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Executive Summary.

Buffalo needs an effective program to quickly figitandonment. In the past
twenty years, Buffalo’s tax-foreclosure abandonmate has increased. If the City does
not sell these abandoned properties or at its anain-rem auction, then it generally
takes title to them, selling a small number andipgtthe rest on the City’s long
demolition list. This leaves the City to maintaimmy unsold dilapidated properties that
drain City resources and decrease property valtieein neighborhoods. The current
processes are slow and do not adequately addeesaddmdonment problem.

Buffalo should replicate New York City’s Third Paifransfer Program. The
program modifies the existing legal tax enforcenarthority so that the city never has to
take title to a property. Instead of waiting out threclosure process, the city takes an
active role in finding dilapidated foreclosed horaesl selling them to new owners. The
process starts by letting the city initiate taxekdosure proceedings at the earliest date
possible. During the proceedings the city is aisdifhg a prospective owner for the
property. Once the judgment is made, the city giitesto a non- profit group that is
working with the prospective owner on finding firamg for the property repairs. Once
the prospective owner is in place and there isihgntbr the property rehabilitation, then
the non-profit transfers the title to the new owdrus, the city does not have to spend

money to maintain the property, and it is nevemaoaed for an expended period of



time. The program has flourished in New York CByffalo’s governmental
infrastructure already has the capacity to implentiea program at little expense. Also,
any expenses will be offset by lower costs in namng the City’s tax foreclosed

housing stock.

Background:

Abandoned properties in Buffalo have increasdtienpast twenty years. When
abandonment occurs, owners fail to pay propertyEaentually, through tax foreclosure
proceedings, the properties become the City’s mesipoity. This decreases the City’s
coffers because it has to respond to fire or paimergencies, inspect, maintain, forego
taxes, and if conditions are dilapidated, demdlhproperty. Each property can entalil
twenty or more city actions and cost the taxpagkrse to $12,000 over a five-year
period.! In addition, Buffalo has spent over $30 milliondemolish more than 4,500
vacant buildings, with little help from New York&ge.?

New York City (“NYC”) experienced parallel problerfrem the 1970s through
the early 1990s. The City spent upwards of $300anito maintain properties which it
took title to through foreclosure proceedings whitgting to auction them off. NYC
then took the initiative to change the property favesulting in a new system to quickly
and cost effectively transfer properties to prelifjed new owners.

NYC effectively changed the process by which thiy @ireclosed on tax
delinquent properties. Combining local law with palesources to leverage private

funding to complete the buildings rehabilitatiadme City preserved and rehabilitated

! Cornell Cooperative Extension Association Report
2 Precious, Buffalo News, March 22, 2006
3 http://www.nyc.gov/html/hpd/downloads/pdf/bgc_wemmpdf



much of its abandoned housing. Buffalo should atlegpthird party transfer program
because it will hasten the tax foreclosure prodéeseby decreasing abandonment and

saving Buffalo money.

Buffalo’s Blight:

Buffalo has seen a rise in residential tax foragles and In-rem proceedings
because of the economy’s distrés#/hen the United States came out of its fifteerr yea
recession in 2001 with a 20.4 percent rise of eynpknt, Buffalo did not’ It
experienced only a 1.9 percent increase in emplayrh@he lack of employment
suppressed incomes in the regibithe lack of capital flowing into Buffalo subseqtign
hurt the housing market. As home values declinethdowners with debt exceeding the
expected equity of the home had little incentivedatinue paying taxes and their
mortgage. As a result of Buffalo’s weak economy kwdproperty value, population
declined from 328,234 in 1990 to 292,646 in 2000 &acant units increased by almost
8000 in the same spahBecause of this increase in tax foreclosure, Batfas to pay

increased costs for the In-rem proceedings, asasathaintenance and demolition.

