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Executive Summary

Background

The U.S. Department of Housing and Urban Development (HUD) contracted with
Optimal Solutions Group, LLC, and Abt Associates, Inc., to evaluate a newly initiated
iteration of the 602 Non-Profit Disposition Program (602 Program). This final report
describes that evaluative research.

The research at hand is unusual because it seeks, in large part, to identify appropriate
baseline information and an associated analytic structure for future evaluations of the 602
Program. The revamped program sells HUD-held single-family homes at deep discounts
to units of general local government (UGLs) and non-profit organizations (NPs) for
rehabilitation and resale. The program’s purpose is to provide homeownership
opportunities to low- and moderate-income households and to revitalize economically
troubled urban spaces.

Under the 602 Program, UGLs and NPs establish an Asset Control Area (ACA) within a
larger economically depressed zone that has already been designated for assistance as a
HUD Revitalization Area. The participating agency contracts to purchase all HUD-
owned single-family homes in the ACA tract. These homes, which were acquired by
HUD after borrowers defaulted on HUD-insured mortgage loans, tend to need major
repairs. The 602 Program provides guidelines for determining purchase prices paid by
UGLs and NPs and provides timeframes for disposal of the properties. Because ACAs
play a crucial role in the new iteration of the 602 Program, the program also is known as
the Asset Control Area Program (ACA Program).

Research Objectives

A major objective of the 602 Program evaluation process was to assess the effectiveness
of near-term programmatic activities. To accomplish this objective, the evaluators were
asked to answer questions about how the new program was operating in its early stages
(that is, in mid-2005). For example, how were the participating agencies coping with the
timeframes and pricing guidelines?

Another major objective of the evaluation process was to prepare the groundwork for a
future evaluation that would focus on the long-term programmatic goals of fostering
homeownership and neighborhood revitalization. The questions here focused on ways to
measure the changes in the economic condition of the ACA. A crucial task was selecting
indicators of the economic health of the local housing market. In essence, the evaluators
were asked to design a set of outcome measures and then select a mode of statistical
analysis that could most productively be applied to a projected indicator database. These
activities would enable the evaluators to gauge the 602 Program’s progress in
accomplishing its goals.
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The Evaluation Methodology

To more fully understand the program’s operations, the evaluators first studied the
contracts between the participating agencies and HUD. These agreements defined the
ACA’s location and described in detail the program operations at the ACA site and the
procedures that the agency would use at the site to meet 602 Program requirements. After
examining these documents, the evaluators created a chart describing the process each
local ACA agency planned to use as it acquired, refitted, and sold properties formerly
owned by HUD.

Next, the evaluators selected three site visit locations from seven ACA sites that were
actively participating in the 602 Program when the evaluation was conducted. The three
site visit locations were Baltimore, MD, Salt Lake City, UT, and Rochester, NY. (See a
companion volume of case studies located at www.huduser.org/publications, for more
information). The evaluators used the following criteria to select the site visit locations:

e Absence of other HUD geographically targeted programs (seek clearest cases
where ACA Program effects might be observable).

e ACA boundaries were equal to census area boundaries (that is, block groups and
census tracts), which would facilitate baseline socioeconomic analyses.

e Size of the ACA (that is, large enough to provide enough data for statistical
analyses).

e Expected number of HUD-owned homes in the ACA Program each year (that is,
sufficiently large volume of sales for statistical analysis).

To prepare for the site visits, the evaluators gained an understanding of the
socioeconomic characteristics of the ACAs by creating Geographic Information System
maps of census variables such as population, median household income, percentage of
owner-occupied housing units, percentage of vacant housing units, and percentage of
households living below the poverty level (presented in the companion case studies
volume noted previously). The evaluators also obtained 1999-through-2004 home sales
data from a private vendor. This information enabled the evaluators to determine the
amount of home sales activity in the study area in recent years. The evaluators also
analyzed historical Home Mortgage Disclosure Act data to better understand the status of
mortgage applications in the study sites over time.

