


































































































































































































FREEDOM HOMES, INC. 

CDA awarded Freedom Homes, Inc., a contract in March 
1971--with maximum allowable expenditures of $12S,OOO--to 
improve housing in the Model Neighborhood. The major ob­
jectives of the Freedom Homes project during its first ac­
tion year were to 

--construct at least 20 new single-family homes, 

--rehabilitate for sale at least 24 homes, and 

--provide employment and on-the-job training for at 
least 6 Model Neighborhood residents. 

The city subsequently awarded Freedom Homes a contract 
for the second action year--January 1, 1972, through Decem­
ber 31, 1972--with maximum allowable expenditures of $187,000. 
The contract period was later extended through February 28, 
1973. Under the second-year contract, Freedom Homes was to 
construct at least SO homes, rehabilitate at least SO homes, 
and employ and train at least 12 Model Neighborhood resi­
dents. 

According to CDA records, Freedom Homes had spent 
$193,300 as of June 13, 1973, under the two contracts, as 
follows: 

Salaries 
Administrative expenses 
Construction expenses 

Total 

$ 84,550 
45,200 
63,550 

$193.300 

The CDA Director advised us that the city did not award 
Freedom Homes a contract for the third action year because 
it believed Freedom Homes had not satisfactorily achieved 
its objectives under the first two contracts. 

Our review of the activities of Freedom Homes was lim­
ited to examining CDA's files and evaluation reports and 
discussing them with CDA officials. In April 1973 were­
quested CDA to obtain Freedom Homes' records--reportedly 
held by the Chairman of Freedom Homes. However, as of 
June 14, 1973, CDA was unable to obtain these records. 
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CDA evaluation of Freedom Homes, Inc. 

. Th7 CDA Evaluation Task Force report on Freedom Homes, 
1ssued 1n January 1973, pointed out that, as of December 
1972, Fre7dom Homes had not built or rehab.ilitated any homes, 
although 1t had begun construction on two new homes during 

The report cited two major reasons for this lack 
of act1v1ty: 

--CDA did not release money for the revolving funds 
until November 1972 because Freedom Homes did not 
have an adequate accounting system. 

--Freedom Homes did not take the bas1·c steps 
to get a construction program underway. 
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Adequacy of accounting systems 

Before CDA awarded the first action-year contract, a 
firm evaluated Freedom Homes' accounting, reporting, and 

1nternal control systems to determine whether they met city 
and HUD requirements. In a December 18 1970 letter to 
CDA, the reported Freedom and pro­
cedures d1d.not comply w1th HUD regulations and made specific 
recommendat1ons on the changes needed. 

In March.l971--when the first action-year contract was 
1nstructed Freedom Homes to implement the CPA 

f1rm's recommendations to improve its financial control sys­
!n July 1971 Freedom Homes submitted to CDA proposed 

gu1del1nes for using construction and rehabilitation funds 
These guidelines were approved by the city in November 197i 
and by HUD in mid-December 1971. 

In December 1971 Freedom Homes requested an advance of 
funds from CDA to begin construction and rehabilitation. 
However, before releasing any money for these purposes, CDA 
requested Freedom Homes to insure that its fiscal control 
system met HUD standards. In January 1972 Freedom Homes 
wrote to CDA describing the improvements in its system. 

Subsequently, CDA asked the CPA firm to certify that 
Freedom Homes' accounting system now met HUD requirements. 
The CPA firm, however, could not certify the system because 
essential bookkeeping had not been done for 6 months. 
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Freedom Homes did not finish updating its accounting records 
and implementing the recommended improvements in the fiscal 
control system until October 1972. The CPA firm subsequently 
certified the system as complying with HUD regulations. CDA 
released funds to Freedom Homes on November 28, 1972--20 
months after awarding the first contract--and construction 
was started on two homes in December 1972. As of Septem-
ber 14, 1973, the two homes had been completed by CDA and 
were available for sale for $17,500 and $18,000. 

Mortgage financing 

One of the more important tasks preliminary to construc­
tion or rehabilitation was to obtain a Federal Housing Admin­
istration (FHA) commitment to insure the full amount of the 
mortgages for the proposed units. Freedom Homes did not con­
tact FHA until August 1972. FHA would not make a commitment 
to insure the full amount of the mortgages for the proposed 
homes because the value of the needed mortgages substantially 
exceeded the market value of the homes in the neighborhood. 
This problem was substantially overcome when CDA obtained an 
FHA commitment to insure the mortgages for up to $17,500 for 
each horne. CDA agreed to use its funds to underwrite the 
difference between the amounts insured by FHA and the selling 
price of the homes. 

CDA Director's comments 

The CDA Director stated that he continued funding Freedom 
Homes through February 1973 because enough progress was being 
made or promised to justify a certain amount of optimism. He 
stated that he had believed that, given additional time, the 
contractor would accomplish some tangible benefits. However, 
he later concluded that the program would have to be re­
evaluated and a new contractor found if any benefits were to 
be derived. 
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