In-Rem Foreclosure:
Generally, tax foreclosures occur because owrsersat afford to stay their
homes due to a change in circumstance like a dieaiie family or a downturn in the

economy. If property taxes are not paid, the gawemt has a legal right to put a tax lien

* The Buffalo-Niagara MSA (metropolitan statistieaa) is defined by the U.S. Census Bureau as Erie
and Niagara counties
® U.S. Department of Commerce, Bureau of Labor Stesi, 1990, 2000.
6
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"1d.
8 U.S. Census Bureau / OSP Information & Data Arnialys



on the property in the amount of the back taxethdftaxes remain unpaid the
government’s tax lien authority gives it the righthold an In-rem foreclosure
proceeding? This is a proceeding “taken against property, lzamifor its object the
disposition of the property, without referencehte individual claimant.*® In most

Cities, this gives the government title to the @y and the responsibility to maintain it.
Then the government can transfer title by selllrgygroperty at an In-rem auction, often
at a fraction of its market value.

In Buffalo, when the City’s property taxes go uitpf@r two years, the City is
entitled to obtain a foreclosure judgment and thelhthe property at its annual public
auction™! The property owner is notified in the third yeéthe delinquency that the
property is on a foreclosure If&tThe delinquent owner has title to the propertylunt
back taxes are paid or until the City sells or immst the property® Buffalo obtains the
proceeds of the sale of any property obtained titr@ale or auction without having to
take title!* Alternatively, if the property is not sold or aiscted, the property is “struck
to the City.™® The City will take the title and attempt to dispasf it through other
initiatives.

Currently, NYC’s and Buffalo’s tax foreclosure Isnare similar. The difference is

NYC'’s ability to initiate a tax foreclosure actidrproperty taxes go unpaid for only one

S NYS § 2435-b

1971 A. 2d 911, 914

1 http://www.foreverelmwood.org/clientuploads/Neigihboods_Committee/pdf/FAQ-
Ilgspections_and_Housing_Court.pdf?PHPSESSIDzd9é&M8db7e5al74bea21c394
g
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15 http://www.foreverelmwood.org/clientuploads/Neigihboods_Committee/pdf/FAQ-
Inspections_and_Housing_Court.pdf?PHPSESSID=d9#&72&f8db7e5al74bea21c394



year, instead of the two year period in Buffdl@éfter an ongoing search for candidate
properties, Local law 37 of 1996 specifically emgosvthe City to initiate foreclosure
actions when residential property owners do nottpags and other municipal liehs.
Once In-rem judgment is entered, which takes abiaunonths, there is a mandatory
four-month redemption period where the prior owmary pay outstanding taxes to retain
title.® Meanwhile the Housing Department reviews and sekequalified third party
owner for each property from a pool of qualifiedrezs. After the redemption period is
over, the Housing Department has four months tusfea title to the new ownét.If the
process is not completed within about four monfter ahe redemption period the
property remains with the prior own@The Housing Department then has another four
months to transfer the title to an interim not oofit organization in preparation for the
final transfer to the new ownefsThe interim owner holds the title while providing
technical support and assistance to the selecteemiw managing the properti&sThen
the new owner is responsible for upgrading and taaimg the building, presumably
with financial assistance from the City, State, &ederal Government.In total, the
process may take as little as just over one yeat most two years.

The third party transfer program works in NYC begait uses the law to
decreases the amount of time after tax delinquératythe government can obtain a
foreclosure judgment. When NYC has a foreseeabjertfor a tax foreclosed property,

it can act quickly to get the title in the handstadt buyer instead of having the property
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open to vandals and the weather. The less timprthgerty is abandoned, the greater
value it has to the community and the overall hogisharket.

Instead of abandonment, Buffalo’s tax forecloqunaxess focuses on fiscal
issues. The New York State Legislature permits &affo retain amounts received when
a property is sold at local tax foreclosure in ascef the amount of the municipality’s
tax lien. The New York State Legislature passesl g only because Buffalo was
struggling financially?*

However, Buffalo still has to go through the Igmgcess of bringing the In-rem
proceeding. The time taken to wait out the judisigtem is time taken when vandals or
weather can destroy a property. This can lowewé#hage of the property and in turn
decrease neighborhood value. The law does not &laWalo to attack abandonment
directly.

Although the laws governing NYC and Buffalo are itam Buffalo will have to
make a minor change to hasten the foreclosure guoes. A amended law will enable
Buffalo to take an active role in finding dilapiddtforeclosed homes while stepping in
and finding a new owner: someone is invested irptbperty and who will not let its

value decrease.

