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FARMERS HOME ADMINISTRATION
(RURAL HOUSING PROGRAM OPERATIONS)

(Part 2)

WEDNESDAY, JULY 31, 1974

House oF REPRESENTATIVES,
INTERGOVERN MENTAL RELATIONS SUBCOMMITTEE
or Tue CoyyrTee oN GOVERNMENT OPERATIONS,
Washington, D.C.
The subeommittee met, pursnant to notice, at 10 a.m., in room 2247,
2ayburn House Office Building, Hon, L. H. Fountain (chairman of
the subcommittee) presiding.

Present: Representatives L. H. Fountain, Clarence J. Brown of
Ohio, Benjamin S. Rosenthal, Don Fuqua, and Bill Alexander.

Also present : James R. Naughton, counsel ; and Richard L. Thomp-
¢on, minority professional staff, Committee on Government Opera-
tions.

Mr. Fouxrtary. The subcommittee will come to order.

Under the rules of the House of Representatives, the Committee
on Government Operations has responsibility for examining Govern-
ment n|w'[';:{ifm:\‘ at all levels with respect to economy and v!iiw.(‘lll."_‘f'.
This responsibility, insofar as it relates to the Department of Agri-
culture and certain other departments and agencies, has been assigned
to the Intergovernmental Relations Subcommittee.

In accordance with this assignment, the subcommittee is examining
operations of the Farmers Home Administration relating to honsing.

As most of those in the room are aware, the subcommittee held hear-
ings and prepared a report on rural housing program operations last
year. During this series of hearings, we expect to take further testi-
mony concerning a number of subject areas discussed in our previous
hearings and report. We are particularly interested in exploring the
adequacy of present arrangements for keeping the national office
informed of problems at the local level.

Mr. Elliott, we are delighted to have you back with us, and if you
will be kind enough to introduce your associates here this morning, we
would appreciate it.

i
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STATEMENT OF FRANK B. ELLIOTT, ADMINISTRATOR, FARMERS
HOME ADMINISTRATION; ACCOMPANIED BY JOSEPH R. HANSON,
DEPUTY ADMINISTRATOR, PROGRAM OPERATIONS, FARMERS
HOME ADMINISTRATION; L. D, ELWELL, ASSISTANT ADMINIS-
TRATOR FOR RURAL HOUSING, FARMERS HOME ADMINISTRA-
TION; JOSEPH TFREBURGER, DIRECTOR, FISCAL DIVISION,
FARMERS HOME ADMINISTRATION: LUIS GUINOT, DIRECTOR OF
COMMUNITY DEVELOPMENT DIVISION, OFFICE OF GENERAL
COUNSEL, U.S. DEPARTMENT OF AGRICULTURE; AND JAMES J.
SCOTT, SUPERVISORY AUDITOR, FOREIGN PROGRAMS AND
RURAL DEVELOPMENT DIVISION, OFFICE OI' AUDIT, U.S. DE-
PARTMENT OF AGRICULTURE

Mr. Erviorr. Mr. Joseph Hanson on my left is in charge of all of
our program activities; Mr. L. D, Elwell is Administrator of the hous-
ing programs; on my right is our General Counsel, Mr. Luis Guinot ;
and I am Administrator of Farmers Home Administration.

I have several other witnesses. Your counsel has posed several tech-
nical questions so. rather than introduce them at this time, I would
like to have them introduce themselves as we call upon them, depend-
ing on whatever questions you have.

Mr. Fouvnrai. Thank you very much. Before proceeding with some
planned questions which I have, Mr. Brown has to go to another com-
mittee meeting and I think he has some questions which he wants to
ask. I am going fo yield to him at this time.

Mr. Browx. Thank you. T do appreciate it, Mr. Chairman.

Mr. Elliott, T have a trailer that T take around my district to the
smaller communities where I listen to people’s problems with reference
to their concerns about their association with the Government. Just
last week I met two very attractive young couples in a small community
of my district. One couple was made up of two teachers from the
loeal school system. The husband of the other couple was a member
of the National Guard. His wife was a secretary.

These young people had committed themselves to purchase a Farm-
ers Home Administration loan. The builder of a small development of
14 homes had gone bankrupt when he had only five homes completed.
The two occupied homes had fundamental problems. These were not
design problems but just——

Mr. Ectiorr. Construction problems?

Mr. Browx [continuing]. Yes; problems of incomplete construc-
tion, drainage from the area beneath the first floor level—and there
were no basements in either house. In one case I think drainage away
from the house so that there was standing water outside the house
even in dry weather. Then the rest of the subdivision was unfinished
and no yardwork or landscaping completed. As a matter of fact, even
the truck with which the contractor had worked and some of the ap-
pliances to be installed were left in the trucks. The whole place was
in a general state of disarray.

My question is twofold. I want to have these young people pro-
tected in their investments.
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I am also concerned about the bad inspection and the bad proce-
dures which allow a situation like this to occur. 3

I am asking on behalf of these four constituents, what remedy is
there? I gather that this firm was not bonded in any way or the Farm-
ers Home Administration would be requiring the execution of that
bond or the picking up of that bond to in some way provide for the
execution of either the completion of either the tract or at least the
homes that have been built before the builder went bankrupt.

The second question is—well, T guess the first choice is to complete
the tract, or at least complete their homes and finish the tract off in
such a way that it can be desirable to live there, because they are
necessarily emotionally tied to the first homes that these two couples
had bought. The third choice is not how can these young people be
made whole in their relationship regarding their investment in these
new homes, but what does that do to the general taxpayer in my dis-
trict who apparently must pick up the tab on this bad investment ?

And finally, Mr. Elliott, procedurally, how can you organize in such
a way to avoid this?

They were very patient and very understanding and said that they
thought that the Farmers Home Administration inspector who looked
at this tract was obviously overworked and obviously had more to do
than he could get done and they were sympathetic to him but they still
wanted to know from me what might be done, That is my problem,
Mr. Elliott.

Mr. Erviorr. Well, sir, first T have to find out the facts. Second, we
will send somebody out, and third, if we have placed any borrowers
in a position that is to their detriment, our policy is to make them
whole by getting them into a house that is decently constructed and
fits their need.

Mr. Browx. I left out one rather significant factor. There is no
other housing available to them except this property. They are living
at a level where a home 15 or 20 miles away isn't going to quite work
out for them because of the transportation problems and so forth.

Mr. Eruorr. To answer it the second way, we will have somebody
there to see if we can get a contractor to finish the work to the satis-
faction of the borrower. We do this when a contractor goes into
bankruptey or whatever other circumstances that occur. L

Mr. Browx. Is he bonded? Is this contractor in normal practice
bonded and, if not, why not ?

Mr. Exwerr. For contracts over $60,000 the contractor wounld need
to provide a surety bond. And in a case like you pointed out where a
bond has not been provided, Mr. Brown, we would hope or expect
that moneys would be left in the account to complete the house. With-
out a bond the contractor can be paid only 60 percent of the cost of
materials and labor, so hopefully there is money in this account that
will enable Farmers Home and this borrower to proceed to finish the
house.

Mr. Brow~. Well you say on a contract over $60,000. As I said,
this was a several home tract and I think from $14,000, T assume that
runs over $60,000. You are certainly not referring to $60,000 for each
property ?

Mr. ELwELL. Yes, sir.
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Mr. Browx. Oh, you are?

Mr. Evwerr. The contract is with the individual family. The con-
tract is between the family and the contractor and the bond is for the
amount of their loan.

Mr. Brown. Well, now, how often do you get involved with $60,000
houses?

Mr. Evwrrr. Very seldom in single detached housing. Tn multiple
type housing, rental housing

Mr. Brown~. Thisis detached housing.

Mr. ELweLL. Yes.

Mr. Brown. I find that extraordinary because I am not sure what
then the Farmers Home obligation is with reference to that. Now
what about the completion of the contract with reference to a builder
then who has gone bankrupt, that is, what recovery from the builder
do you have? What undertakings do you have to assure that the con-
tractor hasn’t bitten off more than he can chew and isn’t a prime
candidate for bankruptcy when he undertakes this kind of
development ?

Mr. Enwerr. At the start, the contractor is checked out. Hopefully
we do not have someone who is going to go bankrupt. Without a bond
we pay 60 percent of the value of the materials and labor in place.
Hopefully, then, we are holding back from the contractor sufficient
moneys that in the event there is a problem, the borrower and Farmers
Home can proceed to correct the problems and finish the house.

Mr. Brow~. What about the rest of the tract though where you
started other houses, and so forth?

Mr. Erwerr. Could T ask this, Mr. Brown? Have there been loans
made on these houses by Farmers Home ?

Mr. Broww. I am not sure. I will find that ont.

Mr. Euwerr. If there have been loans made, we will proceed in the
same manner as with the family that you are pointing out. If there
have been no loans made, then Farmers Home would not have an
obligation to the contractor. Possibly he has proceeded with private
lending to start these homes,

Mr. Browx. Now just one final question, if T may. The problem is
not onlv the individual houses.

Mr. Exwerr. Sure,

Mr. Brow~. And again T find $60.000, at least for rural homes in
my area, to be an extraordinary amount. T would think it should be
certainly no higher than $20.000. The problem is not just the two
homes that have been moved into which need to be finished. Tt is
estimated on those two homes that $4.000 worth of work remains to
be done. In other words, around 20 percent of the work that has either
been done improperly or inadequately or has not been done at all.
The other problem is cleaning up the rest of the site where work
needs to be finished on the other homes.

Mr. Evwern. Let me comment on the rest of the subdivision. Tf
these homes are not financed bv Farmers Home, T would hope that our
field people in working with the community counld find a builder who
would be willing to come in and take over these houses and proceed
to finish them. Possiblv the families who wonld want to buy these
could obtain Farmers Home loans and finish the houses. So, in some
way, we conld help to finish the houses that are started.




349

I think it would be a difficult problem particularly if Farmers Home
is not involved in the financing of the 10 homes,

But we certainly have the authority if a builder can be found who
would come in and take over the houses. We would be willing and able
to make loans to families to buy these houses and complete them.

Mr. Browx. Well I won’t take any more time, Mr. Chairman, at
this juncture for this particular problem. I will take them up directly
with the Farmers Home Administration. This is not the only prob-
lem of this nature that we have. We have another problem where the
liomes have been completed but where the subdivision has inadequate
sewer and water arrangements for the housing that was built.

I would only comment in conclusion of my inquiries at this point
that it seems fo me that bonding is a relatively inexpensive method
by which you could assure that a small contractor who may look at
the Farmers Home Administration or even other Federal programs—
and I realize they are not under your jurisdiction—but he may look
upon them as a bonanza and then discover that he is not equipped
for this sophistication of bookkeeping and cash flow problems and all
of the other things that evolve from building more than a single house
on an individual site.

I think bonding is a method by which you can assure that such
operators don’t fall into trouble and the Government wind up with
the necessity of picking up the load on the repair job. And when
I say the “Government,” of course I refer to the other taxpayers in
the country.

Mr. Arexanper. Would the gentleman yield ¢

Mr. Brown. Be glad to yield.

Mr. Arexaxper. Mr. Chairman, I asked the gentleman to yield only
to make a statement which I think is important to add some balance
to the position of the gentleman. As the gentleman knows, I have been
very much concerned about the administration of the Farmers Home
Administration since I came to Congress 6 years ago. I can say, quite
unequivocally, that the difficulties, in general, that T have observed in
the surfacing of poor quality of house construction and home con-
struction have come more from large, well-financed and well-capital-
ized home construction entrepreneurs than from the small family
oriented type of construction firm that also participates in home hous-
ing construction.

I think that given the opportunity, I may be able to bear out this
position by evidence, if the gentleman should request it.

Mr. Browx. Well I would say to the gentleman that I think perhaps
the problem exists at both ends. I think the big operator who takes
advantage of a Federal program, and the corner cutter who is also
taking advantage of the individual family that may be unsophisticated
in this purchase because it is the only one they have ever made—well,
I think that it is clear most often the case is that the problem is at
the large end of the scale. But still at the small end of the scale there
is this individual entrepreneur, who may have been a pretty good car-
penter and put together a couple of contractors who are pretty good
housebuilders on individual lots.

When it comes to his effort. to expand from the individual business-
man into a business that involves a tract of 5 or 10 or 15 houses—
and particularly in a market as kinetic as this market is now, in terms
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of financing and the cost of materials—he may need a little bit more
sophistication to finish the job. The Farmers Home Administration
has to be well protected in that circumstance unless you are going to
sort of be an overseer of the project in direct terms or an overseer of
his financial practices in terms of advice as to how he runs his business
in detail, Mr. Elliott.

Unless you are going to do that, then I think you need a program
for bonding, so that when the contractor, even though he may look
good in his individual housebuilding career, decides that he is going
to branch out a little and then goes over the edge financially, it doesn’t
end up with the taxpayer or the individual home purchaser losing out.

It.seems to me that this procedure would be good management prac-
tice from the standpoint of the Government making funds available
to people who I don’t think otherwise can be pretty well tested as to
their ability.

I might say to the gentleman that I am familiar with, and the small
communities in my district show this, contractors who made this
transition from an individual carpenter and builder into a fairly so-
phisticated operation; some have gone from modest operations into
large operations and done very well at it. I do think you have to have
a proper end of scale. And I would like to see some thought given to
the bonding issue. g

Mr. Eruiorr. Could we address ourselves to the bonding procedure
and clarify it for yon right now? We have had criticism because we
were requiring bonding. This is not particularly a happy thing, so
we set $60,000 as an acceptable level. T will let Mr. Hanson give you
the technical way that we bond and why i

Mr. BrowN. And speak to the costs of the performance bonded with
reference to the project.

Mr. Haxsox. I am not sure I can speak to the cost specifically. Tt is
not really cost.

Mr. Browx. Could you give me a percentage area here? It really is
not going to add significantly to the cost of the home, is it ?

Mr. ELwerr. I believe, Mr. Brown, one of our problems has been
that contractors are unable to get a bond, and our complaints from
the field have been that small contractors operating in rural towns—
not the large contractor, but the small one—is unable to obtain a bond
regardless of the cost. This places a particular problem on Farmers
Home to deal with the builder that is in this position.

We have the responsibility of, No. 1, checking the builder out at
the start, not only for his reliability as to what he can do, but as to his
financial ability; and second, making the inspections as we go
through the project. The contractor is paid only 60 percent of the
value, and 40 percent is withheld. With these two methods and by ob-
taining lien waivers, we can proceed without a bond with assurance
that the builder will be able to complete the house.

Mr. Brown. I think the fact that he can’t get a bond tells you some-
thing or should tell you something, and you might address yourself
to it and to the bonding procedures. I also think the cost of bonding
and the difficulty of getting a bond is not that great. I don’t want to
eliminate these small contractors by any way or means, but I sure as
heck don’t want them to eliminate themselves either.

Mi. Avexaxper. Mr. Chairman, would the gentleman yield? Is the
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gentleman from Ohio familiar with a rural area and the construction
of homes in a rural area ¢

Mr. Browx. Sure,

Mr. Arexanper. Now, I am likewise disposed. I have a lot of rural
areas, particularly in the Ozarks, where people build things every
day—people who never heard of a performance bond and who couldn’t
get one if they had heard of one because it is 200 miles to Little Rock.
The closest insurance company that would provide a performance
bond is far away from the sites of the construction of housing and of
Farmers Home type of programs.

I submit just for the record, and in order that the Administrator
might know, that there is at least a small difference of opinion here,
that performance bond methods in this particular situation would be
costly and unavailable and counterproductive to the administration of
this program.

And I further submit that the escrow account method of insuring
performance is totally satisfactory and much more economical to the
administration of this type of program.

Mr. Browx. Well, there is a difference apparently between the
gentleman’s area and mine because performance bonds are not. that
difficult to get. and it is a matter of 1 hour to two cities of 300,000
from this little community of 800.

Mr. Arexaxper. We don’t have one city of 300,000 in the whole State
of Arkansas.

Mr. Browx~. Well, perhaps the availability then of performance
bonds ought to be given consideration in the application of your pro-
gram. But it seem to me that on the evidence, at least of this particular
example in our area, that there has been a very slow response on the
part. of Farmers Home Administration to the problems presented. I
am not sure that we have a system here that is working as well as it
should. The performance bond system is used, as I understand it, in
Federal housing, generally. Is it not ?

Mr. Evtiorr. Well, we would like

Mr. Browx. The Federal Housing Administration programs use it ;
correct ?

Mr. Ertiorr. We would like to explain our procedure for you so you
are aware that we have had this problem and addressed this problem.

The $60.000 limit was set so as not to exclude those who neither have
access nor capital to be bonded.

Myr. Hanson ¢

Mr. Haxsox. Well, T want to clarify first, Congressman, that we
do not make loans for individual houses up to $60.000. Most of our
loans, as you indicated, would be $20,000 or less and, in some cases, a
few thonsand more.

We also, of course, make loans for multiple-family housing which
may, under the law, go as high as $750,000. So this is where the bond-
ing procedure comes into effect.

As Mr. Elliott has indicated. yes, the bonding problem has surfaced
a number of times through the last several vears. It has been con-
sidered, and both sides have been looked at. We, too, have believed,
as Congressman Alexander indicated, that the esecrow method of hold-
ing back funds has worked quite well generally. Admittedly, the prob-
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lem you have surfaced is one that hasn’t worked, and we intend to look
into it and do something about it.

Mr. Erwert. Could T make one additional comment, Mr. Brown ?

A county supervisor at the time he is approving the contractor does
this financial check. Now he has to make a decision. The bond is not
automatically waived. The county supervisor is charged with the re-
sponsibility. If he finds financial conditions that would warrant his
requiring the contractor to get a bond, he will require the contractor
to get a bond, regardless of the amount of the loan.

So if we knew that a contractor had financial problems, we do have
in our instructions the requirement that he get a bond.

Mr. Erviorr. Mr. Congressman ¢

Mr. Browx. Go ahead.

Mr. Erviorr. In order that we can get on, as T testified before the
Avpropriations Committee, the Farmers Home Administration’s de-
livery system is one of the most effective closed audit systems I have
ever seen.

I pointed out to the chairman of the Appropriations Subcommittee
that we have a closed loop andit. When there is something we do wrong
in the performance of service or integrity of service in the Farmers
Home Administration, the community is extremely quick to advise
either their appropriate Senator or Congressman, and I hear about it
very quickly.

The voint. T would like to make about this closed loop andit is that
it is effective in assuring the delivery of our services. While we do
make plenty of mistakes, if yon, at any time. or any Member of Con-
gress find any performance failure on our part, let us know im-
mediately becanse we have mechanisms for correcting them.

Tf yon conld tell me just the town so

Mr. Browx. T will provide all of this information to you. T might
just sav in conclusion, Mr. Chairman, that T still have some reserva-
tions about the preference for the eserow account as opposed to a bond
arrangement f'n'r‘ two reasons.

Primarily, it seems to me that the escrow arrangement wonld affect
the cash flow of a very small contractor. Tt wonld make life much more
difficult for him because 40 percent of the money is held back. Unless
he has a pretty good line of credit from somebody. then eoing on to
the next honse or next project becomes very difficult for him.

With a 40-»ereent holdback in mv newspaper business it wonld be
a difficult problem for our business and we are not small contractors
huildine houses. So, T worry particularly at this time about that cash
flow problem.

And, the second thing is that some of the errors, particularly in
drainage. and in the eollapse of roadwavs and so forth. and the
failure of shrubs to root and the house to be well Jandscaped. it seems
to me do not show up within the time frame of the normal building
esSCToOW arrangements,

I have done some building, not as a contractor but as a purchaser,
and it has been within the realm of my experience when the problem
didn’t develop until the time lag, and the escrow funds were termi-
nated.