Site visits were conducted shortly after the baseline analyses were complete. During each
of these visits, the evaluators met with the ACA’s management and discussed the
agency’s processes for moving properties through the program. The evaluators discussed
the ACA management’s reasoning in selecting the ACA boundaries, its justifications for
improvements to homes, and its procedures for marketing properties and for targeting
potential buyers. The research team also asked managers to clarify the process for
conducting required homebuyer counseling.

Vi
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Findings for the Near Term: Case Studies

The evaluators prepared case studies (see www.huduser.org/publications) for each of the
three cities they visited. The evaluators determined that each of the selected sites
appeared to have adequate financing for the acquisition and repair of properties and the
management of the program as well as sufficient contractors for property repairs and
sufficient marketing plans to ensure that 602 Program properties were rehabilitated and
sold within required timeframes.

Although each of the sites had processes in place to rehabilitate and sell properties to
income-eligible buyers, Rochester’s and Salt Lake City’s abilities to trigger
neighborhood revitalization might have been hampered by the relatively large area
included within their ACAs. Therefore, Rochester and Salt Lake City might be successful
in providing homeownership opportunities through the rehabilitation and sale of 602
Program properties, but they might be less successful in generating measurable
improvements in ACA neighborhood conditions because the properties sold within the
ACA were scattered across large areas. Baltimore did not appear to have that problem;
the city had a relatively small, compact ACA and had a higher concentration of 602
Program homes.

The evaluators also found that agencies that had purchased homes within the ACA sites
were concerned that some of their properties would be sold for less than what they had
paid to purchase and rehabilitate them, thereby exposing the participating agencies to
potential monetary losses. If losses on resales became commonplace, fewer agencies
would be willing to participate in the 602 Program. To prevent this problem, the
evaluators recommended several possible changes to the appraisal process that is used for
pricing HUD properties for sale to UGLs and NPs. Similarly, the evaluators
recommended modifications to 602 Program guidelines for pricing repaired homes for
resale.

Findings of Long-Term Impacts: A Recommended Evaluation Strategy

The evaluators sought to develop an evaluation strategy that would provide HUD with an
accurate and comprehensive assessment of the 602 Program’s long-term effects. The
development of the evaluation strategy was grounded in a technical analysis of the
measures that might reasonably be expected to accurately gauge gains in homeownership
and revitalization within the ACAs. In order to lay the groundwork for a future evaluation
of the 602 Program (that is, the evaluation strategy), the evaluators supplemented their
knowledge of housing markets and the dynamics of revitalization with information they
collected during the site visits and distilled in the case studies.

The evaluators proposed an evaluation strategy that would take into account trends in

factors such as home sales, home prices, median income of homebuyers, and crime rates
that were present in the ACA and adjacent neighborhoods before the 602 Program was

vii
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Two of the three study-site participants (St. Ambrose and CDCU) are non-profit
affordable housing developers. The other study-site participant is a partnership between
the city of Rochester and a non-profit community development financial institution: the
Rochester Housing Development Fund Corporation (RHDFC). This partnership provides
the city of Rochester with access to additional funds that RHDFC can raise, thus
supplementing the 602 Program’s subsidy and permitting the partnership to make up
(where necessary) the difference between acquisition and rehabilitation expenses and the
proceeds realized from property sales. Exhibit 1 provides a summary of the three study-
site participants and their 602 Program participation.

