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Mr. CapeHART, from the Committee on Banking and Currency,
submitted the following

REPORT

PART I. INTRODUCTION AND SUMMARY STATEMENT

To stimulate the national economy, the Congress in 1934 passed
the National Housing Act, giving Government financing assistance to
residential coiistriuction and home repair programs. Subsequently,
Congress amended the act to encourage the construction of badly -
~ needed rental housing units. But a few greedy, and sometimes

dishonest, builders -and repairmen and incompetent, lax, and some-
times dishonest FHA officials, used the act as a vehicle to enable a few
to reap fortunes at the expense of the American people. ,

This investigation originated in the action taken by the President
of the United States on April 12, 1954, when he directed the Admin-
istrator of the Housing-and Home Finance Agéncy to take into
custody the records of the Federal Housing Administration. This
action by the President résulted from a réport by the Commissioner of
Internal Revenue, T. Coleman Andrews, showing large windfall
profits in 1,149 rental housing projects disclosed by the income-tax
returns of the corporations sponsoring thosé projects and by a report
of the Federal Bureau of Investigation which we understand disclosed
widespread frauds and irregularities under the title I home repair and
improvement program: , , _

There was then pending before this committee the bill which
subsequently beécame the Housing Act of 1954. Preliminary he‘arin?s
on the charges inherent in the President’s announcement were held
by this committee April'19-29, 1954, in connection with the pending
legislation, as a result of which the committee added safeguards to
the law to prevent the then known abuses,

The magnitude of the irregularities involved made necessary-a more
comprehensiveinvestigation of FHA., This committee unanimously
approved, and the Senate unanimously adopted, Senate Resolution
229 providing funds for this committee’s investigation of the ad-

1



2 FHA INVESTIGATION

.mnmstratlon of the Natlonal Housmg Act by the Federal Housmg
Administration.

Forty-three days of pubhc hearmgs in this'i mquu'y Were held ﬁurmg
the period from June 28, 1954, through’' October 8; 1954, in Washing-
ton, New York, Los Angeles, New: Orleans, Chlcago, Indmnepohs
and Detroit. The committee heard 372 witnesses in public- heermgs
and recorded 7,754 pages of testimony. All witnessés’ appearing
beforo the committés at pubhc hearings other than public witnesses
had previously testified ‘in- executive session. The. testimony. of the
671 witnesses who appeared in executive session ran to 18,044 type-
written pages. From these executive: hearings a determination was
made of tho witnesses to be heard in public.

The committee ‘heard" pubhc testimony ' with respect ‘to" 543 (7. 7
percent) of the 7,045 projects insured under section 608 of the Na-
tional Houemg Act The total FHA insured mortgages on these 543
projects were $738.56 million. The statute.provided for FHA insured
mortgages not in excess of 90 percent of .the estimated cost of the
project. Presumably, therefore, the sponsors of those projects should
have had in excess of $73 million of their own capital invested in those
projects. However, the testlmony showed that in 437 .of those
projects involving ‘mortgages. totaling $590.1 million, the mortgage
proceeds’ exceeded all costs of every kind or description. In those
cases the mortgagoe proceeds exceeded 100 percent of the:costs; -ad-
cordmg to. the builders’ own computation of their costs, by $75.8
million. : In the remaining 106 cases, involving mortgages of $148.4
million, the mortg re-proceeds fell short of meeting a%l costs by $6.8
million, "but even this investment was far less than the: 10 percent
contemplated by the statute.

While the builders’ own computation of the exoess of mortgage pro-
¢eeds over cost was used in those cases, our inquiry indicates- that
these costs; in at least some cases, and we donot know how many: cases,
included 1mproper charges. An audit of the actual cost in each case
would undoubtedly result m eXcoss’ mortgage proceeds over actual costs
in a greater sum,

In these projects, upon completxon, the sponsors were the owners of
theé buildings and had in:their pockets excess mortgage proceeds in
cash amounting to millions of dollars (after: paying;-or reimbursing -
themselves for the ‘payment, -of ‘every ‘cost'in connection with the"
project from'land acquisition to: lawyers’ fees). - ‘There is no personal
respons1b1hty or liability upon the “builder ‘or- sponsor ‘to' repay ‘the
borrowed mortgage money. - 'Only the property is liable for the repay-
ment of the debt, over a period: of 30 or more years, from the rental
income to be pald by the tenants.

Ina great many cases sponsors filed consohdated tax reburns ‘to
avoid the payment of any Federal incenie taxes on’ these funds—
morney: they received which they are never reqmred to repay. In:most
other cases of windfall profits’the devlce ‘of ‘obtaining' an mcreased
appraisal of thé property and of writing {ip its valus was used to dis-
burse these funds as & distribution-of “sirplus’which was'claimed to
be taxable only at 25: pereent as a long-term-capital-gain.. In but few
cases were riormal income taxes paid on‘these funds.. . :

The FHA program involved over:$34 billion of Government-msured
financing. The largest :portion; $17.5 billion, financed ; the construc< .
“tion of 2.9 million- smgle~famlly homes under section 203 of the act.
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The hbme repan‘ and impmvefneﬁt?program” ibider itle T of the acf,‘ ‘
acoounted for $8:billioh’of Governiaent: commxtments j#Th 2;‘21‘09,101‘
programs: under title VI ‘accoimted for'$7' billioniof Government-
gliaranteed conirhitménts; divided about' equally batweern‘the: 15 to
4:-family dwellings under. séotioﬁs‘GOS ‘of thé“act’ aﬂd ‘the multifamily
rental apagtments under section' 608 of the act:: "The military fand
defense! hotisinig ‘Prograts undér sections 803 and 903"ef the'act utils
ized $1 billion of Govemment—guarantéed comm1tmehts’ A summal‘y"
of the humber of 1oans, the number of units; ‘and the’ origmal amount
of - Governmmt commxtments 1ssued to June 30, 1954 8’ mcluded m
the appendix:(p127).

’I‘he FHA ‘l‘éntal housn program made a very substnntml contmbu-
: tlon toward' provndmg badly needed rentalhousing in the pei'iod durlng
and ‘after World War II.-. ‘A ‘total of 465; 683 Tental units were built in
7,045 ‘projects under. section’ 608; ’I‘hls wis' 8 ‘considerable accoiri-
phshment achieVed under i the’ National Housing \Act. - But ‘we' are
not- pregared to accept - the: ‘premiige . that " adequate rental housmé
cannot’ bemade ‘available: to the:American:people except when unt
conse¢ionable’ proﬁts are realizéd through ‘abuses and irregularities’ in,
the' plog'ram -We" reconge the': accomphshments ‘of ‘FHA’s rental
housing plwgram and ' :the in grlby -of ‘most- FHA employees and
buildersi: ‘We are critical only of the unlawful and improper. practices
which accorﬁpamed ‘the: program; and we''do not' admlt that such a
program ‘¢cannot ‘be’ honestly and properly” suceessflil. -

We have: frecllluently 'beentold that ‘the:building” mdusﬁry will ‘not
build- multifamily rental  housingunless’ thé ibuilder .cari make a fair
profit; out of the Government-financed mortgage funds and also' con=
tinue 't own’ thé property ‘without any substantial investment, : If
thab is’'the only alt,ex'namve 1t is better that the GoVernment btuld such
projects itself." :

he basic vehlcles tlu‘ough which these m‘egulantles wiére achleved'
by :some' builders Wore the filing:of: false apphcatlons by buxlders ‘and
the makmg of unrealistic a,ppratsals and ‘estimates by, FHA. There‘
is almostinocase in‘which a builder ‘achieved ‘a substantial windfall: i
which -his ‘application ‘for. an 'FHA 'mortgage ‘cotnmitment: didnot
contain’ false statemerits.  *Some (builders have: valued: land' at 3, 4
and’5 times'its cost; fregtllently within a matter; of ‘days after’ ad
purchased: the”land e ‘committee ‘found projects' where' the esth
matsd ‘architect’s fees were 5'or 10. tunes the amount ‘provided: for lin
written’ contracts’ or those services. : » They: have included land ‘as’an
eqmty investmeént inithe: prowctfwhen in:fact:their: prearx‘anéed’hgree-;
ments provided for payment for'thelandiout of the'morty age' proceeds.‘
They have'even esblmated constriiction ‘costs substantially higher thhn 3

the' costs called for | written: contracts with: the: b\hldmg contractor:
. This/was accomp nied: by’ corruptlon"lhvwme cases. Iniaigredt’
‘ tertaining and: wining and’ dmuig o

FHA p ople by buﬂders appears to have beento the dxsad\rantage of
the' pUbliCz “In*othlier ‘casés: FHA employees ‘wére ‘working for-and
bemg»?pald by the: vety: buﬂdersswhose apphdatlons they”were proc-
essing;’ ' In': still “ other “cases . FHA:: employees | 8éem ‘ to -have been‘
mcompetenb to admlmstei' the"*p ogram ini: their charge: - - o
: The* Congré: “gotighd to " :prevent fratids by : makmg it e cnme,j .
umshable a. $5 000 fine‘and-imprisonment for 2 Iﬁears ‘to'make any
alse statemem, or! t,o willfully overvalue any. aeset. HA applicas”
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tion, . FHA, on the other hand, apparently considered itself obligated
to obtain rental housing at:any cost, and thereby accepted the many -
demands and devices of builders.. FHA ‘not only i%lored;tha,tﬁc_rim-
inal provision of  the act, ‘but(‘i‘b;}yii’tudlly invited builders-to make
false statements in their applications by publicly. stating that - it
would not consider incorrect statements in applications as having an
materiality. Most of these frauds could not have occurred if the build-
ers had been required to file truthful applications, .-+ .. . . . -
The statute of limitations on the crime of filing a false ‘application

under the National Housing Act is 3 years; Since no .applications
could have been filed after the expiration of the act on March 1, 1950
~ (except for amendments: to.. then  existing ' applications) ‘it appears
that the statute of limitations is a.bar to present criminal prosecution
of these offenses. In 1951, and again in 1953{ the ‘Attorney (Reneral
sought to prosecute builders: for. making .false or..incomplete  dis-
closures. In each case the General Counsel of FHA -advised that
‘FHA was not deceived because it did not rely on the statements of
the builders. We concur. in ithe views apparently expressed: by two
Attorneys General that the offense of making false statements in
FHA applications should be subject to criminal prosecution and
we. cannot condone ‘the action of FHA in preventing this action,
Nor can we approve thé position of FHA in allegedly paying no atten-
tion to the statements in the builders” applications. - .~ . .
We have heard that many of its 1oose practices were the result of-a
vigorous effort by - FHA to induce builders to construct more rental
housing projects. It.is for the: Congress, however, to determine the
extent to which' the Federal Goyvernment will go. 1n subsidizing and
stimulating rental housing, FHA had authority to encourage the
construction of housing only within the limitations, incentives, and
permissive conduct provided for by the acts of Congress; . . . .
 The  unconscionable windfall :prefits' have not infrequently been
linked by builders with'the crying demand for rental housing:in the
postwar era, The Congress, with the_concurrence of FHA; felt this
pent-up demand had been substantially met by theend of 1949 for it
permitted section 608 of the act to: expire on March 1, 1950. - -Sig-
nificantly we find almost no windfalls in the years 1946—48 when the
housing shortage was greatest. There were a few windfalls in 1949.
But. the ‘greatest number of  theé largest and most unreasonable wind-
falls occurred in 1950-51. Most: of .those projects were not'com-
pleted wuntil after the expiration of this'section of the act,:

 In 1947 the Congréss sought to preclude excessive valuation of these
projects; by ame'xit? g the act .to providé that “the Federal Housing
Commissioner 'shaﬂ%efrefo;‘;é ‘use every feasible means to assure that
‘guch estimates will approximate as closely-as possible the agctual costs
of efficient bwilding. operations.”’ ‘The record discloses that FHA
- In ‘compliance -with the statute FHA's mortgage commitment
could not excesd 90" percenit, of its estimated cost of conatruction.
‘Therefore, wherever the actual cost of a project was. 15 percent below
the'amount of the FHA jnsured mortgage it was 25 percent below the
FHA estimate of costs.  In some:projects this variance was as much
as 30 and 40 percent. Rentals that owners of FHA insured pr’tﬂ‘ects
were permitted to ¢charge were based, not:on the actual costs, and not
on the amount of the mortgage,; but on theé original FHA estimate of
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¢osts. ’PermieSWe rents included a 6}4 percent ‘Yeturn on" this FHA
estimate’of costs*or on comparable rentals of sunller accommodetrons,'
whichéver was' the ’loWer U SR
Excéssive’ ‘mortgages reqmre ‘Higher ren,tal mco:ne to meet ths addr-»
txonel interest’ and:iamotrtization' charges requlred by the increased
amount of the mortgeg‘e " In; ‘the': present rental market; which’ con-' '
tinues ‘to’ be" tight in - some ‘areas: of the!country, ‘some tenants ‘are
payihg excessive vefit to oarry ‘thene’ inflated’ mortgages;: Ty will
continue 'to be required to' do' 80 unless other rental facilities” become;,
available«to "them. ' If ‘and When>the time- comes”that tenants'have -
the opportunity to’ move to rental proil eécts not requiring these inflated -
carrying’chiarges, it is’ hot' unlikely ‘the' OWners of "such’” pKOJects ‘will
be unableito obt.am the refits riecedSary 'to carry ‘their pro;ects We'
may’ theén.expect 4 substantial ‘mumber of - ‘these¢ "properties to: be
returied to the FHA ‘under its guaranty' of ‘the” mortgage a8 the
1nadequate ‘income: pre(npltates mortgage defaults;: '
Either the tenants or the FHA must pay the costs of those excesswé
mortgages. To date' most of that cost has been nsnted upon helpless

- Weare: not unmmdful of the responmblhty of the Congress; which
enacted ‘the National Housmg A'ct. - The’ record;: however, -leads “"to
the mesea,pable conclusion’ that: these frauds coulcl not heve ‘ocourred
had the’ eriminal‘ penaltxes ‘against false  applications'been enforced;
and'had FHA comphed with:the 1947 amendment 'to the'act'in makmg
its estimates' “‘as”close ‘as possrble to''the" actuel costs of “efficient
'bulldmg ‘operations.” 'It" was not-defécts in'the: statiite, but 'its
maladministration' by FHA, whith was ‘responsible for’ these- frauds.
Th - Congress ‘can be criticized only for having- Walt,ed 80 long to
1nvest1gate ‘this program, )

"The home-repair and* 1mprovement program, under tltle I of the’
Housing Act, was adopted in'1934 to stimulate business and- encouk‘a.ge‘
needed home' repairs,: The'act perm:ts a homeowner to make répairs
without making any downpayiient to thecontractot and permitsitheé -
contractor ‘to’discount-the homeowner’s note at'a bank with' an' FHA
guaraiity.. Over the) éars “suede-shoé salesmén’’ ‘and “dynan’nters "
whoge ranks’ have inclided racketéers 'and gangsters, have infiltrated
this bisihess.  They have used fraudlllent an deeeptwe sales prac-
tlcm on'thousands of homeowners;’

“In’ the belief that-home répairs of substantlal value would cost them
httle or nothing 'many‘homeowners have signed contracts which'they
did not‘read: or undefstand: ' After-obtaming work Whioh ‘'was either
ungatisfactory or worthless; these: hiomeowners found’ that s bank held
their iotefor & ‘sitbstantial sum of: mOney and that under thelaw they
had no'deéfense to the paymenb of the note, in spite of the frauds: ‘prac- .
tided: upon thém, : The’ testimony - shows that Hany" lending® institu-
tions: webe; at & minimurh;: careless in“accepting notes from questlon-
able dealers ‘and- thereby encour ged’ these fraudulent: practices. ,

‘Most home-répair contractorsare' both hionest arid reliable. But
laxity in’the'administration ‘of the title T-program enabled ‘dishonest
people to'ake large sums in illicit' profits from owners of small homes
‘who perhaps’could’least - afford: the losges, =~ -1 G

Thée Commissioner of Interndl ReVenueahas mdxcated 'sh intetition to
v1g01‘ously pﬁbs‘ecute the tax laws to récover for the Governmentisuch -
sums’as are due to-it from these recipients'of m-gotten gains. -We tirgé
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 the Comlmssmner to contmue, ‘and’ 1f posaible to mcrease the ,v;gor

“of ‘this: program,. - .'The’ Department of Justice. has ‘during: th Urse
of this mvestxgatmn ‘convicted 60° persons and obtained 78 mdw erits
against 126 persons for, offenses cornected Wxth the:N ational. Housing
Act, largely under the title I home: unprovement progra,m -Up.to; the
present time, ; there 'have, beon, very, few, convictions. under :section
608. - The Department,of Justice and the United, States dmtnct attor-
neys .are urged. to continue, and if posmble to increase,; ‘thevigor of
their prosecytions of all who have committed:criminal offenses under
the gtlonal Housmg Act where the statute ‘of limitations has not
expll' e oo §

- . This commlttee has tumed over to the Attomey Genera.l and to
the Commissioner of Internal Revenue data and: mformatmn obtaa,ned
during our investigation. . The committée wishes to express.its appre-

‘ciation to the General Accountmg Office, the :Bureau of Internal
Revenue, the Department of Justice; and the Federal Trade. Com-
mission for the .complete’ and most helpful cooperatlon each of them
extended. during  this investigation.

It is not possible to state the total cost of, the sectlon 608 progr
to FHA to this date, As of May.31, 1954, ‘the’ ‘FHA :had become;the
owner of either the: properties or . the mortgage notes of 281 :section
608 projects: containing ,18,850. units: and representmg an investment
of $128 7 million, - Forty-one of thesé pro erties, in’ ‘which FHA had
aninvestment of $13 9 million, haye been sold for a net loss of $952,880.
Untﬂ the FHA isable to sell the remaining; 250, proj erties in. default,
it is'not possible to. eetlmate wha,t if any, will be.its loss on. this.$114.8
million mvestment There is avmlebfe for; section 608 losses a’ re-
serve fund of $105.2 million,, Inflation during the.last 5. .years -has
minimized the FHA’s present loss and has perhaps prevented ‘other
defaults: The FHA and the Federal Government. continue to.be
liable for the over $3 billion .of mortgage.commitments which remain
outstandmg under the section 608 program (For summary of the
section 608 program, see. chart on p. 72.)...

It is difficult, if not impossible, to. estlmate the total amount
which the.American people; were defrauded.in the FHA program. ZWy
have inquired into only 543 of .the 7,045 projects constructed under
section 608 of the act in. whlch the Government’s commltme\,lts totaled
$3.4 billion. 1In projects that we have exammed the total costs were
more than $75 million less: than the mor! (Froceeds although the
statute contemplated that in projects of llar volume. the costs
would have been $73 million in excess of the amount of the mortgage.
And that total represents. the, builders’ own 'computation - of. .costs
shown'in at least some cases to, 'be excessive, . Rents:in FHA insured

projects are based upon the FHA estimate of the cost _to‘construct
the project. For every $1 million of excessive- estimate, the tenants
may. P tl); a8" much a8, $65 000 a yea.r excessive rent—for the 30-yeer
life of the mortgage.: ke

We did not h‘vetthe op ortumt ‘to '“emme many of the 1- to 4-

famnly rental ) jects in the $3.6 billion grogmm under section: 603

of the'act,. In one case; however, we found ‘a $29 million mortgage to

be more than $5° mxlhon in excess of the actual costs of the project.
.In the $8 billion home repair. .and. improvement program. | there-are -
many cases in which homeowners were charged 2, 3, and 4 times the
value of the’ work done; end m .someé cases the work was,_ actually -
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worthless, In many cases the o),mmrssmns of the so-called salesmen, :"."‘
in’ the’ trad% ran o 50 yercent of the chargen

called’ “dy amlters
made to the homeowner for the' ork
. '

Couuanr BY Snmrons Funnmox{ y Ronnnfrsor:, SPARKMAN, ann, '
‘ N :

DOUGLAB, D LEHMAN o

. We eppreclate the fa,ot thet the "_I,nnnttee has adopted manﬁr":of thez
suggestlons wé lave ‘made’for chunges in’ this aiid ‘other ‘sections ‘of
the report. . For this' reason, ‘and lecause we believe ‘thets is much in. :

it to be' commended ‘We, have not’ol ]h ected to tthte lsstiatnce of tfhe repovl"rt* E
respec 0" portions of: it e

at pomts in- the text of the report -

......

shall note‘some of our resérvations
, (See also 868 34,150, and;106.) "

altholigh we: ‘have' reservatlons mr

"As to this sectxon, we féel the report goes t00 far toward ngmg the )

1mpress10n that virtually ‘all- cases involving:an' excess of mortgage

amount over, actual costs mvolved fraud— J)Lgclally if fraud is- ngen’ v

thée'meaning which it has in’ cnmmgl procee

- The ‘report: correotly ‘poirits out - that unreahstlc appralsals and'f

estimates in’" builders apghoatlons were éncouraged by the fact that -
ese pract ces :t0 ‘be: fraudulent and dxd not

FHA did not‘ consider 't

relf on’ them in'making its own evaluation. .
n ‘passing udgment on these fagtd,-however, the. comxnxttee should

take into consideration that under ‘the law at: tilat time, or ‘even now,
FHA’s determination of the mor:%uge amount 'was not to be: baseci

upon the ‘actual'costs of & complet¢d individual project, ‘nor tipon the

estimates: of costs, or contract co;sts in. the apphcatlon, but upon

FHA's own' estimates; -
-Congress’ penmtted FHA to me.ke its détermmatxon of mortgt:ﬁe
amounts on': the “basis of the estimated replacement costs of

project. - This'determination had ‘be ‘made in advance of construc- -

tion, upon the basis of FHA’s own! estlmates, not those of the bmlder,'
northe actual: cost of :the completed projest.

-The’ stendard ]gractwe of ev&ludtlng land therefore, Was not wha.t'

1t may ‘have the owner ‘bt its" eetnmated value, “As to archi~

tects’i fees and ‘builders’ profits, the: practice was not what actually
was paid, but what normally would be pald lf the constructxon weree.

to'be duplicated, -
‘That: theee estlmates b the FHA were fa.ulty in: many cases is

ap]oarent ‘That certain FHA officials: were lax in-their exercise of
authority to :prevent excessive profits. is also apparent; That some
builders-. excessive qroﬁts out/ of 8 wer-crea.ted housmg emer-

gency is less-than’admirab

Undoubtedly. there were cases of fraud It is gomg too far, howevxif’ ’

to imply, as we. beheve ‘the. report. does, that all who overestima

costs. an received excessive mortgage mone{) were guilty’ of legal

“fraud 3 end have’ eeceped proseeution only ecause the statute of
limitationis has expired. . . . T



PART II. STATUTE: THE NATIONAL HOUSING ACT .

.The point ‘of beginning in any inquiry of the Federal Housing
Administration is the National Housing Act adopted by the Congress
in 1934 by which the Federal Housing Adminijstration was-created
and under which its duties were set forth. Under our ¢onstitutional
form of government, it i8 the function of Congress to ‘enact workable
legislation. The executive branch must intelligently and properly
administer that. legislation as passed by the Congress, ~Argumeénts
have been made as to the economic soundness of the National Housing
Act, particularly of section 608. - We have not attempted, however,
to reappraise the economic issues before the Congress in‘ passing the
National Housing: Act. : Our inquiry has been directed toward how
the law worked ‘out, and whether its deficiencies resulted from poor
legislative drafting of the law: or.from poor administration. The
Congress should be held responsible for abuses only if it failed to per-
mit and provide for proper:administration of the program, ... .

The specific provisions of: the statute throw great light on the extent
to- which FHA intelligently; and honestly administered the housing
rogram as well as the extent to which the Congress exercised ita
egislative responsibility. .. Nine sections of this act have been re-
viewed, to a lesser or greater extent, in this investigation, The com-
mittee’s principal inquiry-has been of the administration of the homs-
repair and improvement program provided for in section 2 under title
I of the act, and the multifamily rental projects administered under
title VI, section 608, of the act. Attention has been directed par-
ticularly to these programs because the greatest abuses were con-
centrated there.. ,\ , e
Other programs inquired into more briefly by the committeé: are;
Guaranties of mortgages of 1- to 4-family sale houses under section
203 of the act; guaranties of mortgages for multifamily rental projects
under section 207 (at 80 percent of economic value, as distinguished
from 90 percent of estimated costs under sec. 608); guaranties of
mortgages for su;:’f)ose‘dly nonprofit cooperative ventures. .at .95
ercent of estimated costs under section 213 ; guaranties of mortgages
or 1-to;4-family -houses under section’603; guaranties. of mortgages
of multifamily residential projects at military bases under section 803;
guaranties of single- and 2-family residential houses in defense areas
under section 903; and Federal subsidies for slum-clearance projects
under title I of the Housing Act of 1949. : o
History of section608 ..~ =~

_ Section 608, about, which therd has been  great deal of controversy,
was addod {0 the Nalional Housing Act on May 26, 1942 (Public
Law 559, 77th Cong.). It authorized the FHA ‘Adniinistrator to
insure mOrtEdgé‘s“"or'xl;ﬁrOperty “designed. for rent, for residential use
by war workers”. e-ﬁ:ri_ncipal‘ambd‘r'it of any such mortgage was
limited to $5 million; there was a further liinitation of $1,350 per
room. The act also provided that mortgages could not exceed 90
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percent of  the Administrato te “re” ono,ble replaoo-
ment - cos!f 2 f the: co;hpleted p eq “Lﬁ% & M} e pro-
posed physical improvementa; u un arios o{ the
'property ox‘ pro;eot' archltects' fees, taxes and” mtemt -aocr
durmg constructxop and’ other &n;scellaqeous charges ;nmdent
€o! t;uotlon ‘and’ approved ‘the Administrator,”” A fur
tation was that the mortgago cotild’ Kot ‘excéed the “amoini wluc.l
the. Admmmtrator estunates will be’ tlge cost of the' co leted physwal :

{)rovemen “on the property or. pro;eot exclusx 760 oﬁ'-slte pubhc
utilities and stréets, and organization and, legal’ expenses,”’ . |
‘The Administrator was authorized 'to. i‘equu‘e ‘the mort%agor to be
regulatéd or restﬁétpd as to “rents, or s&les, chargos capital struoture
rate of return, ‘and 'method ‘of operation. ?In order to enforce ‘the;
restrictions" effootlvely, the Administrator was authonzed to’ acqmre
$IOO of stook in any such mortgagor ‘
" Many changes weré made in the act in 1646’ (Publxc Law 388; 79th
Cong.). Priority in occupancy of the FHA insured propertles was
%‘wen to veterans of World War II and their immediate familiés,
he .maximum mortgage :per room was moreased ‘to $1,500 -and "the
Administrator was given discretion to increase this amount to.$1,800
per room if cost levels so required. - The basis for the Administrator’s
estlmate of cost wasi 'changed from “xeasonable current cost” to
“necessary current, cost’’, .
A major, amendment to.the sectlon was made Decomber 31 1947
whon Congress imposed the restriction that:
- Inf estimatihg tiecessary’ ourrént cost for the ?urpOfses of said title, - tho Federal

Housmg Commissioner shall therefor use every féasible means to assure that such
estimates will approximate as closely as possible the actual oosts of cﬂ“lcxent build- |

ing. operatxons (Public Law. 394 80th Cong)

In 1948 8 mMum hmntatnon of 38 100 per faxmly uxl.)lt was. sub-
stntuted for the previous maximum lumtatlon of $1,800 per room
(Public Law 901, 80th Cong.)..  This turned out.to be a very significant
change for thereafter many projects were authorized in which 70 to
90 percent'of the apartments were 1-room. eﬂiclencws That amend-

ment also added & provision requiring— ...

That the princ ‘Eal obligatnon of the: mortga&e shall not, in any event, exoeed
90 percent of the Administrator’s estimate of the replacement cost of the’ property
or project, on the basls of the costs prevailing on December 31, ,1047, for properties
or projects of oomparablo quality in the locality where suoh property or pro;eot

is to be located
Al new reqmrement wa.s a,dded that the mor agor must, cerhfy

.....

that in selecting tenants: for the property cover the mortgage,
he would not ﬁcp , ﬁgalﬁst any faxmly by rezson of the fact
that there were children in: B he. fgm;

The final. ‘extension of the progr sm carie 'in’ 1949 when March 1
1950, ‘was_established as the ter;nmal date (Public Law 387, 81st
Cong.).’ The program was permltted to. expxre on that da.te

History: ofsectwn 603 . . '
‘Section 603 was'added ‘to’ the Natlonal Housmg Act in’ 1941 to proa _
vide 1- to'4-family sale and rental hiousing to meét the Aciite shiortdge
catised'by the national-defense activities (Public’ Law 24, 77th Conig)):-
The 'ofiginal ‘réquitements for'insutrance ehglbxht én{ at (1 "?‘thé‘
mortgage could hot exceed 90 percent: of ‘ap ralsed valué' and’ $4,000
for & l-famlly dwellmg, $6,000 for 8 2-fam y resxdence, $8,000 for 8

9".
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3-family reeldence, a.nd $10,500 for’ 8 4-faimly 'x"eéiglence end (@) the
mortgage could not have a maturlty in ‘éxcess of 20 years,

In 1946, srionty under this section was given' to véterans end ‘their
families and two major changes were made. The firsy change sub-
stituted necessary current cost for a ppraised value in’ deterlnlmng thé
‘maximum amount of the mor tﬁe under the 90—percent mortgage
formula. Thesecond atithoriz e Commieemner g)) prescribe hrgher
maximum insurable mortgage amounts for these'one to four family-size
dwellings if he found that at any time or in'any particular geograﬂh c
area it was not feasible within the mortgage limitations to construct, such
dwellings without sacrifice of sound standards of cohstruction, design,
or livability. - The higher maximum insurable amotnts were $8 100,
$12 500, 5 750 and $18,000 for 1-, 2-, 3-, and 4-fam11y dwelli
res ectavely (Puhlic Law 388 79th ng)

uthority to insure mortgages under this section was termmated on

April 30, 1948 (Public Law 901, 80th Cong.).

Hustory of section 208

Section 203 has been a part of the N ational Housing Act since 1934
(Public Law 479, 73d Cong.). This program provided for FHA
mortgage insurance on 1- to 4-family sales houses. This committee
_ did not inquire into that program as & part of this investigation. The
principal amount of a mortgage ‘under this section could not exceed
$16,000 or 80 percent of the appraised value of the property, and
the term of the mortgage could not exceed 20 years.: _
- In 1938, section 203 was amended to provide 2 additional plans of
mortgage msurance for smgle~fam11y owner-occupant dwelhnge (Public
Law 424, 75th Coni

Under one plan, the mortgage could not exceed $5,400 or 90 percent
of the appransed value a.nd the term of the mortgage could not exceed

25

he other new plan pmvrded that the mortgage could not exceed
$8,600 and could not exceed the sum of 90 percent of $6, 000 of the
appralsed value plus 80 Feroent of such value in excess of $6,000 up
to $10 000 The term of the mortgage was hmnted to & maximum- of

20 ,
he Housmg Act of 1954 repea.led man overlappmg and com-
lex provisions of section 203 and established a simpler and miore
iberal formula for determini maximum mortgage limjtations
(Public Law 560, 83d Cong.). The section now provides that the
maximum’ am0unts of mortguges whichcan be'insured: by FHA 'are
$20,000 for a 1- or 2-family residence; 327 500 for a 3-femily residence;
and $35,000 for a 4:family. reeidence “The mor ag canhot exceerf
the sum of 95 percent of §9,000 of appraised value d 75 percent of
the appraised value in excess of $9,000, with authority for the Presi-
dent to increase the $9,000 limxtat.xon to $10 000 if he etermmes euch
action to be in the public interest,

If the mortgagor is not the occupant of the pr ferty, the maximum
loan to value ratio cannot exceed 85 percent of the mortgage loan
which .an owner-occu ant can obtain. The maximum' maturity of
mortga.ges er section 203 cannot exceed 30 years or: t.hree-
quartere of the Commissioner’s estimate of t.h'e“remumng eoonomxo
life of the building improvements, whichever is lesser.. ; ... . :
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Hmbry’oj aeohon 207 L L g T AT

Sobtion 207 wis' notHer oneo the original'programs of the Nati nal
Hotising A 3t 'of 1934 and " provided f‘m'o‘“.' i ‘é“iﬁédt‘aﬁ‘é for rgntsl'
hoim!?“ blig:Law’ ’479”73& Camg) " Title to v hid to

eld'by Federal or Stats’ trunhehtalitles, nvate 1ted diﬁQénd’
colrpOration, ‘or municipal corporate instrumientalities, fofmed fo o
purpose ‘of rovxduég housmg for persons of° lov;v incomie, '
mstrumé;lta ties an co ‘fratlons weré ré uired to be regulawd b
law or by the FHA atmtor ‘88’ to reﬁ ’}Ik rges,’ cépital qt.ruo-‘
ture, rte of 'ret dm, tr methods 6f opers 'he ‘maximumm mort~.
'insurance omild not, exceed $10° mjlhor; for one pioject, " . i
n 1938 ‘Heqtion‘207 wasamehded to provide that certain egu
grwa cor orations could qualify as mortﬁagom (Public. Law4 76th
hé amount ‘of the mortgdge could not'excéed $5 milli on, nor
exce 80 perceﬁt of the Administrator’s estimate of the value of thé
project when the’ b roposed imprOVemeﬂts were' oompleted and' could
not exceed’ $1,350 per.room. '

In 1939, section 207 wab‘ ametided’ to ﬁro\ude ‘that the amouiit’ ‘of
thé’ msured’ ‘mortgage ¢ould not ‘excéed’ the Adiinistrator’s ‘estimate
of the cost of ‘the comp leted pl ﬁmxcal 1mprovements 'on' the property,
exclusive of the followmg ‘Public utilities and streets, taxes, intereat
and insurance during: constructlon organization and 1 .expenses;
and mlscolla.neous oharges durmg or mcldontal to construction (Pubho
Law 111, 76th Cong

The H,ous;ng Act of 1948 (Pubhc Law 901 80th Cong ) made further
ma]or changes in. thls section: Redevelopment and housmg‘ COrpora-:
tions .were .added :to .the list of public corporate bodies which. could
be permissible mort §agors and an exception to the $5 million’ mortgagef
lumtatlon ‘was made . for. public - corporate mortgagors settmg their
mortgage ceiling at $50 million, ;.

‘The amount of the insured: mortgage could not exceed 80 pertont.
of the' amount; which the Administrator estimated would be the value,
of the propert s,or projéct. when .the, ‘proposed - mprovements were;
completed includ mgo the land;. the proposed physxcal improvements,,
utilities Wlthm the boundaries "of the property or project; architects’
fees, taxes, and interest acoruing durmg construction, and othex miscel-.
laneous: charges mcldent to constvuctxon and approved by the Ad-.

mnmstmtom IR 0
'.Moreover,’ for the pmvate conporate) ortgagor the mortgage could-‘ :
not exceed the -Administrator’s estlmate of the cost of the oompleted _
lmprovements;exclus;ve of :public utilities ‘and streets and organiza-
tion and legal expenses.; :T' e*amount of the mortgage could not ex
coed $8,100, per: faquly unit'in;any. case .
, Ma)or changes.were made in'the Provlsmns of sectxon 207 by t,h&'
enactment of the Houamg Act of 1950 (Public Lawi475; ‘818t Cong.):.
The section: 207. mortgagor -was required to certifythat’ ‘he- ‘would not.
discriminate - against ichildren; in: selécting: tenants for the pro;éots.,_,
The: amountof the mortgage ‘could not exceed 90 percent of: o first
$7,000:0f estimated value per family;anit plus: 60;peroent of such esti-
mated: value, in excess ‘of $7,000,up to:$10, or family: uni,; A’
further modlﬁcatpon stated that, the, mortg e;could not exceed:$8;100;
per, family: unit: op: 874,200 per fanply umt there were' lesa than 4%

K

rooms in the: faxmlyum R sl g




12 ’ ‘ mA INVEBTIGATION

A further major change in the loan to value: x‘atlo oamia: i, 1953
(Public Law 94, 83d Cong.)... The language was. ri'lemstated thab the
mortgage amount could not; exceed 80 percent of the ptlmate value
of ‘the: completed project and the more conplex formula was lis::
carded. . The maximum mortgage lumts were set at. $2 OOO per room,
$7,200 per, famrly unit of less than 4% rooms and 8 max:mum of $10 -
000’ per. famly unit. . .,

- The Hous ng Act of 1954 pr Yrded for mx;gmum mortga es of $2 000
per room-and $7,200 per family uinit of less than 4 roois'(Public Law
560, 83d ‘Cong.). The $10,000 per family unit limitation was re-
peaied However, the Commnssroner was given the: drscretron tog in-
crease the per room lumtatlon to $2 400’ ‘and the, fa,rmly unit limita-
tion to $7,500 in elevator-type structures to compensate for the thher
costs of constructlon for : suc 1 stfuctures, No change was made in the
loan to value ratio.

A new, proyision was added to prevent “wmdfall [ln'oﬁts ” by re-
qurrmg ‘the builder to certify the amount of his actual costs. If the
proceeds of the mortgage exceed the approved percentage of actual
costs, the excess must be paid ‘to the mortgagee for the reductlon of

the mortgage principal.

History of section 213 :
The sectlon 213 cooperatrve hOUSmg ‘msurance program' wis

enacted ip’ ‘April 1950 (Pablic Law 475, 81st Cong.). The law provideéd:
for two types of nonprofit cooperatlve proj jects: management and sales
type dweﬁmgs. ‘The principal amount of the mortoage for' the manage-

ment’ type- pro;écts ‘could not exceed $5 -million - per Fro;ect $8,100
per family ‘unit or $1 800 per room; and 90 percent 0 the estlmated
replaCement cost,

. Two'exceptior s‘?‘to these maximum- ln‘mtatrone for World ‘War II
veterans provrded 1ncreased allowances for ‘each “1-percent -increase
in véteran’s membershrp in’ the' cooperative and, if at least 65 percent
of the membership of the: cooperatlve were Veterane, the maximum’
mortgage limitation was $8;55O per family unit or $1, 900 per room thh
a 95 percent maximum ratio of loan to: value, i °

Thée maxinmum mortgage limitation of’ '$5 million | per proj ect: apphed
also to the ‘cooperative sales type dwellings: : In'addition, ‘the prin-
cipal amount of the mortga%e could’ not excécd ‘the greater of eithér
the limitations described above for cooperative management ‘type
E‘o;ects or the lumtatlons requrred by sectlon 203 of the N atronal

ousing Act.: o

In October 1951 sectlo N 13 was’ amended to mclude veterane of the
Korean war within its benéfits (Public Law 214,'82d Congy);

The Housing Act of 1954, adopted. on’Aug st '2,-1054, has further'
ameénded section 213 (Publxc Law 560, 83d Cong.). A pI‘OVISth was
added to permit FHA-insured cooperatlve housrng mortgages to be’
s high as $25 ‘million  in amount if the mortgagor cooperative is
regulated by Federal or State law as to rente charges, and: methods
of operation, SREAN

‘This sec 1also changed mth reepect to "onv‘eteran pro;e"t t}re
former limitation on’ mortgage amounts of $1,800. per room or $8,100
per family unit‘to $2,250 Ker roomn and 'the: foimly unit limitatioh is’
applicable only'if the number of roams is less'than four:* Also; there! -
is a change from a cost basis to'a valuation basis.  In addition; the
basis for allowing increases in- Imortgage hmltatlons for Veteran mem- .
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bershxp Was; changed 50, that duch’ mcreasesj can be! made only if: 65
percent of 'the:members of ‘the. cooperatwe are veterans. ...

. The Commxssxo ér ‘'was authorized in: his: dnsc,retlon to mcrease the
,dol]er amount hhiltatnons for; elevetor-type structures in. both veteran'
and  nonveteran. projects;« The  maximum increases,:permitted - :aTe;
$2,250 :per roomi -to $2; 700 ;1$2,376 per .Toom: to: $2,850; $8 100 ‘per
femlly unit to. $8, 400; and $8 550 per fe.mxly umt to $8 900, aii

Histsty of ’éectwn 803+

Title VIIT wad*added o “‘the Netxonal Housmg"Act on Au ustf
1949 (Public' Law 211, 81st’ Cong.), ' Section 803 stated thet the
purpose ‘of this'f progra.m Was 'to prowde rental housing accommodatiohs :

or civilian:and ‘military-personnel 'of: thé-Armed Forces af or in- the
area of mxhtary ‘installations;where; there was'an: acute shortage' of:
housing::-; The Secretary: of :Défense was required to’ certify that the
housing: was. neceseery and the‘installation concerned was a permanent
part:of the military; establishment; and: there Was no. present mtentlon
to substantially curtail activitiés there

Thé ‘principal amount: of ‘the’ mortgage on such a :pro;ect cennot "
exceéd '$6imi lOIl, ‘cannot exceed 90 percent of the amount which : the
Commissioner ‘éstimatés will ‘ba ‘the’ replacement cost, of’ the property.
or prOJect whéh' thexproposed improvements are completed ‘and cannot:
be more'than’ $8,100 per family unit, except in‘an’ exceptlonel case in'
which: the Secretary of Defensé certifies that the: negd would be better
served By smgle-famlly detached dwelhngs, the mortgage hmxtatlon is'
$9 000 -per family unitsi - - -

By amendment in® 1951 personnel of the Atomlc Energyf Commls-
sion ‘employed. at AEQC mstallatlons :were included.within :the benefits: .
of this law. . In eddltlon, the Commissioner was authorized to-inorease:
the-limijtation ' from $8,100..per ! amlly unit ;up: to $9 OOO where cost
Ievels so‘requlred (Pubhc Law, 139,82d , Cdng) ...... _

-In1953 an {antiwindfall.profits’’ provnsmn was added whlch requlred
the’ bmlder, upon:completion of ‘the. pro;ect :to-certify his actual costs
and: to. pay-:the. mortgagee, for. reduction of the mortgage, the:amount’

by Wh(lic the l;wrtgage proceede exceeded the actual costs (Pubhc Law
83d: Cong:

’I‘he Housmg “Act.of; 1954 extended to June 30 1955 the programr
under section 803 (Public Law 560;-83d Cong) Sy

Hwtory of eectwn .903 .y
Sedtié' 903 dé
Erowd eqhate us W
e critital defense’ areas ‘(Pubhc,_“L‘a 139
nce der this se¢

3

ments for'insu

coyer pfbpe ty deelgned fo
and csnnqt éxceed 90’ pe

. cannot. ekc’eed 38, 100 _

two-family’ dwelim ‘axcept that” in 56

mounts ‘4 $1e,oop ‘ ;pqc, ively, i ho finidy th cost leveld

s unt’ mi;; t ;mgjg: Anrther mcregised

( t 1'bedrog excess of 2 per fah}ﬂ ‘unit -

it such'units'm somid standards'of llvo,blhty a8’ 3- nd 4-bedroon’

umts, .The maximum- maturlty for mortgages msured?‘under thls"ﬂeé-“ _

-tlon ‘Was’ lumted 0 30 yeﬁ_“

561 07-——55————2
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The Housitg Act of 1954 (Ptiblic "Law 560 83d: Cong )'f,’eqmres
that each dwelling covered ‘by:a mortgage msured ‘undeér ‘this section
aftér the efféctive date of the act be he d for rental for'a perxod of not
less’ than 3 éars after the: dwelhni is'made ‘available for initial oct
cupancy. - This act also reqilirés: the: mortgagor to certify that the

?proved percentaé'e of dctual cost equaled or exceoded  the procesds
the mortgage’ Ioan or the amount ‘by-which the proceeds exceeded
such a(;)proved ercentage and to apply the amounb of such excess to

the reduction of the mortgage.

History of title I

Title T was'enacted in 1934 as '8 part of the orlgmal N ational Hous-
ing Act (Public Law 479, 79th Cong.):  This was a depressxon measure
aimed at helping: solve the widespréad unemployment 'in_the.con-
struction industry. Section 2 provided for insurance-of lending: insti-
tutions, against losses up to 20 percent of the aggregate amount of
advances made. for the purpose of financing ‘alterations; jmprove:;
ments, and repairs upon real property The 1nd1v1dual loans could'
not: exceed $2;000.

In 1936 section 2 was amended' to prov1de that the amounb ‘of
insurance to: be granted to a financial nstitution was reduced from:
20 percént of the total amount of loans to 10 percenl; thereof (Pubhc
Law 486;'74th Cong.). - T

The National Housm Act Amendments of 1938 (Pubhc Law 424
75th Cong:) provided for the' expansionof title I, 'section -2, - ~The.
maximum_ amount of individual loans for ﬁnam,mg repairs;: altera-
tions, and unprovements on ‘existing :structures’ was' increased “to
$10, OOO' In addition; provision;was made: for loans up to $2 500 for
ﬁnancmg the bulldmg of new structures; - = .

In 1939 catastrophe loans were included ‘as. 1 of 3 classes of loans
insurable under section 2. (PublicLaw 111, 76th Cong) Theé othér:
two classes were loans for alterations or repairs and: loans for: building
new structures, The amount of each individual loan in any of the
3 classes ‘could ‘not exceed $2, 500 ‘or have a matunty in" excess of 3
years and-32 ‘days. ' ,

One new feature of the law was the ﬁxmg of a premlum charge of
not ‘to excee,d(, three-fourths of 1 percent per: annum of: the orlgmal
amount’of -thé-loan payable by the financial msututlon for insurance
under this title. .