Implementing the Program:

The structure of the Buffalo’s governmental deparita will change much less
than the law. In NYC, the Department of Housingsereation and Development oversee
the third party transfer program. As the municig@veloper of affordable housing, it

protects the existing housing and expands hougtigres while trying to improve

24 604971



affordability, availability, and quality of housingn an effort to promote private
investment in communities, the Department overdegslopment, implementation, and
operation of the third party transfer process.

Buffalo has the Office of Strategic Planning - REatate Division, which is a
comparable department working to increase the @dfafity and quality of housing. It
manages real estate for the City of Buffalo, incigdsome 4,000 abandoned properties
acquired through In-rem judgments. It also worlksely with the City of Buffalo’s not
for profit organizationd® The Real Estate Division is in a unique positioinitiate the
program without changing its own structure. It athg manages two programs similar to
third party transfers. One called “Making Housesés,” enables local community
based organizations to link potential buyers witliging available for purchase now or
to vacant lots where they can build horfithe other relevant Buffalo program is the
negotiated sale of taxed foreclosed properties. gargon wishing to acquire an
improved property or vacant lot owned by the ciy co so by making an application to
acquire the property/. State law requires the city to receive fair maskatie for its
property?® The purchase price is established at the tim@pliGation using current
market dat&’ If the buyer purchases an improved parcel, thehaser is required to
provide estimates for necessary repairs and pifdaiancial ability to complete

purchase and repait$Structurally, the Real Estate Division only neemishange the

2 http://www.ci.buffalo.ny.us/

%6 http:/iwww.city-buffalo.com/files/making_houses rhes_ UPDATE.pdf

27 http://www.nyc.gov/html/hpd/downloads/pdf/bgc_wemrpdf
http://www.ci.buffalo.ny.us/Home/Leadership/City_@tments/Office_of Strategic_Planning/RealEstate
él;’urchasing_City_Owned_Properties
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way it links the finding of abandoned housing mosteed of a new owner with a new
prospective owner.

Within the division, it will need to increase itagabilities to distinguish the
foreclosed homes which are salvageable and polgngady for speedy repair and new
ownership from the foreclosed homes, which shoslgublicly auctioned. In NYC, the
Department of Housing looks through the lists ¢f toreclosures and cross references it
with those that might need special attention ortméree legal definition of “distressed!-”
The lists are compiled from other programs, hougisgectors, and neighborhood
groups. Based on the Buffalo Mayor’s current foosnsabandonment, these lists will not
be hard to compile in Buffalo. The lists can comaanf the multitude of established anti-
abandonment programs, litigation in the Housingr§dwusing inspectors, and
emergency repair programs.

While changing the structure of operations is niicdlt, it will be harder to find
the money for the Real Estate Division to initittied party transfers. However, once the
initial start up is completed and the program hagetbped, Buffalo will see an increase
in funds from not managing and demolishing the prbges. Once it started its program,
NYC saved over $300 million.

Buffalo’s hurdle in starting the third party progravill be the selection of
qualified responsible ownef8 NYC was able to start the program because ofriosg
housing market. While there are abandoned builditngse is generally a new owner
ready to step in and take title. In addition, N\S@&onstantly looking through its rolls to

determine which properties are necessary for tbgram. Therefore, NYC is able to be

31 http://www.nyc.gov/html/hpd/downloads/pdf/bgc_wemrpdf
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selective in picking new owners. The program resgithat the applicant demonstrate
residential management experience. If the new owaits to buy a five- story building,
NYC does not want the applicant to know only alretiabilitating single family units.
NYC also wants the applicant to be able to recprisate funding to rehabilitate the
property.

Buffalo does not have a housing bubble. Insteakeing property as
economically viable assets, many people are miggdtbm the City to the suburf}s.

The program will initially hinge on demand in Buff&s housing market. Therefore,
Buffalo cannot afford to be as selective. But ieslmot have to be. The third party
program is flexible and can be tailored to a c#ytasees fit. Buffalo may include only
properties such as single or multi-family homessWill broaden the possibility of
applicants because more people are fit to run smaivellings than hi-rises.