Exhibit 1. Study-Site Participant Summary

Baltimore, MD Rochester, NY Salt Lake City, UT
City of Rochester and the Community
o St. Ambrose Rochester Housing Development
ACA Participant Housing Aid Center | Development Fund Corporation | Corporation of Utah
Date of ACA agreement June 21, 2004 January 21, 2004 February 14, 2005
50 in first year of
Total number of properties to be contract, maximum of
purchased 94 in second year 133 a contract year 100 a contract year
Total designation notices received
(through April 2005) 40 112 29
Total properties rehabilitated
(through April 2005) 14 19 0

Total properties sold to resale
buyers (through April 2005) 12 17 0

ACA = Asset Control Area.
Source: ACA agreements and progress reports submitted by ACA Program participants

The 602 Program studied in the present evaluation was a relatively new initiative;
Rochester’s program started in January 2004, St. Ambrose’s about 6 months later, and
CDCU?’s just before our March 2005 site visit. Given that the study-site participants had
just started their programs, the total number of properties already sold (29) in the three
sites is relatively small. Over the remaining term of their ACA agreements, however,
these three organizations were expected to rehabilitate and sell up to a maximum of 610
homes.

The remaining portion of this report begins with an analysis of how the 602 Program was
being implemented in the three study sites. This material is drawn from the case studies
that make up the companion volume to this report. The report then concludes with the
presentation of a recommended long-term evaluation strategy, designed to capture
changes that may result from the 602 Program. This strategy suggests methodologies for
analyzing the 602 Program’s impact on homeownership opportunities and neighborhood
revitalization within ACAs.
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Section I11. How the 602 Program Is Being Implemented in Three Study
Sites

To understand how the 602 Program has been implemented, it is useful to begin with a
description of the criteria each study-site participant considered when applying for the
602 Program and choosing the ACA boundaries. Then, an analysis of baseline conditions
in each ACA? is presented, followed by a comparative analysis of the strategies used by
the study-site participants for securing acquisition and repair financing, rehabilitating
properties, marketing the renovated homes, and ensuring that all resale buyers participate
in homebuyer counseling. This section on program implementation concludes with a
discussion of some of the challenges faced by the study-site participants.

A. Study-Site Participants’ Reasons for Participating in the 602 Program and
Choosing the ACA Boundaries

Rationale for Participating in the 602 Program

Unlike many other areas in the city, Baltimore’s ACA has traditionally been a very stable
middle-class neighborhood. Although the homeownership rates in many parts of the city
have gone down dramatically over time, the neighborhoods within the ACA have not
experienced such change until recently. Because of this change, St. Ambrose’s primary
objective in participating in the 602 Program was to reduce the number of units being
converted from owner-occupied housing to rentals within its coverage area. According to
St. Ambrose, this dynamic of increasing rental units was destabilizing the neighborhoods
within the ACA.

According to St. Ambrose staff, two factors contributed to the destabilization trend within
Baltimore’s ACA. First, long-time residents were growing older and, as a result, required
different types of housing. Therefore, relatively large numbers of homes were placed for
sale in St. Ambrose’s coverage area, and these homes were often purchased by investor-
owners. Second, investor-owners were also purchasing an increasing share of HUD-
owned homes, further increasing the proportion of rental properties in these
neighborhoods. Under the 602 Program, St. Ambrose will purchase all of the HUD-
owned homes in its coverage area and sell them to owner-occupants. The St. Ambrose
management team reasoned that an increase in the proportion of owner-occupied homes
would help to stabilize these neighborhoods.

CDCU presented a different rationale for participating in the 602 Program. First, the
organization found that many of the participants in its homebuyer counseling program
were unable to find affordable units for purchase. A key reason for CDCU’s participation

% The baseline summary included in this final report excerpts more extensive baseline indicators presented
in the case studies. The research team computed more extensive baseline measures than those in the case
studies; a complete set of baseline indicators will be included in the data documentation submitted under
separate cover.
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in the 602 Program was to generate a supply of housing that could be made available to
income-eligible graduates of its homebuyer counseling classes.?

Second, CDCU wished to offer affordable homeownership opportunities to families in
areas that were relatively close to employment areas in Salt Lake City.* Increasingly,
families in search of affordable housing were moving into relatively far-flung regions of
Salt Lake County and commuting into Salt Lake City, which increased traffic and sprawl
within the region. Because many HUD foreclosures were in Salt Lake City, the 602
Program, according to CDCU staff, could play a small role in reducing the pressures that
were contributing to sprawl in Salt Lake County. Finally, by rehabilitating and selling
100 homes a year, CDCU management believed that the 602 Program would raise the
organization’s visibility among potential funding sources and generate goodwill among
local governments, lenders, and other affordable housing stakeholders.