. Numerous minor changes were _made in ‘the. program dumng _the
War ‘years; but " the next ma]or amendmenj;s “came 1n 194_ .. The
National I-iousmg'Ac of 1948 (Pubhc Law 901, 80th' Cong.) jncreased’
the maximum lim on” loan‘s f_r new *constructi
$4,500, A new program for loans lor ;
ment,' ‘conversion of an emsting stru _
or'a-d _elhng for two . or more’ famxhes was ,
could t ceed $10 OOO and had a matunty of not more than 7 years _’
and ‘32’ days B S
" The Housing Act 6f ‘1950 (Pubhc Law 475 it ), Fediiced
the max:mum‘%oans for new constmcmori from $4500 to $3, OOO and;
loans for new residential’ construction’ 'wefe’ limite 'io a Vmatunty of 3f
years and ‘32 days G PR o

‘The revelation of abuses'in the operatiohs of ‘the he .|
. nnprovement program led to. the enactment of dmg brovxsnons‘
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in the Housmg Act of 1964 (Pubho Law 560 83d Cong) These’
amendments wasre; . s

1, A lender covex‘ed by tztle Ismsura ""e:’was placed in the posmon v
of & coinsurer by limiting his reimbursement to 90 percernt of the
loss on:aiiy individuial loan;: . Since; the lender must absorb 10-percéht-
of the:loss on each loan; it'will :be in;the Tendet’s interest to conduct
more ‘caréful lendmg‘ operatxons and thus help prevenb abuses in the
home ‘répair and' mpmvementgprogmm x it

2.!In- order to bé eligible ender ‘i der txtle I th ;lendmg mstl ,
tuhon ‘must’either (a) be 't 60 inspéction: and supervision! iof &
governmental agency . ‘and’ foind: By ‘the: FHA " Commlssioner t0. bd
qualified by experienice.or facilities to, take: ppartiin,the.title I program,
or (b) be approved by the Commissioner on the basw of the institution’s
credit and experience or' facilities to make‘and service such loans.: b

:3;:Only:home :‘improveéments. which; sub,stantxally protect or im-
prove ‘the basic hv&blllty or; utillty of properties are’ eligible, for insur-
ance. .- The FHA: Commissioner is directed to.deéclare: ineligible from’
tinié to'timée:items’ which .do not. meet this standard or are especlally '
subject to. sellmg abuses;; = 1. [

4. The-use of titls I loans on: new: houses i prohlbxted untll after
they ha.ve been:occupied for at. least 6-months; |, The, purpose ‘of this
provision'is: to ‘prevent: the: proceeds of -a title I loan from being used
as part of the downpayment for. the: purchase of angw house,, - .-

6. Multiple loans' granted under title I on- the’ same structure are
ﬁrohlblted from exceeding in thé a. egate the dollar limit set forth

y statute for that particular type:of loan.. ‘

Hwtory of 8lum cleamnoe

Title I of“the Housmg Act of 1949 (Pul)hc Law 17 1, 8186 Cong,
approved July 15;:1949) authorized the Administrator. of the Housu:s.
and Home Fmance Agency to provide assistance, in' the form' of capital’
grants and loans, to localities for slum clearance and urban redevelop-
ment.’ { “The capltaLgrant contracts authorized in"title I, aggregating
$500: milhon ‘Were for the purpose of defraying up to two: ‘thirds of the
net cost to locahtnes of ma,kmg pro;ect land avallable at fair value for
appwved new uses..

"Thé law authonzed borro 'gs b f;_the Admmlstrator from the
Treasury, aggregetrhg $i- bilhoﬁ’,’{‘ ,_hlch can ‘be ‘ugéd”for short:term’
advances'to finance the i of proj gct sites and the preparation of:
plans for speclﬁé projéct developme‘nt 6peratlone ‘temporary loans for
the: acqulsltlon, ‘clearance, and: ;preparatxon of laud forireuse; specml:‘
loanis_to fitlance constriction’ of ‘publ c?:'bmld »andf facilities;:and.
long:term 16ans to refinance thélocal i “pre
is leased rather‘t sold No

form .
t i:h'él‘. :ohh;acts )
$35‘fmlli6n

-1ﬁ States' w

S .'~



PART IIL RESPONSIBILITIES UNDER THE HOUSING
PROGRAM

The housing program, both short ‘term for the. postwer er&, and‘
long term for the general good of the Nation, involves a farsighted
legislative program by the Congréss;: enlightened and competent
administration of the lew by the administrative agency assigned that
responsibility, and a sincere effort by the building mdustry to fulﬁll
its economic responsrblht,les

It is not difficult for a congressional committée to absolve 1tse1f4
of any fault and place the entire blame upon others.: But thereis
no occasion for- the Congress to ‘accept responsibility whlch rightly
belongs olsewhere Perhaps the Congress was ‘derelict in not sooner
making a full inquiry into the administration of ‘this program The
facts now available, however, show that some officials ‘of FHA and
gome spokesmen of the bunldmg industry misled  and deceived the
Congress as to the administration of the act. - It appears now that
what they told this commlttee did not and could not happen was in
fact quite routine. We inquire how as to how each of the responmble

bodles discharged its responsibility.
SecTION A. CONGRESBIONAL RESPONSlBILlTY

The Congress prov1ded in section 608 that the FHA Commxssroner
could require the mortgagor —
to be regulated or restricted as to rents * * * capltal structure, rate of return,
and method of operation.
The Commissioner was also authorized to acqulre $100 of stock in
mortgagor corporations for the purpose of ciiforcing his regulations

or restrictions.

Pursuant to this statutory authonzatlon FHA estabhshed a “Model
Form of Certificate of Incorporation,”. which. every. section 608
corporation was obligated to use (Housmg Act-hearings, April 1954,
}) 1971). This certificate of incorporation provided for $100 of pre-
erred stock to be owned by the FHA Commissioner and that— -
no dividends shall be Ee&ld upon any of the capital stock: of | the ‘corporation (except
with the .consent of the holders of a majority of the shares of each olass of stock
then . outstanding) ‘until all amortization payments duée  under the Mortgage
insured by the Federal Housmg Commxssroner ‘have been’ paid

_These provisions requlred the a proval of the FHA Commxpsnoner
of windfall distributions, a fact wﬁolly ignored in the’ admlmstratlon
of the act,  FHA' officials testified - befoge this comnut.tee at’ the
actual costs and the amount:of the “Wmdfall profits” distributed to.
these sponsors: wete available to them in the annual reports which:were
required, to be filed with. FHA. But-Burton, . Bovard, former FHA
General Counsel; testified that no one in FHA read thee ann aI portg;

A most mgmﬁcant congressional act to-have prevented ‘thése, abiises-
was the provision enactgﬁ in'June 1934, found in seétion 1010, title 18;
United States Code, makmg it 8 cnmmal offense to ﬁle false state* ’

18
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- ments in’ connectmn Wlth obtalmng 8 loan or advance of credlt msured
by the FHA Thg,t 86 tion ‘ SRR

oﬂ‘ered to o t‘edﬂb e;i“,éde!rlal Housing Ad n for nee,
. or‘for the ‘purpose ‘of influencing.in ani? way, the &ctlén "of 'stich dmimstratlon,'
makes; passis; utters; or’publishes any-statement;’ kno“ ing thé same 10 be falde,
¥ ¥ X op w lllffully overvalues any security, asset, or income, shall be fined not
more than $5, 000 or impnsoned not more than’ two -years, or both. :

‘There ‘Was alréady in- ‘the: Orimmal Code, soction 1001 title 18,
enacted in:1909, a statute. makm it & crimo'to make a false statement
to: any : Govemment ‘agency,; Therefore: the:enactiient: of::section
1010 ‘expresses 'a’ (ongressmnal ‘awareness: of :the. specific dangers in-
volved:in thé housing program to be administered by FHA: 4

In 1935 an-agreement was reached:between FHA and the" Depart-
ment of Justice that the FBI woiild turn over to FHA all investiga-
tions of wiolations- of ‘section 1010."- The FHA was given ‘exclusive
jurisdictiontopolice all cases of fraud and misrepresentation in:con-
nection : with .its’ operations. ; That arrangement ‘was ‘abolished:on
April'12;1954, because'of the fallure of FHA to adequately-investigate
and initiate- prose("u'tlons under ‘section: 1010- for- the' fili ing of false
statoements with: FHA. In the meantime FHA 1gnored thls crlmmal
statute and all but-read it out of the law.; - -.

Not only did FHA fail to actively prosecute. the numerous cases of
mlsrepx‘esentatxon and fraud cofitained in the section 608 applications;,
but it effectivel prevented the FBI from mvestlgating, and the
Department of Justice’ fron prosecutmg, ‘those™cades ‘tnder sectloh

1010. - The most itniportant featuré-of this neglect ‘of ‘duty is that -

a majority of these' violations occurred prior to 1950'and the statiite
of limitations appéars  to now 'bar: ‘duccessful” prosecutlon The
committee is pleased to know that the FBI lLas again' assumed: juris-
diétion over violations of -section’ 1010 and that the Housing and
Home Finance ~Agency -has ‘éstablished- a complmnce division to
prevent a recurrence’ 027 these past derelictions of duty, :
- As early as ‘1947 ‘this committee. was\concemed by the’ fact that in
some cases 'the FHA mortgage insurance “on “section 608" pro;ects
répresented more thai'90 percent of the actusl cost (S Rept. No. 772,
80thCong.). - The committeeiwas: also ‘concerned that FHA 'was
estimating ‘costs on’ the basis of thé ¢osts of the'average builder rather
than on'the costs of the more.efficient builders. There was no desire
to subsidize the less efficient builders; )
Realizing. the danger of financit unnecessary and artificial costs,
the ‘committee: reported, and' the Cohgress ado ted, an. amendment

to section 608, directing t}he FHA Commnssu’mer, in estlmatmg ,

necesSary current costs to-—

use evex‘y feasnble means to assure that suoh eetlmates will approximate as olosely ;

as posmble the actual costc of eﬂiczent bmldmg operatzons

v g, ,1)!

Wliile‘siu'chfa stén‘de'r for estir

ignored this’ congressxonal mandate.  The record; discloses: no .ac
by. FHA to make this amendment effective other than a letter Sentlb
the:Commissioner .to: State’ du'ectors and: chlef underwnters which
quoted‘e'the amendment and added: L IV SN 1T

nf : .vshould have been adopted
by FHA\ on its:own at the. begmnmg the ) program, it'even completely h

y
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. * % * Therefore, you are directed to take such steps as may be appropriate to
make certain that necessary ourrént'¢ost estimates'do not réflect costs of inéfficient
building operations * * * (Housing Act hearings; April ‘1964, p: 1967).7 "'
If FHA had adopted the standard requiréd by the 1947 amendment
the ‘“‘windfall profits,” “‘which reached their peak in 1949, 1950, and
1961, could not have occurred in: anything like the volume we have
seen, - el e e L
Most, if not virtually all, frauds and irregularities” disclosed by
these hearings colild not occur if FHA had: (1) Required truthful
statements by builders in their applications through the: criminal
prosecution of those who failed to do so0;.(2) made realistic estimates of
costs based on the actual costs of efficient building operations; and
(3) used the corporate charter provisions authorized by the statute to
check on"the activities of builders following the issuance of the FHA
commitment. . . . . D RS
Notwithstanding the repeated :assurances: by builders-and FHA
Administrators, Congreéss should have sooner looked into'the Tepeated
rumor of irregularities in the section 608 program;: The investigative
power and responsibility of: the Congress should be diligently utilized
to permit the Congress to'know how its laws are being administered.
The Congress should not:have relied on the misstatements to it by
some huilders and some FHA officials. o :
SecrroN B. ApMINISTRATIVE REsponsIBILITY oF FHA
It has been frequently said that the best law the mind of man is
capable of drafting will not work if incompetently and improperly
administered; and ;that the worst law of the Congress will not result
in inequities if properly and competently administered.. . L
Some FHA employees administered the National Housing Act in
a neglectful, incompetent, and dishonest manner, in striking contrast
to the high standard of service and integrity this Government is gen-
erally accustomed: to receiving from its public servants, .
The general attitude of FHA seems to haye been that it was an
agency for the builders and for their benefit. . While déeply concerned
with inducing builders to construct more projects, FHA appears to
have been unconcerned in maintaining the standards of integrity and
competence required of Government agencies in the public interest.
INTEGRITY OF FHA PERSONNEL .,
~Thousands of people were eriployed by FHA and we do not tiéan
to infer that all, or any great percentags, of them were dishonds,
At thé same time we do not believe that the inciderits discussed below
are isolated cases or that our investigation uncovereéd anywhere near
all cases of such irregularities. It is still difficult to believe that a
man like Clyde L, Powell could head a multi-billion dollar rental
hoﬂsi_tg‘:prog;om'for 80 mariyrlvem’ R I R
Clyde L. Powell, former FHA -Assistant Commissioner for Multi-
family Housing was ‘employed by FHA in 1934:and was in ‘charge
of -the ‘section 608 program from its inception‘in:1942 through its
termination'in 1950;> . oot el
'FHA General Order ‘No. 4 issued in 1947.gave Powell authority
to issue commitments, increase, modify - or ‘extend ' commitments;
- approve change orders during constructions and otherwise supervise
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!msurance‘oontr cté not only lunder‘ t.xon,608 butalso under all
other ‘multif &mﬁy rental’ programs.: Powell’s record;. as shown - by
this | committee’s’: heé.rmgs; dmcloses maledm;mstmtldn and; - dis-
honeety’m Govemment at 1ts worst. (No program could 'be expected
to°hiave:been: honestly and eﬁicwntly admimstered wlule headed by
man such as'Powell, ;

In his, ;apihcatlon fOr emplo ent by FHA Powe]l categonc&]ly
demed that he'had ever been ‘fo nd gmlty by a court of any cnme,
elther mxsdemeanor or felony.”’ .

Powell’s .afTestirecord, “long. antedatml'g hxs employment by FHA’
was: furmshed ~this. commlttee by the Federal Bureau of Investlga-
tion:.: The. Federal Burea.u of Investxgatlon report is printed in: the
ap&)‘endlx @a127)0. i :

, hat arrest; record *had been referred to. the ClVll Servxce Commls-
sion By the FBI on two. occasmns—Au st:14,:1941, and. January. 10,
1948—in connection swith routine loya ty: checks. ’I‘he Civil Service

Commission .as & matter of. .practice re erred such records - to FHA.

However, those arrest records, cannot.be found in the FHA files, . Who

- removed these reports iand; who' t.hereby -covered up for Clyde Powell

has never,been disclosed by. our. mvestxggtlon‘

~At. the prelithinary heqrm eld in April;- Powell was asked, ‘,‘How
long have you ‘been with: FHA?", - He declmed to .answer ‘‘upon
my constitutional % tection: agamst bemg compelled to 'he a: witness
against myself ”’.. His attorney: advised the:committee. that he would
refuse, to answer, on the stated ground, any questlon “Regardless of
whatevér nigturé’’ ‘that might be asked, of him, ;.

In June, Powell was called at the:opening: ‘of the commntbee 8 formal
hearmgs/ He was asked; questlons concerning - the;processing of sec~
tion 608 apphcatxons, concernuiﬁ hig prior criminal record, and about
his- dealings with. certain .identified, builders. - To these questlons he
again invoked the privilege of the fifth. amendment, -

At the. conclusion of the- ~hearings;;in ‘October,; Powell was agam
called ‘before’ the coxmmttee -He was then asked about.large bank
deposits he made, in excess of his Government. salary. He again

refused. to.; a.nswer on the ground of hls prlvﬂege agamst self-
mcmmmatlon,

_.Subseq uentlB Powell Was found gmlty of crnmnal oontempt by the

United: Statés District Court:for the District of Columbia for refusing

to give informationto a grand jury; mvestlgatmg the FHA scandals

after he had been directed to do: eo i)y the court RISy

One consequence of Powell’s refusal ito testify is. ‘that the bullders

who:‘‘dealt’! .with:, him haye_had’ tgxe securib of knowing: that t.he

rament. would not learn ‘from’ him of: thei illegal operations, ...: -
rds the Rnggs Natlo “'Banl;d v;here Powell nmxn

1 ’3?30 wh depomts :
enod hxs net Govemment o

atic gmk ‘e¢muyy u;l &ih d th art‘ 'l
in connection with loans ema e urmg eearyp ,
‘Qy; eriod sho"“ed;,v ‘subsﬁ_‘j,tu\l s ’
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not record his entries'into that box; bt the récords at the bank show
he fréquently enteréd that bok, often'3 or 4 times & morith. . Signifi-
cantly, he discontinued depositing ‘cash in his bank'account in Janu-
ary 1950, and on July 18,:1950, he rented a larger safe-deposit box at
the bank; just double the size of the one he previously occupied. “The
record also shows that he visited this safe-deposit box on the day after
the President disclosed the existence of the housing scandal “(April
13, 1954)., o | s e

Powell otherwise dealt in'large sums of money, In December:1953,
he purchased a lot for $12,000 in what perhaps is the most exclusive
section of Washington. {Ife paid $11,000 ‘of that purchase price by
cashier’s checks, of the Riggs Bank,; purchased the same’ day: that he
made a visit to his safe-deposit box. He paid $1,600 to a builder to
draw plans for a house to cost $56,500.. - Powell itilen;likved in ‘a hotel
and presumably would also'have to furnish and equip his new- house,
This project, including the construction, furnishing, -and equipping 'of
the house, appeared to:involve commitments approaching $100,000.
His Government salary was less than $12,000 a year, before taxes,

Powell appears to have been an exceptionally heavy gambler, particu-
larly on horseraces. Several witnesses testified to his frequent visits
to racetracks. A former ‘“bookmaker’’ testified that during a period
of 9 months in 1940 and 1941 Powell made horserace bets with him
averaging $100 to $120 a day. One day in 1941 Powell lost $1,500
on 1 day’s races. He did not pay his loss and the bookie stopped
calling on him. | . "y o S
- Notes of Powell in the amount of $8,900 wete deposited to the

account of John ‘“Black Jack’ Keleher during the period from May
27, 1942, through August 13, 1946, Keleher ‘refused to answer

uestions about his business activities during this period on the ground
that such answers might tend to incriminate him: It is common
knowledge that Keleher was a prominent ‘bookmaker” in Washing-
ton during that period of time. During a lengthy examination
gelehﬁar would testify only that he had mo real-estate business with

owell, ) ‘ N »

On June 2, 1948, Powell purchased a cashier’s check from the ‘Rig%s
National Bank for $8,650 payable to Rocco De Grazia:: He': pa d
the bank for this check:in currency of $1,000 and $500 denominations.
De Griizia is reputed to be the ‘oWner of the Casa Madrid in Melrose
Parl:, Ill., a nightclib and 'gambling house. - De Grazia could not be
located by committee investigators-and Mrs. De Grazia availed her-
self of the fifth amendment when asked pertinent questions.

On August 20, 1950, Powell lost 85,000 “shooting ‘craps’ at the
Dunes Club in' Virginia ‘Beach, Va. Accompaniéd'~~%yi V. Taylor
Jobnson, ‘& Norfolk realtor, who' was! his host, and: Frederick Van
Patten, former FHA zone commissioner, and then’ Johnson’s :partner,
Powell gambled at the Dunés Club from shortly after' midnight that
day until bétween 6 to 8 o’clock the following morning, ' The gam-
bling’ was preceded by a luncheon and a ‘dinner the f‘bféyiOustdaE;
celebrating thé completion of & 'section 608 project. ~Throughout the
festivities "there was considerable - drinking. - Powell 'entered : the
fambl_in‘gehoﬁse‘ with a roll of bills, said by Van Patten to contain at
east $2,000. e Doy
_ Johnson subsequently gave Powell $3,000 in cash to compromise
his losses with’ the owners of the Dunes Olub. -Johnson; who had
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interests in: 5 section 608. projects; charged this:$3,000 as'a financing
ex'gense_of_hm Mayflower Apartments project.. -~ .~ .0 . oo
.'The ¢ommittee heard almost countless fumors of irregular financial
transactions with Powell, - In most cases, it Was impossible to obtain
evidence either.:to corroborate or to disprove the story. ‘The other
party to: the transaction would, of course, be just as guilty as Powell
many&uchde&liﬂgﬂ(ﬂ: oo ' -_V' I :
Testimony. of Nathan Manilow, a Chicsgo builder,: further related
to Powell’s transactions, . A $7,600 draft deposited in Powell’s account
at the Riggs:bank was traced to a Chicago bank and then to Manilow.
. Manilow 'owns half the common: stock of American Community
Builders, the remainder being owned by Philip Klutznick, former
Federal Public Housing Administrator. - Manilow testified that he
gaﬁflg that stock to Klutznick and that it is now worth about $2.5
million, . . o G
American Community: Builders received $68 million in FHA mort-
gage-insurance commitments for projects in' Park Forest, Ill, In-
cluded in this total were-9 section 608 projects with mortg of
$27.8 million, - - During the constriction of tfieaa rojects Powell did
several things for the benefit of these sponsors, including his approval
of an increase in the mortgage commitment of $690,000, . =
“Manilow testified that in March 1948; the Illinois FHA State director,
Edward J. Kelly, telephoned him to say that Powell “was in a difficult
. situation” and.wanted Manilow to lend him $7,600. - Manilow made
the loan on March 9, 1948.- Prior to tbat date, Mr. Manilow had
requested permission from FHA to collect 2 months’ rent in advance
on his leases and-to invest this money. On March 24, 1948, Edward J.
Kelly recommended to Powell that the request be granted and Powell
did so on that date, . L L o -
Manilow testified that $2,000 of the loan was repaid to him by
check in December 1948. He claimed that Powell repaid the balance
of $5,600 in currency sometime between December 1948 and March
1949, He said there were no witnesses to the payment, no evidence
that it was'paid, and that he merely put the currency in his pocket
and spent it. H'owéVe’r, in his 1949 income-tax tettirn filed in March
1950, Manilow claimed this $5,600 as & bad debt. He listed the
- debtor merely as “C. Powell.” . In 1952 an internal revenue examiner
disallowed this $5,600 as & deduction, in & foutine audit, because there
was no proof that Manilow had ever attempted. to collect it.

- Even more sérious was_ the testimony of Albert J. Cassel. . Cassel
an architect and former associate professor in architecture at Howard
University, was one of the sponsors of: Mayfair, Mansions, asection
608 project in: Washington, D. C. In I?eoemﬁe’ri 1946, when this
project'was ‘nearing completion; an additional FHA commitment of
$709,000 was obtained to pay oﬁdprefemdf stock held by contractors
in connection:with prior debts. - Cassel testified that he did not know
who obtained the increased commitment but that he did not. Cassel
testified -that when he wert to Péwell to pick up the commitment,
Powell: demaiided '$10,000 for ‘his ‘services before he would -sign the
authorizatioh;| Cassel paid the $10,000in currency and received the
addit.ioualt?O0,000oommitment.. T LR T AR SR AL

_Other facts poirit to a'direct connection betweeii Powell and sponsors
of section -608: corporations that made “windfall profits.” - Powell's
appointment books show frequént visite by’ many such sponsors to
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his office, - Telephone'company records show many phone calls between
Powell, both at his office ‘and at his home, and ‘many of those who
made “windfall profits.”’ .The records of some:of tliese same sponsors
also showed large expenditures in cash which they could not:explain,

The sordid story of Clyde L, Powell was one of the principal reasons
that an investigation of the FHA was necessary. The complete scope
of Powell’s activities during his 20 years will probably never become
known, especially if the one man who knows the answers persists in
his refusal to talk. K L

Although no other employees of the FHA are known t6 have
engaged in illegal activities on the scale of those by Powell, there are
many other cases of FHA personnel receiving gratvities from builders,
accegtlnﬁ part-time employment from builders, and engaging in other
unethical practices. ,_ i »

Thomas Grace is an outstanding case involving ‘“‘conflicts of inter-
ests.” Thomas Grace was New York State FHA dire¢tor froin August
8,-1935, to August 1, 1952, Prior to his employment by FHA he
was a_partner, with his brothers, in the law firm of Grace & Grace.
He remained a partner in the law firm after becoming State director.
Grace & Grace, or his brother George one of the partners, were con-
nected with 64 FHA rental housing projects processed in the New
York office while Thomas Grace was State director. These 64 proj-
ects involved FHA mortgage commitments of $84,771,030. Geol?e
T. Grace, or the firm, received $400,000 in connsction with FHA
matters, including $291,000 in fees, .

Thomas Grace maintained that he was an “inactive’’ partner in the
firm, but his name ap&eered on the stationery, on the building registry,
and on the door of the law firm's office. oreover, Thomas Grace
withdrew $38,758 from the firm’s account and was paid $8,850 by his
brother George in the years 1946 through 1951. In at least 2 years
the law firm filed a partnership tax return, showing Thomas Grace as
receiving 25 percent of the firm’s earnings. ‘

The testimony concerning the Warren Gardens project may give
the reason George T. Grace's services were so valuable. . The original
application filed in May 1949, asked for an FHA commitment for -
$325,000 to build a section 608 project. In almost 6 months the appli-
cation had not been acted upon. The sponsor was advised by friends -
to change lawyers and to hire George T. Grace. He did so and in
less than 3-months an amended application for $485,000 was ag'proved.

John William Salmon, employed by the FHA in November 1934
and put on annual leave in August 1954, was chief a’g{)raiser. of the
Los Angeles office. In that position he was respomsible for the -fg’-
praisals on all FHA projects including those under section 608.. He
and his wife Tress received from builders ‘doing business with' FHA
atleast $25,300 in cash, a Ford automobile, and a home purchased at
a discount-price. Some payments were said to be for services of
Mrs. Salmo S R T I WV R ,
_-Arthur B. Weber.and Richard S. Diller were particularly génerous to
the Salmons. Weber and Diller builtthree section 608 projects—
Baldwin Gardens, Wilshire-La Cienegs, and Monte Bello Gardens.
The Government-insured mortgages on- these projects was approxi-
mately $5 million, their windfall was $417,000 and,. of course, they

still owned the properties.. . T D N NS RN SRS
Their biggest- wﬁnd fall ‘was $277,1564 onthe Baldwin Gardens'
$2 million mortgage, -Since the law provided for mortgages not



FHA mnsﬁcwmox ' 23

exceeding .00 percent of estimated costs, 'the FHA estimate was off
almost 30 percent, Sclmon ugned the pro]ect anolysm on Bnldwin
Gardens. as chief vtluatora

In October 1949 the Salmons | urchaned 8. home from Dillor-Weber
Co. - for $10,000.: The housé next door, .virtually identical, was sold
for '$15,600 ‘at"about the same- time to a non-FHA em loyee‘

Weber and ‘Diller were also connected with. gratuities to two other
FHA emplo Jeae—-aMaurioe Heénry. Golden ‘and Kenneth F. Mitchell.

Maurice H. Golden was employed by FHA from 1938 to 1954 and was
assistant chief construction examiner in the Los Angeles office, .In
1949 . Weber, Diller, and a- number of other builders collected an
$11,000 hosplto.l fund of which 37 000 was spent on hospital bills for
Golden’s daughter; The remaini 34 000 was put in his personal
bank account 'and in part used to & new automobile. - -

Kenneth Mitohell was chief land anning consultant in the FHA
Los Angeles and Long Beach: oﬂ‘.ices ‘In June 1949 Diller-Weber Co.
“sold him'a home for-$11,400 in the same subdivision in which Salmon

had purchased. Four months earlier the house next door on: one.side
had sold for $16,300 and 2 months later the house next door on the
other side was soid for $16,600. - Other houses on the same atreet sold
for prices ranging from 315 250 to $16,600. ‘
oughout the country it appears to have been the estabhshed

custom for:builders to ve Christmas presents to FHA - nnel,
It was not infrequent for builders to give parties to. which FHA people
were invited. In New Orleans partles were given regularly by builders
in'connection with the closing: of :section 608 mortgage oommltmenta '
Five or six top officials of the New Orleans FHA office were: fener y
in attenidance at such parties with their wives. In 1948 Shelby Con-
struction‘Co. gave & g ty at the Roosevelt Hotel on closing the FHA
commitment on the Parkchester pro;ect and in 1949 it gave a go
at. the Beverl{ Club in connectiop with  the .closing on Clai
Towers.. 8h y also gave fishing trips for FHA people. Its ﬁnancml
success in FHA projects indicates these expenses were a good invest~
. ment, Ome oﬂicia.l in the New Orleans office with a good memory
gave a long list of parties, fishing: trips, and Christmas presents he

ad received from builders. . A New Jersey: official prowded a long
list .of gift certificates he had received from builders

William V. Yaites, chief underyriter at the Jackson, Miss FHA
office, received automobiles’ from Henry F. Sadler; & builder of 2 soC-
tnon 608 rojects who' dlso -had an-automobile agency. . In 1951,

e an: even' trade with: Sadler of a 1949 Pontiac for a 1951
Pontmc In 1953, he again made an even trade of his 1951 Pontiac
foria 19563 Pontiac. :Inthat transaction. Yates made out a: check:for
$1,200 to the order of Sadler. - Sadler endo, the check but gave it
back. to' Yates who -then deponted the check in - his: own #ccount,
Sadler received no money-on the trade, ..

ThemWéremanymctanceomwhxchFHAemplo eeoworo!nredby
builders t5. work on. plans that were:to be submitted to -FHA for ap-
proval; .FHA employess, .in their official .capacity, hu*ve appmved
plana that they themselvés:had drafted for builders; . ..

Joe E; Orawford: was:a. construction ‘examiner.in ‘the Denver FHA
oﬂico from 1948 to.1951;: - He was hired in ;1950 by C..L; Whitchurch
- and :Otto: Zurchin: to: hel thomohplmwhwb‘wteretobosubmittod.
to FHA for approval, Whitchurch teeuﬁed that h&vmg Crawford
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draft the plans ‘‘greased the wheels’’ since Crawford knew all-the
FHA requirements,. There were several transactions between Whit-
church and Crawford, but the testimony was oonflicting. as to the
total amount Crawford received. R IR

At least two other builders. paid Crawford for help on plans and
there was testimony that Crawford approached Forrest Ross, a builder,
with the suggestion that Ross hire him to draw his plans Crawford
indicating that his services might get Ross a better break from the
FHA. Ross did not avail himself of Crawford’s services,

Whitchurch also paid Neal Williams, in the architectural section
of the Denver FHA office, $1,500 for work on a model home for the
Denver Home Show. : ; ' .

Horace J. Moses was employed by FHA from 1939 to September
1954 as a construction examiner in the Los Angeles office. In 1949
and 1950 he received $9,200 from T. A. Newcomb, who represented
builders of section 608 projects processed in the Los Angeles office.
In 1950 Moses was paid $1,600 by Curtis Chambers, an architect, for
FHA builders. : ) . :

William D. Sorgatz was' chief architect in the Chicago FHA office
from 1938 until August 1954, Sorgatz testified to receiving approxi-
mately $10,000 in connection with architectural work on plans that
were later grocessed in his office. @~

Charles Elliot was an assistant FHA State director in Oregon from
1946 to 1949. He testified to receiving approximately $3,000,
through an associate in his law office, for reviewing contracts for an
FHA builder, and to receiving a commission of approximately $4,000
on the sale of a plot of land on which there was later built an FHA
project. . N :

findrew Frost had been employed by FHA from September 1934,
to June 1954 at which time he was assistant New Mexico State
director. Frost was questioned before the committee about fishing
trips given by builders, gambling winnings with builders, girl parties
and other 'gﬂ-atuities from builders, To each question Frost availed
himself of the constitutional privil:‘fe against self-incrimination,

Fred W. Knecht and Harry L. Colton were respectively construction
cost examiner and chief underwriter in the Grand Rapids, Mich.,
FHA office. They were also partners in an architectural firm which
drafted plans later submitted to FHA for approval.. On at least one
occasion they induced an architect, who had not drafted the plans,
to sign their plans so that they could; as FHA officials, approve the
plans. Kneeht and Colton received over $20,000 from their archi-
tecttiral firm while employed by FHA, S o

Joyce A. Schnackenberg was FHA State director at Grand Rapids.
 His brother, Rex, and Fay West were partners in several buildin

companies which received FHA commitments from the FHA Gran
Rapids office. Schnackenberg induced two FHA: eniplo%aes"to do
accounting and- secretarial work for those companiés. There was
evidence that he received funds from those companies. When asked
the  relationship between ' Fay West and himself, - Schnackenbe
availed himself of the privilege against self-incrimination. -~ -~

Hugh Askéw indicates a different and unrelated aspect ‘of the integ-
rity of FHA employees in his collection of political contributions from

A employees. Askew was employed by the FHA in 1034.and,
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when: he resigned-on' March 1; 1954, was Assistant’ Comimissioner it

chﬁeofﬁal ‘-‘bpﬁi“ﬁmtﬁﬁ,;.ni‘ Sl el e e T s iy
ew wasé the FHA Oklahoma’ State director from May i1, 1946
to Julj 1, 1947, Oklahoma was then divided into two districts and
until July 1, 1952, he was district: director for the district with head-
quarters in Oklahoma City. - With the help. of John F, Pratt, Jr.,
assistarit director,’ Askew sold- tickets to the annual Jackson’ Day
difiners' to FHA employees in ‘thiat FHA 'office on behalf of the: Demo-
cratic Central Committee, 'In files in his office were lists of those
eméaloyeég*wl;d,had,madeaoontiibutmns as well as those who had not.
Askew could give no reason for listing those noncontributors ‘or for
recording theé ‘teason for their refusals, such as putting down opposite
one name, ‘‘Don’t owé Dem anything.”: - - R
“Askeéw admitted giving ‘sales tdalks to employees to make such
contributions, which he considered ‘comparable to raising funds for
the Red Cross, March of Dithes, and the Shrine. This conduct
appears to be incongistent with the purposes of the Hatch Act. -
any honest FHA employees' appear to have: been aware of the
gzevail[‘l’)g shady practices, but felt they could.do tnothh;iﬁ; about _it.
me felt they had to keep quiet to keep their jobs. - There' were,
however, some courageous employees who refused to go along with
improper J)‘r‘a’éticeg .and_preferred ‘to resign in protest. William F.
Byrne and Howard B. Jarrell are two employees who stood by their
primii&)le‘s and were forced to leave their’jobs.:: - . -
William F. Byrne was employed by the FHA in 1938. When he
resigned on March 1, 1847, hé was chief mortgage-credit éexaminer of
the Chicago office. Byrne had disapproved the credit responsibility -
of Axel Lonquist, sponsor of the Frank-Lon Homes, Inc., project, on
the basis of insufficient wlo'l'kinﬁl capital. Byrne thereupon received
a memorandum from his immediate superior, Carl A. Jackson, chief
underwriter, that in part states; o : .
I therefore direct that vou'process the above cases for firm commitments, and
sign the mo e-oredit veports for the ohief underwriter, I will appreciate
your prom‘gt attention to this matter so that commitments may be issued
promptly. * * * , ‘ -
Byrne refused to comply with the directive and he resigned, The
a.‘ll)F ication :was approved, but the sponsor did havé financial diffi-
culties and was not able to himself complete the frolect,i i
_Howard R. Jarrell was chief. underwriter in_the Oklahoma Cify
FHA office from Noyember 1945 until February 1947, In Decémber
1945 Zone: Commissioner Frederick A. Van Patten told Jarrell that
he was too _‘/‘ﬁ?htf’«’ in his work and that he must raise cost estimates
in:order to cultivate good public relations with builders and mort-
o Jarrell objected o doing so without wtitten instruotions,
ut Yan Patten refused to put his request in writing. . =~ . .. ..
Jattell also testified that as chief undarwriter he had aithofity to
raise OPA ceiling sale prices or bomee by 5 percent if in his discretion
conditions warranted it.. Hugh Askew' dirested him to sdd" this 8
percenit in all cases, buit Jarrell refused. ;. ... . o
. Jarrell's testimony further indicates' that'the méasure “of ‘success
in the Oklahoina City office wha the olime of business done with the
builders and that, there waa & great relaxation of the requirements and
regulations, The constant pressure and demands for variances in the
interpretation’ of underwriting instructions:so impaired ' Jarrell’s




2 | FHAINVESTIGATION

health that his ph ian advised him to- m Ja.rrell went on' sick
leave witho may in Februa;g' 1047 and y reng'ned in Novembér

1947 since return

o FaA Noﬁmmncn i o

Burton g Bovard FHA General Counsel trom 1940 h Apnl
1954, in his testxmony before this committee, helped. materially. to pub
in proper.perspective FHA’s admxmstmtion of housmg program,
Bovard was employed by FHA in 1934 as an admmxstrative assxst&nt
Shortly thereafter he bacame an attorney in, t.he Legal, DlVlBlOIl, en
was made Assistant. General Coungel, -and in: 1940, was: app
General Counsel. Bovard was legal a.cfvmer for a,$34. billlon usmg
and home-repair program., . The: testnmony shows tha.t he is'an honest
man and no contrary mference is here. mtended His testxmony (st our
June hearing, but not at the earlier: hearmg in, April) was. frank and
not evasive. . Nevertheless he exhibited: an mabxhty to cope, with .the
important problems ra.lsed under the atlonal Housmg)Act and its
administration.

‘The. charter of every sectnon 608 oorporatlon the forms for Whlch
were prepared under, the : supervision of  the, Ff{A( General Counsel,

gohlblted the payment, of dividends, exce t out of earnings, -w 1thout

e consent of the FHA. Commlssmner ['his safeguard was adopted
; followmg express statutory authonzatlon Had it been followe t.he
windfall frauds could not ave. happened. . . . SRR

Bovard wasaskedmt.he,pubhchearmgs ST

How all' these oorporations could distribute iheee wmdfau dividenda wnthout

the consent of the' Federal Housing. Commxssnoner, when the artioles of incorpora-
tion and the law requxred the Housing Commxssxoner 8 consent to'the payment of

those dlvldends?
FHA’s General Counsel for 14 years replled "
It would be violating the charter if they did.it, I would think.

Bovard: acknowledged that FHA had the' ower to and' did ré mre'
these corporations to file annial audits'wi ..~ Hé acknowledged |
that most of the corporations did so and. that “very hkely” these
audits disclosed the distributions 6f windfall dividenids.” *Oiir examina-
‘tion reveals that they in fi t 'did ‘g0, l;ogand“téstlﬁed ‘tha the ne
nothing aboup the audit reports 'or thég dividend ' dlsthbdﬁon 4 H¢
did ‘not récall’ any’ of ‘the’ Comnnsélon ‘ever asking for his'o fhion
aé'to whether they 'could permit ‘these dividérids, “When asked jf le
knew that these dividends' were bemg dlst, ribiited, he’replied, “I ‘did .
not,” . When asked'if they kept ‘that cht from him he replie(i “they
' robably ‘didn’t know it ‘themselves.” But when hg wa§ reminded
‘t.hat they could not help but know'that fact if ft.l;’é 7'Had ‘réad the audit
reports, he re%hed‘ “Yes; ‘but th ey d1d ’t read the hudxt repox‘ts"
(invesngatlon earmgb ‘Juine’ 1954, b o

Bovard was ‘thel' asked’ whether he wot d have advise‘d mst‘xt
if Powell had asked hini for an’ opinion a8 to whether t.hese hdends

‘oould properly be declamd ‘He' replied

Why ,,Wewo have adioed ‘ >.violaionoft chﬁt
*ss’] kn?!g r?owowr, thﬁddiyldendo—l th.ﬁ?kl%gm iz A réq ; meﬁt%i there--

that dividehds oin only be pald out o{ earnings (inveutigttion hearints Juno 1954,
pp: 204-298). ‘ : ; Shiynen o




‘ m mvmmm'nos e or

ﬁlea of‘ FHA {tod y ﬁtaxn hteralhuthousands of o,udnt rerta
subxmtted by 'sponsors 'oi section 608:. corbomuoné -The ffiling 7
stamps on; these reports nhogh #'that they;were ﬁled,ann\mlly from:the

_ n ‘of éa 3 , oTtasin mostiof/the|cases)in: whnch'
fth Idi bc? ‘Ad | Af 1? wh o, cléarlytgnsclosgilt(llxe p?)yxgent
of those.diyidends. atlure, ave known that su istributions
were unlawfull y takmg place could only. have résulted fmm & faulure w
have even: pe those!financial statqmel}ts. , SRRy I
‘As- General' Couinsel; Bovand*‘w‘és{ &ongble{ for' th ‘in
staﬂ' of FHA,' Hé admit repof a.mbl% |
coine to ‘his atteht.xon and that he failed \a ) t.xga,te
these’ charges, although he'conceded that'it' was the ‘function ‘of the
FBI''to" mVestagam ‘charges  of 1rregular1t1és ‘agaihst Govei‘mﬁéﬂt
,&flﬁcxdls He testified, w1 respect )’ those' cha'r'ges a,gamst Powell‘
at— = i . .
if it was.a cha relatin to an iy larxt the; FHA/should \% tx ) for ur- -
Eseswg? a@mmrigs?r tive' a%i ion; anrregum onfy if tﬂe charge mqicatg?i ag ﬁolatl 3 of
a. crirrgins 18w, a8 understand it} that it wotld be tui‘ned over to [the FBI] s
V 'én, asked’ 1f he dxd not consider the fact.thats ‘manon s relamvely :
modesb 1ary was able; to lose large sums-of money; gamblmg would .
indicate ‘a J)osenble ‘violation that.the KB Id..inve
replied, "I don’t, think that gambling wou%l be.a ¢ri
attention was again called» tothe, po 18, 1 ght:be -
inferred from the fact, that Pmyell had fung s;to"lose ;thousar dp of
douam gambling, I ovard replied,’ “T don‘% jink that would, be 8 cmme*‘
either” (investigation hearings, s june 1954, .p. 280) it
‘There is discussed elsewhers in this feport the problems mherent; mﬁ_} '
having v1rtuall'1v: ericouraged . builders to file false estimates in their
applications: = This resilted frofi s legal opinion’by Bovard ,t,liat such :
false st,atements did. not, consutqte a criminal.offense, " .
% uestion, first arose in 1951, when: the Unitéd Sta btorney
at N ew Orléany’ dommunicated with the: ‘Attorney General, spparently
intending crithinal’ prosequtloﬁ in connéction with mlsstatements m;
the application on one of the. Shelby Construction Co. egro;ects .
Attorney General: ‘wriote ‘Bovard with- Tespect 'to: alle ly-false state-' '
ments given, in ‘that:application concermng 'are tect’s fees. On
August 14, 19515 ‘Bovard' wrote ‘Attorndy’ General J, Howard M¢-

Grath ﬂf Ietber whlch“ ),8,“1'11 part a{s follgws " " }
éqr wat “ﬁlatf (& B8 i’g’ 4 dzﬁ;gié rat;(m can aeiergnmeht ‘ej irequu-e- v
ments of hls mib v

to‘*" ;neg,oat éadt we'find d 'no ‘eVidehce of |
violation’ of o\ir’r liirementd nor 4 d;‘év ence' indicating ‘aily fraiid ‘agaihst the
United States'in; cdnnection therewi As: you ‘know;:the’ déterminations 'made’
by ithis; Administmtiqh ith ;respact to the:maximum. msumble mm‘tgage‘must .
neoeesarﬂy be ,timates. R AR

R

* ‘f : ‘."." 'r - '},-‘ h tl "“'
'lmxﬁs, Iﬁé‘*; § Ne%‘bé“ “S. G Hé‘&“ r0té
‘wad informed:t M ‘the/ United: States *attorn
‘under: the. 4f¢pemﬁo’¢:promxon of 'section! 1010 aﬁe specml provmion Lo
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against - ﬁln < false: statomeéiits W1th FHA) and tlit'ttstherefore he
asaUmed—F]HAiwould be' expected to' take :some: further:‘action’ in
regard to the matter.” Bovard advised’ the- Attomey General’ that
" no further investigation was nécessary because it wascledr there had
been no ‘criminal offense. - His letter 18 <m part;ias follows: - 0
Any probacition would appes ) {8101 01 8 fale stale:
ment)}c?r th% ‘;)urgoge of iﬁgg ion h’éFé rgl;fHoi‘l{éih Adrﬁi?méig-
following' faetd in: regard to. the

tration, and’on this point it:is" lieye 7 'fe
actions’ taken:'by: the 'Administration ‘would ;be /of -material® significance,. .'The

deterniination made by the FHA as to, the maximum insurable: mortgage, is based,
upon the FHA' estimate ‘of ‘the: eplacement cost’ of ‘the building” 1mpro{'emeri {8,

and such-"éstimate is not! ihfig ced by the am§unt of the contract execdiited’ for

the construction of the’ improvements * * * The fact that ‘the actual construc-
tion contract may have been different in amount’ than_ the_contract J)resented to
this“Administration ard that the contractor encountered financial difficulties in |
performance did not, so’far 83 we can’deterniine, have a matemal ‘effect on the

ultimate security provnded

The. “Attorney’ ‘Gerteral ep&)areritly had ot asked for Bovard’s
opinion, but his letter conclidded by saying that, while it was noi his
purpose to discourage prosecutlon e felt’ compeiled to point out that
it could not ‘be established that any ‘“side agreement”’ with respect
. to that project which was not disclosed to FHA, ¢ould have any béar-
ing on FHA ’s deterrination.