I think that some kind of bonding arrangement might be less harm-
ful to the small builder and. quite frankly, I think the FmHA must
bear some of that concern because it has been my exprience while the
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FmHA’s heart is in the right place, its feet are sometimes slow to get
to the place where the problem has to be resolved. y

If we can get you there, we can usually get your concera but it
frequently happens, at least in my experience, that it is not that you
wor’t do 1t right when you get there but that you don’t get there until a
long time after the family feels that they should have more adequate
attention when they go through normal channels.

Thank you, Mr. Chairman.

Mr. Founraix. Thank you, Mr. Brown.

I think you have brought up some problems we need to consider.

I would like to say this. I happen to come from a rural area so I can
appreciate the point of view expressed both by you and by Mr.
Alexander. I quite agree that this program would be handicapped
tremendously if they required bonds in all situations. I think the
escrow arrangement is a good one.

I have had complaints in my own area about the way the escrow is
handled. Sometimes it is held up too long and the contractor gets
fidgety and is fearful he can’t get the job done and they start having
a controversy between the owner of the building and the contractor.,

Then the inspection sometimes is rather rapid and defects start
turning up after the building has been approved and the owner tries
to get something done and of course the contractor without a bond is
sometimes a little slow to come back and maybe he just doesn’t have
the funds to go back and do some of the things that ought to be
done.

So there are sometimes defects like having the house leaking or hav-
ing cracks in it—a house that has been inspected—and in many cases
the problem is not being able to get the builder back.

I think where we can get bonds we ought to require them but I
still think there are a lot of good builders upon whose integrity we can
rely. As a matter of fact, I built my own home which I now realize I
shouldn’t have built because I haven’t lived in it; I have been here so
long.

It cost a considerable sum. T had a contractor who was a man of
great integrity and an experienced builder but I doubt that he could
have gotten a bond.

One way we got around the situation was that he charged all the
materials to me and I paid for them directly. Anyway he was a great
builder. He just didn’t want to take a contract on and assume that
responsibility.

Mr. Brown. The account has been settled, hasn’t it?

Mr. Founrain. So far as he is concerned, he did a great job but I am
still paying on the house.

Mr. Fuqua?

Mr. Foqua. Thank you, Mr. Chairman.

Mr. Chairman, as to the point you are making, one of the problems
we confront is the difficulty of evaluating the work of the contractors
and their qualifications.

Now, as the rural housing program has been expanded, has the
number of inspectors been increased proportionately to meet the
inereased participation ?

Mr, Erviorr. No, sir, it has not. This question, T am aware, is a dif-
ficult one. We have tried fee inspectors to see if we could get qualified
construction inspectors to do the job. I am constrained as Administra-
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tor by the resources that are given to me. We would like more re-
sources, granted, and we could use more resources, granted. However,
I am constrained both by manpower allocations and financial alloca-
tions in the budget. Under the circumstances, we are endeavoring to
manage the program in the best manner that we can.

If we make mistakes through lack of technical qualifications of per-
sonnel, it is unfortunate. We are endeavoring to train our people and
we have some information that may be useful to the extent that we are
now overcoming the problem of inspection. Anyway, we are a long
way from getting a final solution to it.

Mr. Hanson, would you give those figures?

Mr. Haxsox. At the hearings about a year ago I think the figure
that was used in the report was 105 inspectors, fee inspectors. Today
we actually have 62 permanent full-time and 41 temporary making a
total of 103. So, as vou see, there has been no meaningful change in
the numbers.

However, our county supervisors and our assistant county super-
visors have been getting considerable additional training in this area,
and they have been gaining experience

Mr. Fuqua. I notice that you have a training program and I want
to commend you.

Mr. Evuiorr. Yes, very extensive.

Mr. Frqua. But I am concerned. In my State I understand you have
almost a 40 percent reduction in force of FmHA and we are a pretty
fast growing State and particularly in our rural areas.

Do you have any figures for personnel reductions in Florida?

Mr. Erriorr. We will give you the personnel figures for Florida.

Mr. Fuqua. I might point out we passed the Rural Development Act
which many of us vigorously supported, and the Secretary of Agricul-
ture designated the Farmers Home Administration as the lead agency.
Information T have received—and T hope it is incorrect—says that you
had a 40 percent personnel reduction in Florida.

Mr. Ervtzorr. Well I don’t have the percentage. We have in Florida
85 permanent employees. That is an allocation of a permanent
strength——

Mr. Fuqua. You had 148 prior to that and a reduction in force of
59.

Mr. Evviorr. We didn’t have a reduction in force; T don’t believe we
riffed anybody.

Mr. Frqua. Well I mean it was a reduction in force.

Mr. Erviort. T don’t have the comparative figure but I will provide
it for the record.

[The information referred to follows:]

NUMBER OF FARMERS HOME ADMINISTRATION PERSONNEL IN FLORIDA

June 1971 June 1972 June 1973 June 1974

Total ceiling: (full-time permanent). ... ooceoccaiaan 121 115 1 85

Actually employed :
Full-time permanant. ..... e 121 113
Part-time permanent. _ = # 3
Tamporary_ .. S R e 7 2

Student trainees i 4 0

Totalemployed. ..o oo careaaas 139 118 115
Note: Compared with June 1971 Florida now employs 23 fewer people as of June 1974. We do not know where BNA
publication obtained figures which have no basisi n any recen! year,
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Mr. Fuqua. Now, did this reduction in personnel order come from
OMB or from the Secretary of Agriculture?

Mr. Erviort. Well, Mr. Congressman, I work for the Assistant Secre-
tary for Rural Development, Mr. Erwin, and we get our allocations
from the Secretary of Agriculture, both our budget and manpower
allocations.

Mr. Fuqua. I understand OMB issued a directive to the Department
of Agriculture for a 6-percent reduction. Is that a ballpark figure?

Mr. Ertrorr. Well, I am aware of what the figure was and who
directed it to us.

Mr. Fuqua. My concern is whether Farmers Home Administration
suffered a proportionately greater reduction than the other agencies of
the Department of Agriculture?

Mr. }‘Inr,m'rr. No, we didn’t, compared to all the agencies, However
the priorities of the Secretary of Agriculture dictate how many people
we get in our various agencies,

Mr. Fuqua. Yes, I understand that but I am trying to determine
how these priorities are set and how they affect the Farmers Home
Administration. The FmHA has been given additional duties under
the Rural Development Act. We are trying to get the RDA programs
off the ground. While we are having some success in implementing the
act, the task will be overwhelming given increased responsibilities and
fewer employees.

Mr. Evviorr. Well the point that——

Mr. Fouqua. And I am not fussing with you now, Mr. Elliott.

Mr. Erviorr. Well, you have a right to fuss at me but

Mr. Fuqua. No, I am not blaming you for that.

Mr. Eruiorr. We took about a 6-percent reduction or rather that
was an adjusted one. I am not presently aware of the Department’s
other agencies’ relative reductions. I do believe Animal and Plant
Health Inspection Service required more people. But within the alloca-
tions that we received we were about proportionate with the other
agencies. Except where their priority was more urgent than FmHA’s
for manpower.

Now in fiscal year 1973 in Florida we had a total of personnel of
114 and we had full-time personnel of 102. This year I think we were
within our ceilings. We had 85 or a reduction, but we had a total man-
power the same, that is, of 114. We made that up with temporaries and
part-time employees under our 3,000 part time or “other” category of
personnel.

Mr. Foqua. And what is that relation to the volume of business in
Florida?

Mr. Ecniort. The volume of business in Florida? T would have to
give you those figures and we have them. May I provide those for the
record ?

Mr. Foqua. Yes.

[FmHA subsequently advised that the volume of rural housing
loans and grants in Florida was as follows:]

Number Amount

Fiscal year:

|} jy Smeia 2,645 349, 561, 000
4,480 120, 843,000
3,920 103, 010, 000
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Mr. Evrrorr. But as a general statement they have held static in the
number of personnel performing duties in Florida while the programs
escalate.

This I would like to provide for the record as to the correet ficure
but I think it is in the order of magnitude of about a 20-percent in-
crease in volume and

Mr. Fuqua. But at a time when you had a 20-percent increase in case
load volume, you had a reduction in personnel ?

Mr. Ertiorr. Well, we had 114 man-years working on the program
but we had an increase in the loan program.

Mr. Fuqua. Oh, that is 114 man-years you say ?

Mr. Erviorr. Yes, and we had that in 1974 and we will be holding
firm in 1975.

Mr. Fuqua. But still with a 20-percent increase——

Mr. Erviort. Yes, Mr. Congressman, I hear what you are saying. We
are trying to get more productivity out of the people that we have to
perform these additional tasks.

Mr. Fuqua. I am really not complaining about the people that you
have working for you. I have had good relations with them,

Mr. Eruiorr. They are superbly dedicated people.

Mr. Fuqua. But I am concerned about the workload. T am not one
to pad the Federal payroll but when you are increasing the workload
to that extent, T would think that the Secretary would recognize the
need for adequate personnel to carry out the duties of the agency. This
is especially true in the rural development area which I think is a very
vital effort and one we need very much.

Mr. Evriorr. Well I, for one, agree with you that the rural develop-
ment program is an essential one and in my prepared statement, Mr.
Chairman, I address the fact that things are beginning to happen. We
are doing the job. Yes, we do make mistakes and yes, we could use more
help at times, We have tried to move our people around to meet that
workload and we do do that.

But again, as any administrator, Mr. Chairman, we do have to live
within the resources given to us. I get my resources from the Secretary
of Agriculture. :

Mr. Arexanper. Mr. Chairman, this is very interesting as a line of
inquiry, I would like to pursue it, if the gentleman wonld vield or if
the chairman would permit me to for a few minutes, before we go on
with the hearings as prescribed. It might save us time in the end if I
might make a :

Mr. Fountamy, Would the gentleman yield ?

Mr. Fuqua. Yes, I would be happy to.

Mr. ArexaNper. General, havine had an association in the Air Force
for some years before coming to the Administration, you would prob-
ably agree that you can’t fly a jet airplane on a washing machine
motor? I think that is how T would deseribe the commitment that the
Congress has made towards the revitalization of the heartland of
America on the one hand and the commitment that the administration
has made in providing you as an agency of that administration, with
the tools to accomplish that commitment or that objective. i

Now in order that you and T might have a full understandine. T have
been critical of the Farmers Home Administration for 114 years.
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That ecriticism arose from personal associations and observations
with constituent complaints much like that expressed a minute ago by
Mr. Brown, except in Arkansas, but it seemed to be far worse than
those presented by Mr. Brown, 1 want to say that my objective is the
same as your objective and that I am as concerned about the accom-
plishments of your goals as you are. I make the charges and the criti-
cisms that I have made only to try to be constructive and to try to point
out to those people who are responsible for your policies that the
handicaps they have given you—namely a shortage of personnel and
a lack of trained personnel—result in consequences that were pointed
out in the report last year.

In that report we observed that in Arkansas, even though there had
been substantial housing construction done, we observed a number of
overappraisals and we observed excessive abandonments by people
who had been placed in housing. There were a number of reasons and
substandard construction was only one of them. This results in
tremendous economic losses to the American people—the taxpayers
that provide the money with which to construct these houses.

Now when people see the fruits of their efforts boarded up on the
roadsides in Ohio and Arkansas and Florida and just vacant for lack
of a family that is willing to live in housing that is of such poor quality
that no one wants to live there, then it is counterproductive to the in-
tent of Congress to enact legislation that would hopefully revitalize
this heartland of America.

So 1, too, want to congratulate you for the efforts that you have
made since you have been the Administrator and for the fine people
that you have brought on board since you have been there, who have
been helpful in trving to put more horsepower or more thrust into the
capability of Farmers Home Administration to do the job that you
want done and that we want done.

I would like to know the answer to some general questions, if T may,
Mr. Chairman? I would like to know, General, what you have done,
what you see your role is, and how you see your role from this point
forward in trying to meet this commitment that seems impossible to
meet. with the shortage of manpower that you have, with the admitted
lack of trained personnel in the field that lack the expertise to admin-
ister the programs that you have? I would like to also know what you
plan to do in terms of upgrading your personnel in the areas where
they show marked inability to do the job that needs to be done.

Mr. Erriorr. Well, in answer to that first question T can give you
two things that we have done immediately : One, we are holding our
manpower level. In this budget year of 1975 we took no reduction
in our authorized strength either in manpower or in budget in that
respect. However, we got no increase either in Congress or in the
administration but we have held our own,

In the first year of our training program, which Administrator
Smith so wisely instituted, we trained 1,103 people. Last year we
trained 1,988 people at Norman, Okla, We increased the capacity at
our training center in Norman by 50 percent about 5 months ago in
order to speed up the numbers of training opportunities.

Mr. Arexanxper. May I stop vou there just a minute? Now about
the pay these people get. Ts it comparable to equivalent pay for highly
trained people in the same industry and in a similar situs?

47-194—75 2
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Mr. Evuiorr. I can give a comparability for you. It varies all over
the country.

Mr. Avexanper. Fine.

[The information referred to follows:]

COMPARABILITY OF FEDERAL PAY LEvELs WiTH THOSE OF EMPLOYEES IN THE
PRIVATE SECTOR

The grades and pay of Federal employees nationwide must compare favorably
with like employees in the private sector, as required by the Pay Comparability
Law of 1971.

The Department of Labor, under the law, runs regular surveys, and together
with the Civil Service reports to the President’s Board which then recommends
the percentage of pay increase required to bring Federal employees up to com-
parable standard with private sector and other factors such as inflation. The law
requires only a simple majority of Congress to overrule the President’s Board
should it deem the recommendation not fair to Federal employees in comparison
with the private sector.

Mr. Erriorr. In other words, a GS-11 would be the well-paid per-
son in one local area and a GS-12 may be at a disadvantage in another
area.

Mr. Arexaxper. I think that the State director of the Farmers
Home Administration ought to be one of the highest paid executives
in the State in which he is located because the job that he has to do
in most cases is more difficult than the highest paid executive job in
those States.

Mr. Exuiorr. And the State directors to a man would agree with

ou.
4 Mr. Arexanper. And the State directors to a man are not at this
time qualified to receive that kind of pay.

Mr. Evuiorr. Mr. Congressman, I understand your point.

Mr. Avexanper. Thank you.

Mr. Fuqua. I just have one point, Mr. Chairman, may I¢

Mr. Fouxraiy. Mr. Fuqua?

Mr. Fuqua. With your permission, Mr. Chairman, T would like to
insert into the record an article from the April 3, 1974, Bureau of
National Affairs publicationr which relates to the situation in Florida
that I alluded to a while ago.

Mr. Fountain. Without objection.

[The article from the April 3, 1974, Bureau of National Affairs
publication follows.]

FroripA’s ASKEW CALLS FOR STATEWIDE BuiLping Cobg, Stupy oF HFA, AND STATE
Herp ror FARMERS HoME ADMINISTRATION

Florida Governor Reubin Askew has called on the legislature to establish a
statewide building code in 1974 and to study the feasibility of creating both a
housing finance agency and a state mortgage insurance program.

Askew also proposed that Florida take the unusual step of supplementing the
staff levels of a federal agency—the ¥Farmers Home Administration—to counter-
act the effects of a 40 percent cutback in housing staff assigned to the state by
FmHA.

The governor's proposals for the coming year, sent to the legislature March
21 as part of Askew’s annual housing message, included plans for grant-in-aid
assistance for local housing authorities to upgrade their staffs, improve their
administrative efficiency and involve tenants in management activities. The mes-
sage also asked the legislature to provide $5 million to start a revolving site
acquisition and development fund for rural areas.

Askew projected that Florida will need nearly 2 million new and rehabilitated
housing units between now and 1985 to keep pace with population growth and to
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replace existing substandard units. Although the conventional housing industry
“ig capable of meeting this need on an aggregate basis,” the governor said, it
cannot do so “at a price that many families can afford.” Already more than half
a million Florida households pay one third or more of their incomes for hous-
ing—and nearly three quarters of these families earn less than $4,000 per year.

Although the state's ability to meet the housing needs of lower income families
is limited—particularly as a result of what he termed the “disappointing” poli-
cies of the Nixon Administration—Askew said Florida must work cooperatively
with federal agencies and get the most out of Washington's new directions,

The Administration’s apparent decision to put heavy emphasis on state housing
finance agency involvement in its revised Section 23 leasing program—the only
large scale subsidized production vehicle HUD plans to use this year—is an ex-
ample of a federal opportunity Florida should not miss. *(We are) in a dwindling
minority of states that have not adopted this promising (state housing finance
ageney) approach,” Askew noted. ‘It has not been possible to develop an appro-
priate state institution within the past two years because of the numerous
changes in, and insecurity about, federal housing programs.” With the advent of
the new Section 23 program, however, the governor said Florida will be “at a
definite disadvantage in obtaining federal funds if it does not develop an
agency ...appropriate to onr peculiar conditions.”

Another example of response to emerging federal policies is in rural areas,
where Askew projected sizable losses in housing assistance funds this year due
to a 40 percent staff cutback in Florida’s Farmers Home Administration offices.

The eutbacks, which are part of a nationwide 10-15 percent average staff
reduction by the Department of Agriculture’s FmHA, hit Florida especially
hard—with the state losing 59 of its 148 employees.

The governor noted that 'mHA's national budget allocates $20 million in funds
to the state this year, but that a large portion of it, perhaps as much as $30
million, would have to be reallocated to other states because of the lack of staff
to administer the loan programs. To forestall such a loss, Askew requested that
the legislature fund eight staff positions to supplement FmHA's staff, and to
work as an “outreach” arm to bring in loan applications. He also proposed that
the state provide additional assistance to nonprofit and public developers of low
income housing with a $5 million revolving fund for site aequisition and develop-
ment loans.

On the need for a statewide building code, Askew said that “over-stringent
construetion requirements and the multiplicity of code jurisdietions” in the
state have had the effect of “unnecessarily increasing the cost of constrnetion
and stifling the use of innovative materials and construetion techniques.” These
problems have been compounded by a lack of “adequately trained officials respon-
sible for code enforcement and inspection.” As a first step, the governor asked
for funds for seven staff positions to draft a state building code and to provide
technical assistance to local governments in its adoption, administration and
enforcement.

Although offering the state mortgage insurance program concept only as a
subjeet for further study by the legislature, Askew noted that mortgage insurance
“has proved to be an efficient and heneficial tool in facilitating the housing proc-
ess for many low and moderate income families.” He provided no details on what
tie-in, if any, such a program would have with an eventnal state housing finance
agency, or with Florida’s existing Hounsing Development Corporation,

Mr, Frova. With the gentleman from Arkansas’ line of questioning,
FmHA’s budeet. allocated $90 million in loan funds to Florida of
which $30 million had to be reallocated to other States because the
Florida FmHA didn’t have the staff to administer the loan program.
This article states that Governor Askew in his message to the legis-
lature asked for 8 State employees to be paid by Florida for assignment,
with the Farmers Home Administration in order to help administer
some of the loan programs.

Now, were you familiar with this?

Mr. Eruiorr. T am pleased in many States both the Governor and

some of the local officers have provided us with manpower assistance
and we are appreciative of it.
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Mr. Fuqua. It looks like someone, somewhere, ought to get the mes-
sage when we have to lean on the States to help carry out a Federal
program.

Mr. Arexanper. If the gentleman would yield ?

It appears to me just from the discussion here this morning that it
is going to be the job of the Congress to provide that initiative and that
leadership. Obviously the Administrator of the Farmers Home Ad-
ministration is not getting the help he needs from this administration.

Mr. Fuqua. I am not criticizing him. I think he is doing a fine job.
I want to help him to do a better job.

Mr. Arexanper. We are just going to have to assume that responsi-
bility in the Congress because it has not been assumed by this admin-
istration.

Mr. Fuqua. I think Mr. Naughton has some information from GAO
which shows that the FmHA personnel cuts have been proportionately
greater than those of other agencies in the Department of Agriculture.

Mr. Founrain. Suppose we let Mr. Naughton give us the benefit of
his information at this point.