If decreasing selectivity alone does not increggdicant demand, then the City
has to actively seek applicants. In Buffalo, aghetause the Mayor has instituted many
anti-abandonment programs, the third party transfgative can collaborate with the
other programs to find synergy. For example, wheeraon wants to know about buying
a lot in the Making Housing Homes program, the Resthte Division can inform them
about the third party transfer program. In additilve Real Estate Division can also work
actively to inform the public about the incentitkat the program provides. The new
owner will be able to acquire what will be viableperties at a low cost- less than what

it would be on the open market. There are alsoams lor debts on the property; the

33 http://www.city-buffalo.com/files/1_2_1/Mayor/COBomprehensive_Plan/index.html
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building is given a fresh statt.In return for actively marketing this program, B can
prevent property from being abandoned for a longppeof time.

Another incentive to increase demand for the tagdlosed property is the ability
for the applicant to receive specialized financiNyC offers low interest loans to
rehabilitate properties where rents and incomesoaréow to support market-rate
financing® In addition, NYC offers tax incentive programsttheduce the cost of
operation prior to and after rehabilitatith.

Buffalo will not have to create additional finangipackages for applicants
because it already offers loan programs for rettatidn. The Office of Strategic
Planning gives direct financial assistance throagiariety of programs designed to
“ensure that housing in the City of Buffalo is safel in compliance of local code¥.”
Two such programs are the Target Street Rehalatingiand the Fifty-Fifty Program.
Funds are available from these programs and indawénterest and no interest loans
depending on income of the applicant. Reducindititancial burden on the rehabilitated
properties reduces the cost of operating the mgkliand reduces the pressure to
increase rents or make expensive repairs. Theottisé property becomes even lower as
the applicant increases the ability to raise tloperty value. This will increase the
neighborhood’s value and decrease the number ofdaioad buildings.

When the redemption period ends and the city sefgcapplicant as a qualified
new owner, the property sometimes gets transféored interim party to ease the new

owner’s responsibilities. The non-profit stepshia shoes of the government in

3 d.
3 d.
d.
37 http:/iwww.city-buffalo.net/files/making_houses rhes_ UPDATE.pdf
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maintaining the property until the new owner taki#ds. This is essential, not only for
keeping the new owner apprised of damages, bwaiang the city money and for the
appearance that the property is occupied. Thiskegp vandals away and save the
property value from depreciating.

The interim owner, usually a non-profit, inspetts property to identify which
repairs or hazardous conditions must be address®ediately and which can be
deferred. The interim party also settles any léggles which need to be addressed. For
example, if it is an apartment building, the imeparty will begin legal proceedings
against unlawful resident&In NYC, the interim party is called “Neighborhood
Restore.**

Neighborhood Restore oversees the qualified nemecs as they stabilize,
manage, and plan the rehabilitation of the newfyuaed properties. In addition to being
the intermediary between NYC and the buyer, its$® ¢he intermediary between the
buyer and contractors. The organization helps tiyebidentify the needed repairs and
estimate how much they will cost; then it helpshhger find financing for the repairs.
Because the cost of each project varies, fundingh® organization is important.

Neighborhood Restore is fully-funded by the Deparit of Housing Preservation
and Development and is partners, the Enterprisadrdion and the Local Initiatives
Support Coalitiorf® The organization was expensive because it wasfburih the
ground up. However, the third party transfer pragdfset the cost of the organization.

Buffalo does not have to provide for the sameahdosts of starting a new

organization. There are already organizationsacelto handle transitions, so the

:z http://www.nyc.gov/html/hpd/downloads/pdf/bgc_wempdf
Id.
“Od.
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financial allocations can remain the same. Theipudanefit corporation Buffalo Urban
Renewal Agency (“BURA”) was created to help operateous urban renewal programs
in Buffalo** BURA currently works with other community baseganizations to

provide for the renovation and resale of homesadlyen the City’s inventory, thus
saving acquisition cosf§. BURA also has programs to directly assist buyérs o
foreclosed properties with purchase and rehabiditatf the property® When the third
party transfer program is in initiated, BURA doed have to make any changes to its
structure.

Other organizations, such as Homefront, Inc perfsimilar tasks as BURA, but
to a lesser extent. Homefront is a community dgwalent agency developing and
implementing equitable, sustainable, and efficgtrdategies for community development
and revitalization in Buffal§? Organizations like Homefront can work to supplemen
BURA in implementing the program, but they lack theds to do all the tasks. Once
Buffalo saves money because of the program’s sacitesan afford to fund these
community-based organizations and expand third/peahsfers and other anti-

abandonment programs.