A similar letter was written’ by Bovard to the Attorney General on
one of the Warner-Kanter projects in St, Louis,

The view taken by FHA with respect to'the prosecutlon of’ persons
filing false’ apphcetlons was expressed to-this committee, by Warrén
Olney III, Assistant Attorney General ‘in’ charge of the C'rlmlnal

Division, as follows

s',.‘.\ T I

We have had this experlenee, that we have learned i been 1mpossrb]e to
make erlmmal cases out, of those section 608 8, because FHA takes the’ position
that even: though We ‘¢an ‘prove ‘that false' estimates ‘and false statements have
been ‘submitted by the’ promoters of these projects; FHA said:they don’t rely on
them, and although they admit, that ‘they.  false and that they are lies, because
we: don’t rely on ‘them we can’t make a riminal'case * * *.  And that, Senat,or,
is why it is impossiblé for the Department of Justice to° proseoute on these géction
608 cases, because we cannot prove that the Federal Government was'defrauded,
in-the face of FHA’s own statement -that they never relied ‘on these false state—
ments, 80 they are in the.position of saying that they weren’t deceived or de-
frauded; they were just giving thns stuff away (Housmg Act hearinge, April. 1954

pp. 1616-1617, 1623-1624).
“A final act-of FHA staff mdnﬁ'erence océurréd Apl'll 12 1954“ ‘Thé
President that ‘day ordered all FHA files impounded.” William 'F.
McKenna: had been appomted Deputy Housing. and Home Fmanee
Administrator to investigate. the; FHA program., McKenna testifiéd
that on April 12 he read ‘the ‘President’s ‘order’ to’the Députy FHA -
.Commissioner Greené in the presence of Howard M.’ ‘Murphy, FHA
Associaté’ General Counsel;:that-the order requiréd: all field directors
to-be nofified that the Préasxﬁent hed unpounded the ﬁles and thet

Murphy thereupon -adv

X
Mr M rﬁi{l‘;

_trol 'oyer /the

he President‘fof the _ 4
dministration, excegt to appomt the Q missio
advice and oonsent of the‘_S ate * (mvestnge ion heunngs, une ] .
. FHA had ignored .the: congressiona ,ug'g’éstlon : or,-..controllmg X
.dwldends, it. hed ﬂouted the congressmnalfmandate w1th respect to-

Federal Housmg'




a rmdal besed' on 0T tuid bost,é' of: eﬁicl buﬂdmg-b a-
tl%?m;{’ it‘had"égémeﬂ the! Attorney Gereral’ the"di)?po tinity' t pger
.cutgthe, ﬁhltl:ﬁ of false. apphcatlons,\and its Assistant ,Gener 'Coiihg
-questioned . the. Preeldent’e authonty to xmpound 1ts ﬁles. ThlB u

bureaucracy‘ at’ 1ts #mrst a»;; et T : ‘

, ) IS;,}, " FHA mwmvm) CONGRESS j;,’ BV
On July 29, 1949 "Franklin D. Rxchards, FHA OOmmlssxoner, and
Clyde L. Powell f:?Assmtant Commissioner;"testified 'before this com-
mlttee.‘ " In’the light 'of subsequént’ ‘information now pibliely’ availd
able, ‘théir testimony Was.certamly mlsleadmg. ,,,We quote pertmenh
pormons from the transcript:. _ - : :

S’ii’;a‘t ‘ii}o»}q z‘“l-"see. ‘This also has down here that there are allowances ‘based’
on_the" pprluse value of land in.use as a tental development rather than its

a snthn Lo
Cquisition ot

;b4 l\:i'-"l

hd thaﬁ',’ ‘b.‘l‘r'iah'isp mifted Si'the ant ull"‘f th‘ mortgage to‘eétx-'

mate wha.t the price of thé deyelopéd land i§ rather than'the priée he actually pald’

P
for it. ‘For example, if T go to a section of town. where there is a sibstantial amount
of vacant: property.’developed:but not ‘where/he 'is;:if I could: buy. that relatively
cheap, say $1,000 an acre, and I developed.it, I would be entitled to more or less

imk‘gtfthéid 0D ed cost wh h‘mnght be 35, OOO an acre, rather than the cost that
paid ‘forif
_Mr. Rich rould'like'to & ; o‘well {,o ‘teil you about { that spemﬁcally i

But'let mg say’ thlB’ of ‘¢ourse, th t most'all land ‘where relatively large’ pro;ects
are. developed i ‘what we call normally raw land, and it has to be’ 1mproved It
eosts ‘money to put streets, utilities, sewers, so on and so forth, in ‘there.

So’our valtie’ls based upon the land’ ready for use. lel you go ‘into detall on

that? . - ‘
Mr. Powmm. You: explained it pretty well’ there, Mr,. Rwhards We t&ke the

actual- going market price of the land in ils preaenl state; and in ‘order for' it to be
usable in 8 multifamily Tental housing project, it might have to have streéts paved
on the out,sxde' we I eght have to bring up a sewer hne, water mams, and 80 forth

to permift it” tor be’ g
enator LoNa. To ‘make" lt ready for'use, You would: per:mt that eost in’ the

value of the section 608 projeot
Mr. PoweLL, Yes.
The tesﬁmony,shows 1t WS, qmte routme for FHA to value land at
2 '3, or 4 times, and frequently far more, the actu&l market pnce, p us

the cost of utlhtles

SenatorlLohrd £iOf: ,‘ pomt I wse gettiﬁg al'ound. -1 have xiever

3§ . ver a\long perwd {of time: and got

mamta'm eost estxmators and analy _‘m,fg voh' of ou .
and responsib;hty exoluswely to be'in the fiel gaﬁ'd olieé
Now, as'you'Indicated; a Véry, ‘Buccessful’ contractor ‘knows how ‘to opt mte has

busmess on & basis where he does not'1ose money. ' Thé actual ‘¢ost of ‘construc-
oluding‘ theee l_tems;th&t you, luwe mentxoned here, ury l'rom bmlder W

bulldel‘i - N o - . ,' ‘“:f i; ‘/,_; !
uppos¢ i took: 10 builders in N' 'Orleans or any,other: ity who would -
produhé eii ’ﬁle same étrdéture, you'w. odld find.it would cost each ohd of them
somethmg dxﬁ'erent “So we'try: to get. what we'éstimate wolld be'the cost to'the
buy ' ‘not: to the v ﬁcientvor not{the poorest buxldex, b\lt the

R A £

after*Congress ;

r

"'u l)u

| 58267-—55—-——8

on thyactual ees* of |
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Senator LoNG:.* *; 1 ‘have:a friend who oconstructed one of these section- 608
projeots, who; told me thet he managed to. construot his project for 70 percent of,

the estimated ¢ost,

T will téll you, to beéin'wit thids parﬁouw person. who'zﬁade that statemerit’ {0’
me, is, in my opinion, one of: the most efficient builders:I: have'ever known; - The-
evideme of that is. that he has made . more money in:the building business than;

gyoung man I know, and undoubtedly ‘he is: extremely efficient.

ut'do you think. that it is possible, even for the most efficient type builder, to
actually construct his project at 70.percent of the estimated cost?

Mr, PoweLL.- No; I do not think 80. .

Mr. Rioninps. T'do not think do, {
. Mr. PowsLy;; 1; do ‘not seé how. that is.possible,,because we' are right oh top of:

Jocal . constructxon costs .., e get a determination from the Secretary of Labor.
as to the' wages that he' ‘must; pay for all’ the m"e"ohamca on the ]ob If e does not

violate the statute, he must ?ay that wage'rate.
We estimate the length of time it takes to construct that: Job and make’ an;

estimate of all the materials that go into it, such as plumbing, heating, plastering,
electrical work, and all that. Our figures: 'aré on the current market, not on the
national market, what it costs in this particular community, We mlght be off
2 or 3 percent. "I do not think 1t could be physically possible to be off anything like
30 peroent . )
. » * » » = *
" Senater Long again ralsed the pomt of excessive valuations:
Senator LoNG, * * * But ‘do you ‘know .of any other w ays where a man bv
grudence or by care or by any other- mAnner: ‘of handling his, p‘rpjeot might come
elow or might further reduce his cost in building one of these projects?
Mr. PoweLL. I do not see how he could, unless our local estimate of the cost
of the produotlon of the structures would be far'in excess of what it would actually

cost him to’'build. -
Senator BRICKER. There have been many ‘instances like that, have there not?’

Mr., PoweLL. Not to iy knowledge, sir.
Senator BRICKER, You do not know of any?

 Mr. PowgLL. No, sir.

' Fmally Senator Long again asked the questlon' '

Senator T.ona. You do not think a man could construct a pro;eot then, even
if you-include his own profit, for 30 percent below what the actual estimated cost
of the prOJect was? _ e '
* * * * * *

Mr. POWELL Well Senator, if he did, I would say that our oﬂ'ice had made a

pretty serious error in estimating the cost of the job.* Tt'has never been called to
our attention, and I do not see how you'could miss an estimate of cost on an ordx-

nary housing project of any 30 percent

This record shows many cases in which actual costs were 30 percent
less than the FHA estimates of cost: That testimony ‘occurred July
29, 1949, Poiell; apparently Wlllfull ‘then deceived ‘this committee,
On July 1, 1949, Lester H. hompson, ‘FHA Comptroller, sent Powell
a memorandum that the recently filed first annual statement of
Elisabeth A%artments Inc.; disclosed a dividend of $550,000 in the
first year. The memorandum observes that the charter prov:des that
dividends “can only be paid out of net earnings” and that “the
maximum amount perxmtted by the charter was $35,404.24.”” This
$550,000 dividend was a windfall distribution out of the mortgage
proceeds of a $4,467,100 mortgage.

On_July 27, 1949 2 ‘'days before testlfymg before this commlttee,
Powell wrote the Presudent of that corporatlon.

In'feviewing thé oertified’ 'pubifo aceotntant’s audit report’ ooverin the abot'e :
corporation for its-fiscal year ended April 30, 1949, we note that dividends'in the
amount 'of $550,005 iwere: paid, ;whereas the Dot earnings;. after! making iprovision -
for, requlred arnortlzetxon and\deposnts to; the reserve for. replaee ents of the
corporation, aggre ated $35,494.24 only. " In otr Opimon pernixssil)ne divxdends
.should have bee ited to the latter amount. . N
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Subsequently,:Powell :wrote xthe rct:»ll'pomtxon a.pphovm the dmgl etid

ent. " The: FH;A’s{jt_hen General Coundel has’ testi edlsuch divis
_wers; nlawhil. Byery . sgc 08 . corporation ' was . thys
(a8, to. divide ndsl 1d: each: was required. to. file. similaz. annual

These statements; still‘ available in FHA: files;-consist~

stetements]
ently dlsé 0se the’ payment of the dividends. ' It’is not osslble that
Powell id ‘not, know of the wmdfall proﬁts when he then. test1ﬁed

before thi commlttee., B

SEQTION C INDUB’I‘RY RESPONSIBILITY

b .,m- :

The"’ I %amzéd home bmldmg and ﬁnancmg mdustnes must share§
responslbﬂlt for. ‘abuses and ‘Irregularities under the
Natlonal Housmg Act. ile ‘only ‘s relatlvely ew members of the'
industry were involved 'n the’ mrégulanheé ‘the Hitional associations’
consistently ‘acted'to, rotect this. mmonty to: the” détriment’ of' the.

honest m Jont{ of, the _industry. The. mdustry ‘consistently’
represente he Congress from 1942 through 1950 ‘the exrstence of
wx‘ongdo and as'g conSequence, also demed the Congress the beneﬁt‘
of their expert knowledge. y -
The, mdustry ‘associations’ sought to thw ‘rt and ‘to mihimize the’
eﬁ'orts of this committée to investigate housing' fraids.’ Instead of.
ﬁlVlng us' ‘théir wholehearted suﬁport ini'ascertaining the facts, and to’
elp clean up & bad situation, these sssociations instead devoted
themselves to Justlfymg the actlwtles ‘of an unscrupulous few ‘

' BUILDIN(: INDUSTRY OPPOSES INVES'I‘IGA'I‘ION

The ‘Natumal Assocwtton of Homeé Buzlders has’ pubhcly 1mpugned‘_
' the motives fof’ thls mvestlgatxon and has eyen sought to'ridi¢ule this’
dommittee, ﬁl‘d 14; 1954, préss reléase of Richard ‘G, Hughes,
president - of the ome Bullders "Association,” contmns these rash
statements even before the i mquu'y ‘had started:’ '

:,:, s

Whrl' I "-t Y (m.g be some publimty value inherent in investxgstxons,
the faots sho t the FHA operetxons currently under question represent, far
less than10°pe fit! of: the agency ’s total operations Let us not let a very small

tail wag a very.big dog.
"The hite ouse. readily a.dmrts that housmg is the mam prop of our postwar

economy, Hughes poirted: out.’. I hope they won’t 'forget, it. ,
He charged’that the,circus atmosphere under whinh the; attacks on FH A opera-,
tions were made gives the public a false impression o1’ FHA, and certainly unjustly’

puts a black eye on reputable builders everywhere. , (ﬁousjng Act hesrmgs,’

April 1954, p.1464,) |

ThJs reference:to these hearmgs as s “011'0118" ma.y mdlcate the view:
of the Horie' Builders Association, but we' do not believe that. the:
Américan’people regard the “performance as in. any way resemblmg
' the frivolity.of.a, circus,;.

Followmg thelead of 1te perent orgamzatlon and: not 1mpreSsed by
the" prevmusly éxposed - revelations, “Arthur' O ‘Wright, president,
Hottie Biiilders Institute 'of 'Los ‘Angelss, 'madeé the following’ puiblic
statement eomcrdent w1th the\commxttee 8 hearmgs in that c1ty last
S‘éﬁtember' o B , ! :

Ay 31
ok QvElE i :

‘Arthur. 6. Wright £ e, 'Tdahihits, spoke oub in praiss!
of the Federal agel oy /'_"?51 h?e‘bmldez’to countersct “serious gubljo
: (éug g8": {hat lrotn .e h g8 'béing’ oonducted ‘here'by:. -

a Senate suboommnttee A . mn i O s
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_ He'declared that'both:political parties voted for provisions mmg’ﬁmaible' the
so-called windfall profits now under inyestigation in connection with the financing-
and construotion’of ré ties, homies,'and home improyements, * * *

Cousequently, harged, ¢ g h' placed on’ the home:buflding"
industry afid’on e'fin ment 'because of the sharp
practices of a relacivély few O Y S TF AT TR

Lot us remember, that in o ); GTOW untry, there 18 still 8 big job
to do and °V¢igb0dy,‘;thez.bubli9}'. e Governmeht,; arid the home-building ‘in-
dustry—will suffer if unjust perseoution is'¢onducted against those who did things
which were sanctioned by law and done under the pressure of ‘thé héiising shortage
emergency (inyestigation h(e_arir’x»‘gs, Septombelv-r 1964, pp. 1697, 15698).

This statement presents the prevailing views 'of 'some builders who
have testified before ‘this committee, These builders repeatedly: tell
us that its prosperity is so essential to 'th@fpgbépen:t]}lﬂof the whole
country that it must be kept operating full scale at all costs. They
seem to feel that the Government must subsidize their industry to
whatever extent is necessary to accomplish ‘that objective; although
they would never admit that it-was a ‘spb.sldy;'_’_,, S

hese builders have told the committee that the country just }vx
air

h"aé .beén

I
not get renta] housing unless builders are free to make a full fair
construction ‘/profit” out of ‘the project’s mortgige proceeds and still
own the property without anysubstantial permaneént investment.
They warn us that in their -opinion unless such profits are available
from the mortgage money rental housing just will not'be built. This
means a mortgage in excess of 100 percent of their actual costs. And
their practice in some cases seems to ‘be to take this profit.only on a
basis that permits them to avoid paying normal income taxes on what
they call their profit. Builders of this point of view are generally
unwilling to invest their own capital, other than to make loans to the
project after repayment is assured by a Government-gusranteed
mortgage. This is a great . disappointment to a committee whose
members believe so completely in private enterprise. It is also an
unwarranted indictment of those builders who have operated within
the spirit and letter of the law and who don’t share this view. =

The Mortgage Bankers Association’s views closely parallel those
of the Home Builders Association. At the outset of this investigation,
William A. Clarke, president of the Mortgage Bankers Association,
issued a press release which is in part: : ,

* * * The forced resignation of Guy T. O. Hollyday as Commissioner of the
Federal Housing Administration is unwise and unjust. In Mr., Hollyday's
fesigr’xtagioix, tho Administration and the entire country have suffered a great
088 . K : B PRI S e trgienn o dee e :

In our opinion, Mr, Hdllﬁﬂﬁfy{!é"i‘ééigbht{iﬁn'ha};_ been forced, not because of any
indifference to abuges of the FHA system, even though that is the announced
reason:  We wonder, whether: the real motive behind this summary .Gring is the
fact that: Mr. ‘Hollyday.is known'to have opposed the administration’s plan to
transfer from the FHA to the Housing and Home Finance Agenocy the authority
and the réesponsibility‘placed by thé’ Congress with FHA, ' % *” .~ =~ * .
~ Mr, Hollyday’s summary dismissal will be regretted by évéryone who khows him,
knows what he stands for, and knows what he has endeavored: to: accomplish for
the Administratjon. It is a blow to good government and to the cause of enlisting
intelligent and honest people in the Government * * * (Housing Act hearings,
April 1954, p. 1401). 0T

The mortgage bankers did not wait for the facts and impugned
false motives'to the President for discharging Hollyday. Yet subse-
quent disclosures revealed that Hollyday perthitted Powell to resign,
and personally sent him a laudatory letter, with knowledge of at least
some of Powell’s inequities. - : R T
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In. the course of its own mveet:gatlon FHA sent & questionnaire to
all section 608 'sponsors asking for their ‘construction costs; InJupe
1954 Samuel E. Neel, general ‘coungel, Mortgage Bankers Association
of Annmca, wrote, to each member ‘of the association suggesting that
’ﬁe ‘oY’ answer d}fg 8quest10nna1re The letter 1e printed in the

e 3 '
Although ge qdotee from the charter of every 608’ oorporation thab—

the corporat on hall ve smciﬁo answers Sto FHA) ‘to qnestionp uJ on whioh

information deaﬁ'é'd l'xo’n'ri‘t to time relative to the income, assets, * and
‘any. other information ‘with respect to the corporation or ita property which may

be requested * * *—
Neel doiibted that FHA had ‘the authonty to ask for that mformatlon.
The letter had its efféct on’ the answers to the FHA questionnaires
to section 608 sponsor corporations. A total of 6,438 uestionnaires
were sent out but only 1 261 were returned completed with the requn'ed.
_mformatlon
“As'in the case of the home bmlders, the reputable members of the
Mortgage Bankers Association are put-in the position of ‘protecting
those of its members who have been guilty of sharp. ;éract;ces. Why
should any honest ‘builder be unwilling to tell his overnment the
actual cOSt of his Govemment-ﬁnanced project? |

CONGRESS WAS MIBLED BY 'I‘HE INDUS‘I‘RY

The sectnon 608 multlfarmly housi program extended over. &
penod of 8 years during which many, public hearings wére held before
this committee on that act. These hearings reveal that. Government
and housing industry witnesses were unanimous in their praise of
this program and concealed from the cominittée abuses in this program.
When witnesses were’ questtoned a8 to ‘the possibility of unwarranted
profits, they promptly assured the conmittee that there could be no
wrongdoing or.irregularities in the section 608 program. Unfortun-
ately, the committee and the Congress rehed on the mtegnty honesty,
and )udgment of these responsible represent.atnves of the home
building and financing industries who testified before this committee,

Rodney. ‘M. Lockwood, president of the National Association of
Home Builders,, testified before the committee on January 17, 1950.
‘Even in 1950, when the knowledge of windfall profits appears to have
been w1dely known in . the ‘industry, Lockwood denied that FHA
mortgages aver exceed 100 percent of cost, His testimony is in part:

Senator Smuu-mw . n Wei have had ﬁne cooperation under section 608.
Yet, isn’t it trué that under section 608, many limes the amount of money that
the Federal Government guaranteed, or insured ‘or stood for, I don’t care what
term you apply, represented more than & hundred percent?

Mr. Lookwoop, I don’t know of a single case of that being true. I think that’
is one of the most widely ocirculated bits of misinformation that I have heard
talked about in housing for a good many J The impression seems to be that
the builder gets in the form of a loan under section 608 more than the total cost
of the ?rojeot Believe me, in thoge that I have participated in that has not been

true. have not aotually seen or heard of any in whic that was true, .

Senator Smaxnw I don’t have it before me, but we had numerous specific.
cases called to our attention, and I beliéve I am "safe in saying this: That some’
menbers of our committee have told us.that they had been d by the builders
themselves that they had gotten more than 100 percent. Il I remember ocors
- rectly, 1 won’t say it lpoei(:ively but as I remember it Senator Long said he knew
_of & case where a bui friend of his had gotten 120 peréent
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In all fairness; let me say that I am not condemning the builders;: ...~
Mr, Locrwoop. It I may be facetious, I. would like to say that gut statement
of 120 percent sounds like gqnoom talk. I oan't believo,?bat the FHA would be

that lax in its administration, (Hearing on B. 2246, January, 17, 1080, p. 206.)

This investigation has revealed y .cases where the mortgage
proceeds have exceeded 120 percent of ﬁ,e'oo._\u,; : In fact, there are
cases where the mo proceeds were 13Wt and 140 percent
of the actual costs, The existence of windfall profits was not just
“barroom talk" as this housing expert led the committee to believe.
The National Association of Home Builders is still maintaining an
ostrichlike attitude. - .

At the same hearings William A. Clarke; who is now president of
the Mortgage Bankers Association, testified before this committee

that—

I have had a lot of experience with section 608, I have seen none in our area
that in my opinion were in excess of the cost. You hear rumors of those things
going on and I presume it has gone on in some spots, but it is like, I presume, any
other kind of lending tgenoy does, there sare mistakes made that are perfectly
sound and honest mistakes. As far as I petsonally am conoernéd, we have had
our hands in a great many section 608's, and I have never seen any portion of
them that I thought was out of the way. I have never seen anybody maki% any
killings under section 608. * * * (Hearing on 8. 2246, Jan, 18, 1950, p. 296,)

If Mr. Clarke had had a lot of experience in section 608 projects
and had “never seen anybody make a killing under section 6(8)88é’ gt
s

would appear either that he had not Jooked very far or had clo
eyes, r, Clarke also is apparently still unconcerned about the

widespread abuses under section 608.

CoMMENT BY SENATORS FULBRIGHET, ROBERTSON, SPARKMAN, FREAR,
DovucrLas, AND LEEMAN

While the committee has adopted many of the changes we have
au_%ested in this part of the report, we feel that it still does not make it
suthiciently clear that only a relatively few in the industry and in the
FHA were guilty of malfeasance, obstruction, or deliberate mis-
representation., ‘ ‘ v -

As to the individual industry spokesman, based upon the record,
we believe it would be more appropriate to limit the language of the
report to questions relating to their judgment and awareness, rather
than to raise implications with respect to their honesty and integrity.



PABT lV. 'rmc FRAUDS AND FHA MAunlesmuon

Other sections of this ré gon deal with apeciﬁq ¢ases in which FHA

mpréparly , Housing A¢ pro we gomt ot some

of the e abuno of the housmg prognm oun y our mvclﬁ—
ave exis

SEcTION A. APPLICATIONS FOR FHA Comlrnwm‘

ni ; for any section 608 commitment’ was the
Application for Mor Insurance. We have already discussed
the extent to wlnch itted builders to include untruthful
atatem«mts in theése a dplicai;mms We now show the extent to which
the FHA frauds cou not have occurred had honést answers been
requu'ed to the’ questions in those applications, The extent to which
buildm ‘made no effort to make honest estiinates in their
lncations is shown in the testimony of Herbert DuBois, a Phila-

de phia lawyer turned builder, who testified that—

Theolythingloanuyiothh:'l‘h&tthemdnd Mumhmr
where wé were building, the standard procedure with. ihz FHA office was
the builders—and T hick practically all of them—I ean't ‘nake that mmmt
under ‘oath that all of them did—but:-to the best of my knowledge motionlb
all of them filed their application for the maximum amount of mortgage that
issible under the act. The reason we did that: was because wouldn't
ve any actually specific way of knowig what to file for and, furt ermore, we
were told by the F Aoiﬁoatoﬂhfofthemsxiinummdthenth would isste
thoir commitment for whatever their ‘cost wod} nlnl
figures showed we were entitled to (invatlp uly 1954 p

‘When asked, “Are you saying; Mr. DuBou, that your applicatnon
to FHA was Dot even intanded to reflect your own estimate of ooot;
but was intennded merely to be thy maximum permitted by nututo?’
he replied “that is absdolutely correct.”

- Many builders testified that the dnd not. even read the apphw
tions,’ prepared for them by others, ‘were' ﬁled

Joseph J. Brunetti, (Bonoor of & sechon 6 project in New Jersey
with a $1.2 mtlhon windfall, testified that mortgage brokers filled out
his applications without oonsultmg him and us eir own eotunates.
When asked if he had ever signed tpplioataons in blank, he replied:

I think tHat if that T signed them in biank, ft could have béen simul-
umguﬁyt&' ’°"“y :‘3" ueﬁmmdrwo&tmorr.:&dmttbdy
were uoqudnted with htiom and | t notice them
ill 'they . m bhnk or out homcumu investlption Sephmht

P

S:dnay Scrnar, p jor of anothor New J y‘mect mth s
nillion windfall re “N -air,”’ when he'was if ho h.d
an apphcation for [ locn. hb cohtinued: -

ﬁlod!tihro mme S ot direot: &Hmkmy '
o“t. Idon’tknoww ve the'sam understanding. - Certdn
tovedmo whlohthol.;‘HAmeo:nlm—-thm

gation

The pomt of begi
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and look for business, ‘‘We can get you & loan for 80 much if you will build such
& type of projeot” (investigation hearings, July 1954, p. 444).

The quoted testimony of Sarner was taken in executive session and
mad'z]?ublic_by;direction of this committee after Sarner had availed
himself of the privilege against self-incrimination when called to tes-
tify at a public hearing. Sarner's testimony would indicate an objec-
tive of obtaining a mortgage for as large an amount as possible and

uilding the structire ‘ffr" as small an amount as possible; with but

ittle, if any, relationship between the two. Greater integrity would

have accompanied the housing program had builders seeking mort-

e commitnients been compelled to give their own best estimate of
eir anticipated costs, ;

The application was a detailed 4-page; legal-size ufm' r, docu-
ment, the theory now advanced by FHA it should have been
sufficient for the builder merely to have written a letter to FHA ad-
vising it of the amount of the mortgage he ‘desired. o
.. In the Parkchester case, involving a windfall of about $2.5 million
and which is now in process of foreclosure, the application for mqr_tg:ﬁe
insurance was filed 2 days after the purchase of the land on which the-
Bx;oject was built. The land was located on the outekirts of New
Orleans and did not have any geculiar characteristics, The seller was
himself an astute lawyer turned builder who had successfully sponsored
other section 608 projects. The purchase price, in that arm’s length
. transaction, was $232,7569 and would seem to i)eb the best estimate
~ of the market value of the property. Yet the application to FHA,
. filed only 2 days after the purchase of the property, estimated its
. value at $1,123,000. ; ,
. The Cafritz application on Parklands Manor valued land at $20,000

an acre which had been purchased for $690 an acre., That valuation
~ was more than six times the valuation placed upon the land a few
. years earlier by the Internal Revenue Service in connection with'a gift
of the property by Cafritz. And at the time of the gift Cafritz had
stated in his gift-tax return that its value was still only $690 an acre.

.Pursuant to the statutory requirement that sponsors show equity
equal to 10 percent of the estimated cost, the application had to show
the character and extent of the equity to be furnished. In the Shirley-
Duke case, which is an example of almost everything done wrong in
the section 608 ll)) ) , the land was shown as a part of the equity
to.be advanced by Ee sponsors. The application estimated the value
of the land at $508,220 and stated that equity in that amount was
thereby being contributed by the proposcd stockholders. Testimony
before this committee shows, however, that at the time that applica-
tion was filed the sponsors had merely an option to purchase the land
for $178,000. Furthermore, a contract between the sponsors and
Investors Diversified Services provided that IDS would finance the
acquisition of the land for which it would be reimbursed out of the
proceeds of the?mortgsge;- Not only was the land paid for out of the.
inortga&e-proceeds, ut the'ﬁ’reem’ént with IDS to do so was made
before the application was filed. The application estimated the yalue
of the land at three times the market price fixed by the sale and-was
wholly false to the extert that it indicated that any part of the land
was being supplied as equity. ..o
. 'The testimony is further that FHA advised thesé sponsors that their
applig_a,tions did not show. wufficient equity contributions.’ They
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therefore amended the applications to inelude: N. J. Sonnenblick aé'a
?om and stated that he would contributs several hundred thoussad
dollars as equity. Sonnenblick testified that this was all without his
. The estimated: cost of ‘the Shirley-Duke project was $15.3 million.
This ‘should have required equity of $1.5 million, "Yet the onl
oquity over advanced by the spongors was 36,000 (and they im
ately put th_emselvaon"?ﬁp payroll at $60,000 a yesr.% BN
It is ‘niot conceivable that anyirntelligent FHA employee could: or
would have issued the Shirley-Duke commitment if the FHA files
had contained an application stating the true facts with respect te
the proposed financing of that project. Yet FHA has taken the
position that the statements in application were of no concera
to it. Ironically these sponsors estimated the ocost at a little over
$15 million and FHA made substantially the same estimate. - The .
actual cost, including interest on all construction funds advanced,
but not including the profite or fees paid to IDS, was a little over

$10 million. = ‘
Although FHA says that it ignored the figures in the application

these builders and were each off more than 30 percent in t?’u

estimate. ‘ - ) o

The a&;:licstion for. Essex House in Indianapolis, by the Warner-
Kanter Co., similarly misstated known facts with respect to the land.
Correspondence produced at the hearing shows that from its ince
tion those :gonsors planned to have outside builders advance |
monay for the purchase of the land and receive preferred stock for
‘that ‘advance which would be redeemed out of the proceeds of the
mor‘tgaié. . 'The land was in fact paid for by issuance of‘preferred
stock which was redeemed out of mortgage proceeds, yet the applica~
tion showed it as an equity contribution. That tK}')lication also
estimated architect’s fees vq&y substantially er than those. pro-
vided for in an agreement with the architect e before the applica~
tion was filed. These statements in the application cannot beé said
to have been made in lgood faith when the application was filed. In
the final agreement FHA officials were apprised of the facts but did
- not raise any objection and issued the commitment. B -
'These sponsors were also the subject of correspondence between thée
Attorney General and Bovard (FHA General Counsel) with respect
" to a contract between the sponsors and the builders not disclosed- to
FHA, which was substituted for the contract between thém filed
with FHA for the construction of a section 608 project in St. Louis,
The undisclosed contract was for $100,000 less than the disclosed
contract. As previously hoted, Bovard advised the Attorney Gen-
eral that criminal action could not be taken. =~ =~ .. ., .
We are not unmindful of the fact that honest opinions may differ
as to the estimated, or the fair market; value of real estate. But it
is difficult' to understand a. valuation 3, 4, and .even: 5 times or:more
the purchase price in a recent arms-length . transaction betweam
competent businéssmen. While FHA valuations were never exactly
the same as the builder’s estimates, by coincidence they were generally
quite close to the estimate of the builder even when that estimate was
several times the purchase price. =~~~ 0 coowd
.. The misstateent of architecta {éss iy FHA sapplications has bden
widely known for ‘somé time. ‘made it known' that it would
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dlow & 5 percent’ arohntoct’o feo in: every 10888 no matter wlut thie

architect’s fee was in fact. - Bm is 'a normal architect’s {
for a normal building.: : But ninn )ootn were of 0! ‘mn
type, consisting of a great number of :maller

o project includes 200 buildings ll I
This is similar to thé situation in moot of t.ho mtmon 608 pt'o
The drawings and plam for. one building od

the drawing of the ‘and lpec:ﬁoutxoml for All of ) buildmgu in
tgeu circumstances it is understandable that

e project,
mhipteoté would undertake such projects for fees of 1 percent. and
even one-half of 1 percent. The hearings disclose many cases in which
the builder estimated architects’ fees at 5 percent although he had
previously mide & firm contract mth an architect at & very sub-
stantially lower sum.

These are the principal reepecte in which builders gave inaccurate
or untruthful statements in their FHA applications. On a less fro%\‘xent
basis there are a long list of other misrepresentations made to FHA
all primarily to meet the statutory requirement that & sponsor furnish
10 percent caqf ity either in property; cash, or services. We think the
materiality of the statements contained in these applications is shown
by the mere fact that each applicant was careful to make certain that
his application met the statutory test for equity capital.

SecrioNn B. ArpraisaLs By FHA

Iaberahty, and perhaps lmty, in FHA upprusals is the other side
of the coin to misstatements in the sponsors’ sphcatnons ‘We can
understand how a sponsor might estimate the value of land at several
times the price at which he recently purchased that land from a sane
and intelligent seller (when no penalty was imposed for doing so),
but it is not as easy to understand the FHA appraiser intelligently
reac approximately the same exceesive estimate.

Powell testified before this committee in 1949 accompnmed by
Bovard and Richards, that it was impossible for FhA cost estimates
to be as much as 30 percent off. Nevertheless many of them were
off by that much and more. Curt O Mack, Assistant FHA Com-
missioner in charge of Underwriting from 1943 through 1954, testified
at our public hearings. When he was asked if they ever checked the
actual costs of these projects to determine the accuracy of their esti-

mates he replied:

We tried to, The insuring omoea, each dirsctor was a meémber of the ohartered
rporation. In fact, he was a director, and .those.reports were sent not only to
Wuhi n—1I believe they went to the Rental Housing Division—they did pot
underwriters—but they were placed also in the hands of the director

of thﬁtmsunng %ﬂoe whial: had: ux*isdict,ionl owf'er the area in whlch the p: rop:{t
usted e used those reports largely for pu operating
expenses and the acouracy of them (investigation hum October l0!?4, p. 3487).

Following that response the following questions were asked Mack
to which he gave these answers:
guestionlﬂow did you miss so many times? '

't ahiswer that.
QuutionNWm you aware at the time that yon m ml-ing?

Lmtion You n you weren’t aware?
wer Notin ottbmum Thnooo-mlbdwindtulhworoanhbokto
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2 ton. , You»nﬂ(m-hoqkpd:z !W .

, R {t‘ af
A(‘% WW (o div ;i.* SEEE ;}z i )
Tho cvidonoo ved dufing this. invuﬁguﬁon wm'um the icofw:
eluslon that in its eagernees to utinfy builders who wom interested in:
miultiunit - housing projects, FHA ' freq &aﬁm;tod

cosis &t whatevér- it thougm was. noce-u‘y uﬁd‘y
0‘ m bmldﬂ‘l. ,» H i ETREIEY Y
It . does not: seem pouible t]nt FHA- eoot uhmatom oould, had
they: ;conseientiously | discharged their _responsibilities, ., been off ;:30:
to40pementmaomun cuu,uhubeendmolooedbyourmvu-
tigation.: .Jt-is natural to assume that in the normal éourse: FHA'
estimates might bé high in some cases and low:in other cases. - But we'
find builders who ponsored md even up to 28, projects, whose esti-
mates were always on the ¥ de, and w ose estimates. avengodu
high as 20 percent above actual oosta. This io ‘inconsistent with the
premise that in'the normal process of ect.xms ‘that the estimator
would be & “little” high in some cases and a “little” low in others. ' .

SIO'I'ION O FHA Suns AND ProMoTION

The Federal Housmg Administration apparently considered 1melf
obligated to “sell” the section 608 program. The committee has
heard testimony from builders that meetings were called by FHA
oﬁcmla to usde builden of the great benefits of the section 608
ders 1 to inflate their estimates of costs.

ade it known that an architect’s fee of 5 percent would be al-

lowed r ess of what was in fact the architect’s fee, - Builders wure
were told that these pro;ecta could be constructed with little or none

of thexr own moneg
Loe Angeles mldqr, Arthur B. Weber, told the comrmttee that

he was invited to an FHA t.uag at which the section 608 program
was explained and that he was told that he “should wind up the thJOOt
without having any investment in it.” The extent to which
gram was ‘“‘sold"” is shown by its success in the New Orleans area where
there was a greater amount, of defaulted, rof;ctn than in any other
area in the country. L. J. Dumestre, FHA Louisiana State director,
from July 1, 1947, to July 30 1954, gave this explanatxon of the sales
program:

First, multifamily housing, as such, ls not common to the area. Up until the
advent of the section 608 program I wo y no apartmant‘

houeuinNewOrleomth&tmmgerthnﬁgor%unltm owmurgod
instructed by the W nomoo to sell the section 608 program to fdern,
to provide badly nrd New Orleans and Louhrun, along with tho
balance of the oount; a-t lly short of rental and sales- properties

We got out and we di a ‘job. Wodidtoo;oodaso jobbeoauoom

probably we bulilt &:little too much. About 3,800 units of rental ousing onine:
on the market in New Orleans within & period I would uy, from 18 months to,
2yesu,snditmjustalituemorothm uldsboor utonetime“‘

(iavestigation héaritigs, Septoimbsr 1054, p. 2016).° A
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follow-up program was given the field offices. : ‘This brochure is similar

to those frequently sent out in connection 'witli“h.iih-'p'dv?mr‘od“phblic-
relations prog . - The document is included in the printéd hearings
of the invﬁmn:(p;%%l). B I T L N SV RIVRNE PR

. An address by:Ward E, Cox, former FHA: Assistant Commissioner,:
beéfore the West Coast Builders Association in December 1952, further
illustrates the extent of this sales program, Cox there told the build-
ers some of the many ways in which they could' make money: on
cooperative housing projects with ‘‘no risk capital or permanent capital
investment’’ and with a return of all funds that might bé required to
be advanced to the project ‘“before one spade of earth is turned.”
Cox’s speech was'in’ part: :

Upon recépt’ of the Project Analysis Form ‘and the project mortgage 'amount

* * * the sponsor-builder, of‘colirse, sharpens up his pencil and compares his
own estimates of costs with FHA's estimate of replacement’ costs and asks him-'
self; What's in it for me? In the first place, he may own or acquire the land and
sell {t at ‘a_profit to the cooperative or, ili"time,mgiﬁﬁgembnt-type!"pr,ojeots, find it
advantagéous to lease the land for 99 years at a maxXimum return of 4 perceht'of
FHA'’s estimate of fair markét value. He can obtain a contract to construect
on-site improvemerits. to the'lanid and make & profit and where the land is pur-
chased in fee simple by the corporation he may also contract for offsite improve-
ments, . He has no risk capital.or permanent:capital investment in ithe project.
All equity capital is subsoribed by the cogperative mémbers: Any front money
advanced by -him' for organization, legal, atchitectural and other ‘expenseéand,
costs is returned:to him or adjusted at initial closing of the loan, if he decides to

roceed with the project, and before one spade of earth is tl‘;rned in construction.

ecause all occupants of a coo qatiye" project sign up and make required equity
payments before construction begins, the builder is not ‘obligated to speculate on
sales or occupancy. If the project is a management-type cooperative and the
builder is qualified, he may obtain a contract to manage the project following
completion. : . o =

One apparent result of the overzealous FHA sales program was

undue liberality in making estimates and contfacts with builders. « If
the section ‘608 program would not have worked ‘out satisfactorily
under the formulas and provisions established by the Congress, 1t
was the responsibility of FHA to have so advised the Congress. But
it was not the function of FHA to revise the statutory limitations
according to its own conception of what was required to make: the

program work according to its measure of success.
SectioN D. LeEAsEHOoLD MORTGAGES

FHA permitted builders to obtain FHA insured mortgages on lease-
hold estates under circumstances that made doing so very profitable
for builders. This practice was used extensively in New -York and
to some extent other areas, including Washington, D. C. An official
of the Chicago FHA office, E. Herbert Bonthron, testified that the
only two leasehold mortgages on residential property in Chicago
were on FHA section 608 projects, =~ =~ "~ = |

These ground leases were generally for 99 years at'a rental based
on 4 percent of FHA’s valuation of the property. The building con-
structed  on’ the property, with ‘an FHA guaranteed mortgﬁge s
riécessarily security for the ground ent. A defsult in th ground rént
would require the Government either to cure the default or, to ;ipu,i.*%:
chas the land to protect its guszanty of the moxtgago on the builditg!
Tts failure to do so would permit the owher of the land, usually the
séction 608 sponsor, to acquire thé biiilding free ‘and clear of ite
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mortg To thulfprotect ltsélf, HFHA book an optlon to:purchase

o lan at the appraised value-—i --sevéral: timés: thecost
of thp property;. ., ‘cases: put ' F. m t é: position: :of having the
equity owner of the building 6ccupy,a secunty position i in the project
that came ahead:of the FHA insured mortgage: . ' -

Because of the Governmeént’s financial interest in‘ makmg certam
that thex‘e ‘was .no.default ‘in - the .ground rent,:a -mortgage on':the
land was fact, better socured than the FHA"insured ‘mortgage on
the bmhimg Accordingly; : insurance ‘companies ‘and::banks- wer'é
willing :to make conventlonal ‘mortgages: at' 80- percent; and even.90
percent,;of the FHA appraised value of: land thus leased:to & section
608 project.. ; Thése loans. were: generally made for:long :periods- of
- years-without ‘any personal résponsibilit g' -of: the! borrower to Tepay
the loan. -These leaseholds ‘were so f) table because of FHA gen:
erosity in making those appralsals t appraised land at as much:as 6
and :6 times: the promoter’s cost.  In one case, Beach Havén,-land
costing less than $200,000 was appraised at $1; 500,000 ‘In the Glen
Oaks Village:case the sponsors were ‘able to obtain. a mortgage on'the
land for almost $1.6 million' more than'they. had paid for the'land.
In the. Rockaway Crest ‘project: the owner obtained: a mortg e’'on
the land for $1.million more than he had paid:for:the-land. ‘These
lucrative: mortgages were: El ossible - only because ‘they :were" secured
by leasehold’agreements which .the Government: could ‘not permit to
default.No-Federal income : taxes were elmd on those mortgage
proceeds-on the theory that they, weré merely-loans and ‘not income
even though there was.no.personal obhgatxon to repay the mortiaﬁ
~_The. Woodner. project: in- Washington was built -on :a ‘leasehold.
Woodner hds :claimed ' that his.building costs’were in excess of his
FHA mortgage ‘proceeds; but his mortgage on. the land was. substan-

K in. excess of *his cost of the land. .
e theoretical justification for perxmttmg leasehold mortgages to

be insured by: FHA was that it reduced the capital required of:a section
608. corporationi In:aréas where: building .costs.-are high, such:.as
New York City; it-was urged the’ the $8;100.per unit: mortgage cellmg
would'not permit the construction of rental: ‘housing if it'were néecessary
for the- sponsor-mortgagor corporation to.acquire the land. :But'this
claimed : justification for leasehold :mortgages does mot excuse: the
inflated valuations that permitted:builders ‘to make large profits: from -
mortgages :on. the land... This practice was particularly 'unfair. in
cooperative-housing - projects;, under section 213, in which. the ¢o-
operators- did not know: tbat ‘the property they ‘were  purchasing
included  only the building and not the land on which:it was. built.
(This is another example of the way. FHA mt.erpreted the la.w to glve

the max1mum beneﬁt to the bmlders L .

Smmon E Coopmwmvn Pnoemu

Soot.xon 213 of\ the Housmngct pm\ndes for, EHA msured mOrt- '
gaggs on cooperative housing pro;ecta sgoneored by ¢ ngn&roﬁt” cor-
poratlons or trusts, ' ualgy committee’s : mveslt.:lgc;tmntm -
P Do, instance. in : w! 8 eeooperatave‘ :

lt:ﬁgﬁntlm aeononw? the act. In alinost every case the project was
built by a promoter for profit; ut;hzmg this provision of the statute,
.with its; maximum- 95 ;peréent of: est.xmat.od 008t mortgagea, because
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‘‘‘‘‘

of:its: more profitable :provisiohs, ;;'This'is; particularly true:of the
single family: sales houses, built underithe ébglperétive‘f Housing section -
of  the act,'under'which promoters not only:obtained 95 peréent
mortgaged but alo had their construction advarices insured by FHA
(as distinguished fromthe conveitional salé house!program under sec.
203 in which FHA did not insure construction advanéési) = . il .