Mr. Navenrox. This is information which was supplied informally
by personnel of the GAO. I will fead it and the witness may comment
on 1t, if there are any inaccuracies in it.

Mr. Evuiorr. We will correct them in the record if there are any.

Mr. NavenToN. It states:

The Office of Management and Budget ordered the Department of Agrieulture
to reduce their ceiling of full time personnel in permament positions by six per-
cent in fiscal year 1974. Agriculture’s Office of Management and Finance, which
at this time was named the Office of Finance and Budget, determined the degree
of personnel reduction in Agriculture's various agencies and made their recom-
mendations to the Assistant Seeretary for Administration.

The Office of Management and Finance requested some agencies, such as the
Farmers Home Administration, to reduce their full time personnel ceiling by
over six percent—
and this figure was about 10 percent in Farmers Home A dministration
according to this information—
while others such as the Forest Service were requested to reduce personnel
by less than six percent.

The criteria used by the Office of Management and Finance included current
program funding and other knowledge of program needs and requirements.

Apparently the Office of Management and Finance felt FmITA’s
new responsibilities in the areas of other essential community facilities
and business and industrial loans were not sufficient to warrant Farm-
ers Home Administration retaining their fiscal year 1973 personnel
level. :

Mr. Founrtaiy. Anv comments on that ?

Mr. Ervrorr. T will let it stand in the record, if T may, Mr. Chair-
man. But, on this point concerning the budget for fiscal year 1974, T do
know the recommendations to the Secretary for manpower alloeations
for the agencies of USDA. The Seeretary made his decisions on allo-
cations to the agencies based on his priorities for the Department at
that time. T was the Assistant Secretary for Administration then.

[ The following additional information was subsequently provided :]

Manrower Curs FroxM 1973 To 1974 ¥or THE DEPARTMENT OF AGRICULTURE AND
THE FARMERS HOME ADMINISTRATION

The Department of Agricnlture was given a six percent cut in manpower for
1974, compared with 1973. Farmers Home Administration had 7,354 permanent
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full time employees in 1973, contrasted with 6,600 ceiling in 1074 which is abount
10 percent reduction.

Mr. Browx. Mr. Chairman, T must depart, but T have been so moved
by the problem of staffing that T would ask unanimous consent that
we may insert in the record material that we might get the minority
staff member of this subcommittee to gather with reference to atti-
tudes about bonding versus no bonding versus escrowing of funds
for small contractors.

And T think what we will really try to do—and T might say this to
the gentleman from Arkansas and to the Administrator—is to try to
ask various agencies, bonding houses, some banks and so forth back
home and also small contractors and maybe some groups representing
contractors what, in view of the current economic circumstances, they
would find most desirable in this area and what the relevant cost would
be and so forth. We will make them available to you for your con-
sideration and also to the subcommittee with reference to their par-
ticular problem at this particular time.

I recognize that we may get some modifications relative to what eco-
nomie circumstances are affecting us peculiarly at the moment but 1
don’t think it would hurt for us to get this information and it wouldn't
be a burden on the Farmers Home Administration.

You can have your folks out in the field, instead of just talking to
people, gathering information.

Mr. Erriorr. We would consider that most helpful, Mr. Congress-
man, and we would also appreciate your administrative assistants
giving us the information on those people who have difficulties.

Mr. Browxy. We will be in touch with you about specifics.

Mr. Erosorr. And we will take corrective actions.

Mr. Browx. T would say for the record we have not done so because
this just turned up this weekend and I write these problems down so
T am the bottleneck in thisinstance.

Mr. Erriorr. Believe me, we appreeciate every time any Member of
the Clongress or anyone else can find problems that we need to address.
If vou let us know, we will address them.

Mr. Browx~, Thank you.

Mr. Avpxanper. Mr. Chairman, I, too, have a document that T would
like to make reference to.

Tt is about 10 pages long and was prepared by the Congressional
Research Serviee of the Library of Congress by Dr. Morton J.
Schussheim, senior specialist in urban affairs, which is Report No.
FID 7287 T1.S.A. 74-96 S and is entitled “Rural Housing Programs—
A Progress Report.” T would like to ask unanimous consent to insert
this as a part of the record at this time.

Mr. Founrtain. If there is no objection, it will be included.

[The document referred to appears as app. 18, p. 43.]

Mr. Fouxtain, Before proceeding with our planned questioning,
T want to follow up on some very pertinent observations and questions
which T think have been asked. Maybe this is a good way to start some
of these hearings so that each member can bring to your attention
some of the individual situations with which they are familiar.

General, T know that you, for a long time, were part of the military.
T was too, in a lower capacity—where we are given orders and com-
mands and we don’t question them. We go ahead and earry them out.
Realizing the extent of your responsibilities and the responsibilities
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of your agency and the many additional duties which have been as-
signed to it, are you making an effort to sell your position to the
Office of Management and Budget in support of what you think are
the needs staffwise and otherwise of your agency ¢

Mr. Errrorr. Within the Department of Agriculture, sir.

Mr. Founrarn. Within the Department of Agriculture?

Mr. Erriorr. Yes; I am addressing that problem.

Mr. Fountain. Have you seen any indication of any weakness within
the Department with respect to putting the appropriate kinds of em-

hasis in their appearance before the Office of Management and

udget ?

Mr. ErrorT. No, sir, not to my knowledge.

I don’t goup there. I just stay within the Department of A griculture
in defense of my agency’s requirements. Let me make a point. There
are many things in the Farmers Home Administration as it grows
into its new role of serving rural America under the Rural Develop-
ment Act which are changing their habitual patterns and habitual
ways of doing business. There are many efficiencies available to us
which we are pursuing. And I have indicated in the statement in the
record the things that we have been doing to try to correct some of the
ancient, built-in workload problems at the county level. The efficiencies
that are available to us ecan make a great contribution to the county
people in pursuing their jobs of making good loans and supervising
their loans, which has been their historic success story, that is, the
supervision of credit. And those efficiencies we have been about since T
have had the honor of being confirmed as Administrator, August 3,
1 year ago.

I am reminded it is a little tough to turn the Queen Mary around in
the Potomac River. You run the bow into the Blue Plains and the
stern into the swamps of Alexandria.

Mr. Arexaxper. It doesn’t smell that way does it 2

Mr. Eriorr. Sir, it sometimes may. And. in turning it around. T
believe we have had an appreciable success this year. We have con-
sulted with many people within the organization from the county
level all the way up to every other level. We have asked outside con-
sultants to test our policy directions and organization and we believe
within—well let me put it a better way.

I believe within this year many of the efficiencies that we are cur-
rently on course to achieve will be obtained. We will be able to be per-
snasive in this budget year that any reduction of personnel would not
serve the program well and so that was achieved and we maintained
our personnel ceiling level.

I believe with the efficiencies that we are about, with the training
that we are about, and when we have this vear under our belt that a
case can be made on logical sound grounds for some of these questions
that you gentlemen are properly asking.

At this time, until we achieve those efficiencies, until we do bring
this training into the forefront—and we are working and have worked
all this vear very hard on it—it was underway before my arrival—and
are achieving a lot of these efficiencies and making man-hours available
to do the primary job of loan making—but until we——

Mr. Arexanper. Mr. Chairman, would the gentleman yield for a
question ?
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General, there are some State directors who are in my judgment
grossly incompetent. What have you done in order to increase that
efficiency ?

Mr. Erriorr. Interestingly enough there had been few State meet-
ings and they had not had the national staff and the State directors
together in training sessions over the previous years. It was felt to be
in the best interest of all of us to insure the broadest knowledge and
the broadest experience for each of us and we now have had several
State directors and national office meetings. Because I can’t empty the
offices, we do it on our own time on weekends.

We believe we are getting a better understanding and training at
the State director-national level through these programs.

Mr. Arexanper. If the gentleman would yield further? General,
there is an old Arkansas saying that you can’t make a silk purse out
of a sow’s ear. Now, are you doing any more than training and trying
to get a better understanding with some of these directors that are
incompetent ?

Mr. Ervrorr. Now I don’t concede to your observation that these men
may or may not be incompetent. That is a matter of judgment on
both sides of the equation.

There is a Missouri saying that it is hard to get the attention of
those who are not keen enough. And if T may suggest, in cases where
T thought they were less than keen, the application of the Missouri
formula has been applied.

Mr. Arexanper. I think it may be successful.

Mr. Erurorr. I would hope so, sir. If not, I am prepared to go the
next step.

Mr. Arexanper. Thank you.

Mr. Fouxrarn. T would like to say, Mr. Elliott, I think the observa-
tions you made earlier are most pertinent and meaningful. I think
members of the subcommittee have been sympathetic with your prob-
Jems and the problems of FmHA. You suddenly had thrust upon you a
tremendous program dealing with housing and construction of hous-
ing, which was not the original intention of legislation establishing
Farmers Home Administration, and we realize the problems you’ve
had and your need for qualified personnel. I am also mindful of the
fact that regardless of which political party is in power, that to a large
extent State directors have been political appointees.

It -may be that the leadership of both administrations. whichever
may have been in power, may not have always exercised the very best
judgment and that sometimes you may not have had control over the
final selections.

What is the situation now? Do you have control over the final selec-
tion of State directors?

Mr. Eruiorr. Control ?

Mr. Fouxtarx. Do vou tell them whether or not they get the job or
keep it ? Do you make the final decision ?

Mr. Evrrorr. No, T do not determine whether or not they get the job.

I would have veto power to the extent it would be necessary to
exercise it.

Mr. Fouxrary. But it takes some time after people are hired before
you find out how well they can do the job.
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Mr. Erurorr. That is quite correct. Mr. Chairman, over a lifetime
of experience with organizations, both military and in civilian life,
you find that you take jobs or are given jobs or you happen upon situa-
tions that you are responsible for at that moment and for a time period.
It has been a common policy that I have followed that you take the

eople that circumstances gave you; you take the job that you have to
Ho and get about it. If you find that the problems of individuals are
not adjustable, in other words, the Arkansas formula does in fact per-
tain as opposed to the Missouri formula, then you take the hard deci-
sions and move on those. _

I am prepared to do that where the facts are sustainable regardless
of what process gave me the individuals with whom I work. As I
pointed out, I have been around a great many organizationsand a great
many vears and I have rarely seen dedication of purpose and effort
like the dedication of the people in the Farmers Home Administration
which they have shown to me over my brief tenure with them.

The thing that I think needs appropriately to be understood is that
FmHA went from a rural, farm-oriented organization with many
mores and customs and built in procedures that took time and will
take some more time to bring into the new world to where they are in
fact a rather laree financial activity in rural America with great re-
-sponsibilities to the eitizens in that area. T think the delivery system in
Farmers Home in county offices is one of its very strong points. Sec-
ondly, T think the ability of the citizens of this country to judge us
on a day-to-day basis and correct us in our inadequacies will help
solve problems.

This is another of our great strengths. But the dedication of these
people out there is amazing and their willingness to try to change and
their ability to change and cope with these ever-increasing responsibili-
ties is a great credit to every one of them. It amazes me.

Mr. Arexanper. Mr. Chairman, just to offer a little balance to what
the general says about dedication, I would only reply that State direc-
tors have been characterized by a Republican Member of Clongress in
this way: About 40 percent of the State directors are totally incom-
petent and in many cases they represent third-string Republican poli-
ticians who couldn’t make it anywhere else. i

Now I just would say this, General. We can’t be totally patient
where the administration of these programs is costing the American
people millions of dollars in incompetence and in waste and in ineffi-
-ciency. Maybe most of all it is creating an attitude of frustration and
causing a lack of hope and confidence in the ability of our Govern-
ment to accomplish the objectives that we have set forth.

Now the Rural Development Act was passed in 1972. The Federal
housing programs have been on the books for more than 10 years.

Jnst this last year the Congress anthorized and approved $2.149
million for rural honsing. Now this is not peanuts.

Mr. Erviorr. No, sir.

Mr. ALexanpEr. That's not peanuts in my ball game.

Mr. Erriorr. No, sir. ; ¥

Mr. Arexaxper, This is what we call heavy money, and to sit back
and wait for attrition for these incompetent State directors to gain
‘their retirements or whatever, well, I think that is a gross injustice to
‘the American people.
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Mr. Founrarn. Well, T would like to concur with the gentleman from
Arkansas wherever that situation exists. T am not familiar with the
facts concerning many of the State directors but in view of the
amount of money that is involved and the nature and importance of
the program, especially as it helps to develop rural America, this may
be an area where we should consider taking politics out of the appoint-
ment process if it would improve the selection procedure. In saying
this, T should mention that I think moest officials who have recom-
mended and selected State directors in the past have generally tried to
choose competent people, even though they have not always succeeded.

But I do think every possible effort should be made to insure that
people who are appointed to serve in these areas ought to be dedicated
and concerned people. I can assure you that on this subcommittee you
have people who are concerned about rural America because many of
us come from rural America. I grew up on a tobacco farm and lived in
a small village of about 200 people. I never achieved the accomplish-
ment of my distinguished colleague from Florida and I think it 1s ap-
propriate for me to say here that I understand he was at one time
Florida State president of the Future Farmers of America organiza-
tion which is a tremendous organization and which prepares many of
our young people to not only appreciate the problems of rural America
but to make an input into meeting the needs of our people.

Those of us who are elected to serve our people are concerned and
interested in what you are doing and willing to cooperate in any way
we can to improve the program.

Mr, Arexanper. Mr. Chairman, one further point

Mr. Fuqua. I was enjoying what the chairman said.

Mr. ArLexaxper, Oh, I am sorry. I thought you were through.

Mr. Founrain. I was just starting on the prepared program.

Mr. Arexanper, But just one further point. I would like to ask
unanimous consent to introduce for the record a copy of a press clip-
ping from Montana. It is the Missoulian, which apparently is a news-
paper 1n Montana.

The cantion reads: “State FHA Boss Criticizes Government Home
Lending.” !

This is a statement by the State director of the Farmers Home
Administration in the State of Montana who has obviously lost con-
fidenee in the capacity of our Government to administer the rural
housing program.

Mr. Chairman, T submit it as evidence in the record of the remarks
that T made a minute ago.

Mr. FounTaiw. If there is no objection, it will become a part of the-
record.

[ The article referred to follows:]

[From the Missoulian, March 20, 1974]
State FHA Boss CriTicizes GovERNMENT HoMmME LENDING

(By Charles 8. Johnson)

Private enterprise—not the federal and state governments—should assume-
the leadership in financing homes for Americans. Richard Smiley, state director
of the Farmers Home Administration, said Tuesday.
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Even though he heads the federal agency in Montana, Smiley, a former state
legislator from Bozeman, criticized the expanding roles of governmental bodies
in financing housing.

“My viewpoint is that unless the attitude of the public changes, financing will
come more and more from publie funds,” he said in an interview with The
Missoulian. “That could result in additional publie debt, which I am completely
-opposed to."

Smiley, an unsuccessful Republican candidate for Congress in 1966 and 1968,
was in Missoula to participate in a panel discussion at the Montana Building Ma-
terial Dealers Association annual convention.

“There is no reason why private enterprise can't do it (finance homes instead
of government agencies),” he said, referring to banks and savings and loan asso-
ciations.

“Private enterprise could do everything the Farmers Home Administration
and the Federal Housing Authority is doing and do it more effectively,” Smiley
added.

Through ignorance, the public is contributing to the problem, according fo
Smiley.

“Politicians are offering utopia to the publie,” he said. “Even though it's un-
workable, the publie is buying it at the polls.”

Smiley blamed Republicans as well as Demoerats for offering “grandiose
schemes" to use public funds to finance housing.

“We are now getting in Washington and Helena exactly what we deserve be-
cause we haven't paid attention,” the federal official said.

One reason Americans have gone along with publie financing of housing is be-
cause of the “greed” of private enterprise in this field, he said.

But this greed on the part of private enterprise is nowhere near the problem
“as the politician who offers something for nothing,” the federal official said.

Smiley also criticized laws that penalize persons for fixing up their homes by
increasing taxes.

I say it ought to be the other way around,” he said. “You should get a tax in-
centive or reduction for fixing up your home.”

Smiley said he is encouraged by some changes in the Farmers Home Adminis-
tration. He cited a new program for business and individual loans, for which
a ]»r_i\l':lle source provides the money and the government guarantees it will be
repaid.

“I think we're beginning to see a little more of this viewpoint in Washington
and the administration of the Farmers Home Administration, but not in the
Congress or in the populace anywhere,” he said.

Smiley’s office handled about $26 million in loans to Montanans last year.

Mr. Founraix. Mr. Elliott, in the record prepared by the subeom-
mittee and adopted by the Committee on Government Operations in
December of 1973, there were a number of specific recommendations
for actions, as you recall, by the Department of Agriculture and
particularly by the Farmers Home Administration.

We received an interim report on actions taken some time ago. I
understand that we have just been given a further report this morn-
ing with respect to those recommendations.

I had planned to request a further report indicating: (1) actions
that have been completed ; (2) any action in progress but not yet com-
pleted giving this anticipated completion date of any action not yet
frf_m}plotwl: and (3) any planned action which has not vet been started,
giving your best estimate as to when it will be started and completed.
Also, in the event there are recommendations that vou do not intend to
follow, we wounld appreciate being advised of the reasons for your
position on any such recommendations. i

This information may be fully covered in the report just provided:
to the extent it is not, we would appreciate your providing it.

Mr. Evviorr. Yes. : '

Mr. Founran. I think it would be useful at this time to review
briefly the action taken on recommendations.




Before doing that, I understand you have a prepared statement. We
-will make that a part of the record. J

You may summarize it or you may respond to questions that we will
ask, which may include an opportunity to respond or to include some
.of your answers in response to these questions, whichever you desire.

Mr. Erviorr. Rather than to take your valuable time, my statement
can just go into the record if that is satisfactory.

Mr. Founrtay. Fine,

[Mr. Elliott’s prepared statement follows:]

PREPARED STATEMENT oF FRANK B. ELLIOTT, ADMINISTRATOR, FARMERS HOME
ApMINISTRATION, U.S, DEPARTMENT OF AGRICULTURE

Chairman Fountain, and members of the subcommittee, I appreciate the oppor-
tunity to respond to your request for an accounting of Farmers Home Adminis-
trative developments this past year. On February 20 FmHA forwarded to your
subcommittee an interim progress report on management practices in which you
were concerned. I will expand upon that report in my testimony today.

Previously before this subcommittee I touched upon our growing responsibili-
ties and the all-out attention being given to bringing FmHA into a truly business-
oriented operation. You have asked what we have accomplished in improving
delivery of these programs and the outlook for further betterment of manage-
ment. I will address my opening statement to these points. Details and data on
the FmHA program progress will be supplied for the record, in addition to pro-
viding oral answers to questions you submit to us at this hearing, or later by
vour staff.

You will recall that I reported to you last year concerning our first efforts in
tightening up procedures at every step from the county level through to the
national. We have walked several steps beyond these early beginnings, This has
come about through rigid and continuous enunciating of goals and activating
the best possible means, within the resources granted us, to carry out the objec-
tives we have set.

Initiative for this progress has come about largely from within the organization,
but also by way of hearings such as these before your subcommittee which focus
upon problems that require definite correction and, at times, a change of direc-
tion. The net result of this combined responsibility is to create an attitude of
enterprise and urgency which accelerates effective action.

Our agency has burgeoned into a major and diversified financing agency, re-
quiring a strenuous effort of constant training for our personnel at all levels. We
are fully aware that this drive is essential for properly carrying out the increas-
ing number, and extent, of programs entrusted to us by the Congress and the
Administration,

During this past year we have:

1. Upgraded our personnel training programs;

2. Pressed forward with a field oriented review system ;

3. Developed and are implementing a property management system ;

. Re-worked onr data and our computer output ;
5. Changed borrower application and contractor forms for packaged housing;
. Set up management direction at National and State levels; and

7. Made full use of the Office of Investigations, as well as the USDA Office of
Audit.

The Operation Review teams from the national office have completed program
reviews in each State. County and State staff members have served on these teams,
thus making each review a coordinated learning effort. Personnel training now
ranges from courses at the Norman, Oklahoma, center and Federal and non-
government institutions to localized programs in such fields as construetion in-
spection. Others involve on-the-job supervised training; State and regional
instruction meetings; and the operations review function conducted by the
national office.