Initiative — South Bronx:
Three years after changing the law, establishiegtganizations, and putting
together a plan, the third party transfer prograams successfully implemented. The first

project — in the South Bronx — had an importantiites

L http://www.ci.buffalo.ny.us/Home/Leadership/Cityeartments/BURA
“2 E-mail from Mary Lesniak, Housing Specialist, Balff's Office of Strategic Planning, Division of
Compliance, to Douglas Michaels, Second Year Lavd&tt, SUNY Buffalo Law School (March 27,
53008, 14:47 EST) (on file with author).

Id.
* http://www.homefrontbflo.org/about/overview.php
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The second and more important result was thefean§ property to new
responsible owners. Neighborhood Restore and teomsers stabilized the property,
removed Housing Maintenance Code violations, anchonglized rent structures with
tenants.” Emergency conditions were also corrected. For @l@rthe first step taken
was to fix the lead paint problem in apartmentsnetgznall children lived® They also
fixed failing boilers, inspected all the roofs teteérmine if they were water tight, and
made many smaller important repdifg-hese initial repairs, not made by NYC,
prevented the building from dilapidation and blight

While repairing the property Neighborhood Resteas preparing for final
transfer. The owners worked with Neighborhood Resémd other lenders to develop the
scope of rehabilitation and secure financing taifthe renovation& Finally, 15 multi-
family buildings were transferred and when the nfur unit properties were finally
transferred, 300 units were rescd@d.

In ten years, after the initial Bronx Pilot, NY@shsaved $382.8 millioff. The
personnel costs have been low because most ofdHewas such that it could be
performed by existing staff and absorbed into takgady established responsibilities.
The value of work done by the pre-existing stafiniplementing the program was
$523,000! Also, “[b]uildings are flowing through the programicely,” said Michael
Bosnick, assistant commissioner of the anti-abansior program of the city’s

Department of Housing Preservation and Developriémid we certainly don’t hear a

5 1d.

“©d.

“71d.

8 1d.

“91d.

*0 http://home2.nyc.gov/html/hpd/downloads/pdf/2008waal-report.pdf
*1 http://www.nyc.gov/html/hpd/downloads/pdf/bgc_wemrpdf
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lot of tenant complaints>® Due to the low costs and effectiveness of the amygit has

won several “good government” awards.

Recommendation:

Buffalo should emulate NYC's third party transpgogram. Even with the cost of
creating a new organization the program has prewekable and affordable in NYC'’s
large housing market. Unlike NYC, Buffalo does have to make major changes to its
governmental structure or invest large sums of mame the program for it to be
effective. The structure for implementation andiatization is already in place. Through
other initiatives, the government departments astdar profits already perform the
majority of the program’s requirements. This exigtstaff can accomplish the extra work
with little burden.

Instead of implementation, the funding for thegseam can focus on finding
prospective owners to buy and rehabilitate the g@rigs. With Buffalo’s housing market
in a recession, finding prospective owners in amyaandonment program is important.
Buffalo can already entice buyers with its finahgiggrams and not for profits paying
for much of the rehabilitation. The capital they&taves by not taking title and
maintaining a property can have value in explaitimgadvantages of rehabilitating a
property or neighborhood to the prospective buferin NYC, once the program is
established and proven workable, it can be expaadd&lffalo’s main anti-abandonment
and tax foreclosure program. However, if the tipiadty initiative does not flourish due to
lack of market demand for property, the money sdxeaa the initiative can be used to

support other programs.

%2 http://www.gothamgazette.com/article/housing/200B010/526
%3 http://www.nyc.gov/html/hpd/downloads/pdf/bgc_wemrpdf
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Changing Buffalo’s law to emulate Local Law 37oalk the government power to
fight the tax foreclosure problem with more effiodg. This change eliminates the
property from the Buffalo’s stock and allows itlte returned quickly to the private
market in sound physical condition. This strategyréstoring buildings, avoiding costs

to the city, and shortening rehabilitation timeyaets abandonment and helps to support

Buffalo’s existing investments.
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