) properties 
located outside the homestead target areas had been trans- 
ferred to a city, and (3) we believed a reporting and moni- 
toring system was needed. 

HUD's reply contained no commitment to find out how 
many houses communities have had difficulty placing and to 
work with them to resolve the problem. We believe such a 
commitment is needed. 

RECOMMENDATION THAT HUD ENCOURAGE 
COMMUNITIES TO USE METHODS OF 
HOMESTEADING FOUND SUCCESSFUL 

In reply to our recommendation that HUD program mana- 
gers identify methods of homesteading found to be successful 
and encourage communities to use those methods, HUD said 
that supporting one approach over another would defeat its 
intent to maintain the flexibility needed to keep the home- 
steading concept alive and responsive to local needs. It 
said that the nature of the urban homesteading program 
necessitates flexible guidelines. 



HUD said that the program flexibility it has maintained 
does not mean,, however, that local successes should not be 
shared and it told how it has shared information about vari- 
ous program experiences. HUD said that the evaluation contrac- 
tor's final report, to be published next year, will critique 
23 of the demonstration programs and will recommend success- 
ful program designs. HUD said also that it encourages local 
officials who are administering successful programs to make 
on-site visits to other communities requesting direct tech- 
nical assistance and that, using this approach, it is able to 
provide communities with a variety of workable models that 
may be adapted to meet local program needs. 

While HUD is to be commended for its continuing efforts 
to publish information about the various local homesteading 
experiences, we believe that this approach is too indirect 
to ensure that homesteading communities hear about successful 
methods used elsewhere. As we discussed in this report, the 
evaluation contractor has issued several publications that 
provide a very comprehensive analysis of the homestead demon- 
strations in 23 communities. The first of these publications 
was issued in August 1977, almost l-1/2 years before we made 
our review. Yet, we observed little evidence of changes 
being made in the local homestead programs. Therefore, we 
concluded that HUD should actively encourage local program 
administrators to adopt methods which will fit their needs. 
We recognize the need for flexibility because of the varying 
conditions in the communities and that methods used success- 
fully in some places may not be suitable elsewhere. Hence 
we did not recommend that methods be mandated throughout the 
program. 

We believe that HUD's program of providing technical 
assistance for communities requesting help is also not suffi- 
ciently direct an approach to improve the program's perform- 
ance. Such an approach waits for local program managers to 
identify that they have problems. We believe HUD should 
take an active role in helping local program administrators 
identify the best methods to use that will satisfy their 
program needs. 

Self-help 

HUD said that a major evaluation criterion of our report 
draft was the degree of self-help encouraged by local pro- 
grams. It said that our rationale for this, apparently, is 
that self-help "intrigued the Congress and the media at the 
time that the law was passed." The draft report, said HUD, 
does not examine the relationship between self-help and such 
factors as the quality of rehabilitation and the time re- 
quired to complete it. Nor does it consider the possible 
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distortion of the homesteader client group'if only those 
applicants with sufficient skills to accomplish their own 
repairs were allowed to become homesteaders. It said that 
families with two working adults, single-parent families, 
and otherwise qualified persons who lack home repair skills 
would have difficulty meeting a mandatory self-help,require- 
ment. Moreover, the section 810 legislation does not men- 
tion self-help per se, but merely requires the homesteaders 
to make repairs to the property to bring it up to local 
housing codes within 18 months. The flexibility allowed to 
communities with regard to self-help, HUD said, was in- 
tended to assure that program design was consistent with 
local needs, efficient program management, and equitable 
homesteader selection. 

We believe that HUD misunderstood our reasons for say- 
ing that self-help is a successful method that communities 
should be encouraged to use. We advocated encouragement of 
self-help because our review had shown that houses rehabili- * 
tated through self-help cost less to repair,,than those that 
were done solely by contractors. (See p. 20.) This fact 
was also recognized in a report HUD issued in October 1978. 
Furthermore our review of the Dallas program showed that a 
homestead program embodying the self-help concept could ac- 
complish the rehabilitation of houses quickly. And local- 
program administrators in Dallas and Wilmington, where self- 
help was advocated, expressed the view that persons who 
did some of the rehabilitation work themselves tended to be 
better homesteaders, Because of these factors, we decided 
to emphasize the positive aspects of self-help rather than 
the negative. 

HUD also apparently misunderstood the intent of our re- 
port if it believed we only wanted persons with self-help 
skills to become homesteaders. Nowhere in the report have 
we stated that self-help should be mandatory. We recom- 
mended only that its use be encouraged. We recognize that 
a mandatory self-help requirement would not be feasible 
because of local code requirements which prohibit other 
than licensed skilled workers from performing plumbing, 
heating, electrical, and some other tasks or because some 
persons would not want or be able to undertake rehabilita- 
tion tasks on their own. But, to deny or discourage home- 
steaders the opportunity to perform tasks they are willing 
and able to do themselves is a disservice to them. It 
denies them the potential cost savings and sense of achieve- 
ment they could not otherwise receive. 

HUD said also that the report draft argues that only 
Dallas and Wilmington strongly emphasized the self-help ap- 
proach. It said our statement was simply incorrect and that 
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a detailed analysis of nearly 400 homestead properties in the 
23 original demonstration cities has indicated that home- 
steader contributions to self-help ranged from 2 percent of 
total rehabilitation value to over 80 percent. HUD said that 
in Freeport, which we strongly criticized for its discourage- 
ment of self-help, 22 percent of the total rehabilitation 
values resulted from self-help. It said that our charac- 
terization of the Freeport program reflects our emphasis on 
the early stages of the Freeport program when it strongly 
discouraged self-help. It said that Freeport now simply 
corrects code violations; the cosmetic work (painting, etc.) 
is done by the homesteaders. 

HUD has misinterpreted our statement about the number of 
cities that were emphasizing the self-help approach. We said 
(see p. 6) that "of the local homestead agencies that we 
reviewed, only those in Dallas and Wilmington strongly empha- 
sized the self-help approach." Our statement was made in 
reference to the six communities where we performed a detailed 
review of homestead transactions, not to the entire homestead 
program. 