A recap of personnel reeceiving training at Norman reveals that fiscal 1974
showed a substantial step-up in this important program above the nine months
in which the training was operative in 1973. The total for 1973 was 1,103 com-
pared with 1,988 in 1974, for a grand total of 3,091. The Administrative, Manage-
ment and Supervisory segment showed the best gains—268 in 1973 as compared
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with 641 in 1974. However, other major levels also showed an acceleration. Sup-
portive training totals will be supplied for the record.

The property management system, now underway, is aimed at resolving and
monitoring problem accounts and expeditiously handling disposition of defaulted
loan properties. It will provide more accurate cost factors attendant to acquiring
and selling the properties. New accounting and reporting procedures from the
county level through the computer stage will be correlating unpaid loan balances,
cost of repairs, price received on disposition, and net gain or loss on the trans-
actions.

The FmHA data and computer system has had a potential for supplying a
substantial assist in our work load from county to national offices. Many areas
and types of management information and data have now been identified, and
our St, Louis office is being programmed to solve some of onr major requirements.

Private packagers of housing have been of great assistance in supplying more
homes in rural America. However, your subcommittee has raised some questions
about possible defacto delegation of responsibility to the packagers. New forms
spelling out specifics have been devised for the applicant and the contractor
to assure that both understand fully their areas of responsibility, in addition to
tightening surveillance by the FmHA county specialists, FmHA loans are limited
fo our appraised value of each home, so that undue profits by a contractor are
highly unlikely.

Management direction now places emphasis on the national staff acting as
generalists so that more constructive time can he given to improving program
management, gradually delegating more responsibility over local programs to
the State and county level where delivery is made. County supervisors and their
staffs are becoming highly trained specialists with knowledge of loeal conditions
to better carry out programs, rather than depending upon national division staff
members for routine decisions. The State or national office, of course, is still
consulted in problem areas and counties are subject to continuing review. Tools
for the county staffs—such as elimination of some locally-kept records, use of
electronie calculators, access to central computer output, and some switeh to
guaranteed loans which may save much supervision time—are all a part of our
management plans being implemented as rapidly as possible.

Whenever serious problems appear to be surfacing in any level of management.
FmHA ecalls in the Office on Investigations for a thorongh investigation. The
primary consideration here is to identify the problems and correct them, hope-
fully before they become major ones. Another positive side of OT use is to
further emphasize to FmHA employees a better understanding of our program
purposes, our policies, and our management requirements,

Farmers Home Administration is proud of its preponderance of strong and
stable county staffs. It is at this point of our delivery system where the real
strength of FmHA exists.

Now, I know your subcommittee is particularly interested in the housing
phase of our highly diversified rural assistance portfolio. While each of our
programs is integrated into the total rural development concept, housing remains
in high priority. Although the entire package stands or falls on our ability to
attain total professional management, housing is a unit in any Federal or private
loan program that is unusually vulnerable to economic changes. Recently we
have found it difficult to find a means of keeping pace with our share of the
Nation’s needed housing.

From the management viewpoint, we have thought that renovating of older
houses might be the answer to low-income families. Interest rates are set at
1, 2 or 3 percent depending upon family income,

It is encouraging to note, however, that rural rental housing has been expand-
ing. FmHA encourages rural rental housing loans to individuals, non-profit cor-
porations, corporations, trusts and partnerships. Most tamilies and individuals
occupying these rental housing units are the elderly and the young families who
are not yet ready for home ownership, but who are highly important to every
community in a social and business sense.

In the 1974 fiscal year just ended, Farmers Home Administration made a total
of 98.343 loans in its housing program. Low-to-moderate housing loans led the
field by a wide margin with 94,371 and a dollar total of $1,589,883.200. Next came
the very low-income repair loans for a total of 2,968 representing $4,429,720.
Rural rental housing moved up to 879 loans for a dollar amount of £173.314.030.
Other lesser amounts were loaned for 76 farm labor housing projects plus 11
labor housing grants: nine site loans: 1 self-help housing and development loan
and 28 self-help housing grants. Grand total for fiseal 1974 in our housing
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program was $1,793,203,749, almost equaling all the other FmHA programs
combined.

FmHA, of course, is not the only generator of housing in rural America, but
it is attempting within its resources to fill a vital need for low-to-moderate
income families.

We are operating in a mobile national situation that makes it difficult to pin-
point a positive means to provide for the low-income housing need we are aware
exists in the small communities of our conntry, although there are bright spots
in some States where industry is expanding in rural areas, We continue to press
our present programs within the framework of law and the eligibility of families
to make modest payments on a home,

1 will mention a few of the positive approaches we are taking to ease the
problem :

1. We periodieally increase the maximum adjusted income allowable for bor-
rowers under our regulations, to keep pace with inflation;

2, We supply Members of Congress with thousands of pamphlets and fact sheets
on our programs, who in turn send them to persons or organizations inquiring
about FmHA services; and

3. We counsel with potential borrowers, lenders and contractors at the local
level.

All of this, of course, is just a part of the overall day-by-day effort which our
1,752 offices put into selling and servicing rural housing.

In coneluding my formal statement, it is interesting and gratifying to note the
changes taking place in rural America. Publications are calling attention recently
to the upward population trend in more of the areas served by FmHA., It
appears that growth in job opportunities and the desire of more people to remain
in, or return to, the rural emvironment, are the factors creating this switch.
Interstate highways and the latest in communications are now permitting indus-
try to build plants adjacent to the markets. It holds a very promising future for
small-towns.

Based upon these observations, it is true that FmHA is in an excellent position
to fit into this pattern as an important segment of the trend in rural housing.
It portends more demand for our business and industrial loans, community
facilities and housing.

I have provided the background for the questions you will pose. We are now
ready to respond, Mr. Chairman.

IMPACT OF THE RURAL DEVELOPMENT AcCT ON PROGRAMS OF THE FARMERS HOME
ADMINISTRATION—U.S, DEPARTMENT OF AGRICULTURE

Impact of the Rural Development Act of 1972 can best be measured if loan
activities of Farmers Home Administration are viewed from the standpoint of

(1) new authorities under the Act, and (2) expansion of established programs
from the time the rapid growth of 'mHA began,

FOUR AUTHORITIES WERE COMPLETELY NEW IN FISCAL YEAR 1974
$50 million was provided for COMMUNITY FACILITY LOANS: 102 loans
were made, helping 412,214 fawilies.

$200 million was provided for BUSINESS AND INDUSTRIAL LOANS; 399
loans were made, preserving or creating 19,300 jobs.

$10 million was provided for BUSINESS AND INDUSTRIAL GRANTS; 136
grants made,

About 5,000 youth loans for $15 million were made from operating loan funds.
PROGEAM EXPANSION

LOANS, GRANTS AND DOLLAR AMOUNTS, INCLUDING NEW PROGRAMS
[Dollar amounts in millions]

Fiscal year 1969 Fiscal year 1974

Number Number
of loans Amount of loans Amount

Program area

L $696. 2 88, 830 $1,023.3
Housing__... 3 = 512.1 98, 343 1,793.3
Community. 222.6 2,263 774.5

1,430.9 189, 436 3,591.1
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Comulative: June 30, 1968382945 borrowers; $4.778 billion outstanding:
June 30, 1974—765,043 borrowers ; $12.974 billion outstanding.

About $25.8 billion has been loaned during the life of the agency’s active
programs; less than 1% of prineipal advances has been written off. More than
$15.6 billion of the total was loaned between FY 1969 and the present,

PROGRAM HIGHLIGHTS FOR FISCAL YEAR 1074

Farmer: Operating loans reached a record £524.99 million : number of farmers
served—oi3,865—was up for the third year after 8 years of decrease. Ownership
loans were $352.2 million, third highest in history, exceeded only by FY 1972 and
1973. FmHA borrowers also received $496 million in eredit through loans made
cooperatively with regular lenders.

Housing: After setting new dollar records every year for eight years, loans
for rural housing declined 4% this year, but were more than triple the 1969
lending level. Rental loans were 10 times greater in 1974 than in 1969, At $100
million, farm labor housing loans matched the sum lent last year, and the 220
million lent in these two years matched the sum of all loans from program
inception in 1962 through FY 1972,

Community: In addition to programs mentioned as new in FY 1974, 1.326
Inans for §469.99 million financed water and waste disposal systems serving ahout
330,000 families, This is 870 million above the previous high set in 1973. Since-
FY 1969, rural communities have borrowed 214 times as much as they did from
program inception in 1961 through FY 1968—$1.8 billion vs. $721 million,

Mr. FouxTain. T think you have anticipated some of the questions
we may ask. We will go ahead and ask them and then it may be that
in response to those guestions vou can expand upon some of the
material you have in your statement.

Mr. Ertiorr. One thing T would say. One of the major problems
that we are confronted with that your subcommittee brought to my
attention forcibly last year was our data and the abilitv for manage-
ment at this level to provide Congress information that is current, and
correct.

I have been at a number of finance centers: one in the Air Force
and one in the Department of Agriculture. It takes a bit of doine to
go in and find out what you've got and to make the necessary pro-
grams or systems corrections. We are still working with the St. Louis
Finance Center which is the hub of our accounting and data processing
operations, to correct some historical problems. We are at this time
not near the final solution to the problem,

We have had consultants out there who have given us their best
advice. It checks with what our reading is and I would be glad to
submit the consultant’s letter for the record which suggests we have
a major systems design problem ; however, what we do have out there
with a few necessary technical corrections can hold the line for us
while we get a decent, thorough, up-to-date systems design completed.

So to that extent, Mr. Chairman, I would like you to know that
we have not finally solved that problem in that particular sensitive
area.

[The letter referred to follows:]
Jury 26, 1974,
Tw: Frank Naylor,

From : Bruce Rohrbacher.
Subject : St. Louis Finance Office.

The purpose of this memo is to report briefly on the visit Dong Axsmith and
I made to the St. Louis Finance Office last Wednesday, July 24, 1974, It confirms
the oral report we made to you, Art Harman, Joe Freburger, and C. A, Hanna on
Thursday morning following our trip.

We spent the bulk of our day in individual or group discussions with Charlie
Shuman, Bob Lang, Joe Freburger, one of the senior systems analysts, the head




371

of the computer operation, and a Burroughs representative, Our goal was to-
analyze what went wrong earlier this month, to determine why it went wrong,
to ascertain if similar problems are likely to arise again, and to explore ways of
preventing that, The limited time precluded our examining records or docu-
menting findings, however by cross ehecking in our discussions with the several
individuals, we were able to get reasomable verifications, and we feel quite
confident of our findings and analyses,

Our findings and recommendations are sum marized as follows:

1. Although there are some fiaws in the computer system design (e.g., only
last entry retained in master file) which contribute to some inefliciencies in
computer operations, neither the computer system nor lack of computer capacity
were the primary causes of the system “hreakdown” this month (i.e., falling
behind in posting cash receipts and in issuing delinquency notices).

2. The problem was more directly due to the peaking of workload (e:g., extra
funds to be obligated, and fiscal year end reports to be prepared) and to insuffi-
cient data conversion resources to prepare input for the computer. Since the peak
workload functions were completed before receipts could be posted, the data
conversion resources available were applied to those functions first, and data
conversion for posting of cash receipts to borrower accounts was deferred.

3. This same sort of problem is likely to occur again next year, in January and
in July or October (the month following close of the fiseal year).

4. A major, crash effort at a fundamental redesign of the computer programs
or at replacing the present equipment is not going to solve the type of problem
that just occurred or is likely to occur again next year in January and July.

5. However, exploration of a number of steps can and should be undertaken
well in advance of January to prepare for coping with the problem.

6. Steps of the following three fypes can be taken and will most certainly
alleviate the problem and possibly eliminate it altogether:

(a) Continue the MIP projects, concentrating most heavily on those giving
greatest promise for reducing the data conversion work load or for speeding up
input to the computer.

(b) Shift peak month work load. For example, some work load (e.g., interest
payment notices) might be done in a different month or be handled by an out-
side service engaged to prepare data for the computer and/or run if., Also, cut-
oft dates might be changed. Or, some requirements (e.g., delinquency not ices)
might be delayed or dropped altogether during the peak month, These and other
suggestions were discussed in St. Louis.

(¢) Consider adding a relatively simple additional computer operation. This
idea, which we have not yet analyzed earefully, was not discussed in St. Louis.
Hssentially it calls for looking at the transactions as being of two principal
types : those that should be processed promptly as received (e.g., loan payments)
or those that should be applied according to the date on which they occur (e.g,
loan commitments, obligations). If a copy of the complete file as of June 30 were
prepared at close of business June 30, processing of the post-June 30 ag received
transactions could continue to be applied against the original file without delay.
The a8 occur transactions could be accumulated against the copy of the June 30
file until all those occurring before July 1 had been received. Then, end of year
reports could be drawn off that copy. The original and the copy could be rec-
onciled and normal processing could be resumed. As noted above, this type of
action has not been developed in any detail nor discussed in 8t. Louis. That
wonld have to be done, and the idea, which specifically addresses the July prob-
lem, might have to be modified to cope with the January problem which differs
somewhat from the July problem. Nevertheless, we believe it is worth exploring.

7. It should be noted that in none of the above have we recommended any
changes to file strneture or to computer programs. In fact, we recommend such
actions be avoided. The computer system, indeed, the whole Finance Office, is
adequately meeting operating needs during 10 months of the year. And in the
two peak months, it does not appear to be the capacity of the computer, nor the
computer programs, which are eausing the problems. Therefore, a substantial
overhau! of the computer system by itself does not appear to be in order ; particu-
larly, not a crash effort.

8. Despite this, FmHA does have serious systems problems. The computer
gystem was designed some 6 or 7 years ago. Since then, activity has increased
significantly, new loan programs have been added, virtnally every old loan pro-
gram has been changed at least once, and new inpnt methods have been intro-
duced. The computer system has been “patched” to keep up. Thus, even though we
believe the computer system’s logic still serves operations adequately, it is no
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longer an efficient system; there is little or no flexibility left to accommodate to
future changes. That fact alone suggests a reexamination is in order. But more
importantly, because ¥mHA is reorganizing and changing many of its ways of
managing, we believe there is need for fitting whatever is done with the computer
into a broader and more fundamental overall system examination. As we have
observed on previous oceasions, the linkage between the computer and other
elements of the overall system is not good, and therefore we believe there is need
for a broad look at all aspects of FmHA operations from source to end, taking
into consideration the new organization, new processes, new policies, and manage-
ment information requirements, and fitting the computer appropriately to them.
9. Thus, we recommend a short term effort, such as that outlined in 6 above,
and a longer term effort, such as in 8 above, be undertaken in parallel. In that
way, we believe both the immediate and future needs of the Agency can be
effectively met and FmHA's investment costs can be kept to a minimum,

Mr. Arexanper. May I direct a question to the general about certain
procedures that may be included in the design, in the audit ?

I was disappointed to learn a few years ago, before you arrived as
the Administrator, that one of the accounting procedurés that was fol-
lowed in Farmers Home Administration—well, at least it was re-
ported to me—was for example, taking a house in Arkansas that was
vacated by a borrower who moved somewhere else, instead of a fore-
closure procedure—and that is customary in housing matters where
there is a default involved—there was an assignment of the property
obtained one way or the other from the borrower who defaulted on the
loan back to the Farmers Home Administration. Then, instead of
classifying the loan as in default and as a bad debt, the Farmers Home
Administration was classifying that as an asset due and payable by
the borrower at some future time. When the report came to Congress
about the status of the loans that had been made by the Farmers Home
Administration, we got a very rosy picture. The impression was there

weren’t too many defaults and that, in fact, everybody was paying
on time and there were no bad debts and so forth or very few bad debts
where, in fact, there was a high percentage of losses.

Will your new accounting procedures correct that policy that was
evidenced by my statement ¢

Mr. Erviorr. The answer to that is “Yes.” Mr. Freburger?

-

Mr. Fresurcer. Yes, my name is Joseph Freburger and I'm Di-
rector, Fiscal Division of FmHA.

Mr. Arexanper. Well, one further question and I might direct this
to Mr. Freburger.

Sir, are you in a position to report to us at this time on this par-
ticular status of the Farmers Home Administration bad debt account
versus asset account?

Mr. FrepURGER. Yes, sir. We have built into our accounting system
a method whereby the gain or loss on the disposition of any piece of
property can be determined.

You are referring to property that would be voluntarily conveyed
from the borrower back to the Farmers Home Administration, and
there is complete release of liability. We would pick it up at the bor-
rower’s indebtedness. This, of course, is an asset to the Government.
It is a tradeoff for the loan balance as opposed to the Government’s
investment in the property.

Once the property is finally disposed of, we would be able to de-
termine the total gain or loss.
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Mr. Avexaxper. Thank you very much.

Mr. Fountamy. Our first recommendation on page 13 of our De-
cember report was that the Office of Inspector General conduet an-
other comprehensive review of the Farmers Home Administration’s
rural housing operations giving particular attention to the adequacy
of corrective action taken concerning the deficiencies noted in our re-
port and in the 1971 review by OIG and to the nature and extent of
further corrective actions needed.

I believe Mr. James Scott is here from the USDA Office of Audit.
Mr. Scott, can you tell us what is being done by the Office of Audit
with respect to our recommendation ?

Mr. Scorr. Yes, sir. The report of Congress was dated December 12
and we immediately formed plans for our initial response, which was
to do add-on coverage during the remainder of fiscal year 1974. We
got this guidance to the field in mid-January and we are planning
to issue an overall report based on that coverage in August.

The areas that were covered were packaging, manufactured homes,
the loss reporting system, and the adequacy of corrective actions taken
on our initial overall review and recommendations in the committee
report. We have gotten some regional summaries in from the field and
I have looked at them. There is very little startling or significant in-
formation in these summaries regarding packaging, manufactured
homes, or corrective actions.

Now we had one report from the finance office on loan liquidations,
acquired securities and aceounts receivable and related activities which
directly addressed itself to the loss reporting system.

It made a number of recommendations which the Farmers Home
Administration agreed with and is in the proecess of adopting
and implementing,

Our second response to your recommendations is the plan for an
overall followup audit this fiscal vear on our fiseal year 1971 review
and the recommendations in the Fountain subcommittee report. This
audit will be nationwide in scope and it will inelude 495 county of-
fices, 20 State office audits, 10 overview or special State office audits,
and 10 functional area office audits at the finance office in St. Louis.
The man days assigned specifically for the program audits are 1,136
but included in what we will summarize in this program audit is over
9,000 man days for the State-county office finance office audits.

So the program audit that we will be doing in response to your
recommendation will involve a total of more than 11,000 man-days.

Mr. FounTain. Are you in a position to state whether or not the re.
sulting accomplishments will justify the 11,000 man days expended ?

Mr. Scorr. We think they will. In fact the survey for this audit is
completed and the guidance document prepared and plans for a na-
tionwide seminar in Kansas City are being finalized today.

We would hold this about the 26th or 27th of August,

Mr. Exuiorr. Mr. Chairman, you are also aware that the General
Accounting Office has a team performing the management survey of
Farmers Home Administration in depth, which T am appreciative of
because I find that T can get a good management survey for free in
that manner.

47-194—75—3




Mr. FounTary. What has been your experience as to the quality of
the work of the people who have been assigned by the General Ac-
counting Office to perform this survey ?

Mr. Errorr. Well, T would defer answering that, sir; until T see the
results of this study, if I may, because I have no basis to judge that
otherwise.

Mr. Founrarx. You have no previous experience ?