The city of Rochester and its local community development non-profit partner chose to
participate in the 602 Program for reasons that somewhat differed from those of the
agencies in Baltimore and Salt Lake City. According to city officials, economic
conditions had changed dramatically in Rochester since the early 1980s. Large job
providers such as Eastman Kodak and Xerox had laid off huge numbers of employees in
the area. As a result of the lack of jobs, residents left the city in huge numbers, moving
out to the suburbs where new jobs were being created. Thus, the housing market within
the city boundaries had become very depressed, sale prices dropped significantly, and
vacancy rates rose. The city of Rochester’s major reason for participating in the 602
Program was to have access to the relatively large number of homes that HUD had
acquired and would likely continue acquiring, given the high foreclosure rate for FHA-
insured mortgages in Rochester. Without the 602 Program, many of these homes might
remain unsold, contributing to neighborhood decline and the city’s already high property
vacancy rate.

Rationale for Choosing ACA Boundaries

The 602 Program has only one requirement for choosing ACA boundaries: They must be
wholly contained within the area’s RVA. In principle, an ACA participant can choose
ACA boundaries that are conterminous with the RVA. For reasons detailed below,
however, none of the three study-site participants adopted this approach.

In deciding on ACA boundaries, program participants have to balance the expectation
that the program, by providing homeownership opportunities to income-eligible buyers,
can promote neighborhood revitalization in the ACA against the possibility that a large
number of properties acquired under the 602 Program may overwhelm the capacity of the
602 Program participant or make the program financially infeasible in portions of the

® To the extent that these properties have lots that can be subdivided, homes acquired under the 602
Program can also provide the Community Development Corporation of Utah with relatively inexpensive
lots for constructing new homes.

* Salt Lake City is wholly contained within Salt Lake County and is the largest municipality within the
county.
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RVA. The 602 Program requires that the ACA participant purchase a maximum number
of the homes owned by HUD within the ACA and that the resale price of 602 Program
homes must be the lesser of 115 percent of eligible expenses, which include acquisition
and development costs, or the appraised value of the property after it is rehabilitated.

Considering the fact that neighborhood revitalization is one of the goals of the program,
one could reason that it is likely that the 602 Program will have its greatest effects on
neighborhood revitalization when rehabilitated properties are clustered together;
proximity concentrates the investments and property repairs resulting from the program.
Therefore, ACA participants might choose ACA boundaries to encompass a relatively
small area. By choosing a small area, however, the ACA participant may not have access
to a large supply of properties and so the number of families who benefit from the
program will be small with little concomitant impact on homeownership rates.

To increase the number of homes available for purchase, an ACA participant has an
incentive to define a relatively large ACA. Although such a decision may reduce the
potential neighborhood effect of the program, it will increase the supply of housing
rehabilitated and sold to income-eligible buyers. Nevertheless, the ACA participant must
take into account its capacity to manage the purchase, rehabilitation, and resale of
properties acquired under the 602 Program. Therefore, the ACA boundaries should not be
so large that they include areas that have so many HUD foreclosures that the
organization’s staff will not be able to manage the program effectively.

In addition to institutional capacity, 602 Program participants also consider neighborhood
housing market characteristics when deciding on ACA boundaries. HUD sells homes to
the ACA participant at steep discounts from the homes” appraised values. This discount
allows the participant to rehabilitate the homes and sell them to income-eligible buyers
either at or below the homes’ market values. In some neighborhoods, however, the
appraised values that are used to determine the resale prices for the rehabilitated homes
will be below the acquisition and repair costs (eligible expenses) for the properties. In
these cases, the resale price is not high enough for the ACA participant to recoup its
expenses. The potential that a property may be sold at a loss was a major concern raised
by representatives of St. Ambrose, CDCU, and Rochester/RHDFC.