Also, HUD's comments about the use of self-help in 
Freeport are misleading. After receiving the comments from 
HUD, we discussed them with a Freeport official who contra- 
dicted HUD when he told us that in many cases Freeport makes 
repairs that exceed minimum code requirements. The official 
told us that repairs are made to make properties livable when 
the homesteader moves in. The Freeport official said that 
the Freeport approach to self-help has changed little during 
the demonstration and that homesteaders generally are not 
permitted to improve their houses to a livable condition. 
Thus, the 22-percent value of improvements that HUD is re- 
ferring to appears to be those cosmetic improvements the 
homesteaders made after receiving the houses from the village 
in a livable condition. 

HUD's own published data on the homesteading demonstra- 
tion also indicates that it considers the properties acquired 
by Freeport homesteaders as being in a completely rehabili- 
tated condition when acquired by the homesteaders. A table 
in the second annual report on the homesteading demonstration 
showed that. as of April 1, 1978, rehabilitation of 16 Free- 
port homestead houses hadnbeen completed. The report showed 
that 15 properties had been transferred to homesteaders and 
that 13 were occupied. By comparison, 16 of the 23 demon- 
stration cities were reported to have more properties 
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occupied than having rehabilitation comple'te, indicating that 
rehabilitation was not completed at the time of occupancy. l./ 

Also, while the HUD comment can give the impression that 
Freeport homesteaders are making substantial improvements on 
their own, the study made by the evaluation contractor, which 
HUD used as a basis for its statement to us, showed that the 
percentage of self-help work by homesteaders in 18 of the 23 
demonstration cities exceeded that of Freeport homesteaders, 
We believe that the omission of homesteader self-help by 
Freeport earlier in the rehabilitation process has tended to 
increase rehabilitation costs. The Freeport official told us 
that because of the matters we questioned during our review, 
the village is considering permitting more self-help efforts 
by homesteaders. 

HUD said also that our report draft did not acknowledge 
some negative aspects of relying heavily on self-help. It 
said that our highlighting of the Dallas program, which was 
exceptionally successful at achieving high levels of self-help 
and rapid occupancy of the properties, ignored the potential 
pitfalls of self-help and that other cities may not be capable 
of achieving that dual success. HUD said also that the report 
does not note the relationship between self-help and the time 
to reoccupy the houses. It said that in Gary, Indiana, where 
the self-help ratio is high, the occupancy ratio is low. In 
contrast, Kansas City, Missouri, and Rockford, Illinois, had 
moderate levels of self-help and high rates of occupancy and 
completed rehabilitation. 

We cannot speak to the Gary, Kansas City, and Rockford 
programs because they were not within the scope of our review. 
However, we believe it was not necessary for us to emphasize 
the negative aspects of the self-help approach. In making 
our review we had found that Dallas was successful with the 
self-help approach and we sought to emphasize the positive 
aspects of that program and of self-help rather than the 
negative, Likewise, we believe that in administering the 
homesteading program# HUD should be itriving to improve the 
performance of the various local homestead agencies by en- 
couraging the use of successful methods rather than merely 
viewing the programs as being incapable of success. If 
Gary, for example, has a low occupancy rate, HUD should 
consider assisting the city.to embody some of the methods 
used in Dallas or elsewhere so that Gary's program perform- 
ance can be improved. Through effective program management, 

lJ"Evaluation of the Urban Homesteading Demonstration 
Program,lt Second Annual Report, table 11-2, p. 33. 
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HUD could help local program administrators overcome many of 
the pitfalls that HUD sees as obstacles. 

HUD said that the report draft did not mention that self- 
help labor may affect the quality of the rehabilitation and 
that while homesteader efforts at repairing their own homes 
generally result in an acceptable final product, evidence 
from the HUD evaluation indicates that self-help labor fails 
to meet minimum standard requirements more often than contrac- 
tor labor. HUD said that of 400 detailed inspections of 
rehabilitated homestead properties made during the evaluation, 
the quality of workmanship was deficient in about 13 percent 
of the contractor-performed tasks but amounted to about 30 
percent of the homesteader-performed tasks. 

The data on which the HUD comments were made showed that 
of the 29.7 percent of work tasks considered substandard that 
were performed by homesteaders, the quality of only 2.5 per- 
cent of these were considered so substandard that the item 
would wear out quickly or be susceptible to damage. The re- 
maining 27.2 percent were rated by the evaluation contractor 
as being of minor substandard quality which should be cor- 
rected, but which did not require replacement. 

The evaluation contractor also noted that in some cities 
the percentage of self-help tasks meeting or surpassing the 
standard quality of workmanship was higher than the percent- 
age of contracted tasks meeting the same standards across the 
sample as a whole. It concluded that these cities seemed to 
have managed the self-help component of rehabilitation with- 
out significant dilution of the quality of workmanship. This 
observation by the evaluation contractor, we believe, further 
supports the need for HUD to identify successful methods and 
encourage their use by communities. It also shows that self- 
help can be useful in the homestead program. 

HUD said that it is true that cities can achieve high 
levels of self-help while assuring good quality workmanship 
and rapid occupancy of the property. What this requires, 
said HUD, is sufficient staff resources to provide effective 
rehabilitation monitoring and training to homesteaders. Even 
though the number of available staff is important, HUD said, 
experience in managing housing rehabilitation programs is 
equally important. HUD said that Dallas has been exceptional 
in this regard, but other cities lack either the staff or 
experience. To compensate for these problems, local program 
administrators have attempted to find an optimum level of 
self-help which assures minimally acceptable performance 
with regard to speed and quality. To hold Dallas as the 
prototype and require all cities to match its performance 
would restrict the applicability of homesteading to very few 
communities. 
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We believe that HUD misunderstood our reasons for dis- 
cussing the Dallas homesteading program, We did not say that 
other cities should be required to match Dallas' performance, 
We used the Dallas program as an example to show what a 
homesteading program can accomplish, We believe HUD should 
be striving ta achieve the type of excellence achieved by 
Dallas in the other homesteading programs1 rather than tak- 
ing the position that similar excellence cannot be achieved 
elsewhere because other cities do not have the experience or 
have not committed the necessary resources. We made our 
recommendation because we would like to see other cities' 
programs improved-- not because we believe HUD should restrict 
any cities that have not matched Dallas' performance. 

