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PREVENTING ABANDONMENT

A summary of issues from Bringing Buildings Back: From Abandoned Properties to Community Assets by Alan Mallach, published by the National Housing Institute

1. Introduction

The best strategy for dealing with abandoned properties is to prevent them from being abandoned in the first place. The cost of keeping a property in use is often far less than the cost of restoring it to productive use once it has been abandoned. While not all abandonment can be prevented, effective local strategies can significantly reduce the number of properties that are lost. 

Effective abandonment prevention strategies should reflect economic conditions and property ownership patterns, be linked to larger strategies to improve the areas where abandonment is taking place, and be based on partnerships between the public and private entities with a stake in the outcome. Strategies tend to fall into two categories:

· Improving the economic viability of at risk properties rely on the desire of owners to maintain their properties where economically possible, and include financial assistance and other activities that enhance the stability of the property. 

· Intervention or regulatory strategies are employed where owners are unwilling voluntarily to maintain their properties and include code enforcement, nuisance abatement, and receivership.

This paper summarizes five elements that make up an abandonment prevention strategy:

· Property information systems

· Strategies to preserve absentee owned properties

· Strategies to preserve owner-occupied housing

· Code enforcement and nuisance abatement

· Receivership 

2. Property information systems
A successful strategy begins with good information. An effective information system can not only track conditions and identify problem properties, but can serve as the basis for a problem property early warning system.  

Designing information systems. A property information system tracks information about specific properties, while a neighborhood information system tracks information for a larger area, such as a neighborhood, Census tract, or city block. While a system that provides solid information on individual properties alone is useful, a system that combines property information with neighborhood-level data is even more useful for planning and action. Tracking neighborhood trends is as important as knowing about individual properties. A model information system should: 

· Include both property and neighborhood-level information

· Provide information for both strategic planning and specific activities.

· Present information in different forms, such as maps, tables or lists, for different areas. 

· Be kept current through constant updating

· Be easy to use by anyone concerned with property conditions in the community.

A single entity, such as a university or research center, should be responsible for designing and maintaining the system, and providing technical support for system users. 

Much of the data for an information system is already being gathered in many cities. The first step in setting up the system is not generating new data, but identifying what is already being gathered, and integrating it into a single system. 

Using information systems. The development of a property or neighborhood information system can only be fully justified if it is used as a tool for planning and action. Before investing time and money in setting up a system, a series of questions should be asked: 

· Who are the potential users of the system?

· What are the capacities of the potential users of the system?

· What will the system be used for?

One of the most valuable uses of an information system is as an early warning system, tracking factors such as recurrent code violations, criminal complaints, or accumulated liens, which may trigger interventions on particular properties. An effective early warning system must be able to provide the information on a timely basis to enable people to act on the information.  

3. Strategies to improve the economic viability of at-risk absentee owned properties

Absentee owned rental properties make up many of the properties being abandoned in older cities. Their loss destabilizes neighborhoods while depleting the stock of affordable rental housing in those neighborhoods. 

Strategies to preserve properties owned by absentee landlords fall into two general categories: 

· Reducing the cost of owning and operating the property and improving the property’s cash flow, including loan programs, tax relief, and insurance assistance.

· Improving the efficiency of the landlord’s operations through training and technical support.

Loan Programs.  The economic viability of landlords’ properties can be enhanced by providing cost-effective loan programs to upgrade properties, and refinance or consolidate existing debt. Loan programs must either reduce the landlord’s carrying costs, or increase the value or the cash flow of the property without substantially increasing costs, offering low interest rates and long loan terms. 

Tax Relief. Local government can also improve the economic viability of at risk properties by providing relief from property tax burdens. Tax relief should be an incentive for a landlord to improve the property, not just hold onto it. For the greatest impact, not only an abatement – or deferral – of taxes on the improvements, but a reduction of the prior taxes as well, should be offered. 

Insurance. The cost of insurance has historically been high in inner-city areas, and has risen sharply since 2001. Statewide organizations in some states have established insurance pools resulting in significant cost savings for their members. Local officials or CDCs should explore whether pools already exist which local landlords could join, or whether to try to create a pool, either locally or at the state level. 

Training and Technical Support. Many small landlords may lack the skills or knowledge to operate their buildings in the most cost-effective and responsible way. Training and technical assistance can help them manage their properties more effectively, and improve the physical and financial condition of the properties, enabling them not only to hold onto their properties longer, but become more responsible landlords. 

These activities can be integrated into an overall ‘landlord support strategy’ linking engaged property owners with support services. 