-+ The greatest number of “cooperative” imultifamily: r‘%?écté ‘con-
structed under this *nonprofit” séction’ werein ‘the’ New York arca.
The plan génerally used was for the promoter t6 acquire land on Which
the project. was to- b built and lease thet'land to the: cooperstive
project fora long term of years; . The cooperative apartment owners
were ‘generally not aware of the fact- that-even ‘aftér paying:off ‘the
mortgage they would still-not'own' the land: - They never will ownthe
{:ﬂ? and are required forever to pay the ground rent'or lose:their

- As shown in the. preceding section these ‘leaseholds were most
-.: The plan also generally called for the promoter to create and ‘control
the nonprofit cooperative corporation. That corporation was usually
organized by nominees of ‘the promoter..- They 'in turn. would enter
into a contract with' the promoter's construction: company for the
construction of the project. - The'same persons sat on:both: sides' of
the table in determining: the ‘terms and: provisions of:thatconstruc-
tion contract, including ‘the amount that the cooperative-corporation
must pay the.construction company. - More important, the'¢ontract .
generally  provided - that ‘the: final ‘payment was: to be made’to the
construction company when the project was approved by thé cooper-
ative corporation. - The promotéis were careful: to retain control of
the cooperative corporation until after they had approved their own
work, Then they would permit the cooperators to elect their own
board of directors.. . . S T PR LR TR ST

- A most unusual use of the nonprofit cooperative section of the act
for gingle family sales houses was employed in ‘the L.os ‘Angeles area
by Ben Weingart-and Louis Boyer in’ projects involving'$62 million
of FHA-insured ‘mortgages. - Weingart' and"f'Boyerif)mete‘d Carson
‘Park Mutual Homes and Lakewood Park Mutual Homes:as coopera-
tive housing projects. Weingart made arrangements ‘with: Investors
Diversified Services for: the interim financing ‘and:thus; dvoided . ‘the
necessity for.the individuals to advance money ‘to: gtart:the project. '
In return; Investors Diversified “Services: received- roughly half:'the
profits. . Nominees of Weingart and Boyer: were the ‘incorporators
of ‘the so-called nonprofit corporations. Thousands:of  homes were
built and- the profits divided between the Weingart and Boyer group
and Investors Diversified Services. :Inthe ' Carson Park ‘:(‘i)rbjeot,
involving $32.1 million in FHA mortgages, the Weingart and Boyer
group invested $65,000 and- received ;gmﬁtsvof\ $1,417,321, including
a profit of $118,485 on their sale of the land to ,ti\,e‘ sponsoring cor-
‘poration.  For arranging the financing, Investors Diversified Services
Teceived profits of $1,056;981 in ‘addition to normal-interest on- all
‘of the' fuh‘ds it‘had ad?ance’d. i i '); ) ‘ {H; A
*In‘the’ Lakeéwood 'Park gfﬁifect;f;iwolffiﬁ"g "$30.2 "iidllion 'of FHA
‘miortgaged; the’ Weingart-Boyer 'group * and | Investors Diversified
Services conduéted 4 similarly profitable operdtiony 0ty . i il
i~ 'The Weitigatt-Boyér gmu% réceived 'tomiitments from’' the Long
Beach (adjacent to Los Angeles) FHA office for 6,663 units to_be
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_constructed (underiséstion/213¢-:The dnly-other ‘section 1213: commits
‘ment ever idssd by-that offics was a broject of 50 unitds - 1l 1 .|
- »1The:cominittee-héard:testimony: that:the section 213 ‘program was
used int Arizona to sdll-houses Without 'anj downpaymént-on s for
profit!’ sales:progiam,; Hyman Rubenstein' testified’ that s constricd
- tiont ‘company:he ownéd: built' single fainily houses which: it sold’ (6'&
“nonprofit “corporation: hé' controlled for “‘the'|amountof ‘thé :FHA
mortgage. . That:mortgage ‘was: 951 percent of FHA's estimate of ‘the
¢ost: 'T'he:nonprofit: corporation -then:sold :the -houses withdut:any
- downpayment. : Rubenstein téstified :that: these houses were ithus sold
fof dpproximately $8;000!with & profit:to’hii of $1,000 on each house;
If FHA's ‘estimates! were:in:liné withi Rubenstein’s actual:costs, FHA
wad ‘allowing him 4 lr';:‘ferden t'-profit in‘a ;ﬁrégram -in ‘which:!FHA:
insured - ¢construction: advances . 'and  virtually “insured the builder
against;loss'. Cient e T L R REARTE S N

f

; :
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v o+ SecrioN F. Tam: $56 MiuLioNn Cemuing - . .
AR AT AR ARSI M AR N2 ,i;»;z,z;!;};l‘s'w SRR T :~:'-;2.~:-:c'«-.:«ig.;,-, R E T K PR Y DRI
In passing the National Housing Act the Congress included in séc-
tion 608 .a. number, of limitations on the mortgage insuring:duthority
of FHA,: - One of these limitations, prior. t0:1948, was that inortgages
could ;:not; exceed'; $1,800, per: room. ~ In: 1048, this’ limitation was
changéd:to $8,100 a.rental unit. The Congress:did not intend to
 raise. .the;;ceﬂihgffrémsis.lv;sooa per room to $8,100 per room; it had in
mind; continued ;construction, on: something near the average number
of rooms; per; rental unit that had previously prevailed. ... ... .;
.1 F’HA and the:builders, however, seem:to have continuously searched

for means to'stretch, evade, and get.around the congressional restrics
tions, impoged :upon: them.. ,;They did so with. respect.to:this. ceili'n%
limitation by projects’'in-which 8,0§ert:ent,v;and evén 90 percent, o
the ‘rental . units were one-room efliciencies., -In these . projects the
mor’.tg‘éﬁe averaged close to $8,000,per room,. - . oo, o
- Another .congreéssional, limitation! was - that a; mortgage could not
exceed $5 million, One of the purposes for this limitation was. to
gpread the benefits .of: the act.among:the greatest.- number of people.
o the extent that FHA-insured mortgages aggregated as much as
$25 million; and 'even more, on-one project. this'was accomplished'by
separate mortgages ‘of ‘separate’ mortgagor: corporations on different
buildings in'the project: - But having separate 3mbrtigt}‘ge8‘ on separate
buildings in:the'same projéct was.wholly in'technical ¢ompliance with
the statute.” However; in the cases in which FHA insured moré than
one mortgage; in amounts: aggregating more than $5 million, on what
whsibasically one 'building; it' was deviating from the statutory pu
pose ‘expressed by the Congress: i b o e 1o T S
-/Thé Claiborne Towers:projest onClaiiorne Avéruerin'New:Orleans;
and - the: Woodner! project’ ot '16th: ‘Stréet in ‘Washington;D. C! ind
volved:imortgages ‘of moré: than:'$5 million:.:"Most of' the inits in
these’2: :projecta-weré: 1-room: ‘efficiencies ‘which may: be classified 'as
luxury apartmeénts and not ithe middle income type:of rental housing
the act sought to encourage,.. . ... .~ peiaio b
Lf%‘ﬂ_‘héi"-'zGl&i%bmé‘ projéct i New: Orleans wasbuilt by Shelby Con-
-struction’ Co., - whose! detivities are!frequently. discussed in! other
seétions tofuthis Teport;:. The FHA:Néw! Orleans office : refused  to:
approve the projécti rApproval cdine from Washmgton:in’ &/ memos -

N
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randvm-: from -Powell -to: Curt C. Mack; :Chief :Underwritér,: advising
that Powell’s office had approved revised plans. : Eighty-six percent.of
the units in this project are 1-room efficiencies. : The. project.is on’the-
north side of Claiborne Avenue and extends' for:a full-block: from
Canal Street to the west. A mortgage of $4.6. million is on the:east
half of the building and a mortgage of $4.6 million is on the west half
of the building. The lobby entrance is in thé center .of the building:
There are'6 elevators of which 3 are on either side'of :the centerline of
the building. - There are 2 heating units in the building which could
be so utilized that each would heat half of the-building. . The plans
were drawn so that a wall could be built through the center of the
building to separate the east half from the wést half and leave each as'a
complete building. However, the outer brick wall is‘only -1 building
enclosing what the mortgagors pretend 1s 2 -buildings. . The bricks
are laid overlapping each other and in order to separate the theoreti-
" cally two buildings by so much as one-sixteenth of an inch it would be
necessary to cut every other brick in half. The main entrance, a large
modernistic entrance, straddles the theoretical dividing line for the
two projects, ‘ P v B -
The Woodner project in Washington, D. C. is covered by a mortgage
of $5 million on one-half of the project, and a mortgage of $4.9 million
on the other half of the project. In this case the buildings are actually
separated by a distance of 1 inch with:a caulking compound packed
into the separation. As in the case of the Claiborne Towners project,
the interior halls in ‘the Woodner project extend from building ‘to
building wholly ‘as though it were one property. Common switch-
boards serve both sections. There are separate’elevators and separate
boilers which could be used to operaté separately. each: of the sections
if it was desired to do so. But Woodner.testiﬁeg that it would not be
economical for different owners to operaté each section. -
- It would never occur to even a trained inspector that either of these
projects was composed of two separate buildings unless he were ad-
l‘.;xifed of that fact and examined the plans for the theoretical dividing
o, ; e

SeorioNn G. HoTELs -UNDQR SEngoﬁfGOS

- The rental housing;program, to provide living units for returning
veterans, was recognized 'b{S-FHA as not including financial assistance
in the construction of hotels. . Yet in many instances it: was not diffi-
cult to induce FHA to permit all or a:substantial part of a project
to be turned into a hotel. The Warner-Kanter Co. built Essex House
in Birmingham, which after completion was. converted into what
amounts to a hotel. . Later Warner-Kanter obtained FHA approval.to
construct an Essex House in Indianapolis; 93 percent.of the 390 units
in that project consist'of 1 room. : Shortly after completion of the build-
ing hesponsors told FHA that their iﬁabifi’ty to rent that project made it
necessary that they furnish some of the apartments and later.to.provide
maid. service; FHA approved furnishing 150 of these units -and pro-
viding.maid service. There are many similar projects throughout the
United States. , VL L SRR R

~ The Woodner projéct in ‘Washington is perhaps. the most glaring
example of the usé of :section 608 for-a:hotel property.  The:record:
supports the conclusion: that its sponsors intended to operate the
property as a hotel from the inception of the project. .. . . - .
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:-'Thé plans: called for stores; shops; and: restaurants ‘on the ground
ﬁoor although the D:stmct of Co umnbia zoning: ordinances: prohibit
suchicomnieroidl use. of propert; % in that:areaiekeept:in;hotels;! . The
récord :contains: a:letter: dated : December :20;: 1949, from A, A: (Bliss
of the legal division:of Irvmg Trust: Coi; New York ‘the miortgagee,

to ‘the;;Woodner Co.,: written less than 2 months 'aftor the FHA
commltment was 1ssued and pnor to the constructlon of the pro;ect
thatrsm~pert RS

" As'I undérstand ‘it; you will abply for a hotel permlt when the: projeot ‘is’ ready
for. occupeney, and the commercml space will not be utihzed unless the hotel
permit is- issued. - .

- When' thé prOJect ‘Was completed the Dlstnct of Columbla refdsed
to grant-an ‘occupancy pérmit unless 40 ‘percent of ‘the’ rooms’' were
converted to'a hotel. Woodner asked the local FHA office inWash:
ington’ ‘for permwsnon to''do’ so; pointing out that he had" invested
$700 000 inn the' construction’and furnishing of commercial facilities

hich ‘could only: bs utilizéd, under the local zoning ordinance, in
a ‘hotel; Theé District” FHA ‘director for Wasbmgton refused ‘to
grant’ ‘this permission and-in“June 1952 ‘the matter was ‘takén ‘for
review before ‘the national FHA office.  Franklin D, Richards was
then. FHA Commissioner and the matter was brought to his attention
in -June, although no-decision ‘was then reached; ~Richards resigned
as FHA' Comm1ssroner efféctive June 30. - On July 22, he was retained
by Woodner in connection with this request to operate the project
as a hotel. ' Richards was to be paid a Tetginer of $5,000 and an
additional $5,000 if they were successful in obtaining hotel approval.
Powell reVersed the local: office and granted Woodner perrmssnon to
convert 238 units into a'hotel.:

Theincidents of using'section 608 propérties for hotel purposes,
exceeding the statu tory $5 million ceiling, and permlttmg a'substantial
majority of the units in a‘project to be 1-room ‘efficienciés’are’ not' in
themssélves of any great'importance except that theéy further illustrate
the extent to' which FHA sought to extend, ¢iréuinvent, and evade the
congressional é)urposes of the National Iiousmg Act. On the con-
trary, it should have been FHA’s purpose to use every effort to carry
out the intended will of the Congress. ,

SecrioNn H. DISREGARD oF WaAGE-RATE REQUIREMENTS

In 1939 Congress adopted an amendment to the National Housmg
Act to insure that builders who obtained the benefits of that program
would pay the prevailing local minimum wages, as certified: by the
Secretary of Labor. Section 212 of the act expressly prowdes that
the FH Commissioner shall not, approve any application for mort-
gage insurance under. that act unless the contractor files a certificate
that the laborers employed in the construction have been paid not less
than: the prevallmg ocal wage rates, as determined by the Secretary
of Labor prior to the beginning. of construction. The act also au-
thorized the Commissioner to make such rules as may be necessary. to
cer% out.the provisions of this section.

A.construed. the act as requiring merely that the contractor fur-
nish it with a certificate of the payment of prevailing wage rates. It
. considered the filing of such a certificate conclusxve, refused to be con-

L 56167—055-—4
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cerned: with- chargee of: substandard:wage ‘payments, and 'would ‘ot
look beyond: anappropriately éxecutéd: certificaté. - Theé ‘Depairtment
of Labor investigated thousands of cases;of: alleged violations .of! this
rovision of the HousingAct. i It: referted: any such: casesto FHA:
ior t0:1950 FHA refused to take aity:action'in these matters: ! Be-
ginning.in 1950 it'did: cairy:on‘some investigativé work or/projécts
referred - to: it- by ‘the:Department :of - Labor.:1:In :the .period 1939
through 1952 only two such cases were referred b; FHA to:the Dé-
% artment of Juetlce. , The testrmon%of Deputy Housing and Home
inance Agency .Administrator McKenna is-that a:spot.check of
FHA files disclosed '95 projects in which construction workers' were
underpaid - $1,023,000; ; A common; practice of contractors: was said
by him. to be to- claselfy skilled Workmen 88 apprentlces end to pay
them at the lower, wage rates. .

One project, McKenna testxﬁed 80 ca.rpenters, wbose expemence
averaged 8 to 10 years were. classrﬁed on, the payroll as apprentices
and paid from $0.75 to $1.37 an hour iwhile: the' wage rate forcar-
penters was $1.65 an hour. On another project of the 'same.con-
tractor 83 experienced carpenters were found on the payroll. as ap-
prentices. The divergence in wage payments was similar to those in
the first project. - On a third project:of that contractor 152 :experi-
enced carpenters were designated as laborers. and paid $0.75 to.$1.25
an hour while the prevaiing carpenter 8 mte in-that area was: $1 37%

an hour. .
The testimony shows that in one case m whxch there Were wage

violations amounting to $25,947 the FH ‘mortgage commitment was
increased $29, 100 n: another case in which there were wage viola-
tions of $8, 267 the commitment was increased . $8,200.. This pater-
nalism toward builders subjected the, Workere on the pm]ects to severe
monetaxg penalties. . .

FHA had no procedure for barrmg contractors found gurlty of wa.ge
violations in one project from participating in other projects, or even
for subjecting thexr subsequent proyects to specxal scrutmy .y




"' PART"V.'ECONOMIC IMPACT ON TENANTS -

 The excessive and unreasonable ‘windfall profits’  achieved by
builders'iinder' the section 608 program' is necessarily ‘either at the ‘ex-
pétise‘of the tenaints renting'apartmenta'in such projeots’or at the ex:
gensajof FHA(and ‘the Government as:guarantor of the obligations'of
HA). - To date 'the''Govéinment has sustained no:actual ‘loss on
t.hes:e(f)roperties. The losses .accrued on l.f;roKe,rtaies that havede-
faulted and have been ‘g’,’(’z‘q"ﬁréd‘by 'the-FHA havé beén; or will ‘be,
met by reserves ‘of $105.2 million which FHA: has ‘sét aside from
insuranee prémium receipts.. ‘Tenants, however, have been' required
to pay large sums in extra rent to ‘“bail out” properties encum
by mortgages substantially in excess of actual costs.. -

For every hundred million dollars that FHA-insured mortgages ex-
ceed 90 percent of what would have been the estimated costs had
FHA estimates been'baseéd on ‘‘the actual costs of efficient building
operations,” tenants may be required to pay $6.56 million in excessive
rents each year during the 30 years of the mortgage. Only competi-
tive conditions in the rental housing field making available alternate
accommodations at lower rents will relieve those tenants of this
obligation; o . IO y

e charter of each section 608 corporation permits FHA to
spprove maximum rentels.  FHA rentals wore determined, in advance
of construction, by the FHA ‘“project snalysis” which was the. basis
of the FHA commitment to insure the mortgage. These rentals were
based upon the lower of: () Wheat was then the market rental beis
paid for- comparable accommodations; or (b) rentals which wm’:‘iﬁ
provide a return of:all operating: expenses . (including interest :4nd
amortization) and a 6% percént net return on the estimated cost of construc-
tion, after an allowance of 7 percent for vacancies and for. other loss
of rental income. - In actual practice the.yardstick for measuring such
rents was the 8)% percent net return on the estimated cost of the
property. -1t was actually in excess of 6% percent of the estimated
cost due to.the 7 percent vacancy allowance and the fact that most
section 608 projects had almost no actual vacancies, .. ==

When the actual costs were substantially less than FHA’s estimate
of costs, the rents were nevertheless based on a 6% percent net. return
on the original FHA estimate. - And'the rents were not based on the
amount of the mortgage (90 percent of the estimated costs), but on
the full amount of the FHA éstimate of costs. Furthermore, if operat-
ing expensés, taxes, or other re¢urring items of expense were increased
to a level beyond those used in the original FHA estiinate, the spofisor
could file an"’afpliodtioh for an indrease in rents, which was generally
allowed  and ‘the rents charged to tenants were further inflated, even
though there had.already béen sn excessive rent initially established.

‘The Shirley-Duke prdject wasd estiniated to cost $15.3 million; ‘ ‘The
actual cost of the projéct was $10.8 million, excluding the $900,000
promoters’ fee paid Invéstors Diversified Services, or $11.7 million if -
that fee is included as item of cost. The rental schedule, approved

. » SR 47
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prior to the construction of the project, permitted the sponsors to
charge tenants $250,000 to $325,000 a year in excess of what would
have been the rents had:the actusl, instead of estimated, costs been
used. This is in excess of $115 per apartment per year in additional

FHA INVESTIGATION

rent,
approved a rent increase,
$89,994 a

In the

Nevertheless, not lo:

after completion of the project, FHA
ased on increased operating costs, of

(gien Oaks case, in which there was a $4.6 million ‘‘windfall’’

on the FHA-insured mortgage on the building and a $1.4 million
on the land, FHA subsequently granted

‘“windfall” on the mor
increased rentals, b
annually.

on inecreased operating costs, of $231,681

The table following shows section 608 projects on which ‘“‘wind-
of this committee and in

tenants to charged increased rentals
based on higher operating costs.

Rental increases on windfall projects (public hearings only)

falls”’ were shown at the
which FHA has permitte

ublic heari

Bponsor and profects Project location | Windmn | N m of Anﬂ":_‘i‘,‘m"::m

Jose lofm?mvnmm (8 sections) Clifton, N. J $136, 718 4,004 453,153
Brookchester (10 sections)............| New Milford, N.7.| 1,071,175 5, 506 233, 604
Wright Village...__...._.___.2.20. LN J..o..... 144, 458 2,058 34, 541
Maybrook Gardens (6 sections)...... Maywood, N.J... 0, 003 1,343 29, 704
Rutherford Park Apartments........ Rutheﬂor&, N.J.. 43,120 5816 4,768

TOAL. . eeeemeemmemnenseasenaneanen]onsmeecamaamnennnaas 1,404, 178 13, 485 354,830
Alfred Groes, Lawrence Morton, George | Bellerose, Lon 000 12, 346 231, 681
B Garion: ?mnm}' reston m‘auﬁ)' W. | Alexandrta, ﬁ'\y » : :?aaa : 928 ao'm

o on, JI. o do . . [ Y.
Hutman: Shirley-Duke (8 sections). ) ! ’
lﬂ;ﬁ Woodner, Max Woodner, Beverly
ner! ,
Crestwood Lake Apartments, No. 1..| Yonkers, N, Y.. 02 1,004 9,331
Manor Park A to’(zt:ictlom). Wilmington, De).. Z&m 1,834 2, 712
Columbia Heights, No. 4............. Arlington, Va..... 77, %4 1,314 03,136

D 1 7 (U HPU N SN 106, 900 3,912 110, 100

Davis A: Finkelstein, Herman D, Paul, | Prince Georges 478, 881 1,54 63 156
Harry A, Rosenfeld: Univ: Hills, Comlt‘i, .

Ben Cohen: P Manor (4 sections). ...| Pennsiukon, N, J_ 138, 000 1,328 4, 814

M Wolosofl: Alley Pond Park (3 | Bayside, N, Y_._. 478, 877 928 58, 800

James' J, 'Kmlti: Rogers-Forge Apart- | Baltimore, Md___. 834, 500 2 063 40,978

ments (2 sections). : . i

Thomas J. O'Brien: Meadowbrook Corp.| Indianapolis, Ind. 38, 604 3 €75 46,129

Herbert Du Bols:

Olover Hills Gerdens. . .............. Mﬁu;lt Holly, 280, 600 o4 17,182
Parkway Apartments. . _._........... Haddonfield, N.J. 250, 000 1,01 43,3%

y 1) RO ARSOURR R 539, 000 3,388 00, 401

8aul 8{ilberman: Uplands Apiwrtments....| Beltimore, Md__.. 000 2,007 14, 450

Sa;‘nue‘l J. Rodman: Atlnn’t'lo QGardens, Bonthealtb“'éuh- 000 163 1,043
0. 1. ington, D, O,

Dowexm‘(}oulub: District Heights (4 | District ’ Helghts, 1, 206, 900 2, 280 85, 685

sections). Md.

Bernard Welnber, . o
Pledsantville Manor..............._. Plamntville, N,J. 138, 000 %8 19, 815
Barrington Manor........ccceeeeoe. - Berrington, N.J.. 483 907 1,380 M, 902

TOAL. .. eenemececmmaeeemeaaeenee]enacca e eacecaans 710, 987 3,318 54,807
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Renlal increases on windfall Projeots (pubdlic kearings only)-—Continued:

R . i Nun‘xber"ol .A'Qnmlmbl
Sponsor and projects Projoot loostioh | Windfan rooms increase
Fred Bohnelder: ' o '
Parkobester Court (4 sections)........ awthunbv%uh- 120,000 | 1,100 16,719
n ¢ 3
" Rhode Island, Ine..._............... th - Wash- 270, 000 1,284 35, 428
i Ington, D, O, . - i L
U YT R I edeiennan 300, 000 3,884 42,148
. O:I:ct}l’es l}o‘se: Jeflerson Village (10 | Falls Church, Va 281, 435 2,704 37,40
. ONSs), . P X .
Herbert Glassmun:. Glassmanor (3 seo- | Prince Georges 201, 103 3,485 15, 308
tions). County, Md. -
William 8, Banks: University Ofty......|..... A0eeeeeaeenne 196, 574 1,510 2,677
Albert Stark:
Drum Osstle Apartments............ Buu?‘o? Coun- 232,189 1,202 15,454
Seton Hoights.....veeeemeneneeennnens Baltimore, Md....| ., 2716 900 11, 968
{17 DU I 204, 805 2,102 77,403
Alexander Muss: ' )
Sunset Gardens........ccceceuen.... Nutloy, N. J oo eclecranacaanen 323 4, 380
Boulevard Gardens.................. Bayonne, N, J.... 188, 142 854 42, 544
V17 N W 138, 142 1,177 47,934
Isrsel Orlian: Floral Park, Ine. .......... North Bergen, 148,060 1,002 2,040
Benjamin Neisloss: Brookside Gardens..| SBomerville, N. J.. 535, 616 1,663 632 463

Prior to December 17, 1947, rental housing projects having insured
mortgages of $200,000 or less were not subject to rent controls b
FHA. Projects in excess of $200,000 prior to that date, and all
}i‘rojects since that date, have been subject to this control over rents,

his authority to control rents remains effective so long as the FHA-
insured mortgage is in effect, - o o

As long as a shortage of rental housing exists, tenants will have
little choice but to pay these higher rents that are due to excessive
cost estimates, It is difficult to estimate the amount of such excessive
rents that are now being paid by tenants except that it is a very sub-
stantial sum annually. It is not feasible for the FHA Commissioner
to reduce those rents (assuming he has the authority so to do) as long
as the inflated mortgages remain unpaid. For the Commissioner to
reduce rents below the levels reﬁuired for interest and amortization
on the inflated mortgages would only precipitate a default in the
mortgage and require the Government to issue its bonds for the
mortgafe indebtedness, and to take over the 'propert . If FHA is
successful in its c'urren£ action to recover windfall profits, we assume
that such recovery will be applied to reduce the mortgage indebted-
ness and thereby reduce the necessary rents required from tenants to
carry the property, . T o .

Unless the carrying charges of such mortgages can be reduced,
tenants would appear to have no relief from these excessive rentals
until comparable housing becomes available in projects which do not
require excessive income to cover carrying charges on excessive
mortgages. If and when that day comes, the owners of projects on
which there are excessive mortgages will either be required to reduce
their rents or will find their apartments vacant, In either event, it
. is not unlikely that projects with excessive mortgages will then default
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and that the FHA will be required to take over the properties; ' Un-
fortunately it seems that in every case éither the tenants or the Goy-
ernment will sustain a lose resulting from these excessive mortgages.

The chart on the opposite page reflects the rentals authorized to be
charged, by States, in section 608 projects. ~The loweet rentals were in
Mississippi and the highest in Illinois. Only 10 percent of the project
rentals were below $60 a month and more 60 percent were above
$80. More thav 20 percent of thase projects rented for more than
$100 per month per a ent and in Anzona, Nevada, and Illinois
the median rental of all section 608 projects in those States exceeded
$100 per month per apartment. e median monthly rent for the

country is $86.41.

CoMMENT BY SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, FREAR,
. DougLas, AND LEEMAN

It is obvious that ‘‘mortgaging out” plus the fact that rent schedules
generally were based on the A estimate of cost rather than on
actual cost have resulted in higher rentals in some projects than might
otherwise be the case.

To complete this picture of the 608 program we should point out

its merits. _It has provided for construction of 465,683 housing units
in 7,045 projects to meet the housing needs of war workers and
returning veterans, The number of these projects found by the
committee to have mortgages in excess of costs is about 6.7 percent.
Out of about half a million units in the 608 program, there is no
evidence to show that the great proportion carried higher than neces-
au"lg_ rentals because of mortgaging out.
. he impact of the approximate half million units built under the
608 ?rogram must have had considerable competitive effect upon
rent levels generally. In all likelihood the mass effect of the units
developed under the 608 program reduced rents far more than rents
were increased as a result of mortgaging out.

STATEMENT BY SENATOR CAPEHART

It is inaccurate to state that the projects found by the comnmittee
to have mortgages in excess of cost is 6.7 percent. The public hearings
inquired into 543 prt);ecta of which 80.5 percent were shown to have
mortgages in excess of costs. Not more than an additional 200 proj-
ects were investigated. Of projects called to the committee’s atten-
tion, inquiry was made only in those cases where a sponsor’s total
mortgage exceeded his total cost. - No inquiry at all was made by the
committee into the remaining 6,300 projects because we had neither
the time nor the staff. We just do not know how many of these 6,300
projects had mortgages in excess of costa.
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PERCENTAGE DISTRIBUTION OF MONTHLY RENTAL AS REPORTED FOR OCCUPANCY SURVEY OF MARCH 31,1954
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PART VI. THE HOME REPAIR IMPROVEMENT PROGRAM

~__Title I of the Natiotial Housing Act, as adoptéd iii 1934, authorized
FHA to insure obligations of homeowners for repairs to, or moderniza-
tion of, their homes. The program was designed to stimulate business
in the home repair and moderhization field and to permit needed re-
pair:l; of homes whose owners might otherwise be unable to finance the
work. o . L
The program was one of guaranteeing the financing of these repairs.
It was unrelated to protecting homeowners against the fraudulent
schemes and practices subsequently worked upon them, Similarly
the program was not intended to include any safeguards to insure
ade'(iuat,e work or fair prices. e o

FHA was authorized to approve lending institutions as “approved"
mortgagees. The only direct contract by FHA was with these ap-
proved lending institutions. The approved mortgagees were permitted
to approve ‘‘dealers’” whose notes they might discount under the FHA

rogram. Thelending institutions were reguired to use sound banking
judgment and practices in selecting these dealers, Unfortunately the
record shows that ms;x;ly lending institutions were extremely careless
and negligent in the selection of dealers. This resulted in & number
of dealers operating under the proFram whose practices were fraudulent
and who, with their disreputable salesmen, ‘“fleeced’”’ thousands of
homeowners out of hundreds of millions of dollars.

FHA did not approve the dealers, but it adopted the practice of
putting dealers on a ‘“precautionary” list whenever it found their
practices improper. Placing a dealer on‘the precautionary hst had the
effect of cutting off his credit. But FHA was extremely reluctant to
take such action and it did so in only the most flagrant cases and after
countless homeowners had been defrauded. ‘

The frauds and rackets worked under this Ipro%n\m reached large-
scale proportions shortly after World War II. They continued un-
abated until the last year, during which the extent of these frauds and
rackets has been materially reduced. The decrease in the volume
of these frauds results largely from the publicity gfxven to the pro-

am which has made homeowners more aware of the practices of
these fraudulent salesmen and also from a tightening of the regula-
tions by FHA following the diselosures by the President last April
of these frauds. o L ) o

Many home-repair dealers used “FHA’ and “Federal Housing
Administration’” in their advertising and sales .promotion work - to
S’ve the impression to inarticulate peoKlf that somehow the Federal

overnment was back of the work, homeowners purchased
such work in the belief that the Federal (Government, through the
instrumentality of FHA, would somehow see to it that the work was
properly performed and that the charge was fair and reasonable. It
18 unfortunate that a program, designed merely to finance paper

52
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taken by dealers for such work, should be sold to the honisowners as
‘protecting thein in:the character of the work they received . . '
~ Under this program any dealer, able to make arrangements with a
lending: institution 'to :discount: his paper, could contract with hoine-
.owners for:such' repairs. | On completion of the work the -homeowners
sign a “completion certificate.” ' Many disreputable dealers obtained
this certificate, signed in- blank, at the time the initial contract was
igned. - In other ‘¢cases signing: of tle certificates was induced: by
false and: even fraudulent .misrepresentations as: to ite character.
Upon presenting that certificate to ‘the bank the dealer obtained 100
geréént of - the obligation provided for by the contract. :: The bank
heot me the owner of the paper and there was no récourse against the
ealer. - - - - ... T S L ¥ SRR
These obligations were negotiable instruments as to which the bank
became a holder in due course.. Under the law' of negdtiable instru-
ments the homeowner was required to pay the bank the amount of
this obligation in spite of any fraud practiced upon him(except whén
his signature was forged to:the note). The obligation of the bank was
insured by FHA against losses up to 10 percent of the aggregate
amount of the loans, which in effect permitted almoet every bank
to enjoy a 100-percent Government guaranty.! - . .. . .
Whenever a homeowner defaulted in the payment of his obligation,
and the bank was unable to collect the note, the obligation was as-
signed by: the bank to the Government. FHA was required to pay
the bank the amount of the debt which it then referred to the United
States attorney for collection.  In countless cases the United States
attorney has, in the name'of the United States of America, either filed
suit, or threatened to file suit, against homeowners for obligations they
incurred as a result of ifraudufent_ practices by which they were victim-
ized. -In thousands of cases thé work represented by these obligations
was virtually worthless. .. = e : '-
A principal caiise of the home-repair frauds was: first, laxity by
lending institutions in appmv'i.n% dealers of ‘questionable character;
secondly, their continuing to do business with dealers after notice of
their fraudulent practices; and, third; their accepting the paper of
homeowners whose credit would: never. have sustained & normal
banking ‘transaction. ' Testimony heard by the committée included
cases in' which: the same person had received :4: and ‘5 home-repair
loans. Frequently the later loans were made after the borrower
defaulted on ' the first loan. :Lending institutions should justly be
criticized for their laxity -and: negligence. . FHA is also subject to
criticism ‘for: permitting these-lending’ institutions to be so lax and
. 5‘, Nrees st f . ot o . o .

neﬁ'he Government has sustained no monetary: loss in the: title I
program and it appears that existing: FHA reserves are adequate ‘to
oover such contingent losses as may -ultimately accrue against FHA
under: this programn, - Substantial losses in the home-repair program
have been: sustained | by : hoiheowners  who were.‘victimized : by -un-
scrupitlous salesmen -and -dealers. :: By - handling FHA' pdpers; -and
because of misreprestntation by saleaman and dealers; many. of these
viotims: thought :that they : would receive Goverment protection
WFH‘ANWII,& :'u PRI Pyl ;'.;f :
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In the 20 years the program has been effective, FH'A has insured-
;’g gilllllihon home-repair or improvement loans in the total amount of
on. T T TR S P SRR LEPRDIOt S SNCPPII
‘The frauds in this program were: not:confined to ‘any:geographic
‘area. . In every city 1% which the committee held -hearings we dis-
. covered a large number of .title I frauds.: Perhaps the greatest
number occurred in' California where climatic and living ‘conditions
were peculiarly adapted to tlie fraudulent practices in the sale of
atios, barbssua pits, and similar improvements. ‘Representatives of
tter  business' bureaus: were. called  to :testify .in’ several: cities. ' In
‘each instance they testified that their offices had received many
complaints regarding title I fraud. 'The evidence:also showed :that
they had done a good job in attempting to correct these abuses, :
he committee heard 118 witnesses testify on the title I prograim—
approximately one-third the total number of witnesses heard, - Sixty-
three of those witnesses were homeowners who had been victims of
these fraudulent practices. Others were FHA representatives,
better business bureau officials, a representative group of the dealers
and salesmen responsible for these frauds;-and officials of lending
institutions accepting ‘the notes of those dealers. -~ . . ...
In each city where hearings were held there was virtually an un-
limited numbeér of homeowners anxious:to testify to .the frauds by
which they had been victimized. Twenty-two dealers or their sales-
men were heard whose testimony, recognizing the unwillingness: of
the unscrupulous to admit their misdeeds, gives.-a . representative
indication of the manner in which these frauds were practiced. Three
of those witnesses availed themselves of the constitutional privilege
against self-incrimination. -~ . L e i
The hearings revealed that many of the dealers and salesmen:who
victimized the public. were men with: known criminal -records ‘and
other unsatisfactory backgrounds. The tactics employed by those
men embodied the elements generally employed by :professional
criminal confidence men. . . G e e e
Many of the pitches; approaches or. g‘mmicks’ employed to induce
the homeowner:to purchase from such dealers and salesmen were:no
more than the ageless appeal to human nature to gét something for
nothing. The sales techniques uséd by such individuals were as many
3nd. varied as their imagination and knowledge of human nature could
evise,. - : S : T SR R Cikes il
The “model home” or‘‘bonus’’ pitch, asit was reférred to in the trade,
was used most frequently. The homeowner was told that the salesman
had made a survey of the neighborhood and had chosen hishome as a
model home. The stated reason for selecting this particular home was
generally because ‘the homeowner had such an attractive yard, orithe
shape or size of the particular home, or any other features which the
o Eyery home in o noichLorhood that might taes roeai oo
en . 1 JuVery.-nome in the neignid ‘natm V: ropaIrs was
& so-called model home. To contimue the! pitch, the salesmen’ would
promise the homeéowner to send prospectiveé customers to see the jcb
‘purchased by the homeowner, whether it. be siding, roofing, patio or
any one of the other numerous improvements: For each such prospect
who purchased a similar job this homeowner would receive & commis-
sion or bonug of $25 or $50 or $100. The amount actually promised
was immaterial since the written contract signed by:the. homeowner




!’HA mmm'nox 55

‘made no mention’ of s_uoh oral promises, ;- The salesmen would continie
the pitch: by a g the homeowner that in reality, his «unprovement
would cost:him' nothing.: . The homeowner. was told that:hei'would
assuredly pay for hisiown job:and:probably esrn’some extra. money on
.t.he commmmons or‘bonuses; "When‘these pitches were usedthe con-

merwe ‘wasiuniformly exéessive: although the-homeowner was
generally told the ‘price was thé’conmpany’s:cost: Because :this was a
model home, . Sometimes the price: pail would" actuallgr run 2-or 2%
times what the homeowner: would have pmd for the jo if done by 8

}ﬁltable local dealer or contractor. . ..

ately was ‘any money everjpaid a homeownef as a result of. the
bonus promise made in conjunction with the'model:home pitch.. Even
when' homeowners actually sold jobs to their own fnends or relatlves
_‘tthY usually did not receive the commission.

he dealers and salesmen who 'made a racket’ of the home-lmprova-
ment ) Program were for the most part :fly-by-night or ‘‘Johnny-come-
late ' operators. - -Their methods of operation are not to be.attributed
e multitude of small Jocal ‘contractors, residents of their. com-
mumtxes who sold homé improvements of quahty materials and work-
manship at fair rices under FHA' loans. =~ The unscrupulous dealers
are distinguishable chiefly. by their: business practices. .i: -

The- testimony of & group of dealérs and. salesmen’ heard at the
Chica; Indmnapohs, and" etroxt hearmgs partlcularly emphasmes
these fraudulent ‘practices.

Harry Cane; brother of- chkey Cohen, notorious West const ﬁgure,
and himself a man -of considerable accomplishmént in undesirable
activities, entered the FHA home-improvement field: s & salesman
about 1941, -In '1948 he orgamzed a -group of. lugh-pressure-type
salesmen under the ‘firm:name of Cane Enterprises, & - Associates,
Many of these so-called “‘salesmen’, ‘had ‘known. criminal récords,

and: others  like them, were_quite aptly.termed “‘dyna-
nnbers ” ‘From 1948 until’ the ‘arrest «6f, abotit 10. of the group ‘in
Houston, Tex., during 1951, Cane utlhzed that €5 orgamzatxon in
the ‘home-improvement ﬁeld in ‘various sections of the ‘country. ::

Cane operated : on ‘the par system’’ for compensatmg salesmen

zuliar technique of operatlon was to'move into an.area-where'a
loc dealer had arranged. to'distribiite a product lending itself to ithis
‘type ‘of operation; most’ frequentlgrealdmg, ;and to’ arrahge ‘with- that
dealer to sell- the ‘entire lot even before the wholesaler’s’ invoice for
‘the product became due. - They could a.nd d1d “dynamlte" a partlcular
areain a short time: . -

~The *par’‘systein was- wulnrly a.dapted to encourage thesa
frauds: ‘Thedéaler would fix &' price as “pa.r” ‘to' the salesman. . The
salesman: was:free to sell the job at.any price, above “par;!’ he chodé
The difference’ ‘between' “pa.r” and the sales price was the 8alesman’s
commission.:: Mostof the disreputable title: I'dealers'subcontracted
‘the ‘actual: work to ‘contractors: and were: themselves: merely brokers.
It was niot unusual to hearztestamtmy of a job icosting $300: from. the
“contractor doing the work! be ”7 listed at ‘8l “par”’; of $500:.by:; the
‘dealer and:beihg sold by: the salesman:to a' homeowner at:$800: to
'$1,000 - In: mdny cases :the, ‘salesmian ;‘bribed’.: the homeowner: by
glvmg him as much as $200 in‘urrency:to sign- the oont.ract and then
adding that amourit:to: the so-called sﬁea pricec. Gt
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Harry Nassan was another Chicago doaler operating:on a grand
scale, with & prior criminal record involving.use of the'mails to'defraud.
He entered:the business in 1946 as the owner.of Atlas Construction:Co.
Better business bureau and FHA. filesindicate a number of complaints
against his operations,” One of his'salesmen; or “brokers’’ as he liked
to call:them, was Richard 'Vidaver who. twice ‘before: this committee
availed himself of the ‘constitutional privilege against self-incrimina-
tion when questioned about his:title I home-repair activities, =

Jerome Brett was'still another dealer: witness, the subject of a long
history of complaints to FHA, who from 1941 through 1952 was
ﬁrés‘_ideﬁt;of the: Pioneer Héme ‘Improvement Co; in New Jersey.

omeowners testified before this committee as to the various abuses

racticed upon them in connection with contracts of this company.

rett’s Pioneer Home Improvement Co. went bankrupt in 1952 and
Brett himself testified that the cause of this bankruptcy was the large
number of complaints against his ¢company in: connection with his
company’s:sale of a defeetive paint product under FHA:<loans.
" Jack Wolfe, another possessor of a criminal record, during 1951 and
1952 organized or held an interest in no less than five different home-
improvement concerns:in the Des Moines, Iowa, area, His testimony
emphasized the ‘‘fly-by-night” nature of the operations of many of
these dealers in that all five of these concerns opened their doors and
then went out of business in a matter of months or perhaps at most a
little more than a year. Wolfe admitted that many of his salesmen
were of the unscrupulous or unethical group when he testified, in
effect, that when he tried to operate in a legitimate manner his sales-
men left him for greener pastures. - : : Lo

Lours Garthson, onetime president of a concern known as Protexa-
wall'and ‘an-associate in Permawall, Inc.; might be termed typical of
the high-pressure-type salesmen who, entered ‘the home-improvement
field. In 1951, while associated with:Permawall, Garthson admittedly
prepared the material or syllabus which was used by a “‘school” con-
ducted for training salesmen in the dynamiting type of high-pressure
selling. The chart opposite page 484 of ‘the hearings is an example
of the material used at that school. Garthson admitted that:he had
previously been employed by an appliance store using the well-known
and publicized ‘‘bait” 1V{i}'pe of selling and advertising..~ . - ..

Lew Farrell of Des Moines, Iowa, whose real name is Luigi Fratto,
became a beer:distributor in Des Moines beginning about 1938.
Long ‘rumored to have underworld and gambling ¢onnections, Farrell
would admit only that he was connected with -several home-
improvement: concerns. - He denied knowing who ‘were the owiers
-and could not recall either who paid him or:who worked for the firm.
When ‘asked what his duties were he replied that he just did not do
_ very much. , B L R . —

-Floren Di Paglia, who at the time of his appearance: before the
committeé as a: witness 'was under: conviction: for bribing a Drake
University basketball star, became active. in thé sale: of aluminum
siding under FHA titlé I:loans beginning in 1949. :He started his
business in1951.: Di Paglia testified that his:best: business year. in
‘the sale' of FHA-insured home: improvements was: the year 1951<52
‘when-he made approximately $100,000:: ... © . :: oo b

Jack Chistk first entered thetitle:I home-repair business:in“1938,

operating in the Detroit area. He was typical of the most undesirable
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type ‘of  high-pressure:salesmen; In:1952 the Michigan Corporation
and!;Securities Commission: suspended:-his:contractor’s license as &
result’ of unscrupulous.sales practices: ::Chisik-had been associatéd
with’at; least six concerns doing. businéss in FHA insured home répairs
anid improvements: v i et
- The -Michigan | Corporation :and . Securities Commission: and: the
California'Contractors License Board each: suspended the licenses of
& number- of ‘unscrupilous’ title -I dealers in their respective’ Stateés.:
These State agencies'should not have been required to-police:an FHA
program ; and .8 more:vigilant watch' over the program should have
resulted -in FHA: eliminating . those: ‘dealers long before the State
agencies were compelled to suspend their licenses. : FHA officials in
alifornia in charge ‘of the title I program testified that'it was neces-
sary to obtain concurrence from Washington before they could sus-
pend’ the operations: of ‘a''title I dealer and that it- was generally
difficult to:get approval for such:action... . =~ . - s
Cozy Homes,; Inc;: was engaged in the home-repair business under
title I of the Housing Act in Detroit. During the committeé’s hear-
ings in that city we took possession-of the books:of this company:and
examined 'their transactions during a14-month period. During that
time gross sales of thé'company were $205,633 and the so-called sales-
men réceived:-$101,017. as. commissions. This company operated on
a ‘‘par’’ basis andleft the salesmen free to fix their own sales prices.
The. company’s “par’’ was apparéntly $104,516 on those sales and
the salesmen’s commissions an- almost equal amount:. The salesmen
received 49 percent of the -total sales price, and their- commissions
added 97 percent to the ‘‘par’” basis amount which the homeowner
was required to pay. ' o SR
Enterprise Construction: Co. was shown by the California. testimony
to have done the largest volume of business in that' State in home-
repair contracts under which homeownérs were victimized. As its busi-
ness grew many of-its'salesmen and supervisors left Enterprise to.go’
into business for themselves.: 'Enterprise was considered -the training
rround for: this work and'a substantial portion: of those engaged in the
usiness in California where looked .upon as “alumni’ of Enterprise,
The testimony showed that productssuch as roofing, siding, and ex-
terior painting were most'commonly involved in victimizing the public;
The various:sales:‘‘pitches” such as the “model home :pitch’ were
usually accompaniéd by extravagant: and: outrageous-claims by the
salesman -as to theiquality or longevity of the product. Product
failure to:live up to:the salesmen’s claims was further aggravated by
_ shoddy ‘workmanship, -~ - a0 T T 0
‘Many'dealers who' were represented to the public by their salesmen
as contractors with: an organization and the: know-how to do- the job;
did 'not, in fact, employ regilar' workmen, had no: particular know-
how, and: were;: inifact nothing!'but “fly: by night’’ operators set up
to ‘sell a:questionable ;product for:a short time and then to move on
to exploit' a' new: community.; ‘It was:common-for such dealers, pai-
ticularly in the field of siding, t6 employ:groups of itinerant,.‘,‘:éaplh
cators’”’ to perform: the work of ap lymgt%;) 'product. : Standards 'of
~workmanship ‘were understandably ?FOWE in such cases. -After the dealer
had obtained ‘his:money from the lending institution, complaints: by
the homeowner:to remedy defective work were most-often ignored. - :
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The abuses practxced on thé homéowners were fostered by the trade
practices common ed'in' by the unserupulous dealers in dealﬂg
with the unscrip ous sten: - Most of such dealer witnesses he.
by this committee insisted that the salesmen were not their employées
but were “independerit contraotors,” Commonly such: dealers would‘
perm1t virtually: -anyone, - without e ' to “qualifications ‘or past
criminal records;"to solicit contracts from homeowners The dealer
supplied the “contractor " or “canvassers” and ‘‘closers’’ as they refer.
to themselves, with blank FHA: title T: ‘ap dphcatlons, blank promissory
notes, blank completion cort1ﬁcabes, and credit report’forms. The
arrangenients compr ehended that ‘the salesman  would obtain’ the
contract and all the loan j tﬁ)ers required to be signed by the home-
owner, He then dehvere e papers to the dealer: and was paxd hlS
commission on the price for which the:job was sold." :

Under the previously liberal riles of FHA title: I Ioans could be
obtained to finance such “improvéments” ss patios and barbeque pits.
The sharp ‘title I operators took full ‘advantage of -these liberal rules
to exploit the Californis, nmarket for patios and barbequée pits by usi
variations of the ‘‘model home’’ pitch. Itis doubtfu cll that the . tltlm%
program was ever intended to. .encompass such thmgs a8’ ‘patios, whlch
most of the pubhc would consider luxuries. = .

- One of the serious conseqiiences of: the sales practlces eng&ged in by
t.he home—xmprovement racketeers imposed a dire¢t burden on-
Government Many - victimized homeowners who had purchased

home improvéments they could not afford on the belief that they. could
pay for the work out of the ‘bonuses’’ they would receive from' the use
of their home as'a “model” were later forced to default on théir loans.
Others rcahzmg that they had been duped, angrily refused to pay.. In
many. such instances, the lending mstxtutxons involved, who ofttimes
contributed to the situation by accepting contracts from known shar]
dealers, were covered on the defaults by the FHA insurance.. -In suc
cases, the- Government was required to take over and attempt to col-
lect the: loans b Uy direct suit against the homeowners. Witnesses have
testified that United States attorneys over the country are today bur-
dened by thousands of such suits. -

In Detroit title I home-improvement loans were obtamed and the
proceeds used for such:purposes as the payment of a property settle-
ment on divorce, vacations; the Furchases of cars, television sets, and so
forth. These cases involved a fraudulent reﬁresentatlon by the home-
owner in making an application for a loan that the money was to-be
used for a home improvement. =Many of the people involved in these
loans were induced to obtain the loans by people who had been or |
wers. racketeering -dealers intitle I home improvéments;. : The.pro-
moters of those loans generally obtained a:‘“‘cut’? out of the proceeds
of the fraudulent loans thus obtained by the homeowner, It is
demonstrable that such schemés could not have flourished if the banks
and lending instititions involved had exercised discretion simildr to,
if not as strict as, that they exercise in. grantmg loans of thelr own
non-Government-insured monéy.: - .