Mr. Evtiorr. Well, T have previous experience with the General
Accounting Office but——

Mpr. Fouxraix. But not in this connection ?

Mr. Erviorr. No.

Mr. Founrary. Our second recommendation, also on page 13, was
that the Farmers Home Administration review its policies with respect
to the use of packaging to determine whether the benefits of continued
use of this procedure were likely to outweigh the disadvantages, We
further recommended, in the event continued use of packaging was
considered desirable, that the Farmers Home Administration take ap-
propriate steps to insure that the interests of the borrower and the
public are adequately protected.

Mr. Elliott, T wonder if you would briefly deseribe any action taken
in response to this recommendation

Mr. Erviorr. Well, T have included detailed information in my
letter to you, and rather than go into that, T wonld just say simply
packaging is used where we have an extensive housing program under-
way. Tt is about the only way we can provide rural housing in sufficient
quantities, and we insist upon satisfactory quality for the rural people,
So we will,‘as a matter of policy, continue to use packaging with the
safeguards that your subcommittee so helpfully pointed out that we
should institute.

Now Mr. Elwell can speak to those corrective actions to make pack-
aging a safe and efficient way of going about our business,

If we did not have packaging, in many instances we would severely
restrict providing rural housing to people, and this is one method that
we viewed.

If you would like, we could chronologically give you the safegnards
that we took as a result of your report: however, it is currently in the
letter to you. I am mindful of your time, sir. L

Mr. Founrtain. You do have those included in the letter?

Mr. Erurorr. Yes, sir,

Mr, FounTamn. The letter just received will be made a part of the
record and will be carefully examined by the members of the subcom-
mittee and the staff. ;i 3

[The letter follows:]

U.S. DEPARTMENT OF AGRICULTURE.
FARMERS HOME ADMINISTRATION,
OPTl;rr_:t:’nF THE ADMINISTRATOR,
Tashington, D.C., . 74
VRN A g C., July 81, 197}.
Chairman, Intergovernmental Relations Subcommiltiee, House of Representa-
tives, Washington, D.C.

Dear Me, OrARMAN: We offer the following comments as a follow-up to our
interim report of February 20, 1974, updating actions taken by Farmers Home
Administration in response fo the Committee on Government Operations recom-
mendations confained in the December 7, 1973 Eleventh Annual Report, House
Report No. 93-705.
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These comments refer to items 2, 3, 4 and 5 on pages 13 and 14 :

2. Farmers Home Administration (FmHA) has reviewed its policies with
respect to the use of “packaging” and has determined that the benefits of pack-
aging applications for rural housing outweigh the disadvantages,

To remove any possible defacto delegation of responsibility for important as-
pects of the program to packagers, the services provided by the packagers have
been limited as necessary. Additionally, certain requirements relating to loan
processing have been incorporated in proeedures to assure that a packager pro-
vides aceurate information about the housing loan applicant. Examples: (a)
The basic information received from the packager is reviewed by the County
Supervisor; (b) The county Supervisor obtains a Verification of Employment
form from the applicant’s employer and a credit report is obtained from a credit
reporting bureau operating in the area where the applicant lives and trades, The
employment verification forin and credit report are sent direcily from the em-
ployer and eredit bureau to the county FmHA office : they do not pass through
the hands of the packager.

The packaging of applications is performed by persons or firms capable of
delivering a specifie home to an individual family at a specific price, The housing
may be an existing dwelling or a home to be built under contract or a conditional
commitment. To be eligible for a loan the family must not presently own adequate
housing. Furthermore, conditlonal commitments are issued only in cases where
the number of applications on hand or other reliable information indicates that
there is a ready market and need for the homes. Considering these restrictions,
we believe that most packagers will be working in those areas where the need
for housing is the greatest and the market is the strongest, rather than trying to
diverf their efforts to areas of lesser need. - y

Farmers Home Administration procedures now require the County Supervisor
to meet with the housing applicant family to discuss the requested loan and the
family's responsibilities prior to approving the loan. Counseling may cover items
such as home and site selection, money management, the necessity of making pay-
ments when due, property insurance and tax payments, and other subjects as
deemed individually helpful in each family as they become homeowners. Counsel-
ing is normally provided during loan processing, at loun closing, and, if needed,
after the loan is closed. The necessity of providing adequate counseling, especially
when applications have been packaged, has been emphasized in training meetings
with field staffs.

In cases where a rural housing applicant or packager provides complete plans,
specifications, and either cost estimates or bids to the County Supervisor, they
may be accepted without requiring further cost estimates or bids, If, however,
the price of the house is excessive, the County Supervisor must reject the pro-
posal and require further bids to be obtained so the honsing can be provided with
a loan not to exceed the security value of the property. We have no evidenee to
indicate there is a higher profit potential inherent to the packaging process.

Farmers Home Administration has revised its procedures to require packagers
to sign Form FmHA 444-12, “Check Sheet for Rural Housing Loan Packagers"
for each packaged application. Also, each applicant family is required to com-
plete and sign Form FmHA 4104, “Application for Rural Housing Loan (Non-
farm Tract),” in order to receive a housing loan. Both forms include the warning
contained in section 1001 of Title XVIIT of the 11.8.C.

3. County office supervisors and assistants are provided training in the func-
tions and skills of construction inspection. When inspection workload is too
heavy to be handled by these employees, we supplement them when possible
with either full or part-time temporary or permanent employees who specialize
in eonstruction inspection and are titled “Construction Inspectors.” We have also
engaged construction inspectors on a fee basis but this method is being phased
out. We are, however, employing additional inspectors in counties where needed
on a part-time basis who are paid for time actually worked.

Farmers Home Administration uses, among other items, a work measurement
syvstem to gather statistics to help guide the allocation of personnel resonrces.
We plan to review and revise this system affer certain planned procedural
changes have been implemented,

FmHA employees are trained by means of three methods: (a) Induction orien-
tation and in-service training; (b) On-the-job supervised training: and (¢) For-
mal training classes at FmHA's Training Center, University of Oklahoma at
Norman, and at other Federal and non-government institutions, In addition. an
operations review function, conducted by the National Office, also serves as a
training vehicle for our field employees.
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4, Eighty-five percent of all housing loans are now on monthly repayment
schedules. This has provided the means of advising County Offices of delin-
quencies on a4 monthly basis with an appropriate three month analysis of delin-
-quent accounts. These monthly reports are expected to aid in the reduction of
seriously delinquent borrowers. With full establishment of the Property Man-
agement Staff, new reporting techniques will be established to assist in iden-
tifving, resolving and monitoring problem accounts.

New reporting procedures have been developed for acquired properties. They
contain such items as (1) Unpaid loan balances; (2) All cost incident to the
acquired property ; (3) sale price received; (4) Net gain or loss; and (5) aging
of property in inventory. These reports will be computerized as of January 1,
1975.

When property taken into government inventory is sold, an actual net profit
or loss is reported. As previously stated, the amounts owned by defaulted bor-
rowers are realistically uncollectable and should be considered as potential
losses,

5. In the opinion of FmHA housing experts there has been overall improve-
ment in the guality of housing construction. We must largely rely on Offices of
Investigation and Audit reports, construction complaints, congressional corre-
spondence and borrowers' complaints as our basis for determining improvements,
together with reports of our construetion inspectors.

We know that construction quality must have improved to some extent by
reason of :

(a) Training given at Norman, Oklahoma during the last year ; specifically the
sessiom held for the Architects and Engineers in May 1974, and the two single
family housing appraisal and inspection courses given in January and February
1974 ;

(h) Minimum Property Standards orientation training given in Nebraska
July 1974 ;

(¢) Individual trips (approximately 30) made by members of the Program
Support Staff to assist State staffs in technieal matters | and

(d) Increased interest on the part of the State staffs on technical matters rela-
tive to housing appraisals, inspections and construction as evidenced by the
inereased mumber of telephone communications which have developed between
the National and State personnel.

We appreciate your continuing interest in the Farmers Home Administration
programs as they are improved and become more efficient through developing
hetter management procedures.

Sincerely,
Fraxk B. Bruiort, Administrator.

Mr. Fouxtary. T may have a few questions which will enable you
to pinpoint some of the points covered.

Mr. Ervrorr. Yes. ) ;

Mr. Fouxrtary. For example, what assurance. if any, is there that
the horrowers in packaging transactions are receiving adequate coun-
seling ? Mr. Elwell. do you want to answer that ?

Mr. Evwerr. The instructions of Farmers Home require that the
county supervisor counsel with the applicant prior to loan approval.

Connseling could cover many items such as site selection or selection
of the plans or their financial conditions.

Many items are gone over. This will vary depending upon the appli-
cants and their situation. Some of these counseling interviews could
be short and some could be quite lengthy. For example, in Arizona,
we h_:‘l\'e an instance where it requires a minimum of three group or
public type meetings. to meet with applicants and inform them of
the responsibilities of the loan so that they themselves can determine
whether they want to proceed. We feel that we have the instructions
and the training given to insure this.

Mr. Fountaix. Now, my next question is a part of a question which
has already been discussed this morning in our initial discussion and,
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that is, do you have sufficient personnel in all of your locations to
provide such counseling ?

Mr. Evwerr. Yes, sir, I believe we do.

Mr. Founrain. You believe you do?

Mr. EnwerL. Yes, sir.

Mr. Taompsox. Mr. Chairman?

Mr. Founrtam~. Mr. Thompson ?

_Mr. Trompson. One question. Mr. Elwell. are these recommenda-
tions new recommendations governing counseling ¢

Mr. ELwerr. Counseling has always been a part of our instructions.
“'n_hm'p_ wanted to make certain by emphasizing this in training
sessions and by clarifying the instructions so this is quite clear. But
counseling with the borrower and applicant has always been a part
of our instructions.

Mr. Tuonpson. Were these regulations that yon just outlined in
effect last year at the time of our initial hearings on this topic?

Mr. Erwern. Coneerning talking with an applicant during the
loan-making period?

Mr. Troxmpson. Yes.

Mr. EnweLn. Yes, sir.

Mr. Tuoyrson. If my memory serves me correctly there were in-
stances where either counseling did not occur or counseling was
woefully inade{zluate. Now what guarantees are there that this does
not occur again ?

Mr. Eruiorr. Well, may I address that question?

Mr, Tromesox. Yes, sir.

Mr. Eruiorr. Since our hearings of last year we have had State
meetings where all personnel of a State were assembled and these points
quite clearly stressed. We have had meetings with State directors and
the national office where this was again stressed. The fact is, at the
time that it was brought to our attention, Mr. Thompson, we were not
counseling consistent with our own instructions. I had the observation
made that we weren’t talking to each other between counties and States
and the national office. We have had annual State meetings of most
of the States where all of the county people and all of the State people
and the national office experts get together and make sure that people
understand this particular responsibility as well as others.

Now that will in no way guarantee—although I would like to say
that to the extent I could guarantee anything in the human institu-
tion—that we will in fact try to sufficiently or adequately counsel all
of our borrowers as to their particular and eritical needs.

But I would like to assure you that the emphasis is there and they
are following the instructions and each one has a different kind of
counseling responsibility.

As we pointed out, with some of our borrowers who are either less
educated or have less opportunity to be in this circumstance, it takes
a lot more counseling. As another matter of fact, when we have a
delinquency, counseling continues to try to bring the account current
with the borrower’s particular finance or personal situation.

Mr. Tuosrson. Thank you, sir.

Mr. Fouxtain. Do you now require in all cases a specific warning
against false statements on application forms signed by both borrow-
ers and packagers? Mr. Elwell ¢
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Mr, Erwern. Mr. Chairman, on the check sheet for the packager the
warning is on the sheet and our instructions have been revised requir-
ing that the packager sign—well, there has always been a place for
his signature, but now the instructions require that the packager
sign this.

“We have also put the warning on the application. This is not yet in
the field but it has been approved and forwarded for publication.

Mr. Fouxtarx. We specifically recommended on page 14 of our
December report that the Office of Management and Budget and the
Department of Agriculture take immediate action to permit the Farm-
ers Home Administration to employ an adequate number of construc-
tion inspectors.

What action, if any. has OMB taken with respect to the number of
construetion inspectors FmHA is permitted as far as you know?

Mr. Erviorr. They have taken none to my knowledge. The only
action is within our responsibility and that is (1) to train our county
supervisors and assistant supervisors to perform the construction
function as well as augmenting that group of people with approxi-
mately 161 additionally “trained or experienced” construction people
who can perform that funetion.

Mr. Fourxraix. Do vou feel that is adequate ?

Mr. Evviorr. 1 feel it is adequate, sir. Again, the problem of broad-
ening the scope of abilities through training is one of critical
importance and we are pursuing it.

Mr. FouyTam. In our report, we noted on page 43 that the number
of FmHA nspectors hias been reduced from 222 in December of 1972
to 105 on July 31, of 1973. T wonder if you would tell us why that
reduction was made and who was responsible for it and the circum-
stances relating toit?

Mr. Ercrorr. Well, these were basically fee inspectors and that was
a part of a civil service recommendation. We are hiring erroneously
beyond the period for temporary employees when we should have been
using our own personnel—either permanent personnel or permanent
part-time personnel. So, we set up a training program and we are
doing it that way to reduce the temporary fee inspectors. The inspec-
tors are not the only way to go about managing this.

Mr. Fouxtarx. Mr. Naughton ?

Mr. NavenTox. Mr. Elliott were those fee inspectors or were those
temporary employees who were subject to civil service?

Mr. Erviort. One vear limitation.

Mr. Navenrox. Now isn’t it true that some of them had actually
been employed for up to 5 years?

Mr. Eruiorr. That was the point at the civil service. We were in
violation of the civil service directive on the employment of temporary
people and we had to correct that situation and we did.

Mr. Navenrox. Now the fee inspectors on the other hand are people
in private industry that you hire at so much per inspection ?

Mr. Ervrorr. T believe that is correct. They are doing the same
function but they are financed from different sources. They have the
same kind of training and the same kind of people but one is civil
service and one is a private person to whom we pay a fee.

Mr. NavenTon. As temporary employees, these construction inspec-
tors were not subject to the personnel ceiling imposed by the Depart-
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ment of Agriculture in response to directives from OMB. Am I
correct ?

Mr. Erriorr. Well, let’s put it this way. We had an employment
of 3,000 “other” of which some were temporary and some were part-
time. When you extend the temporary beyond a year, you should
have either made them permanent part-time or made them permanent
personnel.

You are exceeding the authority when you take their temporary
employment beyond 1 year.

Mr. NavenTox. So the drop in the number of inspectors—cutting
it in half—was caused not by the Department of Agriculture but by
the fact that the Civil Service Commission finally woke up to what
was going on and took action ?

Mr. Errrorr. That is correct. We corrected our employment actions.
We corrected what the Civil Service pointed out was in violation of
their regulations.

When we corrected it, we started the training program for our
county supervisors and assistant supervisors to do construetion inspec-
tion so that we could accomplish that particular funetion with our own
permanent party and part-time people.

Mr. Navenron. These construction people who had been on the
job for up to 5 years or so, weren’t they mostly qualified people that
were doing a safisfactory job and the local people wanted to keep ?

Mr. Erriorr, Well, yes, I see what you are driving at and the point
is, yes, they were qualified people. Had we included them in our per-
manent personnel under the civil service register, they would have con-
tinued to function as such. On the other hand, within manpower
resources we had to take the alternative course of training our own
people to accomplish this funection.

Mr. Naventoy. Was any effort made to have the Department of
Agriculture or OMB raise the ceilings so that you could have switched
these people over to the permanent roles and retained these people
with the expertise that they had built up over the years?

Mr. Eriorr. The answer to that question is that T can’t answer you
becanse T wasn’t in FmHA at the time, but T can get the answer fo you.

[The information referred to follows:]

Crvin Service CoMmMmIsstoN ActioN CoNcErNING HIRING OF TEMPORARY
CoNsTRUCTION INSPECTORS

tatention of temporary. consfruction inspeetors has not heen dependent upon
availability of ceiling. FmHA has ample ceiling for temporary construetion
ingpectors, PmHA has delegated anthority to State directors to hire temporary
emnloyees whenever need arises.

The Civil Service Commission limits the duration of temporary appointments
tn one vear. However, most temporary needs for construetion inspectors are for
shorter periods than a year. Most State directors now utilize trained permanent
personnel for inspection service, hut all directors have flexible options open to
them to hire temporary or contraect inspectors when required to keep pace with
workloads,

No written complaints were received by the national FmHA office relative to
Civil Serviece restrictive nse of temporary inspectors. Training had heen underway
for permanent personnel to serve as inspectors, and authority had also heen
eranted to make use of contract inspectors when needed. Neither were complaints
made fo Civil Service since it was obvious that the Commission was operating
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within employment rules. (See Civil Service Report of 1970 herewith on study
of the Farmers Home Administration office in Richmond, Virginia.)
[Relevant excerpts from the report follow :]

USE oF TEMPORARY APPOINTING AUTHORITY

In our review, we found temporary employees being improperly placed in
permanent construction inspector positions. A request by the State on November
10, to our Interagency Board for extension of three of these appointments re-
quired our speaking to the subject separately, without waliting for the completion
of this report. A copy of our letter to the State Director!covering use of tempo-
rary appointing authority generally, and outlining specifie, required, corrective
action on the cases in question, has been reproduced and incorporated as part
of this report, in Section 1V, Processing Personnel Actions.

& * * * * * *

IV. PROCESSING PERSONNEL ACTIONS

Except for personnel actions having to do with construction inspectors, per-
sonnel actions taken comply with laws and Commission regulations.

Reproduced below is the letter mentioned in the body of the report on use of
temporary appointing authority and required action in specific cases.

Novesmaer 25, 1970.
Mr. RicmArp A. GoopLiNg,

State Director, Farmers Home Administration,
Federal Building, Richmond, Va.

Dear Mg. GoopLixGg: Your letter of November 10, 1970 to Mr. Steven Cohen,
Executive Officer of our Norfolk Interagency Board requesting extensions of the
temporary appointments of Mr. Aubrey Slade, Mr. Loraine Polk, and Mr. Steven
Kovach, FHA construction inspectors, was forwarded to this office for appropriate
action as these appointments, and others similar to them, were the subject of in-
tensive review and discussion in our recent evaluation of personnel management
in FHA in Richmond. We had intended discussing these appointments in our
evaluation report, but your request for extension of three of these appointments
to our Interagency Board, requires our speaking to the subject now, separately,
without waiting for the completion of our report.

It is our judgment that you have improperly placed temporary employees in
permanent construction inspector positions. Apparently, as a result of permanent
billet controls, you have developed the practice of filling construction inspector
positions through the use of temporary appointments, recouping permanent billets
vacated, for use elsewhere in the State fleld organization.

U.8. Civil Service Commission regulations permit temporary appointments to
permanent or continuing positions only when these positions are temporarily va-
cated for less than one year or when filled by persons 70 years old or older, Your
construction inspector positions never met these criteria, Even though it may
have been your original intent to make temporary appoeintments to continuing
positions on the expectation that a permanent slot wonld become available within
4 year, some of these temporary appointments are being renewed, and some posi-
tions are encumbered by the same temporary appointee, for more than one year.

Aside from the fact that continuous employment in the same position under
temporary appointment for more than one year is in conflict with Commission
regulations, there are other aspects of the problem which warrant eoncern.

Temporary appointees cannot be reassigned (construction inspector work-
load has shifted from one area to another ¥yet needed employees cannot, in
conformance with Commission regulations, be reassigned).

Temporary appointees are denied health benefits ; life insurance: retire-
ment. coveriage ; adverse action protection.

Temporary construction inspector appointees can be protected to a certain
degree in a reduction-in-foree situation by not cutting out their positions, yet
they can be vulnerable to displacement by employees “retreating”’ from other
positions,

At the time of our review you had seven econstruction inspector positions
filled with temporary appointees, and two of these had been employed on the
game job singe 1968,
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Mr. Frederick Doane and Mr. Gene Rhodes were first appointed in February
and March 1968, They were reappointed in February 1969 and again in February
1970.