Time used to 
rehabilitate houses 

HUD said that our discussions regarding the speed with 
which HUD-owned properties were reoccupied provided a dis- 
torted picture of the achievements of the demonstration by 
relying heavily on a few examples in which long time lapses 
occurred. It said that we made no attempt to provide an over- 
view using available reports and data. HUD criticized us for 
illustrating the activities on a Baltimore homestead house. 
It said also that we did not mention that the problems in 
Baltimore are largely the result of the unavailability of 
rehabilitation contractors due to the demand created by other 
city rehabilitation programs, It said that our report fails 
to mention that 73 percent of the properties transferred by 
HUD to cities are now occupied by homesteaders nor did we 
mention that Dallas is only one of the nine cities in which 
occupancy rates exceed 80 percent. HUD said that the occu- 
pancy rates are below 50 percent in only four cities. It 
also said that the data we presented for Freeport suggests 
that 70 percent of the village's properties remain vacant, 
when in fact only 45 percent are vacant. 

We did not make overall statements abaut the home- 
steading program because they are already available in the 
several HUD publications. The statements we made, however, 
accurately reflect observations we made in the communities 
we reviewed. While HUD chose to mention our negative com- 
ments on the time used to rehabilitate houses, it should be 
noted that our report draft also pointed out several posi- 
tive aspects that we observed. For example, we said that 
both Dallas and Tacoma were more successful than the other 
communities reviewed in achieving occupancy of homestead 
houses and that Dallas, New York City, and Tacoma were 
selecting more than one person for the available houses 
which enabled the communities to get their houses reoccupied 



in less time and with less administrative effort than would 
have been needed if the selection process had to begin anew. 

With regard to the Freeport program, we did not state 
that 70 percent of the houses were vacant. The seven vacant 
houses we discussed (see p. 10) were based on analyses we had 
made of the entire Freeport program, not just of the sample. 
Thus, our review had shown that as of March 31, 1979, 7 of 

--the 58 properties Freeport had acquired had been vacant 27 to 
36 months. 

While the delays in homesteading houses in Baltimore 
may be due in part to unavailability of contractors, as HUD 
stated, this was not presented to us to be a major problem 
by local homestead officials. Baltimore discourages the use 
of self-help by homesteaders. This, we believe, has in- 
creased the cost to rehabilitate its homestead houses and may 
be further aggravating the shortage of rehabilitation con- 
tractors. Of importance also, as a Baltimore official told 

some houses have remained unoccupied because (1) some 
zE;ential homesteaders did not want to take on the financial 
burden of houses that would be expensive to rehabilitate and 
(2) some disinterest in homesteading has occurred because 
there are other city rehabilitation programs that offer 
houses to persons at lower cost than homesteading. 

It should be noted also that in preparing our report, 
it was not possible to discuss all the factors regarding the 
activities in each community. For this reason, we could only 
summarize the problems and cite examples of the situations we 
believed warranted attention. 

RECOMMENDATIONS ON THE NEED FOR 
MONITORING AND REPORTING SYSTEMS 

Y 

HUD said that in conducting the homesteading demonstra- 
tion, the major problem its program managers had to cope 
with was the inexperience of the HUD field staff and local 
program administrators. It said that considerable effort 
was required to coordinate homesteading with other related 
programs. Program managers were in almost daily contact 
with field and city staff to facilitate the homesteading 
process, assure timely transfers of properties, and assist 
in solving legal, administrative, and financing problems as 
they arose, HUD said that it was inaccurate for us to say 
that HUD program managers did not adequately monitor the 
demonstration. HUD acknowledged that it had not made de- 
tailed audits on individual properties; however, HUD felt 
the most pressing need was to help localities get started 
and maintain their momentum. 
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Our comments about the lack of a monitoring system were 
in regard to the absence of detailed audits of local program 
activities. In view of the inexperience of program adminis- 
trators with homesteading and the likelihood they would do 
inappropriate things during the demonstration, we had con- 
cluded that HUD should have established a mechanism to moni- 
tor the activities that were taking place. It is quite likely 
that the daily contact HUD program managers had with field 
and local government officials surfaced many problems for 
correction; however, this approach was not providing infor- 
mation as complete as would have been possible if a system 
of field monitoring had been established. We believe such a 
system could have uncovered such practices as transferring 
houses outside target areas and demolishing houses that were 
provided to communities for homesteading. 

HUD said that it was regrettable that 2 properties in 
Philadelphia were homesteaded outside the designated target 
areas; however, we failed to note that these properties 
represented less than 1 percent of the 232 properties trans- 
ferred by HUD to the city during its first 2 program years. 

It appears that HUD completely misunderstood our 
discussion of houses transferred to Philadelphia that were 
outside the target area boundaries. Our report draft stated 
that 30 properties were transferred and that we had observed 
that 6 of these properties were occupied. The 30 properties 
represented 8.6 percent of the 349 properties the city had 
received from HUD through September 30, 1978. 

HUD said that our statement that the evaluation contract 
has not been directed to all the aspects needed for effective 
program management and planning is generally an accurate 
statement. According to HUD officials, the evaluation was 
designed to measure primarily the impact and effectiveness of 
various approaches to homesteading; it is not, nor was it 
ever intended to be, a monitoring or management exercise. 
HUD also said that it seems inappropriate to criticize the 
evaluation on these grounds, particularly when program moni- 
toring, in the sense that we employ the concept, would have 
been inconsistent with and detrimental to the evaluation's 
primary objective. 