Title I was intended to inake bank crednt more readﬂy avallable to
small-home owners -for needed. repairs, .but it 'was not intended to
attract racketeering or to foster -deplorable .business pracmce by
financial organizations. .. Detroit; Chicago, and-Indianapolis testimon X
showed that in some sxtuatlons, where completely fraudulent ‘FH
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title I loans were made, omployeea of lendlng institutions received
bribes, p {oﬁs, or gratuities for granting such loans, One Chicago
withess, cldiming personal knowledge of the unscrupulous dealer-and
salesmen, .practlces m this field, stated that racketeering could not
idely: had ‘not ‘these' dealers had s “clout”—

have’ ﬁ,q, : hia
undérworld “term ¢ sction’"~in thé banks to a,ccept ‘their

contracts inithe face Apubhc complaints of sales ijaud, product mis- -

representation, and. ﬁgsatxsfactory reputations.’

i There’ ar'é'"count} esd: Komeowners, victimized under. ‘this program,, '

d- their obligation for work théy did not'receive -

vpho ultunately ‘pais
when'; aesured that ‘théy: had no legal defense to the obligation, In

‘they - h
some ¢ases witnesiies testified that their property was ini worse condition -
followmg’the work suppqsedly done by the dealer than if no work had
been done’ at:alli: Even'in most of those cases honest: homeowners -
paid their ‘obligation ‘when they learned that a: legal hdbxhty had. s
fraudulently been icast’ ‘upon_them. ..,
Iteis: dlfﬁcult t01 easure the losses. to homeowners in this progrﬂm
In many; cases: “thé 'homseowner 'paid as much as $900:for. work that -
should not'have:¢ost:moré than $300, - In other ¢ases the homeowneér
may, ‘have paid $1,000' o781, 500 for Worlk which was ‘either worthless .
or.worss.than’ worthless in timb it left the property in a greater state
of dxsrepalr than existed before the work was dode. “Due to ‘the limi- -
tation'of time and stafl personnel; it was impossible for the committes .
to determine the: total ‘amount of money mvolved m these illegal -
practices.
In: concluding - this . dxscussxon, ‘We. emphasxze a.gam that the dis-
honest ‘or: frau ulent ‘dealers and/or. salesmen engaged. in: the home
repair business constitute'a ver g small segment of the total number
of such‘deslérs and salesmen. However, vigilanée by the homeowrer - -
in checkmg ‘the character and: repgtatmn ‘of those with whom he "
g‘ro posed to 'do busitiess will furth help to eliminate those frauds, -
he ‘insistence" upon havmg bids from ‘more than one dealer and &
careful reading: of sll ers before they are sxgned will also give
further- protection to, thé omeowner. '
The following chart illustrates the overall actwntles under “title - I

durmg the years 1934-53
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PART VIi. GENERAL FINDINGS FROM THE INQUIRY,
~ Smerron A, INcoMm TAYx’IMi’mdmr’o’ﬁé in FHA Fraups : ,

Fedéral income taxes were a stubstantial factor leading to the
windfall groﬁts ‘discloged by - thesehearings. "Many builders appear
to have been more ‘concerned: with the extént to which they might
avoid payment of normal taxes on their gains than with'the manner
or'the éxtent of their profits from thesé projeéts. Théir basic concern
appears'to have been their profit on the project after the payment of

ederal incomie taxes, ' . - oo . ' L o

The normal income taxés which inost people dre required to pay on
‘the earnings from their:labors would take'a very conisidétable part of
profits’ running to°$3 million; ‘$4 milliofi, and éven $5 million on- a
project taking only 12 to 18 months to'build. ‘In'rost of the projects
reviewed by the committes the builders adopted practices’ designed,
we hope unsuccessfully, either to avoid entirely the payment of any
income taxes, or to have their profits taxed as long-term capital gaiiis
at the 25 percent (ow 26 percent) tax rate,, =

The device generally adopted iti their attempt to’ achieve a capital
gain: was substantially this: The" sponsotr ‘of &' éection 608 ‘projéct
would ‘éither have “the sponsoritig‘corporation’ itself -act” as ‘général
contractor for the job, or enter into &' éontract on & ‘‘cost basis” with
a construction  compaiy ‘owned by’ the ‘sameinterests. - Upon the -
completion of the job there would femainiin the epotisoririg corporation
cash representing the difference between:the construction’costs atid
the mortgage proceeds. - The sponsoring corporation(but not any
of the individuals) was liable for the mortgage debt. . The obligations
of the corporation were not, in excess of its hook assets (the cost, o
construction and cash on hand), That financial situation would Tno{
permit, the paymeént of a dividend. . . . . .

"The sponsors 'then would obtain an appraisal of .the .¢orporate
roperty for an amount generally well in excess of the mortgage loan.

riting up the book yalue of the property to the amount of that
appraisal created a corporatée surplus’ that was used to justify, the
paytont of & dividend, - The cash funds of.the corporation, sepre-
senting the éxcess mortgage prodeeds over all the costs, wére then dis.
tributed to'the promotérs 6 & long-térm capital gain, . . ..

Not, infrequently addilional” funds were available by which to
increase the amount of that distribution,  FHA allowed 18 monhs
to complete a section 608 project. Payments on ,the’FHA‘@uigd
mortgage did not begin until 18 months after the start of constrig-
tion, Accordingly, if the project could be built'in a'shorter period ¢f
time there wag what the builders called:the. ‘‘freeirent:period” during
which much of the rental income was available for distribution. This
income, too, was distributed aslong-term capital gains through the
dOVice discussedabove. S , TR SRR LT LU NP A

There was another means by which these capital gains distributions

- were further increased. Interest: and taxes dufing construction are .
| F T o RO T LI
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generally considered to be & cost of construction, However, tax laws
Bermit these expenses to be charged against operating income. Since
HA mortgn‘%;a estimates included as costs interest and taxes during
construction, by charging those expenses against operating income in
the period. after_ tenant occupancy additional funds became.available
for capitsl-gains ‘distribution, For ‘tax purposés miost builders
charged interest and taxes during construction as an operating
oxpense; before this committee they all included those items as con-
siruction costs, . Cve e e
In at least .two cases the Internal Revenue Service issued rulings
that such distributions were long-term capital gains. One of these
rulings involved 1 of the 6 corporations in the-Shirleg,-Dukq apart-
ments project in Alexandria, Va. On November 30, 1950, the Deputy:
Commisgioner of Internal Revenue. wrote the sponcor that since
construction had been completed and all costs had been paid, funds
transferred to the capital account and distributed to the s a.ref:old’ers
would be taxable as a long-term capital gain, The. present Com-
missioner of Internal Revenue has reversed: that determination: . In
a test case now tfeending ‘before the Tax Court  (George and Anna
Gross, et al., v. the Commissioner of Internal Revenue) he contends
that “‘windfall profits” of.section 608 projects are subject to:the
payment of normal income taxes, .. e
he Commissioner of Internal Revenue has advised this committee
that if he is successful in that, test case, he.intends to proceed against
all similar cases, One of the incidents leading to this investigation
was the report by the Commissioner to the President listing 1,149
cases in which such windfall profits had been received and were dis-
closed by the tax returns filed by the corporations. The Commis-
sioner testified that he believed that there were several hundred
additional cases to be added to that list. o
Glen Oaks Village T
The pendirig test case involves the profits‘of 11 Glon' Oaké Village
corporations that obtained FHA-insured mortgages of $24.4 ‘million
on a léasehold. Constriiction costs weére about $4.3 million' 16sd ‘than
the mortgage proceeds, These corporations distributed to their stock-
holdeérs $4.6 million. It is'that distribution which is the basis for the
ending test case., The sponsors’also obtained & mortgage on ' the

and for $1.4 million more than théy paid for thelaid. . © .
__Two_recent cases, Commissioher of Internal Revenue ‘v, Faniié
Hirshori Trust, decidéd by the Coitrt of Appeals for the Sedond Circuit
Cotrt, May 17, 1954, and Cormissionér of Internal Révenue'y, Estale
of Ida 8. Godley, decided by the Court of Appeals for thé second Circuit,
May 28,'1954, appear to support the position taken by the Commig-
giox}iérj with respect to the tax liability on the distribution of windfall
profits. o '

William J. and Alfred S. Levitt; Levitiown . - - 1 .

The extent to which builders: went 'in ‘making: certain that such’
profits would not be subjected to normal income taxes is:shown'in
the Levittown, N. Y., -project.  William‘J. and Alfred S. Levitt built
approximately 18,000 houses in Levittown, N, Y.; 6,000 of these were
single-family rental houses constructed: under section 603 of the'dct.
Cost figures are available only for 4,028 of thobe rental -houses which
were constructed by Beth-Page Realty Co., a corporation owned by
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the Levitt brothers. .. The capitel stock ,of‘,'Batl;-P#gé Realty,Co. was
$50,000, .- The FHA. insured mo were for 8:2%,946 500. Total
than. the FHA. . ingured

oconsntruction - costs weré $5.1 ‘million: Jess
mo SR EPIPE SRR T S Ol A CRPEE P18 ’;sf,v!'-_'_';:f-’f‘;!li P
- The Levitts* objective appears to have been to. withdraw that cash .
surplus: from the corporation : without  liability. for the’ payment of
normal income taxes. . The assets of Beth-Page after.completion of
those houses, were 4,025 dwellings and that $5.1. million in cash. . ..
The :Levitt’s advisers conceived the‘idea»gfgselhp% the :Beth-Page
stock to-a charity which could purchase the stock with the cash fung
of -the corporation obtained’ by declaring: & dividend, Efforts were
made: to: locate a suitable: charity. . Junto; Incj, accepted the, pro-
posal.  Junto was a charitable corporation engaged,in adult educs-
‘tiogbvghbse total assets at the time of. this transaction were less ths:
$2 § i k) . : ;w‘»ii;:i f IR TR L TR O B S T ‘a G0 -"v."i'}'I
With the aid of partial temporary..(for, a few days) financing, from
a cooperative bank, Junto: purchased. the] Beth-Page stock from;the
Levitts ‘for $5.1, million, declared itself a dividend:of $5.1-niillion the
very ‘day, of ithe purchase, and. then paid.the. $5.1 million to the
Levitts for: the acquisition of the stock.” As a charitable QOI';)).Orat,ion,
Junto took the position that the dividend to.it was not taxable... The
stock had been held for more ‘than- 6 months .by the Levitts who
thlorefore claimed. a-long-term capital gain on the proceeds from the
8711 D O CAANS FHAN FUTS I N ey S I DI FRARCP DR SIS IUSC PR ERPERIY I
The:Leviﬁts !undoubtedly‘couldhavesold t:he'4;028 housesfor -
$5 million above the amounts.of :the _resse.c'ti\tg ~x‘p,ont§§ges.. . However,
if $10 million had thug been ayailable for distribution, but subject to nor-
mal income taxes, the.net: return.to the Levitt hrothers after. tazes
would -have: beeri: substantially less than the $3.8. million  ($5;1. mil-
lioa less 25 percerit):that they received on the long-term. capital gains
through the courtesy of Junto. : o

Shelby Construction Co, and Warner-Kanter Cos., . ..., . ., .

- The:second  tax: pattern. followed by:section 608 builders:was de-
signed ‘to-avoid the -»Baym ent of all taxes.. .Shelby Construction Co.,
the: Warner-Kanter Cos.; and Ssul: Silberman are illustrations of this
technique;:, . i i sttt g i s g dOn Dl e e
_Paul.Kapelow:and Louis Leader:incorporated ,Sfielby Construdtion
Coi in 1948-with acapital ,of $100,000..:! (Emile Bluéstein; originally
owned 10 percent: of the; stook but’ they: later ;bought;him ;out for
$316,000:). i Kapelow: and -Leader: created:.11':corporations, kKnown as
the, Parkchester group, which were wholly' owned bubsidiaries;.of
Shelby. . These: corporations:had no- assets: (perhaps; & few. hundred
dollars ‘each) ‘other: than:the land: on which'the project was subge-
quently bujlt. Thosé '11 ‘‘paper’’ corporations obtained mortgage
commitments from FHA: in'the amount:of $10.8 million for.the con-

The Parkchester group corporations: then:ientered into contracts
with:Shelby; for. the construction ‘of the: project for -amounta which
resulted. iniShelby obtaining the entire ;‘mortguge; proceeds..: The copt
of jthe iproject’ was; substdntially less ‘than the mortgage proceeds.
Shelby: claims the ‘windfall ‘was $1.7 million; FHA says it was $3.4
million; and our-staff believes it'to be.about $2.5 million,. - The differ-
ence- in .these: figures: tesults wholly. from - different; views .as to.the
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proiriétyof, including as costs of construction such items as payments
to the sponsors themselves, entertainment, and travel expenses,

On: completion of the buildings only the Parkchester group corpo-
rations were liable for the repayment of the mortgage debt. But the
axcess mortgage proceeds were in the hands of Shelby which was not
liable for the mort, debt. The 11 companies and Shelby then
filed a consolidated income-tax return which avoided the payment of
any income tax on the “windfall profits’ by treating the transactions
as intracompany dealings. Thus the windfall profits were transferred
to Shelbfg not liable for the debt, without:the payment of income
taxes. The propé’xl-gy soon got into difficulties and was virtually
abandonéd by the Kapelow interests, Shelby sold its stock in those
11 companies to & group of New Yorkers for $5,000 cash and an
additional $110,000 to be paid over a period of time (presumably out 'tf
rental income). The property has since defaulted and is now in the
process of foreclosure by the Government. '
~~ Kapelow and Leader have had full use of these funds: without

paying taxeés on that income. Shelby has never paid any dividends,
and salaries to Kapelow and Leader have been modest, but very
substantial sums have been loaned by the parties. At the inception
of this project, Kapelow and Leader presented financial statements
showing each was worth $300,000. They used these ‘“windfall’”’ funds
to finance other Erojects and 4 years later their financial statement
showed each to be worth $3% million. Had normal income taxes
been paid by these businessmen on the earnings of their labors it
would not have been possible for them, after the payment of their
taxes, to have accumulated that wealth in so short a period of time,

The Warner-Kanter Cos. in Cincinnati utilized the same device to
have the benefits of the use of funds representing the profits of their
venture without paying income taxes on those profits.

Saul Silberman ‘

In many similar cases the promoters have loaned large sums of
money to themselves, sometimes at no interest, sometimes at one-half
of 1 percent interest, and sometimes at 1 percent interest. Since
interest is itself a tax deduction, the payment of such interest on
loans would not in a normal lifetime ever equal the ‘capital gains
taxes required to be paid on such profits. * Saul Silberman, a former
FHA employee, adopted this practice in Uplands Apartments, Ing.
There was a $1 million “windfall” in-that project which ended up
in the construction ‘corporation. By filing a consolidated income-tax
return it paid no tax on that gain, The funds were then in part
loaned, at minimum interest rates, to the promoters and more than
$500,000 was advanced to rehabilitate a racetrack owned by Silber-
man. . - . :
~ In another case; a dentist turned builder, Dr. Dewey S. Gottlieb,
used such tax-free funds to buy a string of racehorses and a cruiser
on which to entertain jockeys. R

In these cases the promoters have had every useful enjoymernt- of
the windfalls resulting from their Government-financed projects, and
the Government has recéived no taxes whatéver on those “‘profits.”

A third tax abuse, perhaps not limited to section 608:projects, was
charging as construction costs expenditures not properly a part of the
‘008t of construction; - The only case in which-the committée made'any



FHA INVESTIGATION 65.

. attempt to: audnt the books of a spongor was in the Woodner proper-

ties. General Accountmg Office audxtom found that Woodner had
included as construction costs $87,000 in detective fees connected
with his ‘divorde litigation, about $50,080 in law; ers fees :concerning
his marital problems, the expense of a trip to u to recuperate
fromthe strain of those marital dnﬂiculmea, a.nd 8 munber of other

equally improper charge& X

Mm C@ﬁuz 5 ‘ ‘

The Cafritz. Pa.rkla.nds Mtﬁnor project illustratgs stlll another in-
come-tax device. Mosat fathers cherish the hope of being able to
oreate an epta,te for their children, Paying hormal mcome taxes on
one’s earnir ift taxes ’on funda vep to n, makea thu
a rather di oult objective, mf
bmlder, found a aolution to that problem In tho Cafntz

a 100-acre tract of land in the south t of the Dis-

t.rxct o? Colyjmbia, . In 1946 Cafritz transferre: tlns la.n to Parklands,
Inc. whose stoc he held in trust for his three sons. ' The corporatlon
had no liabilities and its only asset was the land, In'a gift-tax return
he valued the land at $69, 000 Cafritz testified that the Internal
Revenue Service subsequen y raised the value of this land, he thought
ltlhe mcrea,zed valuation might have been $3,000 or $3, 500 an acre but
e was not certain
~ The next gt 15) waa for Parklands Inc. to transfer 20 acres of the
tract to a who owned subsidmry, Patklands” Manor, Inc., which
had nominal ¢apital sto¢k Parklands Manor, In¢,, then a g)plxed for
and recewed an FHA insured mor e -under section 608 for $4.2
xmlhpn‘ - The Jand ‘which had cost ¢ tz $600 an acre was valued
in Hﬁﬁlﬁ :PPh tg)p .t $20,000 an acre snd was ultimately valued by
8 an.8cre,
Acbual ﬁmtglﬁt}lon of the | tpro ect was by Bankn & Lee, Inc . 'Wash-
ngton builders, although Cafritz himself Was in the building businesa.
e to(,ql copstyuction costs of the project were $550 ,000 less than the

mor tgage pxoce.', ‘
hose “windfall, prqﬁts” wére then used to ﬁnanée ‘other 'real-
rp;@gtaiowned in trust for the Cafritz children; The Park-
‘ lands anor, In¢. balance sheet for December 31,1963, showed loans
to such affiliated corporations, at one-half of 1 percént mtei‘est in’
the amqun of $630, OOO Through this mapner a shopping center,
Parklands Sh hopping Center, 'Inc., and several other similarly owned
housing: pmJeth jhave been: conatructed Those_ Y roperties have a
cost_ of $7.2 million, . Outstanding mortgages -will gt current rent,
levels be repaxd from rental income, Zre will be no mqg)m@ ta.xes‘
due the Fe eral Government- on t.he ‘rental income used to pay o 3»
the mortgs In ‘the absence of adverse economic cong ; 10ns, ,
Cafritz chil¢ n ultimately own, free and clear; properties avmg
& 08t of $7.2 mxlhon and which, were constructed out of a gift by
Cafritz of land costing him $69,000.. No gift taxes will be ‘payable
beyond. those applicable to the: gift, of the land, ‘and no income: taxes
be paid except to the extent that rental income {rom the. property
exceeds all costs of operation including the repayment of the principal

amount of the. mortgage (payable out of deprocmtxon ftinds)
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Sxcrion B. DiIstRIBUTION BY TIME. AND | Anm or, Sno'mm 608
Mon'ramm c G

The apphcatlon of the rental houung régmm of FHA du
different periods of its administration, and in different: sections o
the country, presents some interesting statistical information reﬂect-
m%at least indirectly, on the administration of the: program,

ew York, New Jersey, Maryland, and Virginia were the prmcxpal
beneficiaries of the section 608 program In proportion to their popi-
lation, Illinois,. Olno, Michi an, and Massachusetts appegr to haye
received the minimum number of new dwelling units this pro-
gram. A total of 465,000 new dwelling units' were built in 7, 045
projects under section 608 of the Housing Act. New York, vnth
9 percent. of the populatxon, recelved 18.4 percent. of the’ timts b
uuder this program; New Jersey, wi hha percent population, receWed

(fercent of the units; ‘Maryland, with 1.5 percent of the population,

7.3 percent of the units; and Virginia, wlth 2 percent of the popu-
latnon, had 6.4 percént of the uhits, ‘Most of the Virginia projects
“were in the northern part, of the State in what'is génera y ‘consic ered!
- a part ‘of the metropolitan area of. the District of Columbia,

On the other hand, Ohio, with's percent of the population, received
only 3.5 percent of the units built undér section 608; Illinois, With
5.5 percent of the population, had.3.6 percent of the umts chfn
with 4 percent of the-population, received only 1.6, ent’ qf the
units; and Massachusetts, with. afmost 3 percent, of t e,populatlon,
received only 0,7 percent ‘of the units. Slgmﬁcantly, the’ bdmnhttee
found the g'reatest volume of ¢ ‘mortgaging out” and cther irtegularities’

in New York, New Jersey, Maryland, and to & lésser extent ia,
ities " in Ohio Illln is,"

......

And we found a minimum of these irre
Michigan, and Massachusetts. . (This statement does not’ ignore that
there were u'regulamtles in those States to some extent psrtwulhrly

Ohie and Mio

Tables I anﬁI on pages 70 and 71 show' gg-s J.ti}wt.h ercelit-"
o'y

ages of mortgages insured under section 608
1942 through 1953, based respectively on the pex‘Centage didtri us
tion .of the total ciwelling units and the percentage dlstnbutlon of,

the total amount, of mortgage _ o
SUMMARY OF coum'r'rnm’s INVEBTIGA'I‘ION oF sncmon sos rnomc'i‘s_;

This comm.xttee had neither tnme nor the staff facibtxéb a.v“mlable to:
permit an inquiry into’all the 7,045 pro rojécts’ finaficed ‘with mortgage’
insurance under sectmh 608 of the act. We soilghﬁ to mqinré ‘however,-
into all those projects in which: jnformation commg to the' comnnt,tég’
from any source indicated that'there might be'ir egu.lamties i

This committee: ifiquiréd’ into ‘over 600 section ‘608 pﬁ)]ect,s ‘in’
executive session. = Of these’| ubhg_ testimony was taken with" Tespect
to 543 projects. In 437 of’ gro;ects the mortgage procéeds o=’
ceeded 100 percent of all costs while in the’ remamuig 106 cases; the’
costs éxceeded ' the morti pibooeds. Inno cabe wé.s the mOrtgage'

less t.han 90 percént of ‘the actual costs, o
The 437 projects scrutinized by the" wmmttee pubhc ‘hearings»

in which the mortgages exceeded total costs involved mortgage pro- ..
ceeds totalmg 3590 118 276 (the face amount of the mortgage plus any .
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premiums received by the. mortgo,gor and lees -any dmcounta pud by
thomorteazor). P I
e mo tc&ge ‘proceeds in; theee 437 oqm exceeded thq total coste
gm te; ineludi every disbursement 0;any. person for any-
thmg, 876,824,239 . tal costs were thus | 12.7 peroent less than
The statute, provided, for, mortgages not to
exceed 90 tmcent of t.he eetlmated costs and FHA 'mortgages were
not more 90 percent .of its estimate of the cost of the project. '
On the average, therefore, the actual costs in these 437 cases were
21,6 percent less than the FHA Commissioner’s estimated costs.
These: figures are subject to u‘Yosmble correction in two- respects;
(1) The costs giVen are: the builders own' statements of their total
costs, - The very few cases in:which we Have checked costs lead to’
the/conclusion that!at least some bmlders padded: their costs' to soiné
degree. -:Actual costs are undoubtedl g lower, but the ‘extent to which:
that was:a prevalent practice and the:amount by which 'such- costs
may have been padded is unknown to:the ¢ommittee - (2) In many;
but. by no means all; of these casés the sponsor. was:himself a builder.
idi not : pay “himself a ‘builder's- fee.: In’ estimating costs FHA:
allowedsa bi der s fee:of 5 percent even! though :the owner was: +
self the: builder. : This factor would: reduce the spréad. betweén esti<
mated: ‘costs. and- actual . .COBYS - b?v something - 1633 than. i5 - percent.-
Howevér, builders’ fees wers considered ‘as a part of .the:eqiit J to be
furmshecf over -and: above:the 90 pereent Qovernnient-insured : mort~
gage. - A builder’s fee/could caver patt of:the:estimated: coat between
the!90!percent mortgage and ‘100 pércent of: the estimated: ¢ost. - As
shown above, howéver; the- ‘mortgage ﬂ;l)roceeds in these caseé avemged'

1271 percent i excess: of all costs in these projects; -

The 106 :cdses ‘in . which the mortgage proceeds: Were less tban toca.l
costs, involved mortgage proceeds of $148,42245]+ . Ther total :costa
in'‘excess of thdse- mortgage! procéeds were.$6,876, 645, or but 4.8 per-
cent of - the! ihortga es.//| Averaging -the: entire: ’543n0ases, the -total
mortgage' proceeds ‘of: $738/540,727; were 9.3 percent in: excess: of total
costs; i On:the-average ,thefactual costs in: these 543 caséd were: 18 4
percent less than:the FHA Commissioner estimated costs. . i . .vio

- {Table IIT on ee&)age 75 :shows:by: States- the number : of pro;ecto‘
and excess or deficiency: of mbrhgage proceeds over

2

miortgage proc
costs, for the pro jects mquu'ed into by:the conimittes. - Table IV. onx
page:: 77 br own::theé:. excess of mortgage: proceeds over total

codts,byyears vy el T EIE ¥ CE NI
; TIME DIBTRIBUTION OF ; WINDFAI)LB -

¢ Pl

The 437 projects mqmred mto by‘ the commltteq shqweci tota.l Wmd~
falls,.the!excess of mortgage procge r.all ‘costs, in 1946 of only
$12,523 in 1947, of $626,616, and;1n, 194 52 166,369.. /0 1949, t;heg@
wmdfa.lls ]umped 0, $18,7174,176 and, were in excess of:$20 mﬂhOD' in
each of the years: 1950 gnd 1951 “These Wmdfalls were almost $10 mil-
lion in 1962;,and ; in, excess, of $3 millien in;1953; ., The: section. 608
program., ended in., 1950, 'I‘he .years stated:are. those-in  which the)
prolqcts Were .completed. and the costs became known;, .,

antly,in . the. period;. of .the; greatest; housing need, | 1

through 1948 there, were the smallest windfalls..: The largeat‘wm,df 3
ocourred. after. Congress. had ifound. that, the, progrpm,qpuld be termi-
nated in 1950xthrough 1952, One factor accounting for; the increase
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in windfalls in-the later years is that there appéars to have been a
decline in material prices, following the postwar shortagé of materials,
of which FHA was apparently not cognizant. * Many: buildeéis were
apparently able to Bu‘rc’haaé_ n‘m‘telf-ials' “at' substantially lower costs
than those used by FHA in computing their estimates of cost. ' But
the Congrees had provided by the 1947 amendment ‘to' the Housing
_Act that all FHA estimates should be as close as possible to the
“actual costs of efficient building operations.” - : .

MORTGAGE DEFAULTS

On May 31, 1954 the FITA was the owner of 137 projects with
7,336 mortgage units which it was required-to take over because of
defaults by the mortgagors. 'And by that date it had been compelled
to acquire: mortgage notes .from the holders of an additional 113
g‘rojects with 8,644 units because of defaults by -the mortgagors.

he mortgages in these 250 projects originally totaled $117 million,
and  the Commissioner’s present investment::in. those projects is
$114.8 million, In addition the FHA had taken: over an additional
41 .projeots with 2,870 rental units which it had been able to sell- by
May 81, 19564, The Commissioner’s investment in these 413‘-5r<’)je’cts
was $13,071,829. The total sales price was $13,018.941, resulting:in-
a loss to the Government on those 41 projects of $952,888.  This loes
is a;pproximatelyl' 7 percent of the face amount of those mortgages.
It is not possible to estimate the FHA total loss on the remaining
projects because it-is not possible to know the price at which. they
can be sold. FHA has estimated that one $3.9 million mortgage on &

roject in nearby Virginia (Lewis Gardens), on which the sponsor

d a $970,000 windfall, will result in & loss to the FHA of between
$700,000 and $2 million. .~ . - . ... .-

Most of the mortgages insured by FHA under the'section 608
program have more than 25 years to run to maturity. - The extent to
which those properties may be adequate security for the mortgages will
depend in large part on the extent to which the owners maintain the
properties. .This is a matter over which FHA has but little effective
control. , It is just not possible to forecast what may be the Govérn-
ment’s ultimate liability on these mortgages except to say that it is

tentially a substantial liability., ~:.. -~ o e
. There are now outstanding mortgages under the section 808 program:
with unpaid balances of $3,014,076,394. The potential liability of the-
Government as guarantor of those mortgages may be seriously affected
by the fact that in a great many cases the owner of the property has
no investment in the project. Some projects were apparently ‘built
with the view to making a quick profit from the mortgage'proceeds,
and not with the view to obtaining long-term rental income. - -

It is likely that some of these projects will just not last thie 30 years
over which the mortgagé is payable. ' Many of the projects in which the
owner has the smallest investment are large properties with'in excess
of 1,000 and 2,000 apartments. There 18 the dangerous possibility
that some of these propérties may ultimately become slum areas:
When thé owner of pro‘pezjtz has made no investment, and his objéctive
is to obtain the greatest short-term gain from the property without
regard to the long-tertii' maintenance and preservation of a property;
those conditions exist that fréquently result in creating alums, ~ -
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Table V, on page 79, saows the number of projects, the amount of
the mortgages, and the Government’s investment, by States, in those
defaulted projects. o o

The largest number of defaults occurred in Louisiana in spite of
the fact that only 1.5 percent of the total number of mortgages issued
under section 608 were in'that State. i Forty projects with 2,279 units
and mortgages of $19 million defaulted in Lousiana, . This is more than
30" percent, of the total number of /imits donistribted ih Louisiatia
under section 608, and more than 35 péreent of the dollar amount
of the mort‘gaﬁé”’c'omrr’iitm‘éiit‘s issiied in "Louisiana, To date the
Commissioner has sold but one of the projects taken over in Louisiana.

In'the public hearings at New Orleans, the local FHA officials ‘wete

-asked to account for this high ratio of defaults. Their explanation
was that multifamily housing units were forced upon'the cpmmniiinity,
by FHA in Washington, and that the community was not'ready to
accept and' did not want that type of dwelling unit. . They told' the
committee that traditionall -peo(il_z“in that area had lived in singlé-
family homes, du"plex‘ejs,/"&.}n’,ci7 quadruplexes. The people did not want
multifamily residéntial units and many of the projects taken over:by
the Government on default had an occupanecy of less than 25 percent.
Over the years that the Governmént has m'ana%ed those properties it
has slowly built up occupancy to a satisfactory level. . -~ . ..

An even larger number of defaults, but. involving ‘total mortgages
in a smaller dollar amount, occurred in Florida. Forty-tliree mort-
ﬁages covering 2,330 units and with FHA mortgages of $16.2 million

ave defaulted 1n Florida. This is 22.7 percent of the mortgages
issued in Florida. : N ‘ R

Other States in which there have been substantial defaults are:
Virginia, South Carolina, Oklahoma, and Arkansas. New York,
which had 20.9 percent of the total dollar amount of mortgages
issued under the section 608 program, has had only 8 defaults on
mortgages of $9.5 million. ' o

The tables referred to above follow: '
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PROJECT MORTGAGES. INSURED UNDER SECTION 608, BY YEARS 1942 - 1953
NUMBEB AND AMOUNT OF LOANS INSURED, PREMIUMS RECEIVED AND MORTGAGES FORECLOSED
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TasLE II-B.—Project mortgages insured under section 608, by States, 1942 through 1968—dollar amount of mortgage distributed by years

Total
Number 1942 to
Code State of |Number| mortgage | 1o, 1947 1048 1949 1950 1951 ”’{%gd
projects written inclusive

01 10,275 | $62,410,418 | $1,001,000 | $9,105,200 ;315 902,100 ($15,843,300 | 814,771,429 | 35,601,880 $3, 500
1173 47 5,768, 712 831,700 959,750 | 3,113,8%0 103,814 750, 508 -

03 867,000 |-uoeeennnae 4,425,700 | 300 486, 000 €92, 000

04 | 21,575 | 148,741,767 | 5,683,502 | 4,245.400 | 58,431,812 | 56,282,345 | 19,265,113 | 4,630,348

05 1,8 13,413,144 | 1,083,500 | 2,102,300 { 60,100 351, 900 8,359, 344 '

08 30121 21,779,200 | 4.373,900 | 4,179,800 | 5,336,100 | 4,317,000 2.320.000 | 1,243,400

o 3,771 , 331,277 |oceocennan 2,495,400 | 4,021,400 | 11, 506,000 2,654,200 |-cooeooeane-

08 19,037 | 135,367,466 | 24,496,149 { 8,075,400 | 11.529,500 | ©6,249.000 | 13,163,400 | 10,431,251

08 10,669 | 71,088,800 136,500 | 17, 528,200 |°27, 594,300 | 20,419, 500 5,119.300 290,

10 18,882 | 130,110,030 | 2,998,700 | 12,375,700 | 22,776,000 | 40,285,900 | 40.182,200 | 10,971,322

12 571 4,572,600 §ocoenooaame- 2,458,800 | 1,046, 500 707,390 345,800 14,

13 17,0i2 | 138,056,106'] 9,125 300 | 33,913,200 |.10,818,643 | 13,031,187 « 41,908,200 | 21,602,465

15 6,085 | 47,046,792 273,900 | 7,145,100 | 3,105,292 | 15,303,700 | 19,308,300 | 1,910,500

16 1,501 | 12,878,300 [-ccooooeoenn e 76,500 | 3,626,700 8, 904, 200

18 3,243 | 21,478,057 | 2,224,400 | 2,392,600 | 3,189,300 | 4,730.318 7,547,430 | 1,406,900

20 2,247 | 15,517,958 440,900 | 6,608,158 | 2,774.400 | 2,512,500 3,182,000 .

o] 7,071 | 54,001.017 | 4.827,100 673,400 | 14,709,100 | 11,667,300 | 14,191,900 | 8,013,178

P 688 2,912,661 | 2,700,661 320,000 {._.. £2, 000 '

24 34,221 | 241,832,724 | 25,698,000 | 30,011,700 | 60,370,500 | 85,249,000 | 37,307,243 | 3,396,281
- -251. - 31864 34,775818-1 2,066,900 | 5,312,000 841, 8,001,500 |- - 3,78, B18-1 - - 24, 200-

2 S T,211 | . 54,756,794 | 8,270,324 | 6,702,800 | 10,034,753 fla,zu,ooo-, . 4T3,327 | 3, 70670

27 5,087 ' 190: 689,400 | 1,041,070 1 16,214,679 { - 17,840,450 | 4,838,800

A C18521 10,178,200 ......1io. 95,400 964,000 | 5,811.900.]  2.447,900 m;g

39 9,439 | 004,204 | 3,026,000 846,400 | 10,215,400 | 10,745,445 | 32,002,228 | 15,158, . >3
- 81 135 wtm.: ----------------------- my ------ e 805,m . Gum erewnnayrere .
-33 | 1,786 | 12,823’80} 226,600 33,000 | 3,778,800 1 021,383 4,551,397 | 1,201,400 |ooneaaeeere
-3k M0 1,576,800 12 - , 039, cecrmrreamn 587, 70 e .
REYRE e YT BAO | oot 10,4000 1,305,853 | = 174,887 S -
:g 51,43;; 33%#&7% 20,579,087 | 55,253,705 | 76,913, 780 w,gls,%‘ ss,gi,%A u%g 12,875,435
= ) b g | P PO, : 1, - . ; N O
82 | 85807 | 719,013,566 | 5,365,600 | 41,450, 500" |100, 129, 400 !214, 284,797 | 282 580,900 | 71,115,886 | 5,087,373
38 |- 9,107 | 6% 381,908 o0 | 4,821, 6,102,400 | 23,802,383 | 16,017,000 |...o..i L 1,818
e 43 7, 832 45,000 | 125,882 }.—_. eerieer) - 9T,400 :
A 16,907 | 117,743,871 | 13,372,380 | 10,067,400 | 5,783,070 | 14,126,131 | 37,323,784 | 37,009,300 -5, 628
4 29741 209964421 123,700 | 5606400 L 9,521,500 3,006,100 | . 22&1A550 ) . 135102

43 5,155 amo 13271 74,150,041 | 3,487,900 | 10,863,000 | 7,240,500 | 11,259, 72 1.12;.% M,106
44 10,474 | 156883728 |- 871,800 | 8,427,100 | 24,621,350 | 57,382,034 | 58,551,135 7,010, ey e
45 N0 | 1,85800C |- - : 738, 000 884, 900, - 98,100 |.—; A
- 40 6,330 | 38,204,767 |.oe . —| 1,399,100 | 4,636,000 | 17,865,000 | 14,131,400 762,447 |- 430,820
42 258 1,085,000 |-coceoone- S 541,100 231,900 1, 212, 000,

K. 6,915 | 40,370,150 |.o_—.__...| 120,200 | 4,522,500 9,001,800 23,641,950 | 2993,200 |-ermeeoa—
o 19,432 | 129,607,405 | 3,734,700 | 9,757,800 | 25,005,317 | 38,517,969 | 42,483,300 | 9,963,100 B3I
.&a-1. 787 | 5,477,896 1 43,600 2 : - P 6094 (2,885,006 1 . 787,300 1 ~ a3



TasLE II-B.—Project mortgages insured under seclion 608, by States, 1942 through 1958—delar amount of morigage diatributcg.i by ysars—Con.

SN
. Total . .
Number N 1942 to
2. umber 1952 and
Cods State : oroilots | of Rt inmrsace R I R 1048 140 | 1050 1961 153
83 | Vermonta o e cceiecmciecmevccev e 4 137 81,118,200 . .| $700, 000 $200, 800 $100, 000 $57, 400
54 ——— 301 29,700 | 304, 418, 680" {835, 546, 500 {$37, 572,300 %37, 672, 200 | 66, 588, 000 33,178, 355 556, 600 304, 814
68 Wi -— —— 11 6,360 48,881,072 | 619,300 | 11,934,400 | 14,808, 787 | 10, 885, M8 9,083,407 | 1,610,130 |ococaun .
571 West Vinginia. 13 200 1, 562, 000 . 2, 800 938, 500 374,000 3, 700
58 | Wisoonsin. . 156° 3,88 30,804,284 82,700 | 6,129,700 | 2,161,485 { 4, 008 346 17,351,885 | 1L,070,168 | ... —
| Wyoming. oo - 8 71 401,125 - XM 400 (o acnn - 50,400 126, 335 -
60 e ecetmtmeecemesseecasemeeasesceeoan 19 2,387 7,070, 811- PO wef: eeeeat 8,401,400 18,36, 9 ¢ 2,076,900 0,411
0 Hawnlle _ e ccaccccnennan- 51 4,738,700 }ooee e 1,206,300 | 3,144,300 335, 600 €0, 560 K
80 Rico... 25 4,947 28,374,000 |.... PR o - 28, 274, 600
- 81 ] Canal Zome . oo ieceaaee BRI PR ;
837 Virgin Islands. .. - - — FOR OSSN SO B — )
Unitod States total oo 7,046 | 465, 680 |3, 430, 678,928 |174, 936, 723 {359, 912, 208 1605, 862, 784 |09¢, 580, 220 11,007, 627, 557 (266,178,471 | 38, 571,980
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TaBLE 111.—Summary of section 808 projects investigated on which data were available

Number | Number

‘Total mort- '
Tocy | iRl | in vhich | Tota) mort, g proses | ©3f0 Proceod li%:::;gémdsmo" Y n
rojects - g2ge proceeds where there CO. over morignge pro-
State P sl | wany wasa windfall | 588,00 total costs | ceeds (ool 6)
) @ @ @ ® ® ™. ®

'asatusmsaséa:ﬁassuasaeussszam:zssssazass

'zxouvnm»u R 77 §

Ohlo...... 12 7 5 28, 681, 782 18,052,482 | 9,729,360 3,966,963 X

ma.. . - : - . y - : ——< . _

OTeROT . . e e s e m——— c.—— S T Cmane]- .- : e
s re - S SRR I

Pennsy v SO |-

South - SESCIE, N

Bouth Dakots - .- -




TaBLE II1.—Summary of section 608 projects investigated on which daia were avatlable—Continued

Number | Number N Tot:] mort-  4ntal
; Totai imort- Excess of mort-{ Excess of total
Tot-] mtg{ehtfh mt’g g:h Tot~] mort- | gsge proceeds | & RS PY °m°°eetdse guge proceeds |  coets.over - .
Code State prejects | o0 wesmo | B8 proceeds | where there W8S 10 (colL. 5) over mongaggo.-_
S windal | windf I was 8 windt-1l windfali total costs cveds (col. 6)
@ @ . @) £A4) (&) ® 4] @
T SRS URUUUR AU MUNUUUU: ISR SRS IUUSSST U $1,380,146 | ...
49 | TeXaS. e o m e cecm e cmccacamcmcceccmecean 6 [ 15 PO, $6, 738, 520 $6,738,520 |- ceenccmcee oo
F- 7 2 L 517 DRI IPIRIIRRPRIIIDN FRRIPRIPRISUR NI FORITIIN SOUURIPRITU SORIDUUIY AU S
B3 Vermont. . oot racececrccccmcecncnmnemcaonc|acaccnean [P PRI MY RO SIOOIPI IS N PO ——
C B4 | VArgIne e 3 b 3 D, 33,573,888 33,575,889 | oo 5,200,457 | e
87 | West Veinia. o I e e S N
% gmun.m'...ZZZZIIZZ:ZIZZZZZZZIZZ:ZIZZZZZIZZIZIZZZIIIZIZ BN MU SRR MO MU SO RO SO
R 1111 13 SRR IPRIY BRI FORRIPIN IR SEIURIPURIPUIICN PODIIISURUINUIN U NS
[ R R UL & PSRN HPUIIN SUIRISIPUI MU PN NN I I P,
FO IR & G121 | SRR IPUROUIRIRN SOOI SO NORRIUIIUI OO PRI N —— -
- I e Lo (R0 33T NSNS RPION NIRRT USRI SO NP MR PSRRI N -
TR0 1T AR/ o IR ARSI (RO JRSRRIORN PSRRI NN I .- -
82 ) Virgin’ Lo . LSRR (ROROR IR IR ORISR PRI IRIPURIPURIURIY SO FO I I S,
| Not distributed by States ..o co e iiiaeaas 54 b 54 63,290,900 |occecmeceaaacnnn $63,290,900 | ooooeooono.. X
United States total . . oo ieeccaeen 543 437 106 738, 540, 727 590, 118, 276 148, 422,451 75,824, 239 6, 876, 645

' NOLLYOLLSTANI - VHI
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TaBLE IV.—Summary of section 6§08 progects investigaled on which total mortgage proceeds exceeded total cosis—exzcess mortgage proceeds

distributed by years

.Code

State

Number
of
projects

Number
of units

Excess of
mortgage

104445 1946

1848

1849

1950

1951

1952

1953

©18

$155,317

.......

\

:xox;wexmé/\m.z.m



TaBLE IV.—Summary of section 608 projects investigated on which tolal morigage proceeds exceeded total costs—excess mortgage proceeds =3I
. ) distributedby yeara——Contmuegr Pr Q.