Mr. James Gregory, Mr, Steven Kovach, Mr. Aubrey Slade, and Mr, Loraine
Polk were appointed in December 1969; Mr, Fred McConnel was appointed in
August 1970.

None of these appointments are in accord with Commission regulations, Conse-
quently, your November 10 request for extension of appointments addressed to
our Interagency Board in Norfolk is denied, Additionally, all appointments men-
tioned here must be converted to permanent appointments or these appointments
must be terminated and the incumbents separated.

In the case of Mr. Doane's appointment, that action must be taken within 30
days of the date of this letter, (I understand Mr, Rhodes' temporary appointment
has just been converted to a Career-Conditional appointment so no action is
necessary in his case). In the other cases, corrective action must be taken
within 60 days of the date of this letter. Please furnish me with reports on the
actions taken at the end of each time frame,

We are aware the Farmers Home Administration embarked on a huge grant
program in the field of rural housing in January 1970 with a plan to hire approxi-
mately 400 Construction Inspectors GS—7 to accomplish that program, The FHA
plan to give temporary appointments NTE June 80, 1970 to these Construction
Inspectors is not related to the positions in gquestion,

I regret having to order such severe action however, these requirements are
in accord with governing regulations discussed with and explained to you in the
«closing conference of our evaluation visit to Richmond, on October 2, 1970,

Sineerely yours,
MirtoN 1. SHARON,
Regional Director.

Mr. Evuiorr. On the other hand, I would have to come back to the
same central theme. T understand your point, Mr. Fountain, and I hope
you understand mine. Unfortunately or fortunately, whichever w oy
you look at it, we have resources of personnel allocated to us that we
must work with.

Mr. Navanron. Did you receive any complaints

Mr. Auexaxper. Would the gentleman yield on that point ?

Mr. Founrary, Mr. Alexander?

Mr. Arexaxper. Thank you, Mr. Chairman. General, you are saying
that you have people w ithin the Farmers Home Administration that
you have to retain because of civil service regulations and that you
have to try to retrain these people so that they can perform a function
even though they may not be able to perform that function. Is that
what you are saying?

Mr. Evuiorr. No; I am not, sir. T am not. T am saying that when we
had carried these inspectors beyond the 1-year time period, we were
told that we were in violation of the civil service regulations. That
is point one. Point two, I am reminded of General Patton’s saying
when the horse cavalry was being trained in tanks, that they better
get off their horses and into that tank or get out and

Mr. Arexa~per. I like General Patton’s attitude about the Farmers
Home Administration. Do you follow that attitude?

Mr. Evriorr. If they c: an’t perform, if they don’t take the training
or can’'t absorb the h.umng and don’t perform their functions, we
then, through personnel actions, would have to replace them.

Mr. Arexanper. Have you demonstrated that attitude within the
time you have been Administrator of the FmHA?

Mr. Ecriore. Well T would hope that I would do so, but T would
have to say that is subjective.
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Mr. Avexanper. What evidence do you have to offer me of that
demonstration ?

Mr. Erriorr. I believe yon would have to ask the people who were
the subject of it as opposed to me making any statement that would
be self-supporting.

Mr. Arexanper. Are vou saying that you have weeded out people
that are incompetent, General ¢

Mr. Evviorr. We are weeding them out as rapidly as we can by at-
trition or where there are proven inabilities to take the necessary
training and perform the funetions required of them; ves.

Mr. Founrary. You mentioned attrition and Mr. Alexander referred
to that a few moments ago. Are you able at this time to give ns an
inventory of how many people you have who might be incompetent,
without calling out names, that you may have and how long you are
going to have to wait in the attrition process before they are
terminated ?

Would you be able to give us any idea or approximate information ?

Mr. Erviorr. Mr. Chairman that is a good question. I would need an
answer to it because it is subjective in its nature.

Mr. FounTain. I realize that.

Mr. Erriorr. 1 believe the point that T can make is that we have had
a pretty good turnover and we are getting voung and well-trained
people now. We have some very capable people who have been with
FmHA for a number of years who have absorbed the training and are
performing the functions adequately.

Mr. FounraiN. Mr. Naughton ?

Mr. Navenrton. Getting back to the temporary construction in-
spectors, because of the action of the Civil Service Commission,
weren’t you in the position of letting go people who were already
trained while you were in the process of instituting training programs
to train other people to do the work they had been doing?

Mr. Errrorr. That is self-evident. $

Mr. Navenron. Did you receive any complaints from the State di-
rectors or from rural housing specialists about the impact of the loss
of these people on their ability to carry out their programs?

Mr. Evviorr. No, I did not receive any personally. There may have
been and probably were complaints. I would not ‘say there were no
complaints,

Mr. NAvgHTON. I wonder:

Mr. Eruiorr. I did not get any because the action had preceded my
time in FmHA. On the other hand, I am sure there were complaints
and there were concerns. However, the training is being accomplished
with these county people and we are proceeding within the restraints
of not keeping temporaries on for a period of time beyond 1 year.

Mr. NaveaTon. We would appreciate it if yon would have the files
reviewed on that point to see if there were complaints.

Mr. Evviorr. T will ask around. T am sure there have been complaints.

Mr. Arexanper. Mr. Chairman, one further question on the positive
side of this discussion.

General, it’s been my observation that many of the Farmers Home
Administration personnel at the county level are highly capable peo-
ple doing outstanding jobs and being compensated far less than they
should be because of the regulations that either originate at the na-
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tional or State levels. T have observed this in a number of communities
and have not only personally tried to assess the situation but have
listened to others who have observed the performance of certain people
at the clerical levels over a period of time.

I might add that there is a certain amount of demoralization among
these people when they receive less money than some other Federal
employees that do comparable or even less work. Have you taken ac-
tion in your personnel evaluation of that type of personnel and, if so,
what ?

Mr. Erviorr. Yes; we have. I have asked my own personnel people
who have, in turn, asked Civil Service to review county offices for job
content that they are now performing as opposed to what they were
originally, as opposed to their original responsibilities.

1 would state that their scope, type and quality of work has changed
considerably from what it was originally, so we have asked for what
is called a “desk audit” to determine the grade structure and the ade-
quacy of it.

Mr. Auexanper. Are you satisfied that Civil Service can perform
that function?

Mr. Erviorr. Mr. Congressman, I will put it this way. I have not
received the results yet and I would have to defer to see if, in fact,
they do.

Mr. Arexaxper. Well, I will defer further questions until we get
the results.

Mr. Ervtorr. I would be delighted. As soon as we get the results of
it I will so inform the subcommittee and you, personally.

Mr. Arexaxper. Thank you very much.

[The following statement was subsequently provided:]

STATEMENT CONCERNING REVIEW oF FMHA Couxty OFrFicE RESPONSIBILITIES
AND GRADE-PAY CLASSIFICATIONS

The Civil Service Commission started on August 26 to review FmIIA county
office personnel responsibilities and grade-pay classifications. The study initially
is in North Carolina, and is expected to be completed by fhe end of ( her,
The review is not being made on a full-time basis by Civil Service investigators,
henee the longer period of time expected to complete the task.

Henry C. Bourne, director of the FmHA personnel division, has asked the
Commission to review all county positions, including the supervisor. The pur-
pose is to determine whether the positions as.they exist aceurately reflect the
responsibility now carried. Judgment can then be made whether the positions
are properly classified and the pay scale in line with responsibility.

The Civil Service Commission will apply this same aundit of county oflices to
several other States, in order to provide a broad sampling.

In addition to the Civil Service review, Mr. Bourne and Matthew Richter,
chief of the FmHA classification branch, visited a total of seven county offices
recently in Arkansas and Maryland to check positions of county supervisors,
assistants and clerks to determine whether the duties were in coneert with job
deseriptions. Their findings reveal that the jobs were properly deseribed and
grade levels properly allocated.

Mr. Foouxrtain. Mr. Naughton?

Mr. Navenron, I have heard reports—and I don’t know whether
they are accurate or not so I will ask you—that a signifieant number
of Farmers Home Administration employees at the county level are
voluntarily putting in a considerable amount of unpaid overtime and
working 50 and even 60 hours a week because they feel that they
simply cannot accomplish their job in a proper manner with the per-
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sonnel resources they have unless they contribute to the public a sub-
stantial amount of their own time without being paid for it.

Is that an accurate representation of the situation?

Mr. Evuiorr. The answer is many of these dedicated people do take
a great amount of work home with them after their duty hours. As
you know, the law requires that anybody who goes over the prescribed
period of work day is to be duly compensated with overtime pay. On
the other hand, I know for a fact many of them do and have over the
history of this organization given a lot of their own time beyond the
normal duty hours.

I am also observant, Mr. Chairman, that your able counsel was
here until about 10 or 11 o’clock last night, so T assume that all of
us have either the need or the ecapacity to serve over and above the
normal call of duty.

Mr. Founrtain. T might say before Jim got married—and he now
has two children I believe—he often used to keep me up workine late
at nicht and kept himself up. Since he’s gotten married and has a
family, T don’t have that problem quite as much as I did then.

We also recommended that yon make a thorough and realistic
review of your personnel needs and resources and to some extent. vou
have already tonched on this and you may have testified on it in the
report you supplied this morning.

Would you care to describe briefly what action has been taken with
respeet to that recommendation?

Mr. Erviorr. Let me put it this way. Three things are beine done.
One, we are trying to and are achieving efficiencies from different
actions that we have taken and I can chronicle them for you for the
record. As T pointed out, we have a major effort underway to correct
a lot of the procedures and the workload that was caused by it.

Second, we are reviewing the system that we are measuring our
work by to correct it. You know, people don’t keep their time as well
as you would like and we are reviewing to see if we can get a work
measurement system that better supports arguments for manpower
needs. We are reviewing our manpower workload at the different coun-
ties in the different States to see what, if any, adjustments need be
made.

I am quite mindful when we talk about adjustments of a county
office situation if one should be moved from say State X to State Y
because State X’s workload was different, that it would raise many
problems. T would like the subcommittee and the chairman to be
aware of that fact,

We are endeavoring to adjust where necessary to meet workloads
and we detail people frequently because the workleads go up and
down.

The emergency programs may hit one area of the State or they
may hit several States for example. We move people around to deal
with that workload. Where somebody may have a higher loan volume
in housing, we will move people in on a temporary basis to work on
that workload there.

Mr. Taompson. Mr, Chairman?

Mr. Fouxrain. Mr. Thompson ¢

Mr. Tromeson. It seems to me, General, that we have developed
somewhat of a paradox in the course of these hearings concerning
the whole personnel situation.
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It is not exclusive to the Farmers Home Administration. On the
one hand we have the difficulties raised by Mr. Alexander concerning
political appointees and the potential problems that can develop but
on the other hand we have a rather stringent set of civil service
requirements that require you to follow the law and to meet the stand-
ards of that series of regulations that are established in as detached
a fashion as you feel free to do.

Would you care to comment on what your desires would be in terms
of flexibility or as an administrator of a major agency to adjust per-
sonnel standards, requirements, management levels, et cetera?

Mr. Errorr. 1 don’t believe we can discuss that in a detached man-
ner, Mr. Thompson, because you deal with the realities of the paradox.
As an administrator of any agency, you do in the Federal Govern-
ment, deal in paradoxes. You are constrained on the one hand by a
set of laws which were brought about by political requirements and
needs of constituents. You are constrained on the other hand by the
realities of people and the realities of locations. You cannot deal with
the thing in a detached manner. So, really, the answer to your question
is that in the real world in which any administrator of Government
lives we take what we have and we work with it as best we can. And,
the realities that are continnally brought upon the job are oftentimes
governing. Therefore, T cannot talk about 1t detachedly.

Mr. Troyxrson. That was a poor choice of words. If you had your
druthers, how would you prefer to proceed in this matter?

Mr. Evviorr. Well, sir. I don’t have my druthers,

Mr. Arexanper. Mr. Chairman, would the gentleman yield? Since
we are talking about realities, General, let’s suppose that I can describe
to you a situation wherein there was a clear conflict of interest between
the political board that appointed a certain State administrator or
administrators and the selfish interest that those members of that
board had in appointing that administrator, to wit: the governing
board members are in the housing business and do business with the
Farmers Home Administration. Now, would the facts of this situation
influence your decision? T am prepared to give them to von.

Mr. Evvrorr. Well, sir, T will accept them. As a fine lawyer that
you are, I assure you I will deal with it through the jurisprudence
side of the family. If the facts are sufficient, I will take whatever
action that it will require.

Mr. Arexanper. I had hoped that it would not reach that point,
General.

Mr. Eruiorr. Well. T am prepared to accept anything any Member
of the Congress should present to me for due deliberation and fact-
finding.

Mr. Founrary. Would the gentleman vield ?

Are you referring to situations which have already been brought to
the attention of the agency about which nothing has been done?

Mr. Arexanper. Yes, sir.,

Mr, Fouxtain, But you have already brought them to the attention
of the agency ?

Mr. Acexanper. Well, the situation to which I refer is contained in
OIG reports, copies of which I have before me for the States of Ar-
kansas and Mississippi that we have not reached at this point in time
and—-
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Mr. Fountain. I would like to make this observation—and time is
passing away—but I appreciate the position you are in as head of an
agency. You do have a lot of built-in situations over which you have
very, very little control. As a matter of fact, I happen to believe in
fiscal responsibility and there may be times when we don’t appropriate
enough funds. I may not myself vote for enough funds at times for
some of the agencies. I think the time has long since come for the Con-
gress to begin biting that bullet and to do something about an almost
$500 billion debt and an annual interest payment of about $31 billion
which is more and more frightening to me. I guess it all depends on
where you sit as to how you look at these things.

But this is a program which is recognized to be extremely vital, T
think, to the general welfare of the American people. T think we are
beginning to think in terms of reevaluation of priorities and a re-
organization. This is an area in which there will be a concentration of
priorities. But T do appreciate the problem you have there. T didn’t
mean to imply a few moments ago that there should be no political
appointees. We are a political institution. Government itself is po-
litical. Tt is the science of government. The point T was trying to make
is that I think too often political parties or leaders or Government offi-
cials, even up to the White House, make appointments upon recom-
mendations which come to them without really doing a careful job of
determining whether or not the appointee is really qualified and has
the background and training necessary to do the job for which he is se-
lected. I don’t think people would complain much about political ap-
pointees in either party in our system, if that were to happen, but as I
think was pointed out, so often when one has failed in one area he is
passed off to another area. In North Carolina, when some members of
the bench were promoted to the Supreme Court, we used to say the
lawyers got behind them and promoted them to get rid of them on
the local bench, not because they were necessarily incompetent, but be-
cause of personality clashes. So we do recognize your problem.

Another recommendation was that you take immediate action to
establish an effective system for prompt and aceurate reporting of
actual and potential housing loan losses. T helieve you covered that.

Mr. Alexander, any comments in connection with the subject matter
I have already covered before getting into some general and back-
ground material?

Mr. ArLexaxper. Mr. Chairman, T think voun have done an excellent
job and I, in observing the time, would he constrained not to ask any
additional questions. I see that it is almost the hour in which we
convene,

Mr. Founrar~, We have quite a calendar T understand.

Mr. ALExaNDER. Yes, sir.

Mr. Founrain. Mr. Elliott, since our last hearings on the subject a
year ago, as you have already to some extent pointed out, T am sure a
lot. has happened in the rural housing program. I think it would be
useful if you would take a minute or two at this time, other than what
vou have already commented on, to.deseribe briefly for the record some
of the more significant developments as you see them in the rural hous-
ing program during the past year.

Mr. Evviorr. Well, T will supply the figures but we are deeply con-
cerned that inflation and the general economy is reflected heavily on
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the lower income spectrum of our society that is served by the Farmers
Home Administration. We have not been able to get people into houses
recently, even with interest eredit subsidies, because they, for one rea-
son or another, are not prepared or don’t want to talke mortgage risks.
We have seen an increase in the past year of rural rental Eousing in
great quantities which indicates somewhat—and this is speculative—
that people who don’t have equity positions, young people or poor
people or even older people who don’t want to take their equity and
put it into mortgages, would prefer to rent their dwellings. This is an
indication in the housing field that we see in our own small spectrum.
Now in the housing world at large, I believe each of you gentlemen
is aware of the difficulties of mortgage money and the difliculties of
the construction of housing and getting materials and whatnot. Our
housing program reflects a part of these problems. But it is heartening
that we were able to serve some of our lower economic population
spectrum through our rental housing program in rural America.

The other thing we try to do—and I would like to make this point
very clear that we did not make a policy change—we made & policy
thrust to see if there were some houses that could be rehabilitated at a
lesser cost than construction of a new house in order to reach down to
this economic spectrum that is being deprived. We have some results,
the figures of which I will need to provide you. I am again wrestling
with computers and we will have to provide that for the record.

[The following statement was subsequently furnished :]

STATEMENT CONCERNING PERCENTAGE oF FMHA LoANs MADE ON Ex1sTING
Housixa

Data is not currently available to show the portion of existing housing pur-
chased that needed repair or rehabilitation at time of purchase. Neither is there
a comparison of costs of existing versus new housing. These factors are a part
of the new computer program thrust, and data will be available in calendar
1975. The computer currently does show that existing housing accounted for
20.9 percent of all housing loans under section 502 in 1973 which rose to 30.2
percent in 1974.

Mr. Erciorr. But that is an effort to try to see if we could get a per-
son a decent house at a lower total cost. But the real concern is the
delinquency potential, and a growing one is developing or can develop
in all of our houses where people have mortgages and where their
money is going to feeding themselves. So they have priorities, too.

So, as a general observation, Mr. Chairman, the point I would make
is unless we can get this inflation under control, I have an increasing
concern for my delinquency rate and increasing seryicing problems. I
am concerned that if we are extremely tough, we might injure people
who we might otherwise safely carry a little while to help get them
through it. So I am concerned about it. T am worried about it because
our responsibility is to these people.

Mr. Founrarw. Since I asked you to be brief, there may be other
significant points you would like to make or develop other than which
you have referred to. So, if you care to add to your response, you may
do so for the record in response to that question.

Mr. Evurorr. Thank you, sir.

Mr. Fountain. How did the rural housing loan volume in fiscal 1974
compare with past periods?
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Mr. Eriorr. Well, T would let Mr. Hanson and Mr. Elwell, if they
have the statistics, answer that question, and I think we have them
here.

Mr. Founrain. Was it up or down to begin with as a preliminary
question ?

Mr. Haxson. Maybe I can start to give some of the answers, The
volume is down some in 1974. The fiscal 1974 figure for 502 housing
was $1.589 million, and this was for the construction or purchase or
rehabilitation of 94,371 houses; in 1973, it was 116,705 individual loans
for $1,739 million ; in 1972, it was 112,182 loans for $1,561 million; in
1971, it was for 108,723 for $1,662 million; and in 1970, it was 68.601
loans for $756 million.

Mr. Arexasper. Mr. Chairman, could we get a full copy of the
page from which Mr. Hanson is reading and make it a part of the
record at this point?

Mr. Ertiorr. We would be delighted.

[ The information referred to follows:]

RURAL HOUSING LOANS (SEC. 502) AS OF JUNE 30

Use of funds
Obligations i) Purchase
- — ———— Repair
Fiscal year Number Amount New Oid Build only  Refinanced
94,371 $1,589, 883, 200 ) () (1) ) ("
116,705 1,739, 590, 143 38, 645 26,333 38, 325 10, 895 165
112,182 1,561, 220, 800 32,976 25, 127 44, 449 4,974 262
& 108,723 1,362,275, 872 22,425 27,912 48,718 5,913 592
by AR SN 68, 601 756, 351, 941 6,473 21,737 32,421 4,697 802
1 Nal available.
Mr. Erriorr. Tt might interest you to look at the figures. As I say,

we can provide them for you.