Our report was not critical of the scope of the contrac- 
tor's evaluation, and we stated our agreement with HUD's 
decision not to have the contractor evaluate all the houses 
that had been transferred to communities. (See p. 33.) Our 
concern was that given the parameters under which the evalua- 
tion contract was awarded, HUD was deficient in not having 
a monitoring system to identify problems as they arose. 
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HUD said that now that homesteading has nationwide 
program status, monitoring obviously becomes imperative. It 
has been formulating a monitoring/reporting policy which it 
plans to have in effect shortly. We agree that the monitoring 
system is needed. It is unfortunate that a system is still 
not in place almost 4 years after the demonstration began and 
almost 2 years after expansion of the demonstration to a 
permanent program. 

RECOMMENDATION TO HALT GIVEAWAYS 
OF HIGHER VALUE MARKETABLE HOUSES 

HUD said it was puzzled by our draft report's findings 
concerning the Tacoma program. HUD said that Tacoma is the 
first demonstration program initiative to come to an end. 
The program, HUD said, has been successful in meeting its 
objectives and is scheduled to close at the end of this 
year. 

HUD also said that under the regular operating program, 
the participating locality is to determine when a homestead- 
ing program is no longer needed. Additionally, the monitor- 
ing system will be used to alert HUD when it should dis- 
continue a program's funding. 

We questioned the practices used in Tacoma because we 
had observed in January 1979 that its target neighborhoods 
were quite unblighted (as compared with others we had ob- 
served), the values of the houses being given away were the 
highest in the nation, and the economy in the Tacoma area 
was such that the houses appeared marketable. Yet, in 
January 1979, HUD was negotiating a new agreement with the 
city which would provide $193,400 in funds for acquiring 
additional houses. By then it was quite evident that the 
giveaway of houses in Tacoma was no longer needed. 
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OCPlCB Or THE A6SIIIlANt ILCRPTARY 
FOR COMMUNITY CLANNINO AN0 DBVBLQCM6NT 

30 AUG 1979 

Mr. Henry Eschwega 
Director, Cammunicy and Economic 

Development Division 
U. 8. Genetral Accounting Office 
Washington, D.C. 2054g 

Dear Mr. Eschwe$e: 

Thank you for your letter of July 23, 1979 and copies of the draft report 
entitled “Urban Homesteading: A Good Program in Need of Repair.” Your 
report providea an excellent forum for discussion of outstanding issues 
and many of our own concerns regarding the Urban Nomesteading Program. 
Furthermore, it reinforces many of our current policy deciaione. We 
welcome this opportunity to review your findings and offer our comments. 

Prior to discussing the problems identified by GAO and the recommended 
solutions, we believe that it will be helpful to explain our concern8 with 
the methodology ueed in the draft report. 

Firot and faremoat, the report essentially examined the program aa it was 
run during the Mmonstration period beginning in 1975. The report’s 
criteria for program performance are frequently inconsietent with thoae 
appropriate for Demoaetrations. Rather, the report employs criteria that 
would normally apply to operating programs and thus distorts the intent, 
focus and objectives of the Demonstration. GAO’s confusion is due to its 
misunderstanding that the Urban Homesteading Program became “...a permanent, 
nationwide program . . .I’ in September 1977 Cpage 3). Whit actually occurred 
at that time were l-DID’s announcement that the Program would be expanded into a 
regular operating program. It Abe not until the Urban Homesteading Program 
Regulationa were publirhed In December 29, 1978 and became effective January 29, 
1979 that the Urban Balrra~taading Program became a permanent nationwide 
program. Furthermore, tha 39 c-unities participating in the Demon&ration 
were operating under the corms of the thme-year memoranda of agreement with 
HUD until the publication of the Regulations, at which time they were notified 
that new agreements would be required. 

The Demonstration was designed, and the communities were selected for 
participation, specifically to.encourage a fairly wide variation in local 
homeeteading programs. Communities were selected to assure a range of 
designa on matters related to homesteader aelection and procedures for 
accomplishing the rehabilitation. The purpose of thie was twofold; not 
only did it allow communities to design programs consistent with their 
individual circumstances, needs, and capabilitiee, but it alao enabled HUD 
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to analyze the efficiency and effectiveners of a number of programs so that 
recommendations for future activities could be msde. In light of this, 
GAO’s contrasting of the Dallas and Frecport programs can be misleading. 
These communities were eelected in part because their approaches were very 
different. Furthermore, no attempt MD made to indicate the number of 
communities that hava homesteading programs similar to Dallas and Frpcport. 
The GAO conclusion that the Dallas model is the optimum one is premature 
and fails to account for differencea in communities’ individual rituations 
and experience in administering housing rehabilitation programs. 

Second, the draft report attempts to generalize about the program from a 
limited sample of observations. Only six of 39 considerably different local 
programs are examined, and within these , very small samples of properties 
were selected for otudy; findings were based on 70 properties which represent 
apprOXimately two percent of 811 homestead properties. While the property 
sample may be an unbfased random sample, it nonetheless is so mall that 
it raises serious qusstions concerning sampling precision. Individual 
Instances of program difficulties are presented in a menner which suggests 
that they are indicative of wideopreod problems in the program, when in 
fact there is no basis for such a conclusion. 

Third, although all HUD evaluation reporto, ao well ao some unreported 
data, were made available to GAO, they ware not used to paint an accurate 
picture of the cntira demonstration, but were used selectively to support 
individual observations. 

Essentially, the draft report made five major recommendation8 which we would 
like to address individually, These isoueo are: 

1. 

2. 

3. 

4. 

5. 

HUD’s field off ices to wrk with communities to (1) identify houses 
transferred to communities and found difficult to homestead and 
(2) decide what should be done with there houses. 

HUD program managers to identify methodo of homesteading found to be 
successful, and to encourage communities to use those methods. 
Examples of effective homesteading practices are prompt selection of 
homesteaders after heuses are selected, selection of alternate home- 
steaders, and creative use of relf-help. 

Effective monitoring of the homertead program to awem the need for 
continuing exirting local programs, identify practices in need of 
correction, end help local governments and HDD field office8 improve 
administration of honrstoading programs. 