All three study-site participants analyzed HUD information regarding HUD foreclosures
in the RVA before submitting their 602 Program application. The purpose of these
analyses was to determine the expected volume and locations of properties that would be
available for purchase. Using the analyzed information, each study-site participant
established ACA boundaries and set limits for the maximum number of properties that it
would purchase under the 602 Program. By emphasizing different factors, the ACAs are
very different across the three study sites.

Shown in figure 1, St. Ambrose’s ACA is relatively compact; it consists of eight
northeast Baltimore neighborhoods. Clearly, the ACA does not include a large portion of
Baltimore’s RVA. St. Ambrose chose this particular, highly circumscribed area for two
reasons. First, the organization’s management believed that by selecting a compact ACA,
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the resulting concentration of
rehabilitation activities would trigger a
larger positive neighborhood effect
than scattered sites would be able to
produce. Second, home prices in the
ACA were such that the St. Ambrose
management team believed that there
was little risk that the appraised value
for rehabilitated homes would be less
than acquisition and repair costs.
Within the chosen ACA boundaries,
St. Ambrose expected that it would be
able to recoup all of its expenses and
earn a 15-percent fee, as allowed under
the 602 Program.

CDCU’s ACA, as shown in figure 2,
includes nearly all of the RVA in Salt
Lake County, which is located along a
north-south spine in the center of the
county. CDCU chose its ACA in part
to ensure that it had access to a
sufficient supply of homes that could
be rehabilitated and sold to graduates
of its homebuyer counseling classes.
Because CDCU operates in the Salt
Lake County region, its staff reported
good relationships with most of the

Figure 1. Baltimore ACA and RVA

City of Baltimore, Maryland---Asset Control

Areas (ACA) and Revitalization Areas (RVA)
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local jurisdictions. The one area that is in the RVA but not in the ACA, however, is
Midvale, a jurisdiction in which CDCU had not conducted large numbers of

redevelopment projects.

In addition, CDCU chose its ACA boundaries based on the organization’s capacity to
rehabilitate and sell properties. In previous programs, CDCU had rehabilitated and sold
no more than 16 homes in a given year. According to CDCU?’s internal analyses, the total
number of properties that would be available for sale from HUD would not exceed 100 a
year, which the agency staff judged to be manageable given CDCU’s level of staffing.’
CDCU, in deciding on its ACA boundaries, appears to have placed the most weight on
having access to the greatest number of properties within its capacity.®

® In reviewing the 602 Program application submitted by the Community Development Corporation of
Utah (CDCU), the U.S. Department of Housing and Urban Development questioned the organization’s
ability to handle the increased volume. The organization’s assurances presumably were sufficient, because

the application was approved.

® The organization received its first designation notice shortly before the research team’s site visit in March
2005. This designation notice included 29 properties, slightly more than 25 percent of the first year’s total
volume. CDCU staff indicated that it would be better if any one designation notice not include such a large
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Given the size of the ACA, CDCU did not seem to take into account the 602 Program’s
potential impact on neighborhood revitalization in the entire ACA. It is likely that
rehabilitating 100 properties a year that are scattered throughout the large ACA would
not trigger neighborhood effects beyond those generated for properties that are located
near the rehabilitated properties. This possibility is taken into account in the proposed
evaluation methodology detailed later in this report.

Rochester’s ACA, shown in figure 3, consists of about one-half of the city’s RVA.
Because of relatively poor economic conditions in Rochester, the RVA accounts for a
large proportion of the city. The main reason for Rochester/RHDFC choosing the ACA
boundaries was that both partners wanted to include the areas within the ACA that have
the highest property values to minimize the losses associated with selling rehabilitated
properties for prices that would be less than acquisition and repair costs.