About $1,600-some million brought us about 94,000 houses in 1974.
In 1972—well, we will provide this for the record. You can see what
cost escalation is starting to do where $1,600 million brought us 112,000
roughly. These are things that are concerning us because it is affecting
the number of borrowers we can take care of.

Mr. Fountamy. In your judgment, what was the major reason or
reasons for the change? For example, was the reduction in loan volume
due to a decrease in the volume of interest credit loans?

Mr. Erciorr. Well, we never decreased the volume available for
interest credit loans.

Mr. FounTain. Didn’t you have a decrease in the volume?

Mr. Evriorr. We had sufficient money in interest eredit loans—the
subsidized portion. The market wasn’t there. The people did not—and
we talked to the people—apparently want to take the mortgage, and
yet at the same time our rural rental housing started to show an in-
crease in demand, and we serviced that demand with rural rental hous-
ing money.

Mr. Founrain, Mr. Naughton ¢

Mr. Navearon. Was some of this due to a decline in packaging
activities?
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Mr. Ertiorr. We have not been able to get an honest fix on that, sir.
It would vary. It might have. In other words, a lot of contractors
backed out of the market. A lot of them did. And the unfortunate
thing, which Mr. Brown discussed, is that some not only backed out,
some went bankrupt.

We have in each case someone looking into that. In Mr. Brown's
plj‘olilen'l we will have somebody down there to make these people
whole.

But, Mr. Naughton, your point is correct. The construction industry
did back away to a large degree, particularly in rural America.

Mr. Fountain. That is going to happen, I am afraid, more and
more if inflation continues because the man who is willing to take
the job finds that a variety of materials are increasing almost weekly
and he never knows what the prices are going to be when he goes into
a contract. He won’t know what the price would be in say 2 weeks
from now or 30 days from now.

Mr. Eruiorr. That is a very difficult problem. One of the basic in-
gredients in rural America is water and sewer and the need for it.
The price of materials has gone up so much now that contractors just
cannot afford to make a firm bid. When we do get a firm bid they
have added into this escalation. It is making it extremely difficult.

Mr. Founrain. Is it true the decision was made a few months ago
to shift the emphasis of the rural housing program from new con-
struction to existing dwellings?

Mr. Erviort. As I deseribed a little earlier, it was a policy thrust
to see if we could maximize the rehabilitation of existing houses out
there at an economic cost rather than constructing new housing so
that we conld reach the economic spectrum that was being priced out of
the market.

Mr. Fouxrtary. When was that decision made?

Mr. Eruiort. I have the exact date—

Mr. FounTain. Approximately.

Mr. Erriorr. It was in January of this year.

Mr. Fountain. Of this year? Did you make that decision?

Mr. Erurorr. Well, the Department and myself, yes.

Mr. Founrain. Was any study made prior to this decision as to the
availability of existing housing in rural areas? .

Mr. Eruiorr. You and Senator Clark have a very perceptive
observation. : »

The point here, Chairman Fountain, we made a survey and it was
not a survey that you could rely on. So, for approximate figures, they
came up with about 500,000 dwellings out there that were thought fo
be rehabilitatable and that to begin with was not a sure figure. The
fact is that we went to the marketplace to actually finance and re-
habilitate homes as the best test of the rveality of any statistical figure
out there and we have so stated. 1

We did not know and we were unsure. We know something was out
there that we might capture at a lower mortgage cost to the lower
spectrum income people of our country. ‘

Mr. Fountarx. It is my understanding that State directors were
asked to check within their States concerning the availability of va-
cant and existing housing. Did you get any reports of a scarcity of
suitable existing housing?

47-194—T750—H4
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Mr. ErriorT. Oh, yes, sir.

Mr FounTain. Are you able to supply the number for the record?
Did any States report an abundance ?

Mr. Ecuiorr. My problem on this one is that I would hate to pro-
vide such a survey due to its lack of credibility for the record because
it was subjective. In fact, they took their best estimate by sight and
sound and it was not a count precisely. I would hate to dignify it
as a valid. eredible document.

Mr. Founrtain. I can appreciate your position. All you can do is
give us the best information you have.

Mr. Erriorr. We would be delighted to.

Mr. Fountain. Fine, give us the information you have along that
line.

Mr. Errrorr. T would like to qualify it as that. Certain State direc-
tors did say there is a scarcity but others said we have some out there.

Mr. Founrtain. Fine. You might also give us a sample copy of some
of the replies from your State directors, if that is all right? Pick out
the ones which you think are the most representative of the problem

involved.
Mr. Evtiorr. We will try to do that, sir.
[The information referred to follows:]

SPATEMENT CONCERNING SURVEY T0o DETERMINE THE AVAILABILITY OF
Existine HoUSING

In response to your inquiry, we offer the following comments concerning a
survey which was made to determine the availability of existing houses through-
out the country.

A FmHA bulletin was Issued to all State directors, asking for an estimate of
the number and condition of existing homes, and requesting comments on certain
questions relative to existing housing.

A summary of their replies shows that throughout the country there are about
200,000 single family homes vacant or for sale in “move-in” condition. There are
another 200,000 such homes in need of repair or rehabilitation—half of which
need “substantial” repair—and 100,000 homes needing repair which could not
be brought to minimum standard.

In addition, the survey showed 2,000,000 homes in an occupled or not otherwise
for-sale category, needing substantial repair or rehabilitation, and a like number
in that same category which needed repair, but could not be brought to standard.

As indicated earlier, the figures reported are only estimates. State directors
were instructed not to make personal surveys, but rather to obtain the informa-
tion from the best available sources. Some of the sources used were Bureau of
Census, State Planning Bureaus, State Divisions of housing, H.U.D,, universi-
ties, Extension Service, and multiple listings from local realtors. Therefore, the
figures do not realistically reflect the numbers of existing houses in areas suitable
for FmHA financing, nor are they limited to “modest type” homes within our

financing authorities.

Although the reports indieate a substantial number of vacant, existing houses,
over T0% of the States report difficulties in obtaining a present market value
high enough to cover the purchase, plus cost of repair and rehabilitation. Aside
from cost problems, difficulty in obtaining qualified craftsmen to work on older
homes was found to be prohibitive in 90% of the reported cases. In many cases,
especially in the South, most of the existing homes were reported to be of such
gubstandard quality that they eannot be brought to standard at a reasonable cost.

We are enclosing copies of reports from several individual State directors.
These replies are representative of the overall problem.

[Individual State responses furnished are in app. 19.]
Mr. Fountarn. Does FmHA have any data other than that provided
by State directors and what you have discovered by going to the mar-
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ketplace—and I am sure that is one of the good ways to find out—as to
the supply of existing houses suitable for loans either with or without
rehabilitation ?

Mr. Eruiorr. No, sir, we do not.

Mr. Fountaiv. Is the housing industry in a position to make this
kind of information available?

Mr. Eviorr. Well, Mr. Hanson ?

Mr. Haxson. Mr. Chairman, I don’t believe that they have this
information for rural America.

Mr. Fountain. They don’t?

Mr. Erviorr. This is the problem.

Mr. Fountamy. In our prior investigations, we found some indica-
tions—and I might say we are going to have to be quitting in just a
few minutes—that buifders were citing what was essentially new con-
struction as existing housing. Apparently they did this to escape in-
spections that normally take place during construction,

I believe it was contended by at least one State director, I don’t
recall his name because it was some time ago, but this practice was
permitted by FmHA regulations. Can you tell me whether this prac-
tice is permitted at the present time? If not, have the regulations
changed ?

Mr. Erwerr. Mr. Chairman, T believe T understand your question.

A builder at one time could have built a house without a commit-
ment. It was not our intention to permit this. Since that time the
regulations have been tightened. The builder will have to do one of
two things: He will get a commitment from the Farmers Home Ad-
ministration or he will have an applicant, which will have an approved
loan. and he will have a contract. So this way we are working with the
applicant and the contractor and making the necessary inspections.

Mr. Founramn. Good. It is my understanding that section 504 au-
thorized loans for necessary repairs. Is that correct?

Mr. EvwerL. Yes, sir.

Mr. Fountary. Do you have any figures that you can supply for
the record as to the percentage of section 502 funds which have gone
for loans on existing houses?

Mr. Erwern. Mr. Chairman, we do not have the 1974 figures avail-
able. We hope to have those shortly from our finance center and would
be glad to provide those for the record.

Mr. Fouxrary, Thank you. We would appreciate that.

Mr, Naughton?

Mr. Navenron. Is it a fairly small percentage?

Mr. Evwerr. We have asked this question ourselves. At this point,
it wonld be a guess, and I would hesitate to make a guess on this figure.
T would prefer, if it would be permissible, to provide the figure, which
we can do shortly.

Mr. NavenToxn. Do you know offhand what the figure was for 1973,
the percentage?

Mr. BLwerL. Yes, sir, T believe we have the ficure for 1973. T would
like to caleulate this; this is not in a percentage figure in front of me,
but it would be approximately 20 percent. We will be glad to also
provide that 1973 figure for you for the record.
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[The information referred to follows:]

RURAL HOUSING LOANS 1

1973 1974

Amount Amount
Purpose Number (percent) Number (percent)

Sec. 502:
Build. i =2 e 38, 325 36. 1 28,190
Purchase:
New . % 40.5 28,034
E xisting.. . ; 20.?

Repairs_..__.
Refinance: Repairs 5 LR ERREE
Wepaleonly o S I ] ) 1.4

Tolel, sec. 802 ____ (. .. ... il L ; 9‘3.g

Tolal,rural Nousing. ... ..o oo L. Lolilt 114, 360

1 Number and percentage of total amount by purpose of loan, fiscal years 1973 and 1974, Farmers Home Administration,

Mr. Fouxrain. Well, thank you very much. The subcommittee
stands recessed until tomorrow morning at 10.

[Whereupon, at 12:15 a.m., the subcommittee adjourned. to recon-
vene at 10 a.m., Thursday, August 1, 1974.]




FARMERS HOME ADMINISTRATION
(RURAL HOUSING PROGRAM OPERATIONS)

(Part 2)

THURSDAY, AUGUST 1, 1974

Hovse oF REPRESENTATIVES,
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE
or TaE CoMyMIrTEE ON GOVERNMENT OPERATIONS,
Washington, D.C.

The sulpcommittee met, pursuant to notice, at 10 a.m., in room 2247,
Rayburn House Office Building, Hon. L. H. Fountain (chairman of
the subcommittee) presiding.

Present: Representatives L. H. Fountain, Don Fuqua, and Bill
Alexander.

Also present: James R. Naughton, counsel ; and Richard I.. Thomp-
son, minority professional staff, Committee on Government Opera-
tions.

Mr. Fountaix. The subcommittee will come to order. The record
will show that a quorum is present.

We are continuing today testimony which began yesterday. In addi-
tion to further testimony from officials of the national office of the
Farmers Home Administration we are also expecting to hear from
the State directors of both South Carolina and Virginia.

As I indicated yesterday, we expect to place particular emphasis
on the procedures used by the national office to keep informed of prob-
lems at the local level. Mr. Elliott, I understand you want to make
a brief statement.

STATEMENT OF FRANK B. ELLIOTT, ADMINISTRATOR, FARMERS
HOME ADMINISTRATION (Resumed) ; ACCOMPANIED BY JOSEPH R.
HANSON, PROGRAM OPERATIONS; L. D. ELWELL, ASSISTANT AD-
MINISTRATOR FOR RURAL HOUSING; GEORGE SCHLADT, PRO-
GRAM SUPPORT STAFF; JOSEPH FREBURGER, DIRECTOR, FISCAL
DIVISION, FARMERS HOME ADMINISTRATION; LUIS GUINOT, JR,,
DIRECTOR OF COMMUNITY DEVELOPMENT DIVISION, OFFICE OF
GENERAL COUNSEL, US. DEPARTMENT OF AGRICULTURE;
WHITSON BROOKS, STATE DIRECTOR, FARMERS HOME ADMIN-
ISTRATION, SOUTH CAROLINA; RICHARD A, GOODLING, STATE
DIRECTOR, FARMERS HOME ADMINISTRATION, VIRGINIA;
AND OBEDIAH BAKER, PROPERTY MANAGEMENT SPECIALIST,
VIRGINIA

Mr. Evvtorr. T would first like to introduce our State director, Rich-
ard Goodling, from the Commonwealth of Virginia and also Mr. Whit-
son Brooks of the State of South Carolina.

(393)
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My statement is really brief, sir, since I submitted my prepared
statement for the record yesterday.

As we noted last year, this is a vast program. As we also noted last
year, we have made and will continue to make mistakes in the ad-
ministration of such a human endeavor with such a population as we
serve.

I think the record should show that since the start of this program,
we have loaned approximately $9.9 billion to provide approximately
835,000 dwellings to people who would not otherwise have had them.
As of June 30, 1974, we had 584,120 active borrowers. The others,
who make up the difference from that 835,000, have graduated to other
sources of credit.

The number of inventory houses—and this is an old figure, and we
will update it for the record—as of January 10, 1974, was 2,963
houses—one-half of 1 percent.

[Nore—FmHA subsequently advised that 4,896 housing proper-
ti es—]t.h ree-fourths of 1 percent—were in inventory as of January 10,
1975. L

Mr. Evviorr. In effect we have served approximately 835,000 fami-
lies to provide them housing that they would not have had without
the FmHA housing program and the numbers of persons, approxi-
mately, given dwellings that they would not have had available to
them is approximately 3,100,000.

It was of interest to me to note these figures. We are endeavoring
to build our accounting system to provide you a businesslike set of
data in the future, but in calendar year 1973 borrowers accounts writ-
ten off—principle and interest—was $5.779,000 and losses from sale
of acquired properties was $3 million, a total loss of approximately
$8,850,000.

We collected in that calendar year principle repayments of $485
million with interest payments of $288 million.

I believe the positive point needs making that, although we have
our problems which were discussed yesterday, many people have been
well served by Farmers Home over its history. Although, we have
made mistakes both in selection of personnel and training of person-
nel and perhaps the application of our programs which is a recorded
fact here before this subcommittee.

However, I want to first and foremost say, I believe these people
have served the purposes of your program well. They will continue to
do so. I continue to need the kind of hearings that you do so well for
me to receive your advice and for you to keep us alert to the mistalkes
that we are making, so that we make fewer and fewer year after year.
The point needs making though, as we serve this vast country that the
Farmers Home does serve, that we will never meet the perfection that
would be desired of all men. I hope we improve year by year with
your help and T mean it, but I think the record stands this is an amaz-
ing achievement by people with dedication.

stand ready for your questions.

Mr. FounraiN. Thank you, Mr. Elliott. I am glad that you made
that statement. T do think that sometimes when we are engaged in
the process of determining whether or not a program has been oper-
ated properly or efficiently or economically or with adequate wisdom
and understanding and all of the other traits we need in the adminis-
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tration of programs which affect the people, we overlook the good
that is done and the tremendous number of people who have been
helped. I think these figures are impressive, and we are delighted to
have them in the record.

Mr, Evciorr. Thank you.

Mr. FounTain. Mr. Alexander?

Mr. ALExANDER, Mr. Chairman, thank you for recognizing me. I
would like to ask the general if he has received the impression from
these hearings or from any member of this subcommittee that we in
the Congress do not recognize the good that has been accomplished
by the Farmers Home Administration ¢

Mr. Eruiorr. I appreciate that question. I have not received that
impression in any manner or means. I just wished as we go into this,
to present some of the very positive sides to augment the very fact that
vour interest and efforts in the Congress have been supportive and
have not been critical. I just wanted to assure the subcommittee that
we are aware and we need your assistance in pointing out the errors of
our ways and our mistakes. And, we welcome 1t.

On the other hand, I would be very remiss if I did not point out
achievements along with the individual malfunction of the system
and people.

Mr. Arexaxper. Mr. Chairman, if I might amplify just a minute?

Mr. Founramx. Yes.

Mr. Arexaxper. Oftentimes, people in general and sometimes in
the administration misinterpret the intent of subcommittee over-
sight hearings and investigations and construe them as personal. Or
they construe the efforts and intention of the subcommittee as destruc-
tive. They don’t understand the intended role of the subcommittee in
trying to point out what we, as members of the subcommittee, see as
areas that could be improved by various agencies of the executive
branch.

I would hope that the general and all of the members here from the
Farmers Home Administration view this hearing as constructive
rather than destructive. I would also hope that the general agrees with
me that there are some very definite areas within his administration
that need to be improved and dramatically improved in order that we
can go forward to meet the goals for which the Farmers Home Admin-
1stration exists.

If we are unable or unwilling to meet those goals, if we are unwilling
to strive for a better administration, then the reason for the existence
of the Farmers Home Administration no longer exists.

Mr. Founraix. Mr. Elliott, I think for the record we might refer
to one of the specific findings and conclusions in our report. It is our
first one, in fact, which I think pinpoints the fact that this subcom-
mittee recognizes the good work of this organization, and we say on
page 12:

The rural housing program is basically an excellent program which is making
a significant and valuable contribution to the quality of life in rural areas. The
program’s success has been brought about by the hard work of many dedicated
individuals, particularly at the county office level which has direct contact with
the people served. The program, and the men and women who make it work, pro-
vide resources and assistance which would not otherwise be available fromr
any publie or private source in many rural areas.
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So T think our own report shows that we try to recognize accom-
plishments as well as make suggestions for improvement.

Mr. Evviorr. We appreciate that, Mr. Chairman. I would like to
speak to the point the flonomblc Congressman from Arkansas made.
This agency recognizes the role of the Congress and the role of the
individual members of this subcommittee as constructive and helpful,
and we appreciate it.

Frankly, the experience of last year with you gentlemen of this
subcommittee was salutary on the efforts of management that we have
made to improve the program for which we exist. And we infend to
improve it to serve all of the people that we are responsible to and for.

This agency and all of its people are responsible to the members
of this subcommittee and to this Congress, and we do appreciate the
kind of help that you have given me and insight and oversight in the
problems that need solving immediately and in the long run.

Mr. Founrtain. Thank you.

Mr. Naughton?

Mr. Navenron. Mr. Elliott, T would just like to make on the public
record a comment that T believe I have made privately to vou and I
know I have made to several other officials on the national office staff.

You are engaged in a program to make loans to people who eannot
get loans elsewhere—low-income people, people who have difficulty in
obtaining a safe and decent place to live. If you were to make loans
only to gilt-edged risks so as not to have any delinquencies or any
defaults, you wonld not he carrving out the program. We recoenize
that if you are doing what the program intends—that is, making loans
to people who eannot get them—there is no Way vou can escape some
delinquencies and defanlts.

Our objective is simply to see that any unnecessary losses are avoided
and the best possible job is done and you are accomplishing vour
purpose, and that purpose obviously is not to make loans only to gilt-
edged risks.

Mr. Erviorr. We appreciate that. Mr. Chairman, one of the more
interesting thines of the carcer behind me is we would never have
had any aireraft accidents had we not flown at all. This is an old say-
ing. And, if we continue to endeavor to accomplish the programs. we
will have accidents and regrettably the human institution is replete
with that.

Mr. Founrary. Let me ask yon this before proceeding with the
regular questioning. This is just from enriosity and you might not
have it. but these 835.000 dwellings, that is over what period of time?

Mr. Erviorr. That goes back to the original act of 1949 when the
original section 502 for farm dwellings only was mandated and then
expanded later in 1961 to include housing in rural areas. At that time,
T believe Congress permitted us to loan in towns of 2,500 and inereased
it to 5.500, and now it is increased to 10,000 in its definition. The present
legislation before the Congress is increasing that definition to 20.000,

Mr. Fouxrain. Do yvon have any systematic method, just for your
own information and whatever it may be worth, of keeping a compila-
tion of information indicating how many of the original purchasers
or their families are in these dwellings?

Mr. Evuiorr. Statisticallv. we don't have it.

Mr. Founrtain. You don’t have it ?
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Mr. Eruiorr. As a research matter, we could perhaps go back and
look it up.