An expanrion of the reporting system to include all the conmunitiee 
in the progiam anal we thin information in monitoring the program. 

A halt to the ginaway sf higher-value, marketable houses in unblighted 
neighborhoods 80 that homesteading funds can be concentrated in 
deteriorated areas. 
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GAO RECOMKENDATION 111 

RUD’s field offices to work with communities to (1) identify houses 
transferred to communities and found difficult to homestead and (2) 
decide what should be done with these houses. 

This recommendation identifies an aspect of our administrative procedures 
for the regular operating program that has not been fully developed. We 
are reviewing policy alternatives and have requested the advice of our 
Office of General Counsel in resolving this matter. In the interim, 
however, we will continue, on a case by case baeis, to assist a locality 
in developing an appropriate disposition plan for any properties proving 
difficult to homestead. Moreover, we have issued a memorandum to our 
k!giOId. Administrators, Area Managers, and Service Office Supervisors 
which includes procedures to facilitate the prompt offering of eligible 
HUD properties for homesteading and to avoid unnecessary administrative 
difficulties (see attached memorandum dated June 15, 1979). Directives 
from this memorandum that are relevant to the GAO recommendation are the 
following: 

1. 

2. 

3. 

4. 

5. 

The Chief Property Officer in consultation with the Local Urban Home- 
steading Agency is responsible for developing a planned property 
disposition approach for all acquired home properties that are not 
selected or that are not eligible for homesteading. This includes 
multifamily properties. This disposition plan should be incorporated 
in the formal Planned Program Approach and support the locality’s 
neighborhood preservation objective in the designated urban homestead- 
ing neighborhood(s). 

The Property Disposition Chief Property Officer must take steps to 
assure that all proparties made available and/or transferred with 
Section 810 Urban Homesteading funding are located in approved Urban 
Homesteading areas. 

Properties located outside of approved Urban Homesteading areas must 
not be made available to Urban Homesteading Agencies with SectioxO 
funding . This does not mean, however, that other properties in any 
area may not be sold directly to units of local government for their 
own purposes utilizing other funding sources. 

All properties in approved Urban Homesteading areas which meet the 
criteria specified in the Urban Homesteading Regulations must be made 
available to the respective Urban Homesteading Agencies. Lists of 
available properties should be sent directly to the local Urban Home- 
steading Agency by the Property Disposition Coordinator to use in 
monitoring and coordination. 

Approved Urban Homesteading Agencies requesting the transfer of acquired 
home properties should be required to do so in writing which incorpo- 
rates a certification that each property requested is located in the 
HUD approved Urban Homesteading area. 

55 



APPENDIX I APPENDIX I 

6. &ps of the Urban Homesteading area are included in the package sub- 
mitted to the Area Office for CPD approval of local Section 810 Urban 
Homesteading Program applications. Copies of these maps must be made 
available to the Property Disposition activity upon approval of the 
application. The Urban Homesteading Coordinator should take the lead 
in assuring appropriate coordination on this matter. 

7. In order to monitor certain aspects of implementation activities and 
to identify potential difficulties at an early stage, a short-term 
reporting requirement of Urban Homesteading activities has been initiated 
by the Property Disposition Office. We are working with Property Dis- 
position to make it a permanent part of its reporting system for PY 1980. 

These program guidelines are also delineated in the Urban Homesteading 
Handbook, which is presently in clearance. 

GAO RECOMMENDATION #2 

HUD program managers to identify methoda of homesteading found to be 
successful, and to encourage communities to use those methods. Examples 
of effective homesteading practices are prompt selection of homesteaders 
after houses are selected, selection of alternate homesteaders, and 
creative use of self-helR. 

Supporting one approach over another defeats our intent to maintain the 
flexibility needed to keep the homesteading concept alive and responsive 
to local needs. The nature of the Urban Homesteading Program necessitates 
flexible guidelines. This flexibility enables the community to adapt the 
concept to local needs and conditions. The Program's objectives are 
threefold: (1) to utilize existing housing stock; (2) to upgrade neigh- 
borhood facilities and services which will encourage more public/private 
investment; and (3) to provide homeownership opportunities. 

It is within this framework that the locality must design the theoretical 
and practical aspects of the Program. A coxnnunity's objectives, whether 
they be preventing displacement, fighting abandonment, or revitalizing 
neighborhoods, dictate the design alternatives such as selection of 
homesteaders, methods of financing, or methods of rehabilitation. 

The Program flexibility that we have maintained does not mean, however, 
that local successes should not be shared. We have attempted to do this 
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in the three homesteading catalogues produced by Urban Systems Research 
and Engineering (USR&E) in which 23 programmatic models have been fully 
illustrated. Furthermore, USRbE’s final report which will be’published 
next year, will critique the 23 modeIs and make recommendations regarding 
successful program deoigns. To benefit from the communities’ past experi- 
ences we are also employing several other information sharing mechanisms; 
these include: consumer forums and homesterding workshops. We also 
encourage local officials who are administering successful programs to make 
on-site visits to other communities requesting direct technical assistance. 
Using this approach, we are able to provide communities with a variety of 
workable models that may be adapted to meet local program needs. 

A major evaluation criterion of the draft report is the degree of self-help 
encouraged by local programs. Its rationale for this, apparently, is that 
self-help “intrigued Congress and the media at the time that the law was 
passed.” (page 6 of report) The draft report does not, however, examine 
the relationship between self-help and factors such as the quality of rehablli- 
tation and the time required to complete it. Nor does it consider the 
possible distortion of the homesteader client group if only those applicants 
with sufficient skills to accomplish their own repairs were allowed to 
become homesteaders. Families with two working adults, single parent 
families and otherwise qualified persons who lack home repair skills would 
have difficulty meeting a universal mandatory self-help requirement. More- 
over, the Section 810 legislation does not mention self-help per se, but 
merely requires that homesteaders make repairs to the property to bring it 
up to local housing codeo within 18 months. The flexibility allowed to 
communities with regard to self-help was intended to asaure that the design 
was consistent with local needs, efficient program management, and equitable 
homesteader selection. 