Figure 2. Salt Lake County ACA and RVA

Salt Lake County, Utah--Asset Control Areas (ACA) and Revitalization Areas (RVA)

D ACA Boundaries
l:l RVA Boundaries ~ QFTiMaL 5011

0 5 10 Miles |:| City of Salt Lake Datum: NADS83, Meters
! + | Created: February 14, 2005

number of properties, because CDCU staff have to complete inspections of every property in a designation
notice to decide whether to file an appeal of the appraisal and complete a repair report.

10
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Based on its experience with
purchasing and renovating HUD
homes, the city of
Rochester/RHDFC was aware that
home prices in most portions of the
RVA were too low to generate
resale prices that would be greater
than acquisition and rehabilitation
costs. In response to this problem,
the partnership had additional
funding sources (such as HUD’s
HOME Program which gives state
and local governments funds in
support of affordable housing
initiatives). In Rochester, HOME
funds were used to make up the
difference between total
rehabilitation and repair costs and
sales proceeds from 602 Program
homes. Of note is the fact that
home values in the ACA were
relatively high compared with
other RVA neighborhoods;
therefore, these subsidy dollars
could support the sale and repair of
more homes than if the ACA
included other RVA
neighborhoods.

Figure 3. Rochester ACA and RVA

City of Rochester, New York
Asset Control Areas (ACA)
and Revitalization Areas (RVA)

I:l ACA Boundaries
l:l RVA Boundaries
I:l City of Rochester
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Section 1V. Baseline Conditions in Study-Site ACAs

The three study-site participants shared a common purpose: to provide affordable
homeownership opportunities for income-eligible families. Despite this common purpose,
the ACA areas chosen by each of the study-site participants were different. The St.
Ambrose agency in Baltimore defined its ACA to include a small portion of the RVA that
has a relatively healthy real estate market. In contrast, CDCU chose an ACA that consists
of nearly the entire RVA in Salt Lake County and so planned to purchase properties
across a variety of neighborhood-level housing submarkets. The Rochester/RHDFC’s
ACA, similar to the ACA in Baltimore, is a subset of RVA neighborhoods that have
relatively strong housing markets. Unlike in Baltimore, however, these neighborhoods
account for nearly 50 percent of Rochester’s RVA.

The data presented in exhibit 2 display indicators of baseline conditions in each of the
three study-site ACASs. Information is presented about the ACA, the remainder of the
RVA that does not include the ACA, and baseline condition totals for each location.

The population in each ACA reflects the decisions that each participant made regarding
ACA boundaries. To increase the likelihood of triggering a larger neighborhood effect,
the St. Ambrose agency limited the ACA to a relatively small area within the RVA.
Accordingly, the ACA’s population of about 40,000 was about 8 percent of the total
RVA. The population pattern is different in Salt Lake County: there, the ACA’s 73,000
residents represented 80 percent of the total RVA’s population. The population in
Rochester’s ACA (68,000) reflects a smaller share of the location’s RVA population than
the corresponding population proportions in Salt Lake County (40 percent versus 80
percent), but a larger share than in Baltimore.

St. Ambrose and Rochester/RHDFC chose their ACAS to minimize losses associated with
selling properties for less than their acquisition and repair costs. The ACA economic and
social baseline conditions in Baltimore and Rochester reflect this strategy. The poverty
rates for ACA residents in both Baltimore (10.2 percent) and Rochester (19.0 percent)
were lower than in the remaining RV A neighborhoods, which were 26.1 percent in
Baltimore and 34.0 percent in Rochester. Consistent with lower poverty rates, the average
household incomes in the Baltimore and Rochester ACAs, at $46,455 and $43,372
respectively, were greater than the average household incomes in those cities’ RVAs. Salt
Lake County’s ACA average household income was slightly less than the average
household income in the RVA, but that result is less meaningful because the ACA and
RVA nearly overlap.

The median home sales prices for the Baltimore and Rochester ACAs in 2004 (the most

recent data available when the present research was conducted) suggest relatively healthy
housing markets. The ACA median house price in 2004 was $92,700 in Baltimore and
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