4. Preventing abandonment of owner occupied housing
Loss of owner-occupied housing is a serious problem, particularly in cities where homeownership has historically been an option for large numbers of working class households, but where the local economy or particular neighborhood conditions have undermined the economic stability or prospects of those homeowners. 

Owner-occupied housing is abandoned either as a result of an owner’s inability to make mortgage payments or pay property taxes – often created or exacerbated by predatory lending practices – or as a result of market failure or low housing demand. Elderly owners and owner-occupants of 2 to 4 unit properties demand particular attention. 

Loss of property through inability to pay. Many inner-city neighborhoods and older industrial cities suffer from high levels of homeowner foreclosure, increasingly associated with subprime or predatory lending, preying on unsophisticated homeowners. Victimized owners may find themselves committed to make monthly payments that they cannot afford, leading to foreclosure. Where real estate values are low and market demand is limited, foreclosure dramatically increases the risk of abandonment. 

Abandonment prevention strategies should include both foreclosure prevention programs to address the needs of families at risk of losing their homes, and longer term strategies to address predatory lending practices in the local market. 

Foreclosure prevention. The goal of foreclosure prevention is to enable owners to remain in their homes, regain the financial stability to keep their home or ultimately to sell it on the owner’s timetable. Key elements include:

· Working with lenders and homeowners to prevent mortgage foreclosure

· Tax foreclosure prevention programs 

· Ensuring that foreclosed properties return to the market, and are not abandoned.

Combating predatory lending. Predatory lending is a part of the subprime lending industry characterized by abusive practices, including targeting vulnerable homeowners, using deceptive or illegal marketing tactics, and charging excessive interest rates and fees. Predatory lenders often extend credit based on the borrower’s collateral, even though they may know or expect that the borrower cannot afford to make the payments on the loan.  Strategies to combat predatory lending include:

· Local or state laws to limit or bar predatory practices

· Public awareness campaigns

· Consumer education

· Market competition

Communities should try to beat predatory lenders at their own game by offering homeowners affordable home improvement and refinancing loans on reasonable terms, and aggressively marketing them within the same communities most victimized by predatory lenders. 

Loss of property through market failure. Weak market demand leads to abandonment of owner-occupied homes in many inner-city neighborhoods, where the supply of houses often greatly exceeds the demand. Low demand is compounded in cities such as Baltimore or Philadelphia by the small size and limited amenities of their traditional working-class row houses. 
In many neighborhoods low levels of market demand are further depressed by limited broker presence, large numbers of informal transactions, inconsistent and unreliable appraisals, and inaccurate property information. Since inner city sales often require buyers to satisfy property tax and other arrears, and make repairs to meet code requirements, transaction costs are often disproportionately high. These factors make the market less efficient, increasing the risk that houses will remain unsold, and ultimately abandoned. The following strategies may be effective in correcting market inefficiencies:

· Work with local Realtors to make them more responsive to the urban real estate market

· Create non-profit or targeted brokerage firms for underserved neighborhoods 

· Implement pre-sale improvement programs to improve the condition and appearance of properties offered for sale. 

· Carry out targeted outreach to elderly homeowners. 

Abandonment following the death or relocation of an elderly homeowner is common in urban neighborhoods, where a high percentage of the homeowners are likely to be senior citizens. This may be preventable if homeowners are assisted to take steps in anticipation of that eventuality, such as preparing a valid will. 

Owner-occupied two and three family properties require special attention. Properly maintained, they allow owners to reduce their housing costs while providing valuable rental units. Programs to upgrade the rental units and provide the owners with the support they need to be effective landlords can benefit both owners and tenants while preventing potential abandonment. 
Many cities have neighborhoods where large older single family houses are difficult to sell as single family homes because they are uneconomical for that use, and are often either illegally converted into multifamily housing or abandoned. Converting those houses into owner-occupied two-family housing, with training and support for the homebuyer, can often save such houses and keep them in productive use.  

5. Code enforcement and nuisance abatement
Local governments can require owners to maintain their buildings and grounds properly, and can act where they fail to do so. These powers can motivate owners to take advantage of assistance available to improve their properties, and are the basis for stepping in when efforts to motivate the owner fail. 

Code enforcement refers to use of the legal system to compel property owners to comply with housing and other codes. Nuisance abatement involves direct intervention by government or third parties to address uncorrected nuisance conditions.

An effective code enforcement system should include three elements:

· Targeting of resources 

· Management of the system 

· Integration with other abandonment prevention strategies

Targeting. Code enforcement resources are limited. Effective programs target limited resources to improve people's living conditions and preserve residential buildings, rather than being driven by complaints or political pressures. Targeting can take different forms: 

· Targeting by area 
· Targeting by building characteristics or tenure. 