The draft report demonstrates its points about self-help by contrasting 
the Dallas program, which emphasized self-help, with that of Freeport which 
did not. The report argues that only Dallaa and Wilmington atrongly 
emphasized the self-help approach (page 6 of report). This is simply 
incorrect. A detailed anelyois of nearly 400 homestead properties in the 
original 23 demonstration cities indicated that homesteader contributions to 
sweat equity, including the value of family labor and savinga in the purchase 
of materiala, ranged from 2 percent of total rehabilitation value (in 
Jersey City) to over 80 percent (in Islip, New York). Four cities exceeded 
the Dallas figure of 69 percent, and Wilmington’s 28 percent placed It 
at about the middle of the range. Freeport, strongly criticized for its 
discouragement of self-help, actually had a 22 percent figure. The GAO 
characterization of the Precport program reflects the emphasis of its 
study on the early stagea of the program which did, in fact, strongly 
discourage self-help. This approach was undertaken to get the program off 
to a relatively quick start. That city now simply corrects code violations, 
and the cosmetic work (painting, etc.) is done by the homesteaders. 

Furthermore, the draft report does not acknowledge Borne negative aspects of 
relying heavily on self-help. By highlighting the Dallas program, which 
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was exceptionally successful at achieving high levels of self-help and 
rapid occupancy of the properties , the report ignores the potential pit- 
falls of self-help and the fact that other cities, for numerous reasons, 
may not be capable of achieving that dual success. The draft report 
emphasizes the importance of rapid occupancy of the properties to fore- 
stall further deterioration and continuing neighborhood decline. It does f 
not, however, note the relationship between self-help and time to re- 
occupancy. In Gary, where the self-help ratio is a high 77 percent, 
only 47 percent of the properties tranoferred by HUD to the city were 
occupied as of April 1979. Of those on which rehabilitation had begun, 
only 23 percent were complete. In contrast, both Kansas City and Rockford 
have moderate levels of self-hslp (just under 20 percent) and both have 
high rates of occupancy (74 and 98 percent, respectively) and high rates 
of completed rehabilitation (81 percent in each). Failing to acknowledge 
these trade-offs does a disearvice to the cities which are attempting 
to find the best approach to homesteading given their needs and goals. 

Similarly, the draft report makes no mention of the fact that self-help 
labor may affect the quality of the rehabilitation that is done on the 
properties. While homesteader efforts at repairing their own homes 
generally result in an acceptable final product, evidence from the HUD 
evaluation indicates that it fails to meet minimum standard requirements 
more often than contractor labor. Nearly 400 detailed inspections of 
rehabilitated homeotaad properties were conducted during the evaluation; 
the quality of an average of 20 individual work taoks per property was 
examined. While the quality of workmanship was deficient in about 13 per- 
cent of the contractor-performed tasks, it failed to meet minimum standards 
in 30 percent of the homesteader-performed tasks. In general, homesteader 
tasks involved finish work rather than major systems repair or structural 
work so the livability of the homes was not affected. Nonetheless, a 
failure to recognize this trade-off in self-help labor could result in 
diff icultiee for local progrvas. 

It is, of course, true that cities can achieve high levels of self-help 
while assuring good quality workmanship and rapid occupancy of the property. 
What this requires, however, is sufficient staff resources to provide 
effective rehabilitation monitoring and training to homesteaders. 
Even though the number of available staff is important, experience in managing 
housing rehabilitation programs is equally important. Dallas has been 
exceptional in this regard, but other cities lack either the staff or 
experience . To compensate for these problems, they have attempted to 
find an optimum level of self-help which assures minimally acceptable 
performance with regard to speed and quality. To hold Dallas as the proto- 
type and require all cities to match its performance would restrict the 
applicability of homesteading to very few communities. 

Another major evaluation criterion used by GAO is the speed with which 
HUD-owned properties are re-occupied by homesteaders. As discussed above, 
this is related to the self-help issue. Apart from this, however, the 
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draft report provides a distorted picturs of’ the achievements of the Demon- 
stretlon by relying heavily an a few examples in which long time lapsee 
occurred. No attsmpt is made to provide an overview using available reports 
and data. 

The draft report states, for example , that 6 out of 10 properties in its 
Baltimore sample were not occupied (page 10 of report) and presents a detailed 
account of ens property which was not occupied by a homesteader until two 
years after HUD acquisition. Ironically, the Baltimore problem is lsrgely 
the result of the unavailability of rehabilitation contractors due to the 
demand created by other city rehab programs. The report does not mention 
that, of the original Demonstration cities, 73 percent of the properties 
transferred by HUD to the cities are now occupied by homesteaders. Nor is 
It noted that Dallas is only one of nine cities in which occupancy rates 
exceed 80 percent. In only four sites are occupancy rates below 50 percent. 
The data presented for Freeport suggests further that 70 percent of that 
city’s properties remain vacant, when in fact only 45 percent are vacant. 
By highlighting the difficulties in Baltimore, and through an apparently 
high sampling error for Freeport, the report presents a distorted picture 
of the status of homesteading properties across the Demonstration cities. 

GAO RECOMMENDATIONS #3 AND #4 

Effective monitoring of the homestead program to asses8 the need for 
continuing existing local programs, identify practices in need of correction, 
and help local governments and HUD field offices improve administration 
of homesteading programs. 

An expansion of the reporting system to include all the communities in the 
program. 

Our response addresses the reporting and monitoring recommendations jointly 
since they are directly related. 

The draft report identifies monitoring as a major weakness of the Urban Iiome- 
steading Program. This criticism is another example of judging HUD’s 
Demonstration in terms of an operating program. As we stated before, the 
failure to note this difference is a fundamental problem throughout the 
report. 