Exoess of
Number | nr. Total mortga; L.
Code Stats of | Number{ ., cage | pro 14445 | 1M6 1047 1945 1049 1950 1951 1952 1963
, projects | ofUDlts | : over total L 1 -
costs

BRVIBLEIZILRS

United St tes total. . 437 | 72,052 500,118,276 | 75,324,239 | 185,700 | $12,523 | $525, 616 |2,166,300 | 18,774,176 | 20,203, 515 | 21,729,228 /30,144,936 |83, 112178
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TasLe V.—Disposition of sectici 608 projects in default

NOILVDLIGWANT VHA

Commluiomr-cwnod projeots . Mortgage notes assigned to Commm Projects sold at May 31, 1954
cd?onerm's Commis- G&mfmmu. Commis-
©  Btate Num-i o, Amount invest- | Soners INum-hoo | 4 mount | invest- | 300er's INUm-hwur | A monnt | Cost of
ber ofly o+ ol of ment st | 10Vest- [ber ofly, Ton Comort- | mentat-| ADYest- (ber ofly gl o rnary.
Prod- | nits %" date of | mentat | proj- | 7L B 0SS | TERESor | Ment at | pro- (UL @ BT | PO
acts aist May 31, | ects |- seauist May 31, | ects ‘
ugon 1954 o “ton ‘
01| Alsbema.______..________ 71 122 sne,100| 678 119) see7,088] 1} 6] 9602000, $8 '$508.4051 3| 128| $750,900) smm‘zm.
02 | Arizons____.1T10TTC 1 o9 e m,os:{ 708, s R B : ‘
03 | ATKADSSS . ::mnneeeeeennn 11| 194| 1,611,000 1,490,223 1,471,140] 3| 44| 30, 284,017 296,000 4 76 m,ooo‘ w,%’- 41,
of 0'% ,_ . 00! AN 20 527) 3,554,973] 3,200, 796| 3,000,463  10{ 08| 1,504,823 1,419,970} 1, 43%¢
06‘ cob st . .o AN o IS5 e e - . N - o g ! . . B - Lt
5 e S— s i . N e o WG - “ =
®!|D otColnmb!;“ PR N : R : S 1 140, 925,771 206,
o 1,1401°7,568, 300\ 7,875, 240| 8,072,9701 19| 1, 190| 8,227, 700| 7,800,963\ 7,87, 35;, 3| 48 Lm% :u.gp 206,
10 2l " 294| 1,648,.600| 1, 507, 502| 1, 518, 778 308| 2,641,000 2,502, 785 2.475,840 1 44| 356 5, 203,
13 1 10¢ 600{ - 914,274/ _308| 2473, 700] 2,410, 008| 9, 487, 174
g 3 Uas) ay 360, 654| * 404, 300 :
16 ~ Z =
;g 1 uﬂ‘ 0000 SBLAIS 867,81 4 001,081,044/ 1,585,643 1,510, 788) 3 7 428,400, “*“'ﬂ . ML3%0 3,18
xn 31)1,100; 8," 878,886,984 9| 1,179{10,327, 300 841/ 9,900,2:6) 1| 28| 199, o8l
2 71& 8,661, &ﬁ& o, 9,908, 841} 9,990, £i - sm.&! ga,m, g&
% : R : el 8] 861} 3,634, 400| 3,421, 767| 3,498, 047
38 i I _ _ 3| 157} 1,200,000 1,220,894
i __Q::: IS RIS ORI 1R AR .
g 4| 383) 2,186, 700{ 2,103, 611 3,033,678
“a § IR N
) g eon
M Noanmpahlm .......... T 1e4] 1,35 1,3”, Az RO T -
;g N:;Jerseym.-----.----‘ 4 mi L,611.773) 1,363,034 l.m.zls B 812| 6,729,400| 6,463, 222) &A% 50| |-
" '37 | New Yok .o B eas| 5804 347| & T T T 1 1 el ETCY!
.28 | North Cerolina.......... 2 §5'm’ 2 m‘m’ u'l,oo! a‘ 100 m,ooo &&m "3"&. 1 1,577& 1,::7& 1,
40 | North Dakota. :.... : .
41 | Ohio SN, - ! |- | |3 .18 11, 16,
4 8khhoms_-----,j .......... 9 1 Llw.ouoimnml 1,200,477 4!‘ zoiym* 1,mmlmmm‘ 3| 28| 1,913,000 1,332,106 1,17,
“a | Pennsyivania I : I el Te7, 08l 100,21 I l - ‘



TasLe V.—Disposition of section 608 projects in defaull—Continued

Commissioner-owned projects Mortgage ‘Tiotes assigned to Commissioner Projects sold at May 31, 1954
Commis- | oy, ' | Commis-/ comys N
1 . | slopers- : sioner's’ » : et profit
Code State Num Num:} Amount | invest- | Soner's INUD Ny | Amount | invest-| $0RErS NUDC Ny Amount | Costof | Totsl (loss)
. roj- ber off of mort- | ment at ment at:| proj- ber. of]. of mort- | ment at- m@?ﬁtt roj- ber of| of mort~ | projects | sales
- Dees |units| - gage | dateof | TERFBEI PUOF iunits| gage | dateof | REnTAF | PN lunits| gage sold price
acquisi- 'y 31, acquisi- 5 3t .
- ton 1954 tion 1954
45 | Rbode: ] assl S I . % I .
. ﬁ = € $3, 559, 989($3, 560, $3,607,668] . 8] 471|$2, 906, 853|%2, 814, 681{$2, 830, 726!
3 nes "7188,500 173,008 173, 915|--—--.|---... o : - -
49 1 Texas.. 1,513,800 1,458,019 1,460, T8 184] 1,192.100] 1,108, 54| 1,128,189
521 Utah... . DK IORGSIOE N P, - SN S,
o R — — Al 3308|6555 a8 6,805,008 8,705, 51| 3 238] 1,806, 06A| 1, 7%, 008 1,58, 42| 5| ER5(85, 116, 200(%, 116, 410{33 39, 700] 221,284
e ————— . Y , O , .4 48 p. » C n y OO, 34 © J L
66 § Washdhgton.............. i 4,-143,& 4,104, 084] 4,368, 885|..._|..._|.o. LNTE » DO :
571 West Vieginds. oo oo e e e e e e -
g Wisconsin....... ' 8 SRV NSO M IR O N N -
w - —oH A TTE N 0, ) 4k 6 -
% iJ’i,’ééé 9,448,200/ 9,233, 278| 9, 627,290
& o Isk | - S - : : SRR , —
United States total.| 137 7;33@153;605;7'2953;1‘33;0’5453;51'1;3'4@ 113| 8,644/63, 735, 286,61, 367, 586(6L. 062, 224| 41| 2,870{14, 097, 666(13, 971, 829/13, 018, 041 (962, 888)
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¢l SECTION C‘.f'TnmwMqu‘ut HousiNg Proaram

I Y L O TR P11 I TR WA Y FLERTENTY | PYOS SRR TS BNV S A FURE T ¥ F IV T PO S
.. Seckion 803 of.the’ National Housing ‘zﬁct,e:o_ﬁq. only known as the
Wherry:Att, - relates, to Government financing . of . multifamily, - resi-
dential units -at military installations;,.,Mortgages, amounting to
$696.2 million on:236 projects containing 74,085 units, have, been
insured under this-section of ‘the act. It is substantially like the
provisions of section. 808 and.was: continued after the expiration of
section 608 to-encourage still badly. needed rental housing for military
personnel,. This program differs: fromthe section 608 program pri-
marily  in.that ‘s certificate, is required:from -the military before the
FHA "oan’ issue its mortgage commitment. - The' military approves,
and in many instances initially drafts, the plans and specifications for
these :projects;..- The jurisdigtion of FHA: is limited largely to re-
viewing the.judgment of the military before issuing its commitment.
. Virtually,all of the’-pro'f'eots built under this program are.on Govern-
ment-owned land and.leased at nominal .rentals under long-term
loases, . The early projects under this: program were generally on a
nogotiated basis; . The most recent projects have been awarded upon
competitive bidding, but we find that the award has not always gone
to-thelow bidder, - ... oo
_ Most of the, abuses inherent in the section 608 .ﬁqrqgrameha;\"(g‘aiso
been found in the military housing program, Kffective :June: 30,
1963, the Congress amended the act to require cost certification on
completion of the project and & reduction of .the thortgage by the
amount in excess of 100 percent, of the costs.  One builder has testified
before us that he did not regard this provision applicable to commit-
ments issued prior:to June 30, 1953, and that he intended to * mortgage
out” .on a project now under construction,. Of course, on completion
of the project the Commissioner does not have to endorse the mortgage
(withiout which the Government guaranty. is mot. effective) unless
satisfied. that there has been full compliance with the statute.. -
Secrion D. LAwykrs APPEARING BEFORE THE COMMITTEE

. The conduct, of some of the attorneys ‘appearing: before’ this. com-
mittee"has hot beéen' conducive to that standard of truth and justice
which the lawyers have and must advocaté. Specific Yeference is
. Arthur M. Chajite was formerly an attornéy for'the Federal Hbusitig
Administratién, ~In recent years he represénted the Ian Woodner
interests which were involved before.the Federal Housing Adminis-
tration in projects with almost, $50 million of mortgages, ' Chaite
was_one’ otP five former FHA péople’ employéd ‘by -Woodher, He
testifiod that ho had receiyed s tofallig 366,000 from tho Woudner
interests, But an exgmihation of canceled ¢hecks of the Woodner Ceo.
discloséd ¢anoslod checks, dither payablo to the order of Chaite or
payable ‘to ‘cash and endorsed’ by "Chaits, in amounts exceeding
$155,000. . When confronted with these checks Chaite identified an
additional ‘$10,000 of dheoks'beating his'endorsement which ho said
were reimbursement for travel and. other sifiilar expehses. and which
were not reflected o his'books,  He also identifibd 'a chéck for $25,000

whicki he eaid was given 4o hila 88 agert to, purchase real estate for

1L
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There remained, however,! checks aggregating more than $50,000
which Chaite was unable to explain, "Some of these checks were
payable to cash;‘biit most of ‘theri'hhmed ‘Chaite' 'as ‘the piyee. 'As
to each check'Chalte identified his sigitaturé as endorser.of ‘the check.
In most ‘¢aseés the check 'had’been cashed at the' bank andcurrency
delivered to-tlié' payee by the bank. ‘Many of the' checks were for
exactly $5,000 egohi -~ ¢ - T SRR

Although identifying his signature on ‘éach ¢heck, Chaite said under
oath that he had'no rec¢ollection of whether he ever redeived the
proceeds of ‘any 'of those ‘checks, who had received the:pr'oc’e’e[ds of
each of those chécks, or the purposes for which'any of the 'checks had
been issued. --His books' do not reflect his receipt of the proceeds of
any of those cliecks. ‘ SR :

Chaite had been employed at FHA during ‘a ‘period of time in
which Clyde 1. Powell was Assistant Commissioiier in charge of

rojects such as those in 'which the Woodner interests were involved.
Powell’s sometimes mysterious activities are discussed elsewhere’in
this réport. The records of the Wardman Park Hotel, where Powell
lived, show a number of telephone calls from "Powell’s apartment to
the home of Chaite, five of which were in 1953, ‘When, interrogated
about these calls Chaite stated under oath that he could not recall
whether Powell had ‘ever telephoned him at his hoine or what any
such call might have been about. ' It may be thdt Chaite merely
has an extremely poor memory, but it does niot appear that this mem-
ber of the bar contributéd to this committes’s search for truth and
justice. It seems réasonable to assume that Chaite must have known
more about that $50,000 than he was willing to tell this committee.

Geéorge 1. Maréus, an attorney from Hackensack, N. J., appeared
before ‘this committee as attorney for Sidney Sarner, a 'builder.
Marcus approached the witness table with a:bittér denunciation of
this committee for revealing to the press testimony given by Sarner
in executive session. ‘He belligerently attacked the committee for
newspaper articles written about his client. An examination of the
newspaper articles showed on their face that'they referred wholly to a
statement released to the press by the Administrator of the Housing
and Home Finance Agency, and that they did not refer to any infor-
mation emanating from this committee. . .
~ Marcus refused to permit his client to testify unless he was first
permitted to make a statement, =~ . ...

The culmination of Marous’ attack on this'committee came when
he accused the chairman of this ¢committee of ‘‘shooting off his mouth”
about supposedly innocent builders. Following this’tirade Marcus’
client,” Sarner, took refuge behind the fifth amendment when interro-
gated about the rental housing projéct of which he had been the
principal owner and with respect to which’ Marcus had been his
attorney and adviser from the inception. Marcus was then askéd
questions about the exccutive session, to which he repeatedly replied,
“T refuse to answer,” L o
 The committee later learnéd that Marcus was himself the sponsor
of soveral section 608 projects. . = .
- Daniiel B. Maher, an attorney 'in the District of Coluinbia, acéom-

paniced Clyde L. Powell iu hig. ?hfjeé'fdpgzﬁifé‘il‘cféé bofora this committee.
At the April 19, 1954 heafing, the first ‘question asked Powell was,
“How long liave you been with the FHA?” He refused to answeér'the
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'({;iéhtib’ﬁ”bp‘ftﬁe.’ wmtithtibm"-pﬁvﬂegef&a}nét salf-incrimitiation of
the fifth-améndment. ‘The chairman'thén said:~ " - = o

PR . L ooy e b *’;‘:;);i( SRRt i e
The Witness doee not have to answer unless he'cares to. 'Weé' certainly are ‘ot
oing to'fordd' you to 'do'so. I will'eay this, that we were hiopeful that you would
ge’t etoassistus>* * % i .. o o - S

.. = [»_,' i,,,._.‘.:,}“ TSI e . Vo . sae o .
No_filfthér' quéstions were asked 'of Powell and no criticism of his
fajlufe to’ testify was made. ¢ o 0o
. On lea¥ing tho hoaring room Maher released to the pross a state-
m@ﬁti’g?ba&'éﬁ_ﬁly prépared in advaxice of his appearance, that was in
part as'follows:

Mr. Poweil has beon s advised Tpresumiably by Maher] that, the only
legal basis' tipon which the Housés of Congress‘iay exert investigatory power is
in_the ajd of the legislative function, ~'That further, this power has beédn shame-
fully abused, and‘is now.being abused, by certain congressional committees.. He
has been furtlier told that, ¢ongressional  committees, instead of confining them-
selves, to their proper function, haye:in effect. conatituted themselyes as the
grand inquest of the Nation, acting as informeérs, witnesses, prosecutors, judges,
and ‘juries; all of this under the guise of 'éxeroising a Iégislative function.”

Mr, Powell has been further:advised that, in certain ihstances of unrestrained
congressional inquiry,’ the reputations :of hoinorable men haye been destroyed;
and that such ,‘m,on,arQLW'i‘t_llou?" any legal redress whatsoever because of the
abgolute privileges of immunity from suit for slander whioh attaches to Membérs
of Congress and witnessés béfore congréssional:-committees: He has beéen' further
advised that to one ‘like:himself, who -valiles his reputation, the injury from
slanderous -8tatements and unjust acousations, to.which one appearing before a
congressjonal: cominittee {8 subjected, is immeasurably more disastrous than any
punishment dvailable to the Govornment when imposéd by a.court. ',

Mr. Powell has been further advised that the only right which he may success-
fully invoke‘before this committee is the right to refuse to testify against himself.
That being his.only recourse, he has beéen advised to invoke it.- R

- Protestations: about ' Powell’s innocence and his reputation should
beread in the light of the disclosures aboui his conduct recited under
“Integrity of FHA émployees,” -~ .. - .~ .

On June 29, 1954, Powell again appearéd before the committee
accompanied by Maher, He was' asked to ‘explain - the procedures
for FHA commitments under section 608; he was asked  whether he
had' intervened in' oertain specific projects for the benefit of certain
named builders; and he was asked about his alleged oriminal record.
As to each ‘question he refused to answer under-the fifth amendmént.
The chairman then put ifito the record & report'by the Federal Bureau
of Investigation'on Powell’s arrest record. ' ‘Powell similarly declined
to answer questions with respect:to-that FBI report.

At the conclusion of ‘that hearing Maher said: -

That on thé’ occasion 1 originally appéared before this committee, and again
today, may I state this in simplé candor to each meémber of the committee, that
I have appeared before many congressional committees, and never have I been
treated with greater courtesy than I have before the Banking and Currency
Committee. . , . o

Nevertheless, on July 14, 1954, Maher filed a petition with the
Secretary of the Sendte asking that Congress—
expel such members who have violated their oaths * * * by commiitting the
aots horetofore set forth above. - ‘ . o
The”gicté*ftl;é}'lfein‘ 8ot forth .in¢luded deﬁdil{%d;‘.i'eféx_'éxipe‘w qigclogum
of the FBI arrest record of Powell. The petition, signed by Maher
and ot by Powsll, 'contained aii afidavit'by Mahor that e merely
“vorily. belichd th siatarnonts threin " Be trié” Tho potition
therefors canndt be said t6'be & swotn' petition: -The petition denied
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many allegations in the FBI arrest record of Powell, but with every
opportunity to do so: Powell has refused to challenge under oath any
statement in the FBI record, . = e
It has been common practice for generations to include in the record
of congressional hearings reports such as an FBI record.- For many
urposes such govornmental reports are even considered by courts of
aw where the rules of evidence are more severe than before congres-
sional committees. Yet Maher’s petition accused members of -this
committee of violating their oaths, in the conduct of the committee’s
investigation with respect to Powell, and specifically asked that
members, presumably meaning the chairman, be expelled from the
Senate for including in this record that FBI report on Powell; although
Powell has not contradicted or disputed its statements, ;

Samuel I. Neel is general counsel of the Mortgage Bankers Associa-
tion. This association includes among its members a large portion
of the Nation’s mortgage bankers who finance residential construetion,
During the course of its investigation of section 608 projects, on
June 17, 1954, the Foderal Hous'ng Administration sent a question-
naire to each sponsor of such a project asking detailed information
about the project, particularly the actual costs of construction.

On June 24, 1954, Neel sent a memorandum to every member of tho
Mortgago Bankers Association the obvious purpose of which was to
suggest that the recipients of that questionnaire refuse to furnish the
Government with information as to the cost of his Government-
financed project. Attached to Neel’s memorandum was & letter
which he said one member of that association had transmitted to
FHA, refusing to answer the FHA questionnaire. And Neel sug-
gested that others might care to follow a similar course. He has
admitted also being one of the authors of that letter. The memoran-
dum and the accompanying letter are printed in the hearings of the
investigation at page 3498. o ‘

Neel testified g:ore the committee that neither the association nor
any officer of the association had asked him to advise the membership
whether they should, or were required to, answer the FHA question-
naire, \ -_ :

It is understandable how a lawyer, when asked for advice by his
client, might reach the conclusion that it was in the best interests of
that_olient not_to-furnish the Government with information it had
requested. In this case, however, an attorney for a.trade. association
of mortgage bankers, only one of whose members had presumably
consulted the lawyer, suggested to the entire membership that they
refuse to advise their Government how they had disbursed the Govern-
ment-guaranteed funds that they had received. The result effected
by that advice may be indicated by the fact that more than 3 months
later only one-third of those to whom the questionnaires was sent had
answered, .

Abraham Traub is a lawyer in Brooklyn, N. Y. He represented a
substantial number of sponsors of section 608 projects. The FHA-
guaranteed mortgages on these projects exceeded $106 million. In a
period of 6 years Traub drew checks on his law firm to the order of
cash in a total amount exceeding $1 million. In 1 year he charged
$80,000 on the law firm income-tax return as a business expense under
the heading, “Miscellaneous clients’ expenses.” Most of those items
were represented by checks drawn to cash. The bookkeeper for: his
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- firm testified that: Traub frequently asked her to draw checks ‘to cash
in substantial: amounts; : ‘The record showed: these:amounts were fre-
quentlrv $56,000, $10,000,:$20,000; and: even'larger amounts. - Cheoks,
payable -to -the orderof:cash, would‘be signed :by Traub and:a olerk
would be -sent toithe bank to obtain the currency. The bookkeeper
testified that sometimes Traub told her the purpose for which the
check was to be drawn, but on other occasions'he would not so advise
her, and in these instances she merely charged the:disbursement to
overhead, o , L a :

Traub -also testificd-that he had borrowed-a: large sum:of ‘money,
principally in cash, from a money lender now' deceased. He testified
that many of these cash payments were in repayment of that loan
to the now deceased money lender. When it was shown that there
were frequently two large cash payments in the same day, he replied
that sometimes the moneéy lender would come'in in the morning for a
payment and then come back again in the afternoon for another pay-
ment, ' S s :

- Apart from such of these sums as were allegedly. paid to this' money

lender, and which Traub could not identify from the mass of cash pay-

ments, Traub could not eéxplain the nature, purpose, or recipient of

any of those cash payments. The volume of the cash payments in
relation to the total.income:of Traub and the.total:fees of his:law firm

was such- that they were in no sense an insignificant faoctor. It is

difficult, to say the least, to understand his inability—or refusal—to

explain these transactions, . , .

George T. Grace is a lawyer practicing in New York City. He
practiced with his brothers, Thomas, Patrick, and William under the
firm name of Grace & Grace. In 1935 Thomas Grace was appointed
FHA New York State director, a position he continued to held until
1952, Yet after his appointment to that full-time Government job his
name still appeared on the stationery and on the door of the law firm
of Grace & Grace. = T

George Grace testified to receiving $291,000 in fees for handling
some 64 projects at FHA, and to an additional $100,000 inother
income connected with FHA matters. He also testified that during
the period in which he’reéeived that money he paid $46,700 to his
brotheér Thomas. In 2 years, while Thontas was State director, the
brothers filed: a-partnerslilp return showing him as an equal partner in
theﬁﬁrm and distributing to him in each year $19,000 of partnership
profits. , : ,

George Grace kept at least two different sets of records, each of
which was incomplete. Many fees received by George were never
deposited in the firm bank account, never appearsd on the firm’
books, and were deposited only- in one of his personal checkin
accounts. On other occasions the fee was deposited in his persona
account and at a subsequent dato taken into the firm’s account either
in whole or in part., The record does not indicate that either George
or Thomas Grace testified fully or complotely with respect to their
many financial dealings in FHA matters, ... . ,

Marshall Drggs, a lawyer practicing in Washington, D. C,, testified
that several clients were brought to him by -Richard McCormack
(not a lawyér) in connection with rental 'housinﬁfprotf'ects under sec-
tion 803 of the Housing Act. Diggs testified that he did not know what
representations' McCormack had made to those prospective. clients to
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obtain their representation, Each client was charged $6,000 for work
presumably in connection with obtaining an FHA commitment, Diggs
paid half of the fees to McCormack (although McCormack denied
receiving the money as fees and claimed the payments were loans,
presumably ‘because he had failed to include them in his income-tax
returns). None of these clients ever received an FHA commitment
on any matter on which Diggs worked.

The presence of counsel at a congressional hearing is to advise the
witness of his rights and privilésges, It is not that the lawyer may
testify for his client or seek to change the course of the congressional
inquiry. On occasions lawyers representing witnesses before the com-
mittee have sought to do so. In one instance the lawyer sought to
answer many of the questions asked his client. Once when he was
advised that it was the answer of his client that was desired, he turned
to tho client and said, “Tell him * * *’° The client replied, “I
can’t say that.” )

The transcript reveals 1,386 lines of questions asked this witness
and 282 lines of statements by the attorney that were not asked for
or required.

The attorney was not under -oath and did not have personal
knowledge of the facts, but he consistently insisted on answering
questions for his client—which his client, who was sitting next to
him, necessarily was in a better position to answer of his own personal
knowledge.

We do not otherwise identify this lawyer for it is clear :that he
participated in no personal wrongdoing and intended nothing im-
proper. Howover, his conduct did necessarily impede the search for
truth and justice by this committee and could well have caused
members of this committee, or its staff to lose either their patience

or their equilibrium.
Section E. Tug Conbpucr oF THis INQUIRY

It has been the pufpose of this committee to conduct an impartial,
thorough, and searching inquiry of the administration of the National .
Housing Act, but with full respect for the rights and privileges of
every witness appearing before the committee. A set of rules for the
conduct of the inquiry was adopted by the committee and adhered to
with respect to every witness. These rules of procedure are:

Resolved by the Committee on Banking and Currency of the United States
Senate that the following rules governing the procedure of the committee are here-
by adopted: o -

’ ‘1. A subcommittée sl the conimittee may be authorized only by the action
of a majority of the Tull committee. L

2. Unless the committce otherwise provides, one member shall constitute
a quortim for the'receipt of evidence, the swearing of witnesses, and the
taking of téstimony, and the chairman of the committee or subcommittee
may issue subpe VT - )
3. No invesfigation shall be initiated unless the Senate or the full com-
.. mittee has spécifically authorized such investigation,

’ 4. No hearing of the committee or a subcommittee shall he scheduled out-
side of the District of Columbia except by the majority vote of the com-
mittee or subcommittee. o o

5. No confidential testimony taken or confidential material presented at
an executive hearing of the committec or a subcommittee or any report of
the proceedings of such an executive hearing shall be made publie, either in
whole or in part or by way of summary, unless authorized by the committce

or subcommittee, \
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6. Any witness sitbpenaed to a public or exeétitive hearing may be accom-
panied by counsel of his own choosing who shall be perinitted, wl)\’ile the wit-
ness is testifying, to advise him of his legal rights, .

7. If the committee or a subcommittee is unable to meet because of the
failure or inability of its chairman to call a meeting, or for any other reason,
the next senior majority member of the committee or the subcommittee;, who
is ahle to act, shall call a meeting of the committee or the subcommittee
within 15 days after the receipt by the Seerctary of the Senate of a written
request, stating the purpose 0} such a meeting, from a majority of the mem-
bers of the committee or the subcommittee.

8. Cominittee or subcommittce interrogation of witnesses shall be con-
ducted only by members and staff personnel authorized by the chairman of
the committee or sulycommittee concerned.

~ In the course of our hearings 9 witnesses, 3 of them former FHA
officials, availed themselves of the constitutional privilege against self- -
;‘ncriminnytion. On each oceasion the witness was advised that it was
is privilege.to decline to answer questions that might tend to in-
criminate him. No witness was urged to testify when he expressed
the opinion that by doing so he might thereby incriminate himself,
While wholly respecting this constitutional privilege, the committee
was nevertheless deeply disappointed when a Government official, who
for almost 20 years had administered a housing program involving more
than $8 billion of Government commitments, claimed the privilege of
solf-incrimination against all questions asked of him. Those questions
which related specifically to his official conduct as Assistant FHA
Commissioner. We do not question his legal or even his moral right
to have done so; we merely. express keen disappointment at a former
high Government official having done so. Those who exercise a public
trust, particularly over a long period of years and with respect to
such large sums of money, owe the people who have been their em-
plglyer an accounting of t}};eir conduct. :
here was also testimony before this committee of 16 former FH
officials receiving money or property under circumstances shown by
the testimony to appear to be in violation of the conflicts of interest
laws and the corresponding regulations of FHA, _ e
We are grateful for the cooperation received from the executive
departments concerned with tﬁis inquiry, particularly the Federal
Housing Administration, Housing and Home Finance Agency, Inter-
nal Revenue Service, and the.Department of Justice; and to the
General Accounting Office and the Federal Trade Commission for the
valuable staff assistance they made available to the committee.



PART VIII. SPECIFIC CASES ILLUSTRATIVE OF THIS
INQUIRY

‘"Throughout the discussion in this report we have frequently re-
ferred to particular cases as illustrative of specific practices. The
Glen Oaks case, the largest single windfall in a section 608 project,
and the Levitt brothers (Levittown, N. Y.) case, the largest single
windfall in a section 603 project, have been referred to in the income-
tax discussion, ‘

In the paragraphs that follow, there are discussed specific aspects.
of pertinent cases that have not heretofore been considered, although
the projects may have been discussed in other parts of the report,.

SecrioN A. JTaAN WooDNER PROPERTIES

Tan Woodnor is an architect who utilized section 608 of the Housing
Act to become a millionaire in the postwar period with apparent dis-
regard of the statutory and regulatory limitations governing such
projccts. Woodner testified that at the end of World War II he was

. worth between $20,000 and $40,000. In the succeeding 6 years he
built approximately $50 million worth of real-estate projects financed
wholly by FHA. He uséd a multiplicity of corporations to achieve
this purpose and pyramided his finances by moving assets from one
corporation to another like checkers on a checkerboard.

Shipley Park Corp. was his top holding company. However, it
never assumed the obligation of any FHA mortgage. This liabifity

- was undertaken only by subsidiary corporations. At one time
Woodner had 35 such subsidiary corporations, in 22 of which the only
capital stock ever issued was in the amount of $1,000. In 7 others the
common stock was $1,000. The total capital stock in the $10 million
Woodner “hotel” project in Washington was only $3,000. Woodner
frequently utilized the device of purchasing land in his own name with
funds of the corporation, then leasing the land to a subsidiary com-
pany which obtained an FHA-insured mortgage on the leasehold,
while Lie obtained a mortgage on the land for an amount in excess of
its cost. N , - _

Woodner built 24 section 608 projects in which the total mortgage
proceeds (including the proceeds of mortgages on the land in leasehold
cases) were $42 million and the total costs of the properties as shown
by his books (including the cost of the land in each case) were $680,000

_less than the mortgage procceds. A cursory examination of his books
reveals hundreds of thousands of dollars of items improperly charged
as costs. The true costs are no doubt several million dollars less than
those shown on his books. - _

An examination of Woodner’s accounts disclosed many checks
issued to cash, and for which currency was obtained at the bank, but
which Woodner could not explain. As noted elsewhere in this report
more than $50,000 in checks to an ex-FHA employce, Arthur M,
Chaite, were issued by the Woodner Co. Most of these checks were

1
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to the order of cash and for round sums such as $5,000. Chaite’s
endorsement appears on each check and the bank’s stamps indicate
that someone received currency in that amount. Neither Woodner
nor Chaite could recall who received those funds or for what purpose
they wore disbursed.

Woodner retained no less than five former FHA cmployees. Many

-trails lead from Woodner to Powell, but the testimony discloses no
funds actually paid to Powoell by Woodncx.
The extent to which Woodner juggled funds is illustrated by the
financial statements accompanying his applications for FHA-insured
mortgages. In most of these applications Woodner's wifo, brother,
and sister were listed as cosponsors. None of them had any sub-
stantial assets but it was apparently necessary that their financial
statemonts indicate to FHA that they wore financially responsible
people. Immedintely prior to the dates of those financial statements
Woodner would withdraw large sums of cash from the corporate bank
accounts and cause them to be deposited in his own account and in
those of his wife, brother, and sister, These bank deposits would then
be shown as assots in thoir financial statements.
Woodner 'was asled if these sums were gifts, loans, or payments,
but he consistently refused to answor. His difficulty seomed to be
that ho could not ¢all them payments for services or dividend dis-
tributions bocause none of the funds were reflected in the recipient’s
income-tax returns; and he could not call them loans because the
alleged financial statemonts disclosed no corresponding liabilities.
These funds then belonged to the corporation which at the time had
many unpaid bills. Subsequently the funds were returned to the
corporation. Woodner’s applications to FHA for mortgage commit-
ments weré not any more accurate than his financial statements.
At the request of this committee, General Accounting Office audi-
tors examined the books of the Woodner “hotel” project in Washing-
ton, D, C. These auditors found disbursements of $285,000 for
which the supporting data Wwere missing from the files, Those dis-
bursements included: $87,000 in fees for detective work in connection
- with Woodner’s divorce case; a total of about $50,000 to several law

firms for legal services in connection with his marital problems; and
$30,000 for alleged services by & former Member of Congress'in con-
nection with a project that did not exist and if ever contemp]ated
never attamed any stage of actual materiality, Many of the items
ircluded in those disbursements could not'be identified by Woodner.,
One small item of $500 was for a watch ‘“they” bought for Woodner.

The General Accounting Office’s accountants found millions of
dollars of transactions never reflected on Woodner’s books. Journal
entries transferring several million dollars in accounts were made in
New York by the firm’s auditors, Marshall Granger & Co., but never
reflected on the Woodner books. One of these journal entries gave
Woodner personally a credit of $281,184 for the return of an “advance’”’
which in fact had been advanced by ‘the corporation. Other entries
included giving Woodner credit twice for the return of an advance of
$117,000 which he presumably had once made.

Since the end of the war the corporations had issued checks payable
to Woodner in amounts totaling $1.4 million. But his salary was
only $60,000 in that entire period, his profit and loss account showed
a loss of, $38,000, and no dividends wero paid by the corporation.
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The corporation also paid personal bills of Woodner in amounts
totaling $342,716, Journal entries, most of which were reflected
only in the auditors’ papers in New York and not on the books of
the corporation, transferred more than $2.3 million between Woodner
and the corporation. Finally, these entries gave Woodner credit
for alleged expenditures of large sums of money for such purposes
as “promotion.” They did not reveal, and Woodner claimed not to
remember, who promoted what.

When the section 608 program expired, Woodner moved over to
military housing under section 803 of the act. He obtained commit-
ments of $6.4 million for a rontal housing project at Chanute Air
Field, near Rantoul, Ill.  Woodner’s sponsoring corporations entered
into contracts with Woodner’s construction company for the con-
struction of those buildings. The construction contracts required the
construction company to complete the buildings for the contract

rice.
P It was customary for FHA to require a completion bond to insure
the completion of such projects. On Dedcember 14, 1950, Max
Woodner wrote the FHA director at Springlield, Ill., asking that he
be permitted to give his personal performance bond. The letter

concluded:

After reconsideration, if you still feel that my financial status is not sufficiently
clear to iverit the acceptance of an indemnity agreement executed by myself, 1
would like to suggest that yvou forward the matier to Mr. Clyde Powell, Assistant
Commissioner for Rental Housing of the IFederal ITousing Administration, asking
for assistance in reaching a decision satisfactory to both you and myself,

Max was the brother of Woodner and a $75-a-week employee of
Woodner’s company. He had no assets except such as Woodner
wotld from time to time place in his name for the purpose of making
alleged financial statements. ,

On January 8, 1951, Powell overruled the local State director.
Powell held Max inadequate as an indemnitor, but directed that the
indemnity agreement be approved if Ian Woodner and his sister
Beverly became additional guarantors. The assets of all the Wood-
ners consisted largely of the assets in the construction company
whose obligation to construct the buildings they were now guaran-
teeing. : L

Be%ore the project was completed the separate corporations that
Woodner had creéated for that purpose ran out of funds. Woodner
urged the Air Force to loan him money to coinplete the projects,
saying that if they did not do so there would be a 2-year delay in
constriction resulting from the necessity of an FHA foreclosure of the
property. The Air Force then loaned the Woodner company $615,000
with which to finish the project. Shortly after the project was
finished that loan went into default. The Air Force has since taken
over possession of the property and suit is now pending to recover the
Had Powell not waived the requirement for a proper indemnity
bond this default would not have occurred. We have serious doubts
of the authority of the Air Force to have made that loan and certainly
Woodner’s construction company should not have been relieved of
its liability to perform its contract.

When the Chanute property became involved in financial difficulties
the remaining available funds were placed in an escrow for payment
of debts of the project. The General Accounting Office’s examination
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of the Woodner books discloses four invoices approved by Woodner
for payment, which were paid out of the escrow funds, and the pro-
ceeds thereupon returned to Woodner by the recipients. These 4
invoices were by his accountant, his insurance man, and 2 of his
lawyers, - The funds apparently thus siphoned out were approxi-
mately $35,000.

This committee did not got from Woodner all the facts with respect
to the Woodner projects. The testimony does, however, show that
many irregularities occurred,

SecrioN B. SHIRLEY-DUKE APARTMENTS

The Shirley-Duke project in Arlington, Va., includes 2,113 rental
units in 200 buildings. The project was one of the more fantastic
frauds. perpetrated under tho section 608 program. Six corporations
were involved. Each had a capital stock of $1,000. Don A. Loftus,
who made fabulous profits in other section 608 projects, appears o
have been the guiding genius in this project but it was denied that he
had any financial interest in the project. :

The principal sponsors were Herman W. Hutman, Earl J. Proston,.
and Byron Gordon, Jr. Each placed himself on the payroll of one
or more of the corporations at salaries of $20,000 cach per year from
the time the corporation was croated. The only capital of the six
corporations was $6,000. We find no indication that anyone other
than Investors Diversified Services ever advanced any funds or fur-
nished any additional capital for the construction of the project.

FHA estimated the cost of the project at approximately $15.3
million and insured a mortgage for $13:8 million. The actual cost
was approximately $11.7 million, including a fce of almost $1 million
to IDS for financing the project (in addition to interest paid to it on
the funds from time to time loaiied). In advance of filing the FHA
application, IDS advanced $5,000 for an option on the land and it
subsequently furnished the remaining funds necessary to purchase the
land. This land was acquired for the sole purpose of constructing
this FHA project. v . '

The contract betweéen these sponsor corporations and IDS was
never disclosed to FHA. Contrary to FHA regulations and the re-
quirements of the act of Congress, vhat contract showed that the
partidg wotild build the project for substantially less than the proceeds.
of the FHA mortgage and that IDS would furnish all the funds
necessary to finance the constriiction. : ‘

The sponsors were ropaid their $6,000 investment in a matter of
weoks out of their salaries at the rate of $60,000-a year. On comple-
tion of the project there was distributed to the sponsors dividends
of $2.2 million on that stock for which they paid $6,000. That dis-
tribution, in addition to the fees paid IDS, was part of the mortgage
proceeds over and above the total costs of the project, including the
land and interest on the funds advanced during construction.

We have referred elsewhere in this report to the false statements in
the application, the impropriéty of the IDS contract, the extent to
which FHA approved inflated rentals resulting from an appraisal
almost 50 percent above actual costs, and finally, that FHA granted
a rental increase after completion of the project. That rental increase
was specifically approved by Powell. : '
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SecrioN C. PARRCOHESTER—KAPELOW

Paul Kapelow and Louis Leader, brothers-in-law, entered the con-
struction business in Memphis following World War II. In 1948 they
migrated to New Orleans to climb aboard the section 608 bandwagon, _
Their entry into the field was financed by E, H., Crump & Sons of
Memphis, Tenn,, who supplied some of the money to purchase the
land for their Parkchester development in New Orleans and who were
paid $300,000 for their assistance in the financing of that project.
This financial assistance was undertaken through a corporation
expressly organized for that purpose under the name of Mississippi
Valley Mortgage Co. with capital stock of $10,000. The Kapelow
group subsequently bought that stock from the Crump group for
$383,000, under circumstances giving the sellers a long-term capital

ain,

8 The Parkchester property, as noted elsewhere in this report, re-
ceived an FHA insured mortgage of $10.8 million. Construction
costs were somewhere between $1.7 million (the sponsors’ figure) and
$3.5 million (the FHA figure) below the mortgage proceeds. After
siphoning out the excess mortgage proceeds, the Kapelow group sold
this $10.8 million property for $5,000 (subject to the mortgage) under
a contract calling for additional payments over a period of time of
$110,000. | A

After collecting rentals of almost $1 million that buyer defaulted
on the mortgage and the property is now being foreclosed. In their
computations of costs the sponsors charged as ‘““overhead’ costs against
this property approximately $700,000, including such items as enter-
tainment, travel expense in very substantial figures, and salaries tc
themselves. . ,

The Kapelow group also sponsored other section 608 projects, in-
cluding the Claiborne Towers project in New Orleans, a project in
Natchez, Miss., in which their books show a windfall of $212,000, and
a project in St. Louis in which their books reflect costs in oxcess of
the mortgage commitment. In the 4-year period following their re-
moval to New Orleans and their entry into the FHA program, the
financial statements of Kapelow and Leader show an appreciation in
their assets from $600,000 to $7 million. This was apparently achieved
in such a manner that neither they nor the corporations paid income.
taxes on their gains. No dividends were paid on the stock of their
construction company, Shelby Construction Co., which owned the
stock interests in the affiliated corporations, and the salaries of Kape-
low and Leader were very modest.  Yet in that 1948 to 1952 period
they found funds to buy out a third partner for $315,000 (whose
original investment had been $10,000), for Kapelow to build a $354,
000 home (actual cost to the construction compaiy which built the
home and charged it to Kapelow on its books), and to make invest-
ments in other projects achieving them very substantial profits (in-
cluding a shopping center in the Parkchester development which they

still own).
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SecrioN D. FArraGcur GARDENS—KAvVY-Hirsor

Farragut Gardens is a rental housing project of 2,496 units located
in Brooklyn, N, Y. A great deal of mystery surrounds this project.
The committee has never been able to learn all the facts about the
matter. Morris Kavy was the principal promoter of the project.
He was involved in an automobile accident shortly after the investi-
gation began and the committee was advised by doctors that he
would be unable to appear as a witness, Nathan Neitlich. and Louis
Failkoff were the auditors who presumably were acquainted with
all of the costs of the project charged on the books of the projecct.
The committee was advised by doctors that neither auditor was
physically able to appear at public hearings. Abraham Traub was
the attorney for these sponsors. As previously noted in this.report,
Traub was unable to identify the many transactions involving cash
shown on his books to have exceeded & million dollars over a period of
6 years. A number of those currency transactions which Traub could
neither explain nor identify related to this project.

Alexander P. -Hirsch, Henry Hirsch; and Louis Benedict were
associated with Kavy in this project. Kach owned one-fourth of the
stock of Nostrand Realty Corp. Nostrand purchased property in
Brooklyn, on part of which this project was built, for a total of $1.6
million, -Subsequently they sold a part of the tract to the city of
New York for $440,000 and another part to private buyers for
$285,000. Their cost of the remaining portion of the tract, on which
this project was built, was $875,000. Nostrand created five corpo-
rations, each bearing the name Farragut Gardens, which received
commitments from FHA for the projects described as Farragut
Gardens No. 1 through 5. The FHA commitments were for $21.9
million. These commitments were for buildings to be built on lease-
holds owned by the five Farragut Gardens corporations. In con-
nection with its mortgage commitment FHA valued the land, still
owned by Nostrand, at $1.9 million. This valuation permitted the
sponsors to obtain a conventional mortgage on the land of $1,732,400.

The 5 Farragut corporations then entered into construction con-
tracts with 5 corporations named, respectively, Reston Corp. Nos. 1
through 5. Each Reston corporation built 1 of the Farragut
buildings at cost plus a fee of $40,000. The mortgage proceeds
exceeded total construction costs by $3.6 million. The cost of the
land was the only investment made by the sponsors other than the
capital stock in the five Reston corporations. (The capital stock of the
five Farragut corporations was paid for by Nostrand.) The capital
stock in each of the Farragut and Reston corporations was $1,000.

After the return of their entire investment in the land, the pro-
moters had a “profit” of about $700,000 from the proceeds of the
mortgage covering the land. This money rémains undistributed by
Nostrand. They also have a ‘“profit’’ of $200,000 in the five Reston
corporations which also remains undistributed. They were prompt,
however, to distribute to themselves $3.2 million from the Farragut
corporations out of the excess mortgage funds after the payment of
all their costs for the project. Presumably, this prompt distribution
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resulted from the fact that the Farragut corporations alone were liable
on the FHA insured mortgage debt, -

FHA estimated the cost of the project at $24 million., George M,
Halk, an appraiser for the Dry oci( Savings Bank, which owns 3
of the 5 mortgages, testified that the bank’s appraisal of construction
costs was $15,4 million, The sponsors claimed that the actual costs
were $18.1 million but this committee has never been able to verify
those costs. The FHA estimate was 50 percent in excess of the-bank’s
estimate of costs and 33 percent in excess of the sponsors’ claimed
actual costs,

A committee staff employee with considerable building inspection
experience testified,-after an examination of the project, that he
doubted if the project would last the life of the mortgage. There
was considerable evidence of poor and shoddy construction. The
only principal from whom the committee was able to receive any
testimony was Alexander P, Hirsch who knew almost nothing about
the project except to concede that the total ‘“‘windfall” exceeded $4
million and that an excess of $3 million had actually been distributed

to himself and his partners.
SecrioN E. Pace Manor—Muss, WINSTON, ET AL,

The Page Manor housing project was among the first constructed
under the section 803 military housing program. The enterprise
was passed from hand to hand and proved profitable for everyone
involved. The project was apparently conceived by two enterprising
Washingtonians, William Ready, a former Army colonel, and Thurry
Casey. They “brought’ the idea for this housing project in Dayton,
Ohio to Link Cowan, a Shawnee, Okla. builder.

Cowan agreed to pay Ready 5 percent of the net profits on any con-
struction project they might build. Ready, in turn, made a private
deal with Casey. An option was taken on land adjacent to Wright
Field in Dayton which was exercised when it appeared that the project
might be completed. ‘ _

Cowan applied to FHA for a commitment which was issued to him
on December 8, 1950, covering insured mortgages of about $15 million.
The project was to be built in four sections. There was a separate
commitment for each section. These commitments were based on
plans and specifications which Cowan had filed with FHA. After
filing the applications but prior to the issuance of the FHA commit-
ment, Cowan felt the need to associaté himself with others who could
assist in financing the project. He then took in as partners Clint
Murchison, Jr. and John D. Murchison of Dallas, Tex. Cowan
tﬁstiﬁed that his reason for bringing in the Murchison brothers was
that—

I had limits on my finances * * * [ certainly did hot know anything about
housing, and in order to be able to carry on with the deal, it was necessary that

I get a partner.

Subsequeritly Cowan and Murchison, “analyzed the whole situa-
tion; we figured we had a bad job and it would be impossible to go
ahead with the thing,”” and Murchison suggested they bring in David
Muss whom he had met in San Antonio. .

Muss proved much more astute than Cowan or Murchison in pro-
moting an FHA rental housing project. He formed Airway Construc-
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tion Co, in. which Cowan, the Murchison brothers, Muss, and Norman
K. Winston (New York associate of Muss) each owned a one-fourth
interest, The land which Cowan had bought for $65,000 was then
sold;to Airway for $165,000 (at least part of the increment was to re-

imburse Cowan for his expenses.) :
. Muss decided to ‘revamp’’ the entire picture. He filed amended

applications with FHA and increased all of Cowan’s estimated costs,
He even increased the estimate for the land. Cowan testified con-
cerning the plans which FHA had already approved for his $15 million
project, ‘“that after learning what I have learned about rental housing,
our plans weren't any good and in a sense they were impractical.”
Muss’ revised plans estimated the costs at more than $2 million above
the estimated costs presented by Cowan and FHA issued an amended
commitment to insure mortgages in the total amount of $17.3 million.
Actual costs turned out to be very close to the original Cowan esti-
mates, ‘

In spite of the substantial increase in the commitments, the plans
prepared by Muss called for less expensive buildings. The Cowan
plans were for & brick building with a gabled roof, while the Muss plans
were for a stucco building with a flat roof. The savings accruing from
those changes were at least in part offset, however, by the larger rooms
vrovided for in the Muss plans, ,

The increased estimato in costs in the Muss applications raised the
architect’s fees by approximately 25 percent, increased legal expenses
by 200 percent, increased the cost of utilities by 50 percent, and even
increased the estimated cost of landscaping by 50 percent. In fact
the architect’s fee actually paid was less than one-third of Cowan’s
. original estimate and only about 20 percent of the Muss estimate. To
a lesser extont, this was also true of other costs, with the result that
when the project was completed, there was not only no investment by
the sponsors, but there was $908,000 of the mortgage funds available for
distribution to the shareholders. Each stockholder then borrowed
from the corporation approximately one-fourth that amount. Muss
testified that the money was distributed as a loan rather than as a
dividend because, ‘‘we have bsen waiting on a decision from the courts,
the Tax Court, in cases like Gross-Morton’s.” - L

Muss also introduced a multiplicity of corporations to the project,
The construction was by Airway Construction Co. The project itself
was-owned by 4 corporations known as Page Manor, sections 1 through
4, respectively, .Each of those corporations was in turn owned by
Page Manor Management Co., whose capital stock is $800. Each of
the sponsors put up $200 for his one-fourth interest in that corporation.

Cowan subsequently settléd his ““5 percent’” contract with Ready
by the payment of $37,000, out of which Ready paid $10,000 to Casey.

Muss d%d not confine to the Page Manor project the abilities that
permitted him to transfer what Cowan thought was a ‘‘hopeless’
situation into a windfall of a million dollars.

Muss, Winston, and ‘others built four rental housing projects in San
Antonio, Tex., at the Mitchell Air Force Base. The proceeds of those
FHA insured mortgages were $13.3 million and exceeded the total
costs of the project by $965,000. A separate corporation was formed
for each of the four sections of the project. The first section was
built under section 608 of the Housing Act. The remaining portions
were built under section 803 of the act. The common stock in each



96 FHA INVESTIGATION

of these corporations was $3,000, of which $1,550 was contributed
by Winston, $1,000 by ‘Muss, $300 by Louis H, Kaplan, and $150 by
enry W, Penn, Winston held half his interest as agent for a Swiss
trust named Mika Stiftung. The Swiss corporation contributed about
$3.000 to the venture and received a windfall dividend distribution of
$310,000. Manifestly Winston and Muss did not need those financial
resources of the Swiss trust, and it is not claimed that this trust
situated in Switzerland made any other contribution to the project.

Winston, Muss, and Mika Stiftung promoted Northbridge Coopera-
tive in New York City receciving an FHA mortgage commitment
under section 213 of the act for $10.4 million, Before construction of
the project had ‘even started they sold their FHA commitment to
other contractors for which they were paid $843,000. ,

Muss and his associates are now engaged in a $14 million project
at Limestone, Maine, under section 803 of the Housing Act. The
project has not been completed but Muss testified that ‘fle expected
the mortgage proceeds would exceed total costs. The capital stock
of the corporation engaged in constructing that project is $10,000 and
is owned by the Airway Co. The Airway Co., in turn, has capital
stock of $10,000 of which 50 percent is owned by Tecon Corp., 25
percent by Mucon, Inc., and 25 percent by First Garden Bay Manor,
Inc. The stock of Tecon is owned by the Murchison brothers. The
stock of Mucon is owned by Muss and members of his family. The
stock of First Garden Bay Manor is owned by Winston and.members
of his family. :

The Murchisons also constructed projects under sections 803 and
903 in Texas, California, and Idaho with FHA mortgages of over
£23 million, _ .