· Targeting by the nature of the violation. 

Managing the system. Inspectors are only part of an overtaxed system, including overloaded courts and prosecutors who may not treat housing code matters as a priority. The system can break down at many points after a violation has been found, or a complaint has been made: 

· Violation notices are not properly entered or served on the owner 

· Follow up visits are not made in timely or regular fashion 

· Cases are closed without adequate basis

· Cases are not referred to the prosecutor in timely fashion 

· The prosecutor fails to act in timely fashion 

· The court fails to act in timely fashion 

· Fines or penalties are imposed but not enforced 

A management information system which tracks each complaint and violation, linking the code enforcement agency with the relevant parts of the legal system, is critical to efficient, accountable code enforcement. Other elements include:

· The community must be actively engaged in seeing that the process works. 

· Adequate prosecutorial resources must be dedicated to code enforcement. 

· Code enforcement must be directed to a judicial forum where it is taken seriously and given priority. 

A number of states have created housing courts to provide such a forum. 

Code enforcement must be linked to complementary strategies and programs. Willing but financially constrained owners should be given assistance to improve their properties, but where owners are unwilling or unable to take advantage of those resources, the municipality - or a qualified third party – should be prepared to step in either to make repairs, or to start a process to transfer control of the property to a more responsible or capable owner. 

 Nuisance Abatement A nuisance is a condition that adversely affects the heath, safety or well-being of the residents of a building or its neighbors. It can arise from the physical condition of the property or from activities going on in the property, such as drug dealing or illegal gambling. If an owner refuses to correct a nuisance, the municipality can act to make repairs or improvements 

to do so. These powers are an important abandonment prevention tool. 

Municipalities must consider whether nuisance abatement will lead to a building being restored, or vacated and abandoned. Under what circumstances a municipality can order a building repaired rather than demolished, or whether the municipality can have the building restored to sound condition rather than vacated and demolished, is not always clear. Other options may be available, such as placing the properties in the hands of a receiver or an administrator, with the power to abate the nuisance while keeping the property in use, or to take the property through eminent domain, and convey it to someone who will rehabilitate and maintain it. 

Municipalities should aggressively recapture the costs of nuisance abatement activities from property owners. Where state law limits their ability to do so, changing the law should be a priority for those engaged in dealing with these issues. 
6. Receivership
Receivership is one of the most powerful tools available for preserving distressed residential property. Where conditions endanger the health, safety and welfare of the tenants, parties can petition the court to appoint a receiver. The receiver takes control of the property, collects the rents, and applies the proceeds to restore the property to sound condition. In some states, the receiver can borrow money to improve the property, and place a lien on the property for the amount borrowed. In some states, the receiver is discharged when the conditions have been remedied, while elsewhere the owner must affirmatively petition to regain control of the property. The scope and effectiveness of state statutes varies widely. 

Receivership is often not used for two key reasons: 

· Legal obstacles, generally associated with the inadequacy of the state statute; and 

· Practical obstacles, including financial uncertainty and the difficulty of finding qualified receivers. 

Legal obstacles. key legal issues affecting receivership are the following: 
· Who can bring a receivership action? 

· What grounds trigger receivership? 

· Who can be appointed as receivers? 

· Can receivers borrow money and place liens on the property? 

· What rules govern owner’s ability to regain control of properties? 

· What provisions are there for sale of properties if owners fail to regain control of  buildings? 

These issues are generally determined by state law. Depending on how they are handled in each state’s statutes, receivership may or may not be a practical strategy for preventing abandonment. 
Practical obstacles. Even in states with good receivership laws, financial and operational complications of receivership may deter many cities and others from using receivership, particularly as a strategy to restore buildings to long-term stability rather than fix emergency conditions:
· It is difficult to anticipate what improvements are needed, and how much they will cost. 

· It is difficult to establish a predictable rent roll, because of nonpaying tenants, evictions, turnover, and the length of time that apartments may be off the market due to needed renovations.

· The cost of improvements may exceed the market value of the property, particularly in soft market environments. 

In the worst cases, it may turn out to be impossible to make the necessary repairs – particularly where substantial structural or system replacement is required – without having to vacate the building. 
It is often difficult to find qualified receivers. The receiver must be a highly skilled property manager, as well as well-versed in both the financial and technical aspects of housing rehabilitation, skills not often combined in the same individual. The best receivers are likely to be organizations with substantial experience in both property management and rehabilitation of affordable housing. 
Despite its difficulties, receivership is a valuable weapon to preserve housing and prevent abandonment. 