Although a number of localities had already developed local urban homesteading 
programs before Section 810 was passed in 1974, the concept and process of 
homesteading was still relatively untested. For that reason, HUD’e Urban 
Homesteading Program was developed as a demonstration. Localities were given 
wide latitude in designing their programa and selections were made with the 
intent of achieving maximum diversity in program designs across the Demon- 
stration sites. The overall objective was to test a variety of homesteading 
approaches so that at the end of the Demonatratfon HUD would be able to 
recommend the best approaches or combinations of approaches. 
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The major problem the HUD program managers had to cope with during the 
Demonstration was the inexperience both of HUD field staff and local program 
administrators in conducting a homesteading program. Considerable effort 
was required to assure field coordination of property disposition, community 
development, and Section 312 housing rehabilitation staff since all three 
programs were integral parts of the homesteading process. The program 
managers, who were in almost daily contact with the field and city staff, 
attempted to facilitate the process, assure timely transfers of properties, 
and assist in solving legal, administrative, and financing problems as they 
arose. 

It is thus inaccurate to state, as the GAO does on page 37 of its report, that 
“HUD homestead program managers did not adequately monitor the demonstration 
program. ” In the sense of detailed audits on individual properties and 
procedures, the statement has some validity. Given the complexity of designing 
and implementing 23 new programs, however, the most pressing need was to help 
the localities get started and maintain their momentum. The HUD program 
management procedures can best be described as cooperative and supportive of 
local program efforts and designs. It is regrettable that the two properties 
in Philadelphia were homesteaded outside the designated neighborhood, as the 
GAO points out; however, the GAO fails to note that these represent less than 
one percent of the 232 properties transferred by HUD to the city during its 
first two program years. Furthermore, the report stated that HUD’s Urban Home- 
steading evaluation, ao conducted under contract by USRLE, “has not been directed 
to all the aspects needed for effective program management and planning.” This 
is generally an accurate statement because the evaluation was designed to 
measure primarily the impact and effectiveness of various approaches to 
homesteading; it is not, nor was it ever intended,to be, a monitoring or 
management exercise. It seems inappropriate to criticize the evaluation on 
these grounds, particularly when program monitoring, in the sense that GAO 
employs the concept, would have been inconsistent with and detrimental to 
the evaluation’s primary objective. 

However, now that homesteading has nationwide program status, monitoring 
obviously becomes imperative. Since the publication of the Homesteading 
Regulations, we have been formulating an extensive monitoring/reporting 
policy which we plan to have in effect shortly. 

The following is an outline of the monitoring tools. 

A. The Community Planning and Development Monitoring Handbook. 

Program elements that will be reviewed by the CPD Area Office 
staff as covered in the Monitoring Handbook are: 

1. Program administration. 
2. Locality’s ability to abide by the Regulations. 
3. Successful implementation of the program elements as 

described in the application. 
4. The conveyance and rehabilitation of properties. 
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B. The Urban Homesteading Quarterly Report, as administered by the 
Urban Homesteading Division, Data will allow for the monitoring 
of: 

1. Section 810 reservations. 
2. Section 312 expenditures. 
3. Status of applications, agreements, and amendments. 
4. Programmatic benchmarks. 

C. Staff monitoring trips to all participating communities. 

D. Regional Desk Syateop. Biweekly telephone calls to the Area 
Office Homesteading Coordinators by the Homesteading Central 
Office staff. 

E. Short-term reporting requirement of urban homesteading activities 
(see attached memorandum dated June 15, 1979). These :will be 
submitted monthly. 

This monitoring and reporting plan will satisfy our program data needa; and . 
will assist us in assessing the need fsr continuing funding to existing 
programs, identifying practices which require correction and helping locai 
governments and HUD to Improve program administration. 

GAO RECOMMENDATION #5 

A halt to the giveaway of higher-value, marketable houses in unblighted 
neighborhoods so that homesteading funds can be concentrated in deteriorated 
areas. 

The two cities cited in the report as potential “give-away” programs were 
Freeport, New York, and Tacoma, Uashington. Again, the GAO is not clearly 
distinguishing bet-en the objectives of the Demonstration and the objectives 
of the regular operating program. 

The Freeport, New York, model wae designed in the first-round Demonstration 
phase. Although the model does not demonstrate as traditional an approach 
as do the other homesteading programs, it has provided neighborhood revitaliaa- 
tion and homeownership opportunities. Also, according to USRdE findings, 
22 percent of the rehabilitation costs were accomplished via self-help 
initiatives. Freeport city officialo informed us that while the city brings 
the property up to code, the homesteader is responsible for all cosmetic 
work. 

We are puzzled by the draft report’s findings concerning the Tacoma program. 
It is the first Demonstration program initiative to come to an end. The 
program has been successful in meeting its objectives, and is scheduled 
to close at the end of the year. 
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Both the Tacoma and Freeport programs reflect the Department's objectives 
for the Demonstration: "... to teat the viability of the homesteading 
concept in a range of carefully chosen declining neighborhoods which are 
not severely blighted and have potential of regaining viability." 

With respect to the regular operating program, the participating locality 
is to determine when a homesteading program is no longer needed. Addi- 
tionally, the monitoring eystem will alert us as to when we should discon- 
tinue a program's funding. 

CONCLUSION 

We were very pleased to have this opportunity to comment on the draft report. 
Our major concern is with the report's methodology, in which the objectives 
of a Demonstration were judged by the standards of an operating program. 
The report, however, did aid ua in evaluating our work and overall objectives. 

Sincerely, 

Assistant Secretary 3 

Enclosures 
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67 NORTH MA’!‘4 STREr::? 

FREEPORT, N. Y. 11520 

reeport 
COMMUNITY DEVELOPMENT AGENCY 

50 Liberty Avenue Freepart. N.Y 11520 
Telephone (516) 378-4432/4350/4000 Ext. 203 

JAMES R. M)NNE, ~&~or3fRmnfng & Communty Deve~o9vePt 

August 29, 1979 

United States General Accounting Office 
Community and Economic Development Division 
Washington, D. C. 20548 

Attention: Henry Eschwege 

Re: Village of Freeport 
Comments on Draft Report 

Dear Mr. Eschwege: 

This is in response to the draft report prepared by your office en- 
titled "Urban Homesteading: a Good Program in Need of Repair", re- 
ceived by this office in a letter dated July 23, 1979. 