Winston, Muss, and Murchison have additional projects at Great
Lakes, Ill., involving FHA mortgages of $13 million.

Winston, in association with friends and relatives, built 9 sec-
tion 608 projects in the New York City area with aggregate FHA
insured mortgage proceeds of $6.6 million. He enjoyec?r windfalls in
7 of the 9 projects. The net amount by which mortgage proceeds
exceeded all costs in all of the projécts was $655,000. |

This group received over $95 million of FHA insured mortgages,
and to date have no investment in the projects they have completed,
and have received substantial windfalls.

SecrioN F. LiNwoop PARK-—SIDNEY SARNER

The Linwood Park section 608 housing project was owned by 13
corporations, each of which had a capital stock of $1,000. Sidney
Sarner and Ralph J. Solow each owned half the stock in those
corporations., FHA insured mortgages on the project for $8.9 million.
This was $2.5 million in excess of the total costs of the project.

Sarner and Solow quarreled during the early stages of construction
and Sarner bought out Solow’s interest for $1,200,000. This was half
the ultimate windfall leading to the conclusion that well before
construction was completed the parties knew the full extent of their
-ultimate windfall.

The remaining funds in excess of the mortgage proceeds were used
by Sarner to construct a shopping center which is not covered by

the FHA mortgage.
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When interrogated at a public hearing concerning this project,
Sarner declined to answer any questions on the privilege of the fifth
amendment against possible self-incrimination,

SeorioN G. CHARLES GLUECK—MI1D-CITY INVEsTMENT CoO.

Charles Glueck was the principal stockholder and president of
Mid-City Investment Co. of Gary, Ind. Mid-City was active as a
mortgage broker for section 608 projects in Indiana and Glueck
engaged in questionable business relations with then FHA State Direc-
tor Earl Peters, , '

In 1947 Peters promoted the construction of a section 608 project
in Fort Wayne, Ind. Glueck was to put up $7,600 for one-third of
the stock; Peters was to put up $7,500 for one-third of the stock;
and Allen & Kelley, architects at Indianapolis, were to draw the plans
and specifications for the other one-third of the stock. Allen & Kelley
drew the plans but did not receive any stock and were not paid for
their work. Glueck advanced $7,500 and was initially issued one-half
the stock of the corporation. - v

After the project was completed Glueck gave this stock to Peters.
Glueck initially testified before the committee that Peters reimbursed
him for the money that Glueck had advanced for this project. Sub-
sequent investigation disclosed, however, that reimbursement to
Glueck came, not from Peters, but from the proceeds of the mortgage
premium, | | -

In March 1951 Glueck purchased approximately $6,000 of furniture
for adjoining apartments that he and Peters were to occupy in Sher-
wood Apartments, a section 608 project then being completed in
Indianapolis. This furniture was delivered in the summer of 1951
to the Peters and Glueck apartments respectively. On January 14,
1952, Peters was fired by FHA for participation in the Fort Wayne
project. The following day the furniture dealer was notified by
Glueck’s office that Peters, and not Mid-City Investment Co., should
be billed for the furniture delivered to the Peters apartment.

Glueck did not confine his interest in FHA personnel to the State
director. One winter Glueck, who was in Florida, was joined by his
wife and Mr. and Mrs. James Swan. Swan was then an FHA official.
Glueck testified that he did not know whether Mrs. Glueck paid for
the transportation to Florida for the Swans, or whether it was paid for
by Swan. But subsequently Glueck admitted that he had paid the
expenses of Mr. and Mrs, Swan. _ v

Glueck’s FHA activities paid dividends. In addition to acting as
mortgage broker in a great number of FHA projects in Indiana, he
also appears to have ‘“‘sold” commitments. Glueck purchased for
$40,000 the land in Gary on which the Major Apartments project was
built. He transferred that land to a corporation, obtained an FHA
commitment for a section 608 project, then sold the stock in the
corporation for $350,000. The corporation had no assets other than
the land and the commitment. The transaction was actually ar-
ranged before the application for a commitment was filed, but subject
to Glueck being able to obtain the FHA commitment.

In the Steel City Village project in Garfy, ‘Qlueck sold the land to. a
section 608 prori‘ect for $50,000 plus half of the stock in the sponsoring
corporation. 'This land was part of a substantially larger tract which

had cost Glueck $15,000,
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The testimony of Glueck’s dealings on FHA matters was a story of
concealment of the facts, sharp dealings, and the apparent use of
influence to achieve big profits,

SeEcrioNn H. INVESTORS DIVERSIFIED SERVICES

Investors Diversified Services financed a substantial number of
FHA-insured projects. In five of these projects, however, Investors
Diversified Services obtained from the sponsors a share of the profits,
in addition to interest on its money loaned, in exchange for unusual
“gservices’ extended by IDS. o

In the Shirley-Duke case IDS furnished the funds with which the
sponsors acquired the land and paid every other item of expense in
connection with the construction of the project. The sponsors used
none of their own funds. A contract between the sponsors and IDS
that was never disclosed to FHA shows that prior to the filing of the
FHA application it was understood by both the sponsors and by IDS
that the cost of the project would not only be well below the sponsors’
estimate- but also considerably below the FHA insured mortgage.

The FHA applications were prepared in the IDS office under the
guidance of an IDS local manager who ultimately received an interest
in the project. FHA regulations limited financing charges to 1%
percent, but IDS collected 6% percent in addition to a long-term
managoement contract. It was claimed that the FHA regulations
limiting financing charges were not applicable because FHA did not
insure the construction advances but insured only the permanent
mortgage on completion. However, the IDS contract shows that all
of its advances were to he repaid out of the proceeds of the FHA
insured loan. The contract even provided that IDS would be paid
its $900,000 fee immediately upon the signing of the contract. It
then loaned the sponsors the money with which to pay the fee and
received not only repayment of that loan from the FHA mortgage,
but also interest on the money it advanced for the payment of its
own fee. IDS colluded with the sponsors of Shirley-Dulie project to
. %\gie the purposes of scction 608 of the act and the regulations of
In the Shirley-Duke project, IDS received a total of $1,184,684 in
addition to interest on the funds it had advanced. On this sum,
$889,990 was a ‘“‘compensatory fee’’ for financing the project, $121,619
was paid as settlement of a long-term management contract and
$173,075 as the premium on the sale of the mortgage. IDS was so
careful not to expose itself to any undue risk that it not only required
an FHA commitment to insure the mortgage before it advanced any
funds, but it also required a commitment from Federal National
Mortgage Association to purchase the FHA-guaranteed mortgage.

IDS similarly financed the Cleveland Parkway Gardens project
in Cleveland, Ohio, the Carson Homes project in Los Angeles, Calif.,
the Lakewood Park project in Loos Angeles, Calif., and the Charleston
Park projéct in Las Vegas, Nev. . g B

In the Parkway Gardens project, IDS received fees of $570,300.
In the Lakewood Park project, IDS and a wholly-owned subsidiary
received fees totaling $1,321,790. In the Carson Park project, IDS
received fees of $1,490,010. The Charleston: Park project has not
been completed and the amount of its fees are not yet known. -
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In those four projects that have been. completed IDS has received
approximately $4.5 million in fees for financing pro;ect,s with FHA
insured mortgages of $565 million (in addition to interest on its money).
Repayment of 1ts advances was virtually assured out of the proceeds
of the FHA insured mortgages. The total FHA mortgages in which

IDS participated exceeded $200 million.

-

SecrioN I. DR, Danier GEVINSON

Dr. Daniel Gevinson was a practicing dentist in the District of
Columbia until 1950, In 1947 he became aware of the advantages of
section 608 of the Housing Act. He estimated his then net worth
at $50,000. Six years later, ho was the owner of all or a substantial
interest in 6 section 608 projects with mor(tgagcs of $13.4 million.
His personal assets were then $2 million evinson had given up
dentistry by 1950 for the more lucrative business of section 608
housing. He was a frequent visitor to Powell and on at least one
occasion Powell overruled local FHA officials to approve a project for
Gevinson in Texas. ‘

On one project Gevinson gave stock to the son of the builder to
persuade him to interest his father.in financing the construction. In
another project Gevinson receiVed a $6,000 ‘‘kickback’ from the

contractor for giving him thé’ job.
Dr. Gevinson’s projects are in Texas; Washington, D. C.; Pennsyl-

vania; and New York.
SecrioN J. StoNnE River HoMEs—EDpwarDp A. CARMACK

Stone River Homes is a rental housing prOJect, at Smyrna, Tenn.,
constructed under section 803 of the Housing Act. It illustrates a
promoter’s ability to acquire such-a property with no investment,

A. group of local people, including Joseph W. Hart and Bolten
McBride, purchased 384 acres of land adjacent to the Stewart Air
Force Base for $60,000. Hart and Mc¢Bride applied for a commit-
ment from FHA for a rental housing project to be ‘built on 120 acres
of that tract. While the application was pending, Edward A. Carmack
made arrangements to acquire'for $319,000 the 120 acres proposed to
be used for the project. He also acquxred all the stock of Stone River
Homes which had previously been created to sponsor such a project.
FHA subsequently issued a commitment for $4.8 million.

Carmack entered into an agreement with Shelby Construction Co.,
of New Orleans, under whlc%r Shelby agreed to purchase that 120
acres of land for $319,000, donate the land to the sponsoring cor pora-
tion, and.build the pro;ect (including the payment of all fees, interest,
and taxes) for the amount of the FIIA mortgage commitment. -Shelby
also agreed to pay a penalty that ultimately amounted. to $90, OOO
for any delay in construction, Carmack received $20, 000 of the
penalty money and Hart and McBride received the remaining $70,000,
although they then had no interest in the project. The $20 000
received by C};rmack was $12,000 in excess of all the expenses he had
incurred in connection with the project.

Shelby, for the amount of the mortgage commitment, bought the
land, bullt the building, pmd the FHA fees, the mterest and taxes

durmg construction.



100 FHA INVESTIGATION

When the project was completed, Carmack was the owner of a
large rental housing projéct in which he had no investment and had
never advanced any funds other than an estimated: $8,000 for travel.
and miscellaneous similar expenses. Hart, MecBride, and their
associates in the land profited to the extent of $330,000. ,

Air Force personnel residing in the project now pa?r rents Jeter-
mined to be adequate to pay the interest and principal on the mort-
gage. They wore “requested” by the commanding officer of the base

to move into and fill that project,.
~ Secrion K. Samuen Robman

Samuel Rodman was the principal sponsor of Atlantic Gardens, a
section 608 project in the District of Columbia. The project con-
tained three sections, On one section of the project Rodman testified
the mortgage proceeds exceeded total costs by ‘‘about $50,000 to
$60,000.” On a second section of the project he testified the mortgage

roceeds exceeded the total costs by “probably another $75,000.”
‘Rodman and his wife Bella had owned the land on which thie project
was built and made a substantial profit on the sale of the land to the
sponsoring corporation. Rodman also testified that his wife was a
stockholder in the section 608 corporation. Their total “profits” on
the construction exceeded $300,000.

‘Bella Rodman had claimed the privilege against self-incrimination
when previously interrogated before the House Un-American Activi-
ties Committee on her Communist Party activities, Rodman had
similarly claimed that privilege with respect to questions asked him
about Communist activities, but did deny membership in the party.

- Rodman was asked before this committee if he had ever contributed
any of the funds madec on those section 608 projects ‘“to any so-called
un-American activities organization of any kind in the United States.”
His attorney objected to the question. Later he was asked whether
he had “ever contributed to any communistic organizations or causes.”’
His attorney again objected and Rodman answered, “Wouldn’t I be
a fool not to use my constitutional rights to refuse to answer that?”’

SecrioN L, Avney Park Homes

The sponsors and stockholders in Alley Park Homes, Bayside, N. Y.,
are British subjects living in England. Capital stock of the corporate
sponsors was $6,000. The project was built on a leaschold. The
excess of mortgage proceeds over all costs was $322,000 which was
distributed to griti'sh stockholders.

The evidence shows that it was not necessary to be a builder to
enjoy ‘‘windfall”’ profits. Doctors and lawyers also did so. :

n this case, it appeared that it was not even necessary to reside

in the United States to enjoy such profits.
SecrioNn M. LEwis GARDENS—FRANKLIN TRICE

Lewis Gardens is a section 608 project in Henrico County, Va,
Franklin Trice of Richmond, Va., was the principal sponsor of the
project. Trice had purchased from the United States in July 1948
a tract of 258 acres for $61,790. Fifty-four acres of that land, with
a prorated cost of $13,987; were used in this section 608 housing
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project, - Trice’s %{)plibation; filed '8 months later, valued this'property
at $349,000, FHA ultimately valued the property at $190,000. The
FHA-insured mortgage was $3,884,400. The total costs of the proj-
ect were $2,925,053 includinjz a fee that Trice paid himself of $129,000,
Excluding the Trice fee, the mortgage proceeds were $1,100,000
more than the total costs. The excess mortgage proceeds were dis-
tributed to the shareholders, & substantial part of it after the mortgage
was in default. N

FHA is now the owner of the propeérty and has estimated that it
will lose between $700,000 and $2 million in the ultimate disposition

of the property.
SecrioN N. ArvLINGTON TowrerRS—WALTER P. McFARLAND

Walter P. McFarland, a former restaurant operator, with no pre-
vious building experience, is the principal sponsor of Arlington Towers,
a rental housing project now being constructed under section 207 of
the-act. The totol estimated cost of the project is in excess of $22
million. The investment of McFarland and the other sponsors is
$35,000, although section 207 provides for insured mortgages of not
to exceed 80 percent of the value of the property. o

The project involves four sponsoring corporations to whom FHA-
insured mortgage commitments totaled $16.5 million, Contracts
were entered into between these 4 corporations and John McShain,
Inc., builder, for the construction of the project for $15.7 million.
These contracts were filed with FHA. Fowever, another contract
kept secret from FHA showed that the real cost of construction was
$18 million. MecShain had also guaranteed loans for the sponsors of
the corporations in order to arrange for interim financing. The
director of the FHA district office in Washington testified that he
would not have approved the project had he known of the secret
construction contract. : : ‘

The project is being built on a leasehold. The corporation owning
the land has obtained a mortgage covering the land in the excess of
the total cost. Upon completion of the project, the corporations will
have debts exceeding $5 million not known to FHA and not permitted
by FHA regulations. S

The project consists of luxury apartments renting for as high as
$326 a month. The commitinent was insured and the contract signed

in 1953.
SectioN O. MaNHATTANTOWN Prosect, NEw York

Title I of the Housing Act of 1949 makes provision for Federal
contributions to local slum clearance projects. The program is
administered by the Housing and Home Finonce Agency, which is
authorized to contribute two-thirds of the subsidy for the acquisition
and clearing of a slum area. . There are several of these projects
underway in New York city. The city acquires the slum area at its
fair market value. It then contracts for the sale of the property
to the redeveloper at the fair value of the land less the estimated
cost of demolishing the old dwellings. - C T

The Manhattantown sluin-clesrance project occupies a 6-block
area in New York City. The city had purchased the.land and build-
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ings for $15,385,784 and had appralsed the valie of the land With the
‘buildings removed at $4;167,370. Under the terms’ of the ‘contract
entered into by Manhabtantown, Inc:, with -the.city in May 1952,
‘which became effective August 29, 1952, Manhattantown agreed to
purchase the land for $3,108,711, bemg given a credit of approximately
$1 million for the cost of demohtlon of the buildings then on the land.
The Federal Government is obligatéd to pay two-thirds and the city
of New York one-third of the $12;277,073 difference between the cost
of the land and the sale price to Manhattantown

Manhattantown paid $1, 087, 350 of the purchase price in cash.
The $2,019,361 balance is payable in 4 years, upon completion of the

roject. The sponsor cdlpomtnon manages the properties and col-
F cts the rents until the new buildings are constructed. It is per-
mitted to retain, out of any profits that may accrue, a maximum risk
fee of $300,000 N year for 8 years. This risk fee is pa,yable only if the
project is completed at the end of the 4-year period.

The contract requires Manhattantown to dembolish the old build-
ings, relocate the tenants, and construct new buildings within 4 years,
Over 2 years of that period has elapsed. No new buildings have been
constructed and only one-sixth of the area has been cleared of the old
buildings. According to the pro;ect schedules, the demolition work,
except for a-few commercial buildings, and the rolocation of tenants
was to have been completed by October 31, 1954.

One of the contract requirements was that the company selected

to manage the project and collect the rents was required to be approved
by the city. John L. Hennessy & Co., an experienced real-estate
firm, was submitted and approved as the management agent. Stock-
holders of Manhattantown then subverted this requirement by setting
up ‘“‘John L. Hennessy Co., Manhattantown division,” an entirely
different partnership as the management agent. John L. Hennessy
and his son held oaly & 15-percent interest in this partnership. The
remaining 85 percent was held by other stockholders of Manhattan-
town.
The management company receives 5 percent of the gross rents.
The management company has only 2 employees and it pays Man-
hattantown $1,000 & month to do much of the actual work. Yet it
has paid out over $156,000 in profits and salaries to sponsors of the
project.

Ferman Builders is pmd $25,000 a year to supervise the preliminary
construction work until acbual construction begins. This company
occupies 1 desk in the office of Jack Ferman and has only 2 employees—
Jack Ferman and his secretary, Lillian Ager. This company has
already been paid  $42,000. When actual construction begins,
Ferman Builders will receive a maximum of $275,000 for supervising
construction. Jack Ferman is president of Manhattantown

A partnership called Apartment Equipment Rentals was set up
on December 16, 1952, to leasé refrigerators and stoves in the project
to Manhattantown Manh antown originally purchased the re-
frlgerators and stoves for $33,000, and then sold them to Apartment
Equipment Rentals for $33, 000. Upon the signing of the December
16, 1952 contract, Apartment Equnpment; Rentals was paid $38, OOO
as rent retroactive to September 1, 1952.

Apartment Equipment Rentals continued in ‘operation for a year
and distributed over $126,000 to its partners, all of whom were stock-
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holders'of Manhattantown or théir relatives. At the end of the year,
the refrigerators and stoves were sold back to Manhattantown for

$33,000. _ : L
The record contains numerous other cases where stockholdersi and
their relatives were paid varying sums of money for little or no work.
The record indicates that the stockholders of Manhattantown
found it profitable that there was delay in demolition. It also results
in greater rental income from the properties, ,

This was an unusual and fantastic pattern for the stockholders and
their relatives to withdraw large sums of money from the project.
There are 10 principal stockholders in the project: Samuel Caspert,
Jack Ferman, John L, Hennessy, Nathan Silver, Sol Leistner, Maurice
Millstein, Fred Landau, Robert Olnick, Charles Feibush, and M. E.
Kessler. Each of these stockholders sold part of his interest in the
project to members of a syndicate of friends and relatives. A com-
plete breakdown of how each stockholder, his relatives, and friends
received $649,215 from the project in the past 2 years is shown in the

table on the following pages:
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The practice of misrepresenting the estimated architect’s and build-
er’s fecs in applications for FHA: mortg?é ‘commitments was- also
ﬁacmced}‘ here, On December 18, 1953, Jack Ferman, representing

anhattantown, filed an ‘application for FHA mortgage insurance,
under section 207 of the Housing Act, on the first building to be con-
structed in the project. This application estimates the architect’s fees
at 5 percent and cstimated builder’s fees at 5 percent. These esti-
mates were included in the application with full knowledge that
M. E. Kessler had a contract to do the architectural work for a fee
of 1% percent and that Ferman Builders had a contract to do the
construction work for a fee of 14 percent,

This application also estimated the value of the land at $15.21 a
square foot. The city had valued the same land at $4.50 a sqtiare foot
in selling the property to Manhattantown., On a comparable basis
the entire project would have an estimated value of $14 million on the
Manhattantown cstimate compared with the $4 million purchase
price. ' ’ .
In May 1952, the same time that Manhattantown, Inc., entered
into its slum-clearance contract with the city, the East River Housing
Co1p. entered into a similar contract to build the Corlears Hook

roject. That sponsoring corporation agreed to purchase the land
for $1,049,000. It paid one-half the purchase price at that time and
the remaining one-half 6 months later. o

Just as in the Manhattantown contract, the East River Housing
Corp. was given 4 years to demolish the old buildings, relocate the
tenants, ang construct new housing. This corporation had ¢ompleted
demolition of all the area on which the new residential ‘dwellings are
to be constructed by the spring of 1954, Only 6 buildings remain
on the fringe of the area where the parking facilities will ultimatel
be located. The construction of new buildings was started in Marcg
1954, and all of the 4 new buildings are now in various stages of
construction, N

Abraham E. Kazan, manager of the Corlears Hook project, testi-
fied that FHA would not insure the mortgage on the new residential
dwellings. The buildings will be built entirely with private financing
because FHA had insisted that the costs of the project would be
$7 million more than the sponsor corporation estimated its cost.
Even though firm contracts had been entered into for most of the work,
the FHA still insisted on its higher estimate of .costs. The sponsor
refused to accept the FHA commitment and thereupon obtained

private financing for the project.

CoMMENT BY SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, FREAR,
DoucrAs, AND LLEHMAN

While we recognize that it is difficult to reflect the full evidence in
a report, we feel that a study of the hearings on particular cases might
well justify conclusions other than those stated in the report. .

Therefore we cannot subscribe to all the conclusions reached in the
individual case studies in parts VII and VIII.



PART IX. CONCLUSIONS AND RECOMMENDATIONS

The text of this report contains our conclusions with respect to each
of the subjeécts discussed in connection with that discussion. It would
normally be appropriate to recommend statutory changes to prevent
repetition of the inequities here discussed. This committee has,
however, made extensive amendments to the National Housing Act
by the Housing Act of 1954. That act was adopted with some general
knowledge of the frauds and inequities here discussed; although with-
out any realization of the extent of those practices.

The Housing Act of 1954 has now been in effect but a few months.
It seems that further time should be given to see whether its provisions
will cure the evils referred to in this report. We:therefore make no
recommendations for legislative changes at this time, but prefer to
wait until we have had more experience with the 1954 act before
recommending further or additional legislative changes.

In order to properly analyze the effect of these amendments, we
recommend that funds be made available to the committee to employ
the personnel necessary to conduct a thorough study. :
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PART X. TABULATIONS

The tabulation of projects listed below includes all sections 608 and
803 (Wherry Act) projects examined in public hearings in which there
were windfall profits. The projects are ﬁstcd alphabetically under the
name of the principal sponsor or sponsors as designated in the caption.
The amounts listed under the heading of “Windfall” represent the
amount by which the proceeds of the mortgage insured by FHA ex-
ceeded the actual costs of the project. On projects where the costs
exceeded the amount of the mortgage proceeds, the amount of the
giffﬁxjence is preceded by a minus sign (—) under the “Windfall”

eading. | 5

Projects located on mortgaged leaschold land are indicated by
“(L)”. In-such leasehold cases, the proceeds of the mortgage on the
land are included in the mortgage proceeds, the land is included in the
project costs, and the excess of the mortgage proceeds over all costs of
the land are included in the windfall amount. Projects financed
under section 803 are designated as such by footnotes.

SectioNs 608 AND 803 PRroJECTS

The following tabulations include all section 608 and 803 projects
examined in public hearings having “windfall profits.”

BANKS PROJECTS
Sponsor: W, S, Banks.
Assoclates: John W, Walton,! R. Webster Ross,} Howard Everhard,? and George Ford.?

Corporato | Project mortgage
Project eapital | proceeds (includ- Tom&)‘;{o’eﬂ Windfall
stock ing premjum) ‘
Huntington Apartments, Alexandria, Va. $300 $570, 000 $495, 286 $74, 714
University City, Prince GQeorges County,
Md. . eeieaeaaas 3 900 12,622,400 32,326,826 1195, 575
TOtAY- - e e 1,200 3,002, 400 2,822,112 270, 289

) Waltoii'and Ross had an Interest {n Univérsity Clty.
1 Everhard and Ford had an interest in Huntington Apartments.
1 Combined figures for 3 project corporations.

BART PROJECTS

Bponsor: Harry Bart,
Associnte: Albert Stark.!

Corporato | Project mortgage
Project capital | proceeds (Includ- Totaéog{oject Windfall
stock ing premium)

Seton H 3, B $2, 600 $1, 540, 000 $1, 537, 284 - $2,718
Park Raven A par 27, 505 2,041, 200 1,942, 363 98, 807
Drum’ Castle, Baltlmore, Md........_... 1 120, 000 2,121, 600 1,919, 411 202, 189
Cross Country Manor, Baltimore, Md. .. 3.100 3,332, 800 3,196,172 136, 628

Edgewood Manor Apartments, No. 1,
Hartford, Md’ ...... 2,500 2,057, 400 1, 724, 650 332, 750

Edgewood Manor Apartments, No. 2,
Hartford, Md 2. ... ... 2, 500 2, 436, 700 2,242, 883 213, 817
Total. oo | 188205 | 13. 549, 700 12, 562, 763 986, 907

1 8tark had an li;terest in Seton Helghts and Cross Country Manor.
t Sec. 803 projects. - )
$Land exchanged for-capital] stock.
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BERNE PROJEOT
Sponsor: Qustave M, Berne,

Oorporate | Project mortgfge
Project capltal | proceeds (lncﬁfi— Totagog{oject Windfall
stock ing premium)

142,883,836

Rockaway Crest,Far Rockaway, N, Y... 183,000 1 $16, 596, 321 l 1$13,7132, 486

! Comblned figures for 3 project corporattons.

BONNER PROJEOT
8ponsor: Bertram F. Bonner,

Corporato | Project morteagoe
Project capital | proceeds (Includ- 'I‘ota(l”[;{oject Windfall
stock ing premfum) ,

'33,0)0' 143, 995, 380 143,058, 046 18937, 344

Bon Haven Apartments, Richmond, Va..

! Combined figures for 3 project corporations.
BOWEN-SUNDY PROJECT

8ponsors: Willlamn A, Bowen and James L, Sundy.
Assoclate: P, H, Preston.!

Corporate | Projeot mortgage
Profect canital | proceeds (includ- [ Total Prolect | wingrayy
stock ing premium)
Nelson Apartment, 8avansh, Ga........ . $7, 500 $1, 402, 000 $1, 100, 290 $301, 710

1 One-third stock interest of P. H, Preston held in the name of Willlam A, Bowen, The stock interest
of these stockholders was sold prior to completion of building lr_nprovements.

JOSEPH J, BRUNETTI PROJEOTS
8ponsor: Joseph J, Brunetti,

Corporate | Project mortgage N
Projoct capital | proceeds (includ-| TOt8! Profect | yyingqan
stock ing promium)
Brookfché"stéf',' Ing¢,, New Milford, N, J.__| 1$10,000 1 811,011,207, 1389, 840, 032 181,071,176
M?j'brook (lardens,: Maywood, N ..... 110,000 23,705,978 3 3,696,283 39,605
Richfield Village, Clifton, N, J... -T2 70 38,000 37,627,370 47,491, 652 135,718
Rutherford Apartments, Rutherford, .

AN P 5, 000 1,001, 000 057, 871 43,129
Van Ness Gardens, Maplewood, N, J.... 1,000 768, 698 901, 608 143,210
Wright Village, Lodf, N, J.__._____. 1,000 4,157,010 4,012,652 144, 458

Totale e 35, 000 28,261,263 27,000, 298 1, 260, 965

! Combined figures for 10 project corporations.
3 Combined figures for 6 project corporations.
3 Combined figures for 8 project corporations.

. OAFRITZ PROJECT
Sponsor: Morris Calritz.

Corporate | Project mortgage
Project capital | proceeds (includ- ’I‘ota(l’ox;{oject Windfall
stock ing premium)
Parklands Manor, Inc,, Washington, D, C... $15,165 $3, 663, 000 $3,011, 000 $552, 000

66167 —56——8
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CARMAOK PROJECT

Sponsor: Edward A, Carmack. )
Bolten MoBrlde, and Shelby Construction Oo,

Associates: Joseph W, Hart,

Corporate | Projeot mortgage

Project capltal | proceeds (includ- ’I‘otalm[:{oject Windfall
stock ing premium) :
Stone River Homes, Rutherford, Tenn.'--' $76, 400 , $4, 819, 000 $4, 486, 000 $333, 000

1 Sec. 803 project.

CARNER PROJECT
Sponsor: Jack Carner.
Corporate | Project mortgago| - .
Project capital | proceeds (Includ- | Total Profect | yyinggan -
. stock ing premium)
Kingsway QGardens, Brooklyn, N, Y. ___. ‘ $01, 908 l $2, 440, 530 , $1, 986, 384 $464, 146
COHEN PROJEOTS
Sponsor: Ben Cohen,
Assoclate: Herman Cohen.!
Corporate | Project mortgage
Project capital | proceeds (includ- Tota‘!op{oject Windfall
stock ing premium) S
ﬂibé‘fop Pork Apartments, Wilmington, . e
Dot inliiiae L li . 1 $6, 000 1$5,200,000°] % ¢4,776,000 2 $520, 000
s Hill #AT iits,: Sultland, Md. .. 400 1, 408, 700 1,376, 000 120, 700
Highlaid ‘ApartmontsGloucester, N. J.. 1,000 2, 264, 000 2, 240, 000 24, 000
Penn Manor Apartmeénts; Camden, N, J. 34,000 3 2,465, 200 % 2,330,000 1135, 200
Camp Allen“Apartments (Wherry proj- )

cct&,’Norfolk,’ VAot 100 2,412, 700 1, 961; 700 451, 000
Howard Apartments, Portsmouth, Va.._|, 8 { 297, 200 { 276, 000 421,200
Lee Housing, Craddock, Va..._._ ... __.. i S 1, 194, 600 1, 060, 134, 6500
Riverdrive Apartments, Newport News,

' SO e nanne 100 1, 684, 000 1,381,000 303,000
River Point Apartments, Norfolk, Va...: 100 1, 710, 000 1, 685, 000 125,000
Benning Apartments, Washington, D, O. 1, 000 546, 600 7, 600 —21,000
Eastern Avenue Apartments, Washing-

ton, D. O i eaaanans 218, 000 1541, 000 3 560, 000 1 10,000

7Y U 30, 700 19, 907, 900 18, 113, 300 1, 794, 600

1 Herman Cohién hag an interest in-Penn Manor,

3 Combined figures for 3 project corporations,

3 Combined figures for 4 project corporations.

4 Combined figures for 2 project corporations,

$ Not available,

. DILLER-WEBER PROJECTS
Sponsors: R. S, Diller, and Arthur B, Weber.
Associates: Irving L. Kalsman,! Herman Kranz,? and David Salot.?
Corporate | Project miortgage |
Project capital | proceeds (includ-| T OtagO[:{O’(’Ct Windfall
stock ing premium) :
Baldwin Qardéns Co, Los Angeles, Calif. $1,000 $2, 288, 600 $2, 061, 446 $227, 164
Wilshire-La Cienega (ardens, Los

Angeles, Calif.___.__._.____ [ 39, 000 1,937, 600 1,827,211 110, 389

Monte Bello Gardens, Monte Bello, Calif.| 337,000 3 540, 3 505, 000 1 35, 000
Total . ..o 77, 000 4, 766, 200 4, 383, 657 362, 643

1 Kalsman had an {nterest in Baldwin Gardens.
3 Krunz and Salot had an interest in Wllshire-La Cienega Gardens,
? Combined figures for 10 project corporations,
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DONOVAN PROJEOTS

Sponsor: Richard Donovan,
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Corporate | Project motgage
Projects capital | proceeds (Includ- Tolagor;lt'oject Windfall
stock ing promium) T
kaay Homes, ‘Inc,, Rapid Olty,
S, Dak.l. e eeeaaaae $25, 026 £3, 413, 000 $3, 240, 580 $172, 420
Mendow Brook Manor, Minneapolis,
MINnY . e eeeeaeaes 24,876 4, 634, 800 4, 647, 997 86, 803
Total. ..o acanannns 49, 900 8, 047, 800 7,788, 677 269, 223
1 Sec, 803 project.
EDWARDS-CORCORAN PROJECTS
Sponsors: Wayno F, Edwards and Leonard R, Corcoran.
Assoclate; Edward A. Dwyer.
Corporate | Project mortgage | .
Project capital | proceeds (includ-| Total 2{(’]0“ Windfall
stock ing premium) o
\Vntson Boulevard Apartments, Roches-
.............................. 43, 000 $340, 000 $319, 000 $21, 000
Chapel Courts, Hampton, Va._.......... " 144, 000 128, 000 16, 000
Total. . e ccrecraeans 3,000 484, 000 447,000 37, 000
! Not avallable. X
FIRKS PROJECTS
Sponsor: Samuel Firks, : '
Corporate [ I'rojéct hiortgago )
Project capital | proceeds (includ- TOtaC!O';EOjCCt Windfall
stock ing premium)
Holly Park Kifdlls, Englowood /Cailt....| 1,000 $2,616,000 | $2,027,000 —~$12,000
Astor Biilldfiig:¢ Co Los Angelcs, Callf:.: 5, 000 199, 500 192,145 7,365
Barclay: Buildlng Co.; Los Angcles, Onlll 5,000 145 000 137, 689 7,311
Chase Biilldlig Co., f.08 Angeles, Callf. | 5, 000 173, 200" 164, 488 8,712
Drake Biilding Co Los Angeles, Calif. 5,000 173, 200° 163, 821 9,370
Ellen: Bulldlng Co‘ ‘Los Angeles, Callf:" 5, 000 173, 200 161, 693" 11,607
Frankliii Bitfldiiig Co., Los Angeles, Callt- 5, 000 163, 700 165, 063" 8, 637
Grant Billding Co., Los Angelés, Callf .. 5,000 173, 200 163, 053 9, 247
Howe Biilldin ;; :00., Los Angeles, Callf... 5, 000 143, 600 135, 893 7,607
Indlang Biiflding Co., T.os Angeles Callf: 6, 000 145, 000 - 137,762 7,238
Jefferson Bu lldlng Co.; Los Angeles, Calif. 5, 000 173, 200 162, 284 10,916
lng Co., Los Ang .
: 5,000 175, 800 167, 982 7,818
{ g Co,, Los Angeles, 5,000 197, 600 188,128 9,372
Magna'B Co. Los Angelos, Oam 5,000 134, 400 126, 603 7,797
Norse’ Bﬁ]ld ng-'gp‘,‘ 0s Angeles; Callt: 5,8881 134, 400 126, 248 8,152
Olimpia:BUild1iE 00:,‘L‘os Angeles, Callf: 5, 134, 400 126, 622 7,778
Prescot{:BillldIng Co.; Los Angal |- 5,000 134, 400 126, 643 7,767
Quingy Billding Co., "Los Angcles, Callf. 5,000 145, 200 .fi) 591 5,609
Ralelgh Bnlldlng Co., Los Angoles, Calif. 5, 000 145, 200 138, 411 6,789
Saxon Bulilding Oo., Los Angeles, Calif. - 5,000 168, 400 163, 876 4, 524
‘'horne Bullding Co., Los Angeles, Calif. 5,000 1485, 200 138 124 7,076
University Bullding Co., Los Angeles,
Callf. e ccaeccerccieeaaaa. 5, 000 158, 400 154,403 3,007
Tot8)e e cerecaraccccnccccccascanee 106, 000 5, 041, 000 5, 788, 322 152,678
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FISHER PROJEOTS

S8ponsors: Martin F!sher, Larry Flsher, and Zachary Fisher.
ssoclate: Jarco Bros.!

Corporate Project mortﬂago
Project capital [ proceeds (Inelud- 'I‘otaclolgzoject Windfall
: stock ing premium)

Lynn 'I‘err'ace Apartmonts, Kew Qar- .
AONS, Ny Yo eeooceesmeote oo ee e 342,000 182,499,400 | 192,281,000 14218, 400
Bennett Arms, Inoc,, New York, N, Y.. 1,000 669, 000 634, 000 , 000

Woodbrlar Manor, Jackson IIelghts Long
Island, Nu Yoo eiccccicecaaees 1,000 5,037, 300 4,083,085 974, 216
[ 401 7: 1 DS 4,000 8, 105, 700 6, 878, 085 1,227,616

1 Jarco Bros. had an interest in Bonnett Arms.
2 Comblned figures for 2 project corporations,

GARVEY PROJEOTS
Bponsor: W. W, Garvey.

Corporate | Project mortgpgo
Project capital | procecds (lm?t:d- To‘“éog{"jc"t Windfall
stock ing promium)
Batten Apartments, Ing., Wichita, Kans. $52, 000 $1, 105, 000 $902, 507 $202, 433
Fort Rile 3 Apartmcnts Geary, Kans!, .. 49, 000 2,931, 000 2, 809, 122, 000
Parkwood Village, ch Mta, Kans........ 48,000 782, 600 680, 744 . 101,766
B K171 N 149, 000 4, 818, 600 4,392,311 420, 189

1 Sec. 803 project.
GLASSMAN PROJECT

8ponsor: Herbert Qlassmnan.

Corporato | Project mortyage Total project Windiall

Project capilal | proceeds (includ-
stock fng premium) cost
Glass Manor, Prince Georges County, L
M.t e e 135,075 1$6, 249,030 185,007, 898 1$261, 102

t Comblned figures for 3 project corporations.
QORDON-PRESTON PROJECTS

8ponsors; B. Gordon, Jr., E. J. Preston, andH W. Hutman,
Assoclates: Investors I)lvcrslﬁed borvlces, .M, Bros, Carl Budwesky, and Don A, Loftus,

Corporate Project mortgage
Project *“capital | proceeds (Includ- Totaéo;;{oject Windfall
stock ing premium)
$1,000 $2, 674, 000 $2,109, 742 $474, 268
|
1,000 2, 698, 000 2, 266, 041 331,959
r 1,000 1, 840, 000 1, 640, 756 299, 244
Shirley =~ Duké" Apartments, Sectlon 4, ‘

Arlington; Va. ceeeeueieeeecieeaneanan 1,000 2, 380, 000 1,976,719 413, 281

8hirley Duke Apartments, Section b5,
Arlington, Va. .o ooeeeeiicecaccaaas 1,000 2, 288, 000 1,937, 242 3560, 758

S8birley Duke Apmtments Sectlon 6,
ATIDNELON, V8. ceneneeceennnevennnanaen 1,000 2,056, 000 1,806,117 249, 883
'I‘otal .............................. 6, 000 13, 846, 000 11,726, 617 2,119,383
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) GOTTLIEB PROJECT
Sponsor: Dr, Samuel D, Qottlicb.
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Corporate Pro)ect mortrage,| . R
Project capltal | proceeds (includ- | Tot8l Drolect | yyinaga
stook ing premium)- co
Distriot Helghts Apartments, District
Helghts, Md. ... ... $3,800 $5, 796, 900 $4, 500, 000 $1, 206, 900
\
GROSS-MORTON PROJECT
Sponsors: Alfred Gross, George M, Gross, and Lawrence Morton,
Corporate | Project mortgage |
Projoct capital | proceads (Includ-| TOt8I Prolect | ey
stook ing premium) . cos
QGlen Oaks Village, Bellerose, Long
Island, N. Y .o 1490, 000 1 $26, 759, 000 1$21, 740, 367 | 1 $5, 018, 633 (L)

! Combined figures for 11 profect corporations.
GQUTERMAN-MASCIOLI PROJECT

Sponsors: Jullus Guterman, Samuel Guterman, and Joseph Masciolf.

dorporate Project mortgago| .
Project capital | proceeds (includ-| T °tagog’t'°j°°t Windfall
stock ing premium)
QGreat Neck Oaks, Great Neck, N, Y._.. .. 1330, 000 L $5, 609, 439 1 $4, 620, 512 | 1 $1, 408, 927 (L)

1 Combined figures for 3 project corporatlons.
HAHN-KNOBLER PROJEOTS

Sponsors: Willlam P, Hahn and Asron B, Knobler,

Corporate | Project mortgage |
Project capital | proceeds (Includ-| T otagvgioject Windfsl
stock ing premium)
WPH Aportments, Bayslde, N. Y. $6, 000 $1,218,078 $1, 025, 800 $102, 278
SHR Apartments, Bayside, N. Y-- 6, 000 1, 989, 651 1, 447,000 642, 651
ABK Apartments, Bayside, N. Y 5, 000 897, 160 754, 456 142, 704
Total . o eeeea 16, 000 4, 104, 889 3,227, 266 877, 633
HESS8-OLIVIERI PROJECTS
Sponsors: Haskell Hess and Emilio Olivieri.
Corporate | Project mortgage
Project capital | proceeds (includ- Tataéogzojcct Windfall
stock ing promium)
Alplne Apartments, Jackson Helghts e -

N, Y:. : $2, 000 $1, 887, 600; $1,717, 600 $170, 000
Flmwood Onrdens, Queens, N . 12,000 1y, 150, 600 11,055,953 | 1103, 647
Iroquois Apartments, Hollls, .Y 2, 000 832,000, 6, 930 195, 070
JeﬂreX QGardens, Bayslde N, Y... 12,000 12, 367, 755 12,020,056 3 337, 609
Palo Alto Apartments, Hollls N.Y...... 6, 000 817, 708, 051 109, 699
Louden Gardens, Albany, Ny .. 2, 000 2,716,864 2, 765, 910 —49, 056

Total. it 15, 000 9,771,469 8, 904, 500 866, 969

1 Combined figures for § proiect corporations,
3 Combined figures for 2 project corporations,
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KABKELL PROJEOTS

Sponsor: Alfred Kaskell, .