Comments 

(Page 19) - Part of the original foreclosure problem was and is 
the fact that Homeowners who can only marginally afford their 
homes have difficulty maintaining their properties. Then when 
a financial crisis occurs (separation, sickness, etc.), they 
do not have the financial resources to carry them through the 
difficult period. Thus foreclosures and blight begin to make 
inroads. The point is that at the minimum, a homeowner must be 
able to meet his monthly expenses and to be able to absorb 
"reasonable" emergencies, which are very difficult for "any 
income" family to do, particularly a low-income family. 

It should be noted that most of the incomes of the homesteaders 
involved in the program are the result of both the husband and 
the wife working, and therefore the median level is somewhat 
misleading, particularly when you consider the high cost area 
(Nassau County), in which the Village of Freeport is located. 

2) (Page 23, paragraph 2) - Another factor that should be considered 
when attempts are made to compare different problems, is that the 
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extent and quality of repair can vary greatly from community 
to community. The Village of Freeport's program was originally 
based upon a high level of repair and quality, and not just 
the minimal requirement to make the house livable and in con- 
formance with code requirements. The overall difference be- 
tween the quality of work completed by contractor vs. self- 
help should also be considered when comments are made about 
the success of various programs. 

Finally, from the viewpoint of "continued occupancy" the Village 
of Freeport's program seems to be working, in that only one 
property has been re-possessed by the Agency, and even in that 
instance it was re-occupied almost immediately by another home- 
steader. 

We appreciate the opportunity to comment on the draft report, how- 
ever, we would like to keep open the option to make additional com- 
ments at a later da.te. 

Very truly yours, 

~ 
Deputy Director 

HFB:jb 
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COMMUNITY DEVELOPMENT DEPARTMENT 

740 ST. HELENS STREET, ?ACOt+‘&, WASHINGTON 98402 

August 20, 1979 

General Accounting Office 
Washington, D.C. 20548 

ATTN: Henry Eschwege, Director 

Subject: Homestead Program Report to Congress 

Dear Mr. Eschwege: 

Responding to your letter of July 23, 1979 requesting comment on the 
draft report to Congress on the Homestead Program; we have the follow- 
ing comments: 

1. In at least two places in the report the writer indicates the 
homestead neighborhoods are devoid of deterioration and blight. 

Page 19. "We believe the giving to communities of high value 
houses in good condition will generally not be warranted. The 
money used for these houses could better be used in other com- 
munities where blight and deterioration are present." 

Page 24. "When we visited the Tacoma Target Neighborhoods in 
January, 1979, we found them unblighted." 

We could repeat some of the cliches. Blight is relative or blight 
is in the eye of the beholder, etc. Our blighted areas certainly 
meet the state definition of blight. 

We believe the neighborhoods are blighted. The City has expended 
millions of dollars in these areas over the years to upgrade and 
preserve these neighborhoods and plan to continue to do so in the 
years ahead. 

2. Another quote from page 24: "HUD officials at the Seattle Area 
Office believed that some of.the houses given to Tacoma for home- 
steading could have sold easily." 

HUD elected to convey the houses to Tacoma, based on HUD's apparent 
inability to find people willing to purchase the homes and belief 
that having the homes owned, occupied and brought up to code was 
preferred over other alternatives. 
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3. It should also be pointed out that Tacoma has received 57 home- 
stead houses. The average cost for rehabilitation for these 
homes was $8,616. The homes could hardly be considered "high- 
value" or "good condition" homes. All homes are expensive in 
the Tacoma area. Houses having a value less than $12,000-$15,000 
probably should be demolished in many instances. They are not 
economically feasible to repair. That is, when the cost to re- 
pair does not add to the market value of the house, it may be 
inappropriate to spend large sums of money to rehabilitate them. 
HUD required the City to accept only those homes which in our 
judgment were suitable for rehabilitation. 

4. We believe the Homestead Program, along with other rehabilitation 
programs, has helped us to make an impact on our neighborhoods. 
Whether Congress envisioned giving away houses which required an 
average of only $8,000 to repair or whether we Hdeparted from the 
ideal of homesteading" is more a matter for your office to deter- 
mine that ours. But we are sure that if HUD had not given the 
homes to the City, regardless of value, they probably would have 
continued to remain unoccupied and subject to vandalism and further 
deterioration and adversely affected the neighborhood as well. 

We thank you for the opportunity to comment and we are returning the 
draft report for you information. 

KAF:gla 
cc: A. Foote, Housing Program Manager ' 
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CGMMUNlTTES PARTICIPATING IN -. 

HUD URBAN HOMESTEAD DEMONSTRATION --- 

CHOSEN IN OCTOBER 1975 

Atlanta, Georgia 
Baltimore, Maryland 
Boston, Massachusetts 
Chicago, Illinois 
Cincinnati, Ohio 
Columbus, Ohio 
Dallas, Texas 
Decatur, Georgia 
Freeport, New York 
Gary I Indiana 
Indianapolis, Indiana 
Islip, New York 
Jersey City, New Jersey 
Kansas City, Missouri 
Milwaukee, Wisconsin 
Minneapolis, Minnesota 
New York, New York 
Oakland, California 
Philadelphia, Pennsylvania 
Rockford, Illinois 
South Bend, Indiana 
Tacoma, Washington 
Wilmington, Delaware 

CHOSEN IN MAY 1977 

Cleveland, Ohio 
Compton, California 
Dayton, Ohio 
E. St. Louis, Illinois 
Village of Hempstead, New York 
Joliet, Illinois 
Los Angeles, California 
Nassau County, New York 
Newark, New Jersey 
Omaha, Nebraska 
Phoenix, Arizona 
Plainfield, New Jersey 
Rochester, New York 
St, Louis, Missouri 
Springfield, Massachusetts 
Toledo, Ohio 

(384690) 
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