Corporate | Project mortgago
Project capital | proceeds (includ- Totngogzojcot Windfall
stock ing premium)
Forest Hills Térracs; Bloomﬂeld, NI s $1,643,000 | $1,647,000 ~ 8104, 00
Howard Terrace, Forest Hills, N Yoo 1,000 4, 255, 680 4, 225, 000
Anlta.Terrace, forest Hills, N, Y_....._. 1, 000 4, 904, 800 5, 090, 000 —185 200
Central Gardons, No. 1, Forost Hills, .
1, 000 2, 858, 000. 3,000, 604 —232, 694
© 1,000 1, 304, 200 1, 426,000 —120, 800
5, 000 1, 866, 800 1,620,000 | v 2486, 900
: r, Kew. Gan 1,000 1,777,168 1,679, 958 197, 168
Fleetwood;"No, 1, Fleotwood, N, Y.._... 1, 000 2, 099, 6500 1, 929, 000 170, 600
Fleetwood No. 2, Fleetwood, N, Y. ..__. 1, 000 2, 099, 500 1, 966, 000 133, 500
Lindon vao Apartments, 'New Hyde
............................ 1,000 1,371,186 1, 396, 000 —24, 814
Dar dardens. Fiushing, N, ¥oooooon. 1, 000 4, 857, 900 4, 316, 000 * 341, 900
Forest Hills Manor, Bloomﬂeld N.J.... 1, 000 2, 845, 000 3, 303, 492 -458, 492
Normandic Apartments, Newark N.J.. 1, 000 917, 1, 068, 977 —161,477
Forest HIlls Apartments, B]oomﬂcld
o e ccadcccciccacaaaaan 1, 000 2, 349, 000 2, 606, 000 ~167, 000
B K 7 \ 18, 000 3, 849, 122 35,163, 121 —313, 999
) KAVY-HIRSH PROJECT
B8ponsors: Alex. P. Hirsh, Henry Hirsh, Louis Benedict, and Morris Kavy
Corporate | Project mortgage ,
Project capital procecds (includ- Total D.EOIC“ Windtall
stock ing premium) o8
]
Farragut Gardens, Inc., Brooklyn, N.Y..| 1$10,000 1$23, 721, 700 1$19, 003, 270 | 1 $4, 628, 430 (L))

1 Combined figures for 5 project corporations,
KEELTY PROJECTS
Sponsors; James J, Keelty, Jr., Mrs. James J. Keelty, Joseph S. Keelty, James Dorment, and Mrs, James

Dorment.
Corparate | Project mortgage
Profect capital | proceeds (includ- T°t8(10‘;;°’°°t Windfall
stock ing premium)
Rodgers Forge Apartments, No. 1, Balti-
more, Md.. ... eaas $3, 000 $2, 106, 000 $1, 691, 676 $414,324
Rodgers Forge Apartments, No. 2, Balti-
more, Md.. - oo 3,000 2,028, 800 1,608, 528 420,272
Total. . oieo e 6, 000 4,134,800 3, 300, 204 834, 696
KESSLER-ROSEN PROJECT
Sponsors: Alex Kessler, Jean Van Dyke Kessler, Harry Rosen, and Joseph Pirozzl.
Corporate Project mortgage
Project capital | proceeds (includ- | Total Prolect | wingsy
stock ing premium)
Braddock Gardens Apartments, Inc., ’ )
Queens Village, N. Y. .. _._........... $760 $1, 369, 125 $1,040, 400 $318, 725
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Sponsor: Kalman Klein,

KLEIN PROJEOTS
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' Corporato | Project mortgage
Project capital | proceeds (Includ: Totalwg{oject Windfall
stock ing premium)
Langdale Corp., Bellerose, N. Y ......... 1$100, 000 143,119, 834 1 $2, 402, 203 1 $717, 631
Austln Gardins, Forest Hils, N, Y. ... 1, 000 " 293, 1,217, 540 76, 414
Total. e eierecaaaan 101, 000 4,413,797 3, 619, 762 794, 045
! Combined figures for 2 project corporations,
KNOTT PROJEQOTS
Sponsors: Charles Knott, Martin Knott, and John Knott,.
Corporato | Project mortgage o
Project capital | proceeds (includ. | TO'8! Profect | yyinapay
stock ing premium) co
Ohesapeake (Jardens, No. 1, Harford
County, S I 1 $9, 000 $3, 256, 000 $2, 794, 616 $461, 384
Ohesapeaﬁe Qardens, No. 2, Harford
County, Md.b.._ ... ... .. .. .___... 9, 000 1, 587, 600 1,332, 484 255,116
Ohesapeake QGardens, No, 3, Harford
County, Md, ' . el 1, 588, 800 1, 242, 431 346, 369
Total.. . oo ecaeeaaees 18, 000 6, 432, 400 5, 369, 531 1, 062, 869
1 Sec. 803 project.
? Combined figure on projects 1 and 3.
KRAUSS-ZAGER PROJECTS
Sponsors: Max Krauss and Alexander Zager,
. Corporate | Project martgage| N
Profect capital | procceds (inciud-| TOt#! Project | yyinagay
stock ing premium,
M édway:r Qardens Apartments, Pasa. $2, 500 $338, 620 $245, 000 $93, 620
ena, Tox,
Shepherd Gardens Apartments, Hous- | 127,000 1,482, 300 1,098, 726 383, 574
ton, Tex. .
Total. .. eeeeeaes 129, 500 1, 820, 820 1,343,720 477, 0H4
LEVITT PROJECT
8ponsors: Willlam J, Levitt and Alfred 8. Levitt.
Corporate | Project moi-té;sgo
Project capital | procoods (includ-| Total Prolect | yyingray
stock ing premium) 0
Levittown, Long Island, N. Y.l.......... $50, 000 $29, 846, 500 $24,169, 000 $5, 777, 500

18ection 603 profect.
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LIPPMAN PROJEOTS

Sponsors: Leo A. Lippman and Maurice B, Lippman,

Corporato | Project moftgage |, :
Project capltal | proceeds (includ- Totaéo[;:t'oject Windfall
stock ing premlum)

Adm] lHomes, Ino,; Indlanapolls Ind.. $88, 400 $4886, 000 $468, 030 $27,9070
Arlington Apartmen , Indlanapo-"

................................. 180, 000 1, 458, 000 1,309, 751 148,249
Bnrrlngton Helghts, Ino,, Indianapolls,

.................................... 188, 000 1, 738, 200 1, 641, 459 06, 741
Blackwood Apartments, Ino., South

end, Ind. . ... .. ..... 169, 000 1, 466, 100 1, 461, 791 4,309
Oanterbury Oourts, Inoc., Indianapolls,

.................................... 70, 600 631, 800 624, 722 7,078
Oommodore Homes, Ine., Indianapolis,

................................... 158, 750 972, 000 932, 836 39, 164
Eddy-Colmx Apartments Inc., South

end, Ind._ ..o oo ... 20, 700 178, 200 186, 313 8 113
Frontenao Apartments, Inc., Indianapo-

Ms, Ind. ... ... 104, 000 818, 100 761, 094 56, 106
Granvllle Apa.rtments, lno., Indlanapolls : -

_ 46,500 413, 100 373,444 39, 656
Kitley. Corporalion, Ind napolls, Ind:. 84, 200 571, 700 545, 746 26, 956
Mincar:Homes, Ino., Indianapolis, Ind.. 16, 300 154, 200 145, 630 8, 670
Norden: Caiirt, Ine., Indianapolls Ind.__. 101, 600 699 400 1, 37, 408
Sherwood Apartments, Ino., Indlannpo-

Ms, Ind ... il 88, 000 882, 900 818, 357 64, 543
Shoreland Towers, Inc., Indisnapolis,

Ind. oo iiieioaioan 217, 000 1, 838, 700 1, 768, 801 69, 899
chstor Homes Ine., Indianapolls Ind.. 45, 600 276, 400 261, 364 14, 036
West Arlington Homes, Inc., Indlanapo-

Is, Ind.. . il 81, 500 471, 700 450, 922 20,778
Wlndermere Apartments, Inc., Marion,

.................................... 32, 000 283, 500 259, 787 23,713
11,701, 960 13, 239, 000 12, 562, 938 676, 062

10t the total corporate capital stock, $24,180 was issued for cash, $768,700 was issued for land, and $909,070

was issued for a contract fee.
Sponsor: Don A. Loftus,

LOFTU8 PROJECT

Associates: D. E. Ryan, O.J. Ryan, Jack F, Chrysler, Webster R. Robinson, and Marshall Robinson,

Corporate | Project mortgage -
Project capital | proceeds (includ- | TOt8I Prolect | wyinqqany
stock ing premium)
Beverly Manor, Columbus, Ohlo......... 1 $4,000 1 $8, 8286, 400 1$7, 690,999 141,135, 401
1 Combined figures for 4 project corporations.
' MINKIN PROJEOTS
Sponsor: David Minkin.
3
Corporate | Project mortgage . .
Project capital | proceeds (includ.| Tot8l Prolect | yyinqgy
stock Ing premnium) 0
Rlvervlow 'I‘erraca Corp., Flushing,
Longlsland, N, Yo ooooioaaaaamomaanonn $300 $1, 400, 000 $1, 260, 000 $140, 000
Pomonok Crest Apartments. Kew Qar-
dens, Long Island, N, Y___.._..._._.__ 300 1, 625, 000 1,375, 000 160, 000
Franklin Gardens, Inc., Fjushing, Long
Island, N Yoo amecacraaccaae 1, 600 1,100, 588 881, 366 219, 223
TOtale e neneeeneeeeneenncmmnnmnane 2,100 4,025, 688 3,516,365 509, 223
MINTZ PROJECT
Sponsor: Louls Mintz,
.. Corporate | Project mortgage
Project capital | proceeds (includ-| Total pEO’e"t Windfall
stock ing premium) cos
Kingsway Development, Inc., Brooklyn, -
N. Y. $1, 000 $1, 288, 818 $1, 150, 398 $138, 420
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Bponsors: Teéon Realty Corp, (Olint Murchlson, Jr., and J. D. Murchison) and Centex Constructlon Co.,
(Tom Lively, Fletcher Lippert, and Ira Rupley).

Corporate | Profect mortgage
/ Project capital | proceeds (inclug-| Tot8IProlect | wingran
stock fng premium)
t
Randolph Afr Force Base, Bew, Tex.d...[ 810,000 ' 1 85,142,100 284,572,100 $570, 000
1 Sec. 803 pro‘ect. R
1t Comblned figures for 2 project corporatlons,
! MUSS-8OHAFRAN PROJEOTS
8ponsors: Alexander Muss and Samuel Schafran.!
Assoclates; Nathan Manilow ? and Jacob L. Rappaport.?
Corporats | Project mo’étga”go
Project capital | proceeds(includ- Totaéor;{ojcct Windfall
stock ing premium)
Mitohdll Manor 1, Nassau, N. Y.b.o.o.... $1,000 $2,204,308°| 81,071,844 $232, 764
Mitchell Manor 2, Nassau; N,- Y. .. ... 1,000 . 3, 189, 400 2,808, 542 380, 858
Parkway QGardens, Brooklyn, N, Y_._._. 108, 913 © 1,078, 200° 952, 333 125, 867
Yantacaw Village, Nutley, N. J.......... 8 455, 000 455,000 | ..o ......
Boulevard Qardens, Bayonne, N, J...... 88,776 1, 676, 000 1,530, 858 138, 142
Sunset Qardens, Nutley, N, J.o.o....._. 29, 995 695, 750 676,302 —80, 652
101 7Y 329, 643 9,197, 748 8,400,679 796, 969
1 No interest In Yautacaw Village or Sunset Gardens. .
1 Manllow had an Interest In Yantacaw Village.
3 Rappaport had an Interest in Mitchell Manors 1 and 2, and Parkway Gardens.
¢ See, 803 profect.
¢ Not avallable.
NEISLOSS-BRONSTEIN PROJECTS
Sponsors: Benjamin Nelsloss, Herry Nelsloss, and Benjamin Bronstein,
X
fCorporate Project mortgage
Project capital [ proceeds (includ. [ Total broject | winqfay)
stock ing premium) R
t —
Brookslde Gardens Somerville, N, J._.__ } $30 $3, 168, 500 $2, 642,884 $525, 618
Oakland qudcns (Sprlngﬁeld), Queens, .
N.Y..... e emmm e se e mm e maceaeaceeean 30 4, 204, 800 3,919,030 375,761
Oakland Gardens (Hill), Queens, N, Y.. 30 1,083, 800 1,822,727 161,073
X1 7Y S, 90 9, 447, 100 8, 384, 650 1,002,450
ORLIAN PROJECTS -
8ponsor: Israel Orlian,
Corporate Prf)je’ct mortgago
Projeot capital | proceeds (includ- ’I‘otalog{ojcct Windfall
stock fng premium) ¢
Congress Gardens, Brooklyn, N, Y....... $400 $989, 828 $751,671°|  $238,167
Bonlevard QGardens, Forest ﬁllls, N.Y_. 400 2,704, 692 , 365, 338,742 (L)
Floral Park, North 'Bergen NoJeooaeanns 10, 0600 2,177,600 2,029,411 148, 089
Floral Park, No. 2, North Bergen, N.J7.2J| 10,000 883, 600 904,078 |  —21,478
X017\ N 20, 800 8, 755,420 6,051,910 703,610

....................
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_OBIA8 PROJEOTS

8ponsor: Marry L. Oslas,

Corporate | Project mortgage
Project capital’ | proceeds ‘(includ- T°"3éol;'t'°’°‘°t Windfall
stock ing premium)
Jgkson ‘jn tsN,.Y ifs No. 1, Ina, Juek: $1,000 $871, 856 $711,031 $160, 824
son-Helghts, NiY .oeiieacicacencancan
Jackson: Apartments No. 2, Ino,, Jack- ' ! ' '
son; Helghts, N, Y. . cocicaeeec. 1,000 872,870 719, 692 153,178
Kew Gardens Apartments Ino., Queens,
112, 000 10,788, 425 1 8, 747, 588 11,040, 837
1, 000 3, 246, 401 2,477,614 768, 787
1,000 3,793, 500 2, 704, 246 1,089, 346
1,000 4,715,808 3,358, 318 1,387, 680
1,000 3,622,850 3,683, 436 30,414
1, 000 1,370,022 1,239, 145 130, 877
1, 000 1,211, 265 1, 083, 051 128, 214
20, 000 29, 493,176 24,624,120 4, 869, 056
1 Combined figures for 12 projoct corporations.
PAGE MANOR PROJECT
Sponsors: David Muss and Norman K, Winston,
Assoclates: Link Cowan, Ernest Cowan, and Tecon Realty Corp.!
Corporate | Project mortgage .
Project capital | proceeds (includ- Tota;og{ojoct Windfall
stock ing premium)
Page Manor, Dayton, Ohlo?. ___._...__.. 3 $800 $$17,377,600 | 1 $16,613,439 1 $764, 061
1 Principal 0wners of Tecon are Olint Murchison, Jr,, and J. D, Murchison,
3 Sec. 803 project.
3 Combined figures for 4 project corporations,
PICKMAN PROJECTS
8ponsor: Morton Pickman,
Corporate | Project mortgage
Project capital | proceeds (incfud-| Total project | yyynqay
stock ing premium)
Hollis 'Orcst Apartments, Holliswood,
NoY o e $1, 800 $1, 574, 450 $1, 546, 761 $27, 689
Brlnrwood Gardens, Forest Hills, Long
Island, N, Y. .. ... 6, 000 4, 659, 240 4, 080, 098 479, 142
Parkway Crest Apartments, Holliswood,
................................... 1,800 3,220, 230 3, 148, 244 80, 686
Whltehall :Crest Apartments, Hollis- .
........................... 1,800 2, 505, 984 2,427,433 78, 551
Foot Hul Terrace Apartments, Hollls-
............................ 1,800 1, 682, 986 1,639, 733 43,253
Arrowbrook QGardens, Flushing, Long
sland, N. Y. ... i, 2,000 2,755, 260 2,491,190 264, 060
Total. .. 18, 200 16, 307, 140 18, 333, 459 973, 681
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PUNIA-MARX PROJECTS

Sponsors: Oharles Punia and Willlam Marx,
Assoclate: Israel Orllan,!

Corporate [ Projoot mortgage | m ;o1
Profect capltal | proceeds(includ- | Total Prolect | winaran
stock fng premium)

Ollntor Terracé, IR0,, Nassall, 184,000 $1,928, 308 1,046,008°|  ~$17,760
Lar¢hmiont:Propertles; Wes N.Y. 134, 500 2,315, 200 2, 446, 240 —131, 040
Barnés Gardéns, Bronx,'N,: .- 400 893, 814 964, 866 -71,041 $L
QGreystone Gardens, Bronx,"Ny Y........ 400 1,190, 497 1,338, 403 ~147,908 (L,
Hutton"Lafayétte; West Oratige, N, J... 5,000 2,063, 700 2,118, 565 —54,775
Harbor Qardens, ﬁrooklyn N, Y. ...... 400 1, 483, 321 1, 230, 302 253,019
Woodclift Hills, No. 1, North Bergen,

NoT i oememmesenem e ceememzanemenn 400 2,127, 840 1,004, 388 133, 452
Woodoliff Hills, No. 2, North Bergen,

S SN 400 1,385, 280 1,326, 230 59, 050
250 2, 299, 795 2,210, 203 89, 502 211;
400 2, 324, 560 1,972,177 351, 783
Y. 400 3, 760, 000 3, 430, 248 319, 752 EL;
Quality Gardens, Forest Hiils, N. Y 450 2, 594, 870 2, 442, 351 162, 619 (L
Sun:Dawn QGardens, Brooklyn, N. Y..__. 6, 000 1, 556, 464 1, 396, 782 169, 682
Edwark -Propérties Apartments, Ine,,

Brooklyn, N, Y. ... .. ...l 400 574, 100 530, 526 43, 574 {Lg
Narrows QGardens, Brooklyn, N, Y.._.... 400 669, 340 570, 868 89,472 (L
Montlcello Qardens, Jackson Helghts,

400 1,676, 115 1,203, 877 281, 238 (L)

400 1,691,137 1,430, 803 260, 244 (L)

B iiitiinosiiis 400 1,577,482 1,366, 846 211, 636 éL

"Qardéns, Flushing, N, Y....... 400 1, 726, 665 1, 604, 776 121,789 (L

Aoro Qardens, Forest Hills, N. Y_....... 400 2, T4, 592 2, 325, 668 378,924 (L
Dahlll Gardens, Ino., Brooklyn, N, Y_... 500 748, 967 ., 609,444 79, 623

Contlnental Gardens, Forest Hills, N.Y. 2, 500 1,839, 116 1,633, 376 205, 740 (L)
Total. oo eccceaaaaaaana 157, 800 39, 020, 153 36, 251,776 2,768,377

1 Orlfan had an Interest fn Woodclff Hills 1 and 2, Rusken College Qardens, Sun Dawn (Gardens, and
Aero Qardens,
QUEENS VALLEY DEVELOPMENT CO, PROJECT

Sponsors: ! Francts Taylor, Sir Godfrey Way Mitchell, Taylor Woodrow, Ltd., Owen Fisher, Fayette
Investment Trust, Ltd., and John L, Turner,

' Corporate | Project mortgage —
Project capital | proceeds (includ- T°t“é°2{°’°°t Wind(all
stock ing premium)

$6, 000 $6, 196, 500 $5,874, 386 $322,114

Alley Park Homes, Bayside, Quechs,
N. Y.

1 Stockholders of Queens Valley Development Co.—all British subjects.
RODMAN-FINK PROJECTS
Sponsors: 8amuel Rodman and Max Fink,

Corporate Pl’bject mortgage Total project
! pr ) Windtall

Project capital | proceeds (Includ-
stook ing premium)
Atlantioc Qardens, Washington, D, O__..
Ohesapeake ’l‘erra'ce. Washington, D, O.. } 135,000 1 $1,850, 268 ! $1, 508, 266 13§342,000

t Combined figurcs for 3 projcot corporations.
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ROBE-COYNE PROJEOTS

8ponsors: Oharles Rose, Marshall Coyne, and Arthur Hamburger,
Assoofates! Irving Rosoff and Samuel Rosoff,

Oorporato | Projeot inoftase
Project capital | proceeds (lnc ud- T°“go§{°’°°t Windfall
stock ing premium)
Jeflerson Village Apartments, Falls .
Ohurch, Va. .. .ccoioiieiiieaacaann. 1$5, 000 1 84, 852, 500 184,571,085 1$281, 435
Quebec House, Washington, D, O........ 12,000 37, 388, 000 16,919, 163 3 468, 837
X 17 N 7,000 12, 240, 500 11, 490, 228 760, 272
' Qombined figures for 10 project corporations,
9 Combined figures for 2 project corporations,
ROTH-8CHENKER PROJECTS
Sponsors: Samuel J, Roth, Joel W, Schonker, and George Gregory.
Associate; Harry Ginsberg )
Corporate | Profect mortgago
Project capital | proceeds (nclud. [ Tot8l ’?{ijt Windfall
stock ing premfum) Lot
Elmwood Gardens, East Paterson, N, J '
Elmwood Knolls' East Paterson, N. ; 142,000 185,917, 600 185,128,878 14788, 722
Marine Terrace, Astorla, \J Y rego
Apsrtments, Astoria, N, Ellsa 3,000 311, 429, 000 19,881,427 31, 547,673
Apartments, Astoria, N, Y ............
B 1117 Y 5, 000 17, 346, 600 15,010, 305 2, 336, 2905
1 Ginsberg had an intérest in Elmwood Gardens,
2 Combined figures for Elmwood Qardens and Elmwood Knolls
3 Combined figures for Marine Terrace, Gregory Apartments, and Elisabeth Apartments.
- RUBENSTEIN PROJECTS
BSponsor; Hyman Rubenstein.
Corporato | Project mortgage
Project capital [ proceeds (Includ- ’Pota‘!og{oject Windfall
stock ing premium)
Williams Flold Alr Force Base, Marl-
cops, Ariz.) . i $3, 324, 100 $3, 288, 000 $36, 100
Davls. Monthan Air Force Base, Pima,
Arlz oo o... qecccsmcccncrrancafomecanecennn 4, 429, 900 4,161, 388 278, 512
1] 7: | B I 3 $468, 600 7,764,000 7,439, 388 314,612
1 Sec. 803 project
] Comblucd guro for both projects
SARNER-SOLOW PROJECTS  __
Bponsors: Sidney Sarner and Ralph J, Solow.
Corporate | Project mortgage
Project capital | proceeds (Includ- | Total Prolect | wingray
stock ing premium)
Linwood Park, Section 1, Inc., Teaneck, : )
.................................... 1 $13, 000 1 $8, 875, 000 1 $6, 662, 500 182,212, 500
Teaneck Gardens, Teaneck, N. J......... . 1,000 1, 667, 000 1, 490, 000 177, 000
g N1 17\ SN 14, 000 10, 542, 000 8, 162, 500 2, 389, 500

1 Combined figures on 13 project corporations,
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Corporate | Project mortgage
Project capital [ proceeds (includ- Totagog{oject Windfall
stock ing preminm)
Lanson Gardens, Brooklyn, N, Y..._.... $1,000 $1,194,800 |  $1,003,053 $131, 747
Roder Gardens, Brooklyn, N Y. 1,000 770, 400 680, 688 :
1T Y DD 2,000 1, 965, 200 1,743,741 221, 459
SCHNEIDER-FLOSSBURQG PROJEOTS
Sponsors: Fred Schnelder and Melvin Flossburg,
Oorporate | Project mortgage
Projoct capltal | proceeds (Includ- TM%‘J;{"’“‘ Windfall
stock ing premium)
Rhode Island Plaza, Washington, D. O.. $200 $3, 520, 000 $3, 250, 000 $270, 000
Parkchester Courts, Washington, D. C._ 1 60, 000 I 1, 980, 000 11, 860, 000 1120, 000
1017 Y 60, 200 5, 600, 000 5, 110, 000 390, 000
| Combined figures for 4 project corporations.
SCHNITZER PROJECTS
Sponsor: Harold J. Schnitzer,
Corporate | Project mortgage|
Project capltal | proceeds (Includ-| Towlprolect [ wwingran
stock ing premfum)
Qreat Falls Alr Base, Great Falls, Mont.!. $10, 200 $3, 208, 600 $3, 126, 593 $82, 007
HHl Air Force Base, Salt Lake City, )
L027:1, 3 DRI 10, 400 2, 806, 376 2, 723, 366 83,010
Total. .o eceiiaenaeas 20, 600 6,014,976 5, 848, 959 165,017
1 Sec. 803 project.
SHARP PROJECTS
8ponsor: Carl O, Sharp.
Assoclates: Stewart Morris and Carlos Morris.
Corporate | Project mortgage
Project capltal | proceeds (includ- Totagor;{oject Windfall
stock ing premium) W
Bayou Park Apartments, Houston, Tex.. $89, 600 $1, 282, 500 $049, 148 $333, 352
Bayou Lake Apartments, Pasadena, Tex. 11, 600 415, 000 323, 000 92,000
Total........ ececccnccranecccacncen 101, 800 1, 697, 500 1,272,148 426, 352
SHELBY CONSTRUGTION CO. PROJECTS
Sponsors: Paul Kapelow and Louls Leader,
Asgsoclate: Alex Kornman,
Corporate | Project mortgage
Project capltal proéeeds (includ- | Totl profect | winaran
stock ing promfium)
Clalborne Towers, New Orleans, La. ... 1$700, 000 189,230,600 | 189,133,484 1597, 116
Parkchester Group, New Orleans, La....| 2656,100 1 10, 845, 600 19,009,412 11,746,188
Audubon Park Group, 8t. Louis, Mo....| 328,700 211,328, 351 111, 770, 361 3 — 442,000
Roselawn Apartments, Natcheg, Miss__..| 4121, 600 ¢ 1, 741, 600 41, 529, 289 4212, 311
Total. . e cecccemcaaaanns 1, 806, 400 33, 156, 151 32, 632, 636 1,613,615

| Comblned Agtires for

3 project corporations.

3 Combined figures for 11 project corporations,
$ Combined figures for 4 project corporations.

4 Combined figures for 8 project corpora

tions,
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SHPARAGO-8OHMIDT PROJECT
8ponsors: Car] 8hparago, Hannah Shparsgo, Frank A, 8chmidt, and Fannye 8chmidt,

Corporate | Project mortgage |,
Project capital progaeds (inclug. | Total prolect | winqran
stock ing premium)
The Town House, S8hreveport, La........ $64, 008 $2, 703, 000 $2, 417, 000 $2386, 000
SILBERMAN-DE OHARIO PROJEOTS
Sponsors: Saul 8ilberman and Ralph De Charlo.
Corporate | Project mortgage
Project capital | proceeds (includ- T°‘°go‘s’{°]ect Windfall
stock ing premium)
Falrfax Qardens, Baltimore, Md. ... e 81, $1, 635, 800 $1, 550, 849 ~$16, 040
Ugl‘auds Apartments, Inc.,, Baltimore,

F R P S 5,000 3, 742, 000 3, 514, 000 228, 000
Uplands Apartments, B, Baltimore, Md. 1,000 , 900, , 348, 000 562, 000
Fort Qeorge Maade, Anne Arundel, Md. i » 000 2, 832, 800 2, 537, 000 » 800

N7 ) DN 9, 12,010, 600 10, 949, 840 1,060, 761

t Sec. 803 project.
SMALL-STERN PROJEOT
Sponsors: Albert Small and David L. Stern,
Corporate | Project mortgago
Project capital | procecds (includ-| TOt8! Prolect | wyynqpyy
stock ing promium)
Idaho Terrace, Washington, D. O........ $12, 000 $1, 768,760 81, 573, 287 $185, 463

SPORKIN PROJECTS
Assoclates: Herbert Du Bois,! Thomas R, Edwards,! Eve Lowenthal,? Nat 8porkin,? Maurice Sporkin,t

Sponsor: Charles Sporkln.
and Milton Lundy.?

Corporate Prb}ect'i;iort age
Project capital | procecds (incfud-| Total Prolect | winqp)
stock ing premium)
Parkway Apartments, Ino., Haddonfleld, .

T $50, 000 $2, 929, 600 $2, 679, 600 $250, 000
Clover Hills, Mount Holly, N, J....__... 2,700 1, 620, 000 1, 340, 000 280, 000
Margate Qardens, Margate City, N. J... 10, 000 648, 000 858, 000 —10, 000

b1 7Y 62, 700 5, 197, 600 4,877,600 520, 000
1 Du Bois and Edwards had an interest in Parkway Apartments and Clover Hills.
3 Lowenthal, Nat and Maurice 8porkin, and Lundy had an interest in Margate Gardens,
. TILLES PROJECT
8ponsor: Gilbert Tilles. .
Corporate | Project mortgage
Project capital . | proosods (nolug: Total project | wingfan
stock ing premium)
Knightsbridge Gardens, Great Neck,
D SR $10, 000 $1, 003, 3562 $853, 909 $239, 363
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Qorporate Projeot mortgsge \
Projeot capital | prooeeds (Inciud- Totagoglt‘oject Windfall
stook ing premium)
Rego Park Apartments, Elmhurst, N. Y. 1$2,000 1 $6, 731, 830 1 44,087,177 1 $1, 744, 663
1 Qombined figures for 2 project corporations,
TRICE PROJECOT
8ponsor: Franklin A, Trice.
Corporate | Projéct mortgage
Project capltal | procoeds (includ- Total profect | winafa
K ing premium)
Lewls Gardens, Henrlco Oounty, Va..... 1 $526, 000 I 9 $3, 884, 400 142, 785, 400 1 $1, 099, 000
| Land worth $13,897 was exchanged for stock valued at $526,000,
9 Combined figures for § project corporations.
TRUMP-TOMASELLO PROJEOT
8ponsors: Fred O. Trump and Willlam Tomasello.
! I
Corporate | Project mortgage
Project capltal " proceods (inolud- Total profect | winafan
stock ing premium)
Beach Haven, Brooklyn, N, Y._.......... I 1$249, 000 18$25,177,200 | 1822, wé,zoo 183,019, 000
1 Combined figures for 6 project corporations.
WARNER-KANTER PROJECTS
Sponsors. Marvin L. Warner and Joseph H. Kanter,
Assoclate: Willlam MacDonald.!
Corporate | Project mortgage
Project capital | proceeds (Includ- Tota;o;;{oject Windfall
stock ing premium)
Sheridan ‘Apartments, Blrmilngham, Ala.|  $23,000 $264, 600 |’ $261, 029 $3,571
Marlin Courts, Birmingham, Ala.__..... 2,000 128,000 128,000 [ooocmueaenennn..
Washington Park, Birmingham, Ala____. 17,000 356, 000 325,328 29,672
South Park Apartments, Blrmlngham, .
A v : 24,000 936, 300 870, 146 65,156
4 ) 100, 000 99, 734
gha 000 462, 200 450, 007 12,193
Essex Holise,’ Birmln ham;-. 1, 221, 505 1,224,172 ~2,677
Canterbury. Gardens, Oine 2, 881, 182 2,316, 896 , 286
Stratford Manor, No. 1, Olnclnnatl Oth' 205, 000 4, 280, 400 3, 602, 667 777,833
Stratford Manor, No. 2 Olncinnatf, Ohilo. 160, 000 2, 964, 500 2, 475,820 , 680
Canterbury Qardens, 'No. 1, 8t. Louis,
.................................... 135, 000 3, 763, 065 3,474,448 288, 617
Canterbury Qardens, No. 2, 8t. Louis,
.................................... 135, 000 3, 663, 682 3, 547,071 116, 621
Essex House, Indlanapolis, Ind...._..... 176, 000 3 lm 398 3,428,378 116, 020
17 DN 11,110, 100 24, 563, 932 22,103, 596 2, 460, 337

1 McDonald ad vanced $250,000 for purchase of land for Canterbury Qardens Nos. 1and 2, 8t, Lou!s, Mo.
? Capltal stock of $519,100 was redeemed upon completion of profects.
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WEINBERG PROJEOTS

Sponsor: Bernard Welnberg.

Corporate | Project mortgage

Project capital | proceeds (Includ- ’I‘ota(!mp{oject Windfall
stock ing premlum)
Plensnﬁtifﬁié'hMm.or Apartments, Pless-
antvllle, N, J ..o ... $2, 000 $1, 680, 000 $1, 462, 000 $228, 000
Barrington Manor Apartments, Barring-
ton, NuJd o et recaaaan 2, 000 2, 323, 000 1, 840, 033 482, 967
12 R 4, 000 4, 003, 000 3,202, 033 710, 967
WEINGART-BOYER PROJECOT
Sponsors: Ben Weingart and Louls Boyer.
Corporate | Project mortgage
Project capltal | proceeds (incfud-| TotalProlect | winqray
stock ing premium) -
Stocker-Orenshaw, I.os Angeles, Callf....| 1$420, 200 1 $10, 066, 300 1 9, 801, 436 1 $264, 874
| Combined figures for 43 project corporations,
WHITTENBERQG PROJECTS
Sponsor: H. Q. Whittenberg. [
Corporato | Project mortgage
Project capital [ proceeds (includ- Totaéox;{oject Windfall
stock ing premfum)
Arcadia Apartments, Louisville, Ky..... $12, 900 $049, 600 $596, 438 $53,162
DO eeeecee e m————- 26, 800 1, 254,400 1,151,929 102,471
) 0 s S 12, 600 516, 200 472, 087 43,113
12 Y DS 62, 300 2,419, 200 2,220,454 1908, 746
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WINSTON-MUSS PROJECTS

8ponsors: Norman K, Wiuston and David Muss
Assoclates; Louls H Kaplan, Henry W, Penn, and Mika Stiftung,!

126

: : Corporate | Projeot mortgogo . :
Projeot capltal | proceeds (Inofud-| T otalor;{oject Windfall
stock ing premtum) ¢
s
Aubirnda ’I‘erraoe Apartments.

Auburndale D S, $1,000 $620 275 $599, 186 $21,089
Aubtirridale Village, Auburndale, N. Y._[ 4,000 V711, 206 3703, 164 18,042
Auburndale’ Gardens, Ino., Auburndale,

N G 1,000 627,985 584, 083 43,002
Bh-‘oﬁg anor, Ino., Queens, New

York BY i e 18,000 11,835,233 $ 1,739, 530 195,703

aple*Manor, Ing,, Aubumdale, N.Y... 1,000 670, 830 629,374 41, 456
Oaktree Villaze. Ino Sectlon 1, Queens,
 NéW Yorky Niv¥.ocooooaio 42,000 11,130,017 41,030, 671 499, 448
Pine Térrace Apartmonts, Ino., Sectlon 1,

Aubumdale ..................... 42,000 1141, 068 4164, 525 423,467
Beeohwobd Wllage, Ino,, Queens, Now .

............................ 1,000 800, 000 745, 224 54,776
Bllly Mltohel] Village, Inc., 8an Antonlo,
.................................... 3, 000 3, 220, 200 2, 742, 500 477,700
Bllly Mitchell Vlllage, Nos. 2and 3, San
Antonlo, Tex ¥ ..o 16,000 4 5,048,083 { 4,495, 934 4 552,149
X1 7:Y RN 29, 000 14, 804, 887 13, 434, 991 1, 369, 896

1 Kaplan, Ponn, and Mika 8tiftung, a Swiss corporation, had an Interest in the Billy Mitchell pro]ec(s

3 So0. 803 projects,

1 Qombined flgures for 4 profcct corporations,

¢ Combined figures for 2 pro

cct corporations,

WOHL-BLEACHER PROJECTS

8ponsors: Alfred Wohl, Morris Bleacher, and Charles K, Itchkow.

Associate: Arthur Wohl.

Corporate | Project ortgage -
Project capltal [ proceeds (Inciud-| Totel Prolect | yyinggan
stock ing premium)
Kew Torraco, Ino., Flushing, N, Y....__. $3, 000 $1, 830, 816 $1, 685,272 $245, 543
Kew Terrace, No. 2, Flushing, N. Y..... 3, 000 1, 280, 085 1, 089, 695 X
N7 D 6, 000 3, 110, 900 2, 674, 067 435, 933
WOLOSOFF PROJECTS
Sponsor: Alvin B, Wolosofl,
Associates: Morty Wolosoff ! and David Minkin,?
Corporate | Project mortgage - ‘
Profect capltal | proceeds (Includ- 'I‘otaclorsnt'oject Windfall
stock ing promium)
Alley Pond Park, Hollls, N. Y. _ ... ..._. 8 $3, 000 3 84,652,000 334,176, 423 3 3475, 677
Lakeview Apartments, Queens, New : . R
York, No Y o e 310,000 33,102, 514 32, 458, 000 3 G644, 514
K01 7: 1 S 13, 000 7,754, 614 6, 634, 423 1,120,091

! Morty Wolosoff had an interest in Alley Pond Park,
$ Minkin had an Interest in Lakeview Apartments.
1 Combined figures for 3 project corporations.

56167—856——9



126

FHA INVESTIGATION

WOODNER PROJEOTS

Sponsor: Ian Woodner.!

Associates: Max Woodner and Beverly Woodner,

Corporate | Projeet mortgage |
Profect capital | proceeds (includ-| Totalprolect | yyingfan
stock ing premium)
Fa ette Court, Ino. Alexander, Va....... $300 $419, 400 $308, 813 $20, 687
Fegwood, Sec fon ‘A, Ino,, Hempstesd, ! ! !
500 7617, 600 618, 345 142, 265
500 1,026, 100 833, 402 192, 608
500 721, 500 586, 024 135, 476
425 1, 269, 600 1,031, 207 238, 393
-Q0rp. hln 1,000 1,447,000 1,233,105 213,805
Maiior; Park: pnrtments, Sections 1 and L
2, Wilmington, Del. . . o cccovannn... 2,000 2, 678, 400 2,668,117 10, 283
Terrace: Corp,, Wushlngton, D.O........ 2,000 772,000 731, 477 40 523
Bhipley:Park Corp., Washington. D, O.. 1,000 2,010, 600 1, 669 873 340 727
Columbia Helghts, Sectlon 4, Inc,, Ar- -

g ............................. 400 976, 500 899, 206 77,204
Jona hnn Woodner, Inc, Washlngton,

Ot iiececee il ceaiiaaaan 10, 000 200, 000 192, 328 7,672
Ruthy r, Ino., Washington, 1. 0. 10,000 137,000 132, 149 4,851
Unlvemity Hufs, Ine., Unlversity Park,

Lhlo 2,000 2,630,000 2,151,939 478, 061
Omctwood Lake Apartments, Sectlon 1,
Yonkers; N&Y . .. 1,000 2,356,000 2,212,108 143,802 (L)
Orestwood Lake Apartments, Sectlon 2,
Yonkers, Ny Yoo oo ceeemeeaes 1,000 2, 435,100 2, 658, 633 —123,433 (L)
Huntyyood Apartments Corp.,, Wash-
Ington; DO oL 1,000 1, 267,000 1, 636, 993 —269, 993 (L)
Rock:; Oreek Plaza Sections 1 and 2,
Washing ton, D.O. . ..., 3,000 10, 836, 300 11, 760, 997 —814, 697 (L)
Sw ton illage, Sectlon 1, Oincinnatli,
................................... 36,000 1, 063, 360 1,042, 865 20, 495 (L)
Swi!ton Village, Section 2, Olncinnati,
................................... 52,000 1,628,680 1, 408, 804 20,876 (L)
Swifton Vlllage. Section 3, Oincinnati,
................................... 76,000 2,182,230 2,200,173 ~17,9043 (L)
Bwl!ton Vﬂlage, Section 4, Cincinnati,
................................... 59, 000 1,746,080 1,767,179 -11,009 (L)
Swm.on Village, Section 5, Cincinnati,
................................... 139, 000 4,014, 460 4,090, 687 —176,227 (L)
Ohanute Apartments Corp,, Champalgn, ~

.................................... 125, 000 1,603, 800 2,080, 724 —476, 924
Obanute QGardens, Corp. Champaign,

.................................... 127,000 4,876,200 6,214,332 | —1,338,132

Total....cvevuncennne. recceconces ceee 649, 625 49,054, 910 50,086,470 | —1,031, 560

1 Sec, 803 projects.
YOUSEM-BIALAO PROJECT
8ponsors: Philip Yousem, Sam Bialac, and Jerry Bialao.
) - Oorporato Project mortgage
Profeot capital | proceeds (Inciud-| Total Project | wypqpa)
stock ing premium)
Union Housing, Los Angeles, Calif._..... 1 8265, 726 1 $5, 167, 700 1 85, 025, 000 1 $142, 700
! Combined figures for 35 project corporations,
ZARETT-LANE PROJECT
8ponsors: Hyman H. Zarett and 8ylvia Lane.
Assoclates: Jack Spelgel,! and Isodore Lehrer.!
Corporate | Project mortgage
Project capital | proceeds (includ. | Totalprolect | yyinqra
stock ing premium)
Bayshore Gardens, Brooklyn, N. Y...... $10, 500 $1, 370, 007 , $1,154, 108 , $2185, 809

1 8peigel and Lehrer purchased Lane's }4 interest.
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Over-ALL StamisTics oN FHA Housing ProGRAM, 1934 1o JUNB 30, 1954

Number of | Number of 4
IORI:IS un.lts Orlginﬂl amount
Title I; seo. 2 (property lmprovement)......ceeeeceeennne. 17,816,729 DI 47,956,271, 146
Soo. 203 g 277,621 | 2,800,874°) 17,452, 327,835
662 , 830 367,123,
. 8818 , 607 » 205,
624, 652 690, 003 3, 645, 269, 907
7,046 466, 633 3,439, 771,105
74, 085 06, 228,
48,199 56, 245 428, 753, 250

! Not applicable.

FEDERAL BUREAU OF INVESTIGATION REPORT ON CLYDR L. PowgkLL, FORMER
AssisTANT CoMMISSIONER, FEDERAL HoUSING ADMINISTRATION

The following is a summary of some background concerning Clyde L. Powell,
former Assistant Commissioner, Rental Housing Division, Federal Housing
Administration: e ia i T _

Mr. Powell resides at the Sheraton-Park Hotel in Washington, D. C., and main-
tains a legal residence at 476 North Kingshighway, St. Louis, Mo, _ ,

The records_of the Federal Housing ‘Administration indica&eC]yd‘e L, Powell
wag born March 2, 1896, at Salem, Mo.; served in World War I, having enlisted
in September 1917 and being discharged in May 1919. He claimed 17 months’
seryice in France and olaimed attendance at the University of Missouri engineer-
ing departmeént, from 1914 to 1917, without graduation,

~Recent inquiry indicates there is no record of Clyde L. Powell attending Mis-
souri  University, Coluimbia, Mo., or the Missouri School of Mines, Rolla, Mo.,
‘during the period 1914-17, o

The records of ‘the St. Louis, Mo., Police Department reflect that a Clyde L.
Powell, was C. Clyde Powell, and Robert Lane, age 19 years, a bellboy, was
arrested on March 29, 1916, for larceny from a dwelling. It is reported that this
individual had two pawn 'éi:cke’ts,in his possession at the time of arrest. The
records reflect he'admitted these pawn tickets were for a ring and a pair of gold
cuff links stolen from two different hotel guests.. On May 2,.1916, the above-
described Clyde L. Powell was sentenced to 1 year in the workhouse and was
paroled on the same date. The records of the circuit clerk for the criminal causes
court, St. Louis, Mo., reflect that a Clyde L. Powell, on May 2, 1916, upon éntering
a plea of guilty; was sentenced to'1 g'ear i the workhouse for larcény of:a ring
valued at $25 from I. C. McNiece, of the Washington Hotel, St. Louis, Mo. It
appears that this Clyde L. Powell was paroled on the same date, and ordered to.
report by letter to the judge. The oircuit clerk’s records show an application for

ardon, dated May 2, 1916 (same day as sentencing), and signed the same date.

his application indicates the applicant, Clyde Powell, was born March 2, 1897;
was employed at the Washington Hotel; and gave his home address as Salem,

0. s . . ; ’

Your attention ig invited to the identity of name and home—=Salem, Mo.—with
that given by 'Aqg}igtant ‘Commissioner Clyde L. Powell in his Federal Housing
Administration employmeént record. There is exactly a 1-year difference in the
dates of birth and’age at the time of arrest, =~ , U

The identification record for one Clyde Lilbon Powell, Federal Bureau. of In-
vestigation No. 5180, reflectéd he entered the United States Army on June 4, 1917,

at Kansas City, Mo., and was assigned Army Serial No. 805870. The identifica-
‘ ' ' 127



128 FHA INVESTIGATION

me person was arrested by the Philadel-
. mé ber 30, 1917, on & charge of larceny; entered
a plea of:guilty on Noven was _given a suspeided sentence; and was
discharged; . The ider ‘record shows:this-game Clyde Lilbon Powell was
again arrested on'January 12, 1920;:by, the Little Rock, Arki;‘Police Department,
on a charge of siispicion, No'disposition'of ‘this arrest is shown, _  ~ .
A search of the police records of the Little Rock; Ark,, Police Departmeént in-
dicated one Clyde Powell of Salem; Mo, was arrested on January 12, 1920, for
suspicion of passing bogiis checks and was discharged, A notation on the records
of the Arkansas Police Départment’indicates ‘now wanted Texarkana, Tex., and
Dallas, Tex,—bad checks,” The identification record reveals this same person
was again arrested, this time on August 19, 1922, by the Dallas, Tex., Police De-
partment, charged with passing a worthless check. It appears he made restitu-
tion and was released, . ... _, e e
The military-service. record of Clyde L. Powell, -Army Serial ‘No. 805870,
shows he énlisted in fhe United States Army, Enlisted Reserve Corps,; on Jine
4, 1917, Tt is-noted that the gerial-number and enlistment date in-this military-
service ‘record a¥e’identical with the number and date set forth in the above-
mentionéd-identification record, The service record teveals Powell was unable
to report for duty ‘when called on January 15,:1918, beeause he was being held
by civil authofities’in the cotinity jail, at Chicago; IlL., for having'passed a worth-
less cheuk at the Siegel Cooper & Co. The Chicago Police Départinent records
reflect that Clyde L. Powell was arrested in Chicago, Ill,, on October 17, 1917,
for passing a check for $85 at Siegel Cooper & Co., Chicago, Ill,; drawn on the
South. West Bank of Kansas City, Mo., payable to Clyde L. Powell, signed
George W. Powell, which check was returned. His age was given as 23, residing
at Kansas City, Mo., The service record reflects further, that Clyde L. Powell
entered on active duty on April 16,1918, The record indicates that Powell
wag absent without leave from December-14 to 18,1918, and received a sum-
mary court-martial sentence of confinement at hard labor for 2 months, and
forfeiture “of two-thi‘if‘ds,,;(l)gy. The unexpired: portion of Powell’s sentence “to
confinemert, was remitted on January 28, 1919.- The record also reveals Clyde
L. Powellreceived 'Cmeany;pt‘il‘iiShm'eh'_t,,,-“Mgrph 28,1918, for missing reveille
and formation, Clyde L. Powell was honhorably discharged on May 8, 1919, as
a private first class; by reason of expiration of his term of service. ,
The booking desk régister for the old Jackson Cotinty Jail, Kansas City, Mo.,
under registry No, 4692, reveals that one Clyde L. Powell, age 22; height 5 feet,
6 inches; hair; light; eyes;:bliie; race, white; born Salem Mo.; was committed to
jail by Justice of the Peace Clark on February 8, 1918. The charge was shown
as “surrendered by hondsman.”” The records further reveal that the prisoner was
released on March 12, 1918, on bond. | -
The records of the Jackson County. sheriff’s office,. Kansas City, Mo, for the
year 1917 reflected one Clyde Powell, 21; 5 feet 6 inches; chestnut hair; blue eyes;
white; male; of Salein, Mo., was arrested on September 18, 1917, on charge of
embezzlement and was released on bond. The record book of Justice of Peace
Charles A. Clark, Kaw Township, Jackson County, Mo., Docket No. 3975, rec-
Aflected Clyde Powell and Clara George, on September 18, 1917, were charged with
‘embezzlement. The Kansas City Times of September 19, 1917, on page 10, re-

ports as follows:

tion record féﬁéiité,'%:,_ )
phia, Pa., Police Departme

“HOTEL ACCUSES EMPLOYEES—EMBEZZLEMENT OF MUEHLEBACH MONEY
CHARGE AGAINST COUPLE

“Clyde L. Powell, assistant auditor of Hotel Muehlebach, was arraigned on a
charge of embezzlement before Judge Charles H. Clark, yesterday aftcrnoon, and
placed in the county jail in"default of $1;000 bond. He and Miss Clara George,
cashicr of the Plantation Grill, were charged with having embezzled $450 of the
hotel’s money. = Powell pleaded not guilty. His hearing was set for September
28. Miss George was ill and unable to appear yesterday. Powell is 25 and Miss
George is 38 vears old.” — i ‘ e

The records of the St. Louis, Mo, Police Department reflect, further, that a
Clyde Powell, age 34-35, a broker by profession, residing at 4406 McPherson, St.
Louis, Mo., was arrested on ‘March 17 and April 14, 1931, for failure to have a
State autoimobile license. It has been ascertained that Clyde L. Powell, Assistant
Commissioner, Fedéral Housing Administration, was a real-estate broker in St.
Louis, Mo., in 1931, and at that time resided at Hampden Hall -Apartments,
4402—4406.MOPherson, St. .Louis, Mo . : , .~
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Agcording to the date of birth given in' his Federal Housing Administration
employment record, Clyde L. Powell would have been 35 years old on March 2,

The oriminal records of the M litan Police Department, Washington
D. O, revéal that one Clydé Pow V:;.,g%j‘ib;;wmte; ocoupation, clerk; marita
status, sifigle; address, Wardman Park Hotel; had been arrested at 2:35 a, m.
on July ‘16,.1943, and had béen*charged with i)eing disorderly, The disposition
reflected that Powell eleoted to:forfeit $5, . ..~ . oo ol

The identifioation_record re o abbve aldo reveals that the OIVli'Service
Commission had submitted two fingerprint oards
One dated August 14,1941, gives Powell's. pos
Federal Housing Administration, Washington; D
ment: “I bhave never been a
arrest record; - The sec¢ond fir
mission ﬁd&ftéd Jantia

sioner, Rental Housing'Diyision, I
D. O, On this latter card, in'anyer to the questi
for any reason whatsoever''? there is'a’cross mark in the s

“No,” The arrest record of Clyde Lilbon Powell, as: he ide
e°Clv vice ‘Commission “on

tion record referred to above; was furnished the Clvil*Sery
October 22, 1941, and, on March'31, 1948, by the Federal Bureau of Investigation.

The fingerprint cards referred to above, describe Clyde Lilbon Powell with the
identical full name, date of birth, employment, and residences in 1941 and 1948,
a8 appear in the emxloym’ent records of the Federal Housing Administration for
Clyde L. Powell, Assistant Commissioner, Federal Housing Administration.
The fingerprint cards are part of the identification record described above,

|
iVision,. Fedéral Housing Administration, Washington,
' ‘question; ‘Have you ever been arrester
pace next to the word,
orded in the identifica-
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< l'*r’
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