Mr. Fouxrary. Well, it would take a lot of time, I presume, and T
won't request that. I think it would be interesting to see what happened
to these dwellings and how many times they changed hands.

Mr. Evviorr. I think it would be interesting. I wonder how many
times the house 1T am presently living in, in Virginia, has changed
hands, thanks to different administrations and transfers and otherwise.

Mr. Founrain. Of course, you are living in a different tvpe housing.

Mr. Elliott, is any new authority involved in your present emphasis
on existing honsmg, or were the types of loans you are making previ-
ously av ailable?

Mr. Eruiorr. No, no new authority was required, sir. T made this
point yesterday and T think in the record in writing. It was a matter
of thrust, of policy thrust, to see if it was at all possible to find existing
structures and I‘(‘h'!bl]ltatc them at a much lower cost to the borrower
as compared to the purchase of a new house. With the escalation of
costs for new house borrowers, it would be beyond their earnings to
repay a mortgage.

Mr. Fountain. Switching to a slightly different subject, the Office
of Management and Budget advised the subcommittee in January that
there would be cxperlmenhl implementation during fiscal year 1974 of
a program for loan guarantees for privately m]gmat(‘d unsubsidized
loans. It was their belief that successful substitution of this program
for direct Federal housing loans would free staff resources for use in
critical areas such as construction inspection in future years.

I wonder if yon can give usin a nutshell the sucecess of this program ?

Mr. Ecviorr. Could I provide that, Mr. Fountain, for the record?
We have kept abreast of it only to the extent that we know they are
doing it. We were involved in the original study. If you will recall,
however, we were separated on the interest subsidy in August of last
year. We continued our program while HUD is still under that court
order and is operating in this new area of trial programing.

I am not familiar with the details. I could supply that to you for
the record.

Mr. Founrain. Fine.

[The information referred to follows:]

Statrvs oF Prorosep FMHA Rurar HousiNg LoAN GUARANTY PROGRAM

The FmHA guaranteed rural housing loan program has not yet been imple-
mented. Draft instructions have been prepared and submitted to the Office of the
General Counsel for review and determination of legal sufficiency. When approval
from the Office of the General Counsel is received, we will publish the instruc-
tions in the Federal Register for public comment.

Implementation of the guaranteed rural housing program should follow.

Mr. Naveraron, Perhaps I should read at this point what the Office
of Management and Budget told the committee on January 25, 1974,
This was in response to our recommendation that OMB and the De-
partment take steps to provide more personnel for operation of the
programs:

OMB and USDA have concurred In the experimental implementation of loan
gnarantees for privately originated unsubsidized loans beginning in fiscal vear

1974, Successful implementation of this program wonld permit substitution of
privately originated and serviced housing loans for direct federal housing loans
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thereby freeing up staff resources which can be used in critical areas including
construction inspection in future years. The successful substitution of Federal
guarantees for direct federal lending offers great promise in permitting redirec-
tion of existing Farmers Home Administration staff resources.

I think the question is, have you been successful in that?

Mr. Evriorr. I missed your question completely, Mr. Naughton. You
are talking about the guaranteed housing loans for above-moderate-
income families?

Mr. NaverTon. Where private industry puts up the money and you
simply guarantee it.

Mr. Erriorr. We are presently staffing the instructions and the in-
formation necessary to go to the Federal Register. It is a legal night-
mare, as my counsel assures me. They are reviewing it for legal suffi-
ciency at this time prior to its going to the Federal Register.

We had been hopeful to have had it published in the Federal Regis-
ter by the end of July. It is now the first of August and we have yet
to get that particular thing into the Register and as a program,
ongoing.

Mr. Navenrox. I gather then you made no loans of this type in
fiscal year 1974 ¢

Mr. Erviorr. We have not.

Mr. NaverToy. Do you see any great promise of freeing substantial
staff resources through this program any time soon?

Mr. Erviorr. Yes; we think if the lending institutions will. in fact,
make the loan, service the loan, and collect the loan, we will reduce
the immediate necessity of our doing the same thing with the above-
moderate income horrower.

When you ask me the other side of the question, T am getfing a
little concerned about mortgage money under any lending institution
at this present time, when it commits its fund for 33 years.

I ean’t answer your question until we go to the marketplace with
the guaranteed program to prove it.

Now on the other side of your question, we would think where we
have guarantees and lending institutions making the loan, and serv-
icing it, and collecting it, that we can reduce the numbers of man-hours
as compared to a direct insured loan, yes.

Mr. Naverron. Of course as long as loans are extremely difficult to
get in urban areas where credit has historically been much more avail-
able than rural areas, isn’t it rather unlikely you are going to be very
successful in inducing private enterprise to send money out to the
rural areas?

Mr. Erniorr. That is a perfectly valid question although the rural
area deposits were up due to the $32.2 billion in farm income last
year. So the deposits are up considerably. We would hope there is
money to be invested by those Institutions with increased deposits
for lending in rural areas.

I don’t know, as I read the flow of money to various central markets
in Chicago and New York, whether the money will in fact be avail-
able for these long-term guarantees when short-term interest rates
are so attractive. I can’t answer the question, Counselor, until we do,
in fact. go to the marketplace, as to how much mortgage money will
be available under the guarantee program.
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I could answer that we envision and will be able to chronicle the
amount of man-hours it takes us to make a direct insured loan as
opposed to servicing and making a guaranteed loan.

Mr. Founrain, I would like to get into some questions on the sub-
ject of construction quality.

First, are there any questions in these areas by the other members?
Mr. Fuqua?

Mr. Fuqua. No.

Mr. Founrain. Mr. Alexander?

Mr. Arexanper. Go ahead.

Mr. Fountarx. Have there been any significant changes in Farmers
Home Administration procedures designed to insure that the houses it
finances are properly planned and constructed since our last hearing
Describe briefly what has been done.

Mr. Eruiorr. If I could have Mr. Elwell describe the updating of
the instructions both in terms of inspection and instructions as to
minimum property standards as well as site development? In fact,
when we first started out in rural America we lacked the sophistication
to recognize that single dwellings and then multiple dwellings all of a
sudden really needed an infrastructure of roads, lighting, and sewerage
and water. ‘The industry and ourselves at that point in time were, 1n
fact, not geared to it.

Now we have increased in our sophistication and of the knowledge
of the errors we have made. So, if Mr. Elwell can bring you up to date
on the technical problems——

Mr. Founrtain. Mr. Elwell ?

Mr. ErweLr. Mr. Chairman, there have been two significant changes
in our regulations. On February 20, 1974, we issued an instruction, or
rather revised our instruction, to require a second inspection for manu-
factured homes during the erection stages where a lot of the problems
do occur. As of today, August 1, 1974, the new revised Minimum Prop-
erty Standards (MPS) that HUD and FmHA. are following are in
effect and these have been issued to our field people.

Mr. FounTain. Do you regard your present procedures as substan-
tially satisfactory?

Mr. ELweLn, Yes, sir.

Mr. Founrain. You don’t foresee the need for any other changes at
this time or none are planned?

Mr. Erviorr. None in instructions. And, again, I am extremely
aware of the need to educate our people to assure that we get good
construction for our borrowers. We have made this perfectly clear to
all of the people who are building for us either in manufactured
homes or erecting what they call stick built or conventional homes.

Mr. Navanrox. Are there significant changes in the new minimum
property standards or is it just more updating and consolidation?

Mr. Euwert. Mr. Elliott, I believe George Schladt would like to
Tespond.

Mr. Evtrorr. Would you like a technical answer? I have George
Schladt, our program support chief.

Mr. Scuvanr. Very briefly, in single family housing there is very
little change, but for the first time we have standards for multifamily
housing.
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Mr. Fountary. When were they adopted ?

Mr. Scarapr. Today they became mandatory.

Mr. Arexaxper. Mr. Chairman ?

Mr. Fountain. Mr. Alexander.

Mr. Arexanver. Mr. Elwell, would the inspection procedure that
your deseribed as adequate—and I don’t question that and have no
reason to question it—for single and multifamily housing, equally
apply to the loans that were made this year for rehabilitation under
the rehabilitation program ¢

Mr. ELwerr. When we make a loan for rehabilitation. the same type
of inspection would be required. We have a minimum of three inspec-
tions required. In some cases, the number of inspections could be con-
siderably more. So the answer is whatever is required to make sure
that the construction is completed in accordance with the plans and
specs.

Mr. Arexanper. One further question. Do you have adequate per-
sonnel to administer those inspection regulations?

Mr. Evwern. Yes, sir, I believe we do. I think as Mr. Elliott has
pointed out, it is a continual job of training, which is ongoing.

Mr. Avexaxper. Thank you. !

Mr. Founrarn. I am trying to find a point in my outline here where
I can eliminate some items because of the limitations of time and

Mr. Avexaxper. Mr. Chairman.

Mr. Founramn. Mr. Alexander.

Mr. Auexanper. I might be able to abbreviate my inquiries if T
could have a few minutes on the rehabilitation loan program, I just
have some general questions,

Mr. Founrtain. Go right ahead.

Mr. Arexanoer. I notice, General, under your 1974 estimate of low-
income housing loans for repairs and rehabilitation that you estimated
that yon wonld make about 43,575 of those loans. Is that correct ?

Mr. Evrrort. That was a guesstimate.

Mr. ArexanpEr. All right, sir. Now that yon have had some ex-
perience during the—well, first of all, was that the fiscal 1974 figure?

Mr, Evviorr. Yes, sir.

Mr. Arexanper. Now that fiscal 1974 has ended, conld you tell me
how many loans vou did make under repairs and rehabilifation ?

Mr. Ecvrrorr. We closed out the books as of the 80th of June. T
mentioned my computer problem yesterday. We can provide that in-
formation for the record though, sir. Presently I can't even give you
an estimate. As a matter of fact, over the years we have been making
loans on used housing, for example, housing that is in stock and could
be rehabilitated. This was an emphasis though to see if we could find
more than people had been originally looking for at a lower cost. T
can’t give you the ficure until T get my books on this thing closed,
and I couldn’t even give you a fair estimate.

Mr. Arvexanper. Well, some old housing is much better than most
new housing, if you can get old housine that is well constructed. My
question bears on your statement yesterday that this was not a change
of direction but that it was an attempt to determine whether or not
these types of loans would fulfill the need for low-income housine in
rural areas at a lower cost than could be achieved through new low-
cost housing in rural areas.
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You say vou can't estimate, but would you say that the loans that
you made would be less than half of that amount or more than half?

Mr. Eruiorr. Well, we are guessing about 20 percent.

Mr. ALExaNDER. In other words you made about 8,000 to 10,000
for repairs and rehabilitation ¢

Mr. Erriorr. Well in 1973 we had loans for 116,075 houses; of which
purchase was new; 38,645; and the old was 26,333. And then we had
10.897 that were repair only.

The figures for 1974, I regret, I do not have for you. I will give them
for the record comparable to this.

Mr. Auexanper. All right.

[ The information referred to appears on p. 392. ]

Mr. ALexanpER. So, one further question. In the event that your
1974 estimate appears to be significantly lower than that reflected in
this record, in other words 25 percent, then would your 1975 estimate
for repairs and rehabilitation of low-income housing loans reflect that
change in the actual figures?

Mr. Eruiorr. I understand your question. The figures—the way we
arrayed them was mainly to point out the emphasis. We did not turn
any borrower down when the application came in becanse of the re-
arrangement of the funds to try to focus on rehabilitated housing. We
don’t know how many people we served with rehabilitated houses right
now. but if it should occur that the market isn’t there, then we would
rearrange the columns to emphasize where we can provide housing.

Mr. Arexanper. All right. Now, so I fully understand you, in other
words, if you only made 50 percent of your 1974 budget estimate and
vou determined from that fact there is only 50 percent of the need
that you originally determined, then your 1975 estimate will be
changed accordingly ?

Mr. Eruorr. Yes, sit. We would go back and have it readjusted.
These are statistical arrays for loans. They are not obligation
authorities.

The point that I would like to make is this. When we saw the market
was not absorbing in the subsidized column for new and/or rehabili-
tated housing, we did move some of that loan authority over to rural
rental housing where the market was beginning to show a significant
demand. Again we believe, but can’t prove, that the market was re-
flecting that people were concerned about getting mortgage money or
didn’t want to get it and take an equity position but were willing to go
for rental where they can control their costs.

Mr. ALEXANDER. Y es, sir. Just one further statement.

(General, I asked this and pursued this line of questioning because
this, as I understand it, is a discretionary item within the Administra-
tor's budget authority. I have been had so many times up here in
Congress that T can’t help but pursue this line of inquiry in order to
determine the effect of the policy of the Farmers Home Administration
with reference to this particular question. Thank you very much.
Thank you, Mr. Chairman.

Mr. Eruiorr. May I make a point?

Mr. ALEXANDER. Yes, Sir.

Mr. Eruiorr. The policies that the Farmers Home Administration
follows are the policies of the Secretary of Agriculture. All policy
decisions are referred to him before we pursue a course of action.
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Mr. Arexanper. Well, the general is not saving that the last state-
ment would alter his previous statements with reference to the 1975
estimates on the discretionary authority of the Secretary of Agricul-
ture for low-income housing loans for repairs and rehabilitation, is he ?

Mr. Eviorr. No, it doesn’t change my statement.

Mr. Arexanper. Well, thank you very much.

Mr. Fountaix. I am going to leave construction quality for a
moment. We may submit questions, Mr. Elliott, for you to supply
the answers to the record. T will leave that unless some other member
has a specific question he wants to ask?

I am going to let Mr. Naughton ask some questions in the area deal-
ing with reporting at this time.

Mr. NavenToN. Would it be fair to say that the reports showing
whether or not borrowers have made their monthly payment when the
payment was due are probably the most important sinele indicator
that the national office has—and the county office, too, for that matter—
concerning problem loans?

Mr. Erriorr. Tt would be certainly fair to say that. One of the
interesting points of that report is this, A year ago we decided and
we have converted as many as up to 85 percent of our single family
housing to monthly payments because, for some reason or other
over the history of the program, they have done it on annual payments
basis. You could be delinquent all vear and paid up on the 31st of
December and not be delinquent. This in fact didn’t show our prob-
lem cases on a current enough basis. We now have 85 percent of our
housine borrowers on monthly payments which indicates a condi-
tion of delinquency a lot sooner.,

You are correct that a delinquency indicates the need to pay atteri-
tion to that account, to service it, to see that it stays healthy.

Mr, Navenroxn. Do you normally have sionificant problems with
borrowers who voluntarily make their payments on time without any
proddina from yon?

Mr. Evrvrorr. Well, we’ll put it another wav. We are using excep-
tional delinauency reporting for our county offices and are now saying
that if vou don’t have the name of a person on a delinquency list and he
or she is paid up, then your job should be to concentrate on an excen-
tion basis in your work plan to see that we service our delinquencies
and keen them healthy.

Mr. Naventox. Yes. but what T am saying is that the borrowers
who voluntarily make their payments without prodding usually don't
account for very much of your problems, do they ?

Mr. Eutrorr. No. Thank yon very much, that is a good way of
puttine it. T wish they all were like that.

As T tried to point out yesterday. Mr. Chairman, the whole economic
situation is of concern to me. We have been reaching around for 1 or
2 or 3 percent interest to help people rehabilitate houses. We have
been trying to find something we could make available at lower costs
to the people out there to provide them housing.

As we watch this cost of living and a few things getting higher
and higher, this delinquency situation is going to be a worrisome
problem,

Mr. Navemrox. The point T am making, of course, is that the first
indication that you have that something may be wrong, that you may
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have a problem, is when that check doesn’t arrive when it should
arrive, It may be a minor problem or 1t could be the start of a major
problem. ! ! ! <

Mr. Fuaua. Just one question. Has your delinquency rate increased
in the last 6 months? )

Mr. Ertrorr. Let me check on the figures. The fact 1s that through
a lot of management effort by the States and counties over this past
vear we were able to make it come down, but it is going up in housing.
* Mr. Fuqua. I was thinking about the overall economy and not neces-
sarily the policies of FmHA. \

Mr. Brriorr. The farm ownership and the farm operating have been:
coming down becanse of the improved incomes out there. The facility
loans and other loans have been showing a reduction.

The housing loan is starting up. That portfolio is starting to show
a creeping increase. However, in the first half or first 9 months of this
year, through an awful lot of effort, they have brought delinquencies
in housing and inventory down, but the recent turnaround is beginning
to show an increase in delinquencies.

Mr. Fuoua. What is the percentage rate for delinquencies in
housing ?

Mr. Hansox. As of December 31, our records showed a 16 percent
overall delinquency, nationally. Now remember, this indicates the one-
time-a-year payment due date of January 1. So by June this rate would
show considerably less.

Mr. Fuqua. You don’t have the June 30 figures?

Mr, Hanso~. Not this year’s. Now last year on June 30 it was down
to 5 percent. However, I think, last year, as of December 31, 1973, it
was something like 14 percent. So there is a creeping increase.

My, Navenroy. Mr, Hanson, I have some figures for January 1
which were a little bit different than the ones you have given me. 1
think as of January 1, 1972, it was my impression that the rate was
around 12 percent.

Mr. Haxson. It might have been,

Mr. NavauroN. As of 1973, it was 15 percent and it was my im-
pression it was either 18 or 19 percent in 1974,

Mr. Hawnsox. Well, I think we had the correction in this year’s or
in the 1973 figures, rather, after vou got that 18 percent. The final
figure I believe was 16 percent.

Mr. Navaenrox, Would the relationship to the prior years be the
game? Tn other words, it has increased significantly each year!?

Mr. Haxsox. At that time; yes.

Mr. NavaeuaToN. Now most loan payments are made by the borrower
to the finance office in St. Louis. How soon does the county office learn
when a payment has not been made to St. Louis?

Mr. Ertaorr. Mr. Freburger ?

Mr. Frerurcer. About 65 percent of all the payments are made in
St. Louis. The other 35 percent are made in the county offices. Our plan
is to notify the county office 15 days after a payment is due that the
borrower has failed to make the payment.

Mr. Naverron. How long has it taken up until now ?

Mr. Frerurcer. We have been holding around 20 days. You do run
into a problem at the end of the fiscal year because demands upon the
system are great and we have fallen behind.
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Mr. Naventox, Was there an earlier time when it might take as
much as 2 or 3 months before the county office learned from St. Louis
that a payment had not been made ?

Mr. Fresureer. That is very conceivable especially after the end
of the calendar year in early January or February; again, because of
demands made upon the system. Adjustments are being undertaken to
correct that situation.

Mr. Ervtorr. As I pointed out, Mr. Naughton, we have the review
underway of the system to correct the situations that you observed.
That is one of the ongoing management improvements we expect to
attain within this next year.

Mr. Naverron. During our previous hearing, we were advised that
reports are prepared quarterly for the national office which show de-
linquency rates by State and county. Prior to the last few weeks, did
anyone in the national office have the job of analyzing that list with
the view of determining which counties might have serious problems
and investigating further with respect to conditions in those counties ?

Mr. Hanson. No, sir, we do not have the county information normal-
ly at the national office. This is left to the State director and his staff.

Mr. NaverTon. But there is a quarterly computer run I understand
which is mailed and sent in and which has that information?

Mr. Hansow. Yes, sir.

Mr. Navenron. Did these reports indicate the number of loans
which had been delinquent for long periods of time, as well as the
total number of delinquent loans, so you could distinguish the cases
where a payment was 5 or 10 days late from that which was 6 months
or a vear late?

Mr. Hanso~. Mr. Naughton, that is a very key question, and this
is one of our big problems. We have not had a good aging system. so
to speak—aging of delinquencies. We will have that with the system
now being developed.

Mr. Navenron., We were also advised during our previous hearing
that the semiannnal report showing property in inventory, by county,
which of course would result from voluntary conveyances or fore-
closures, was prepared for the national office.

Did anyone in the national office, up until the last few weeks, have
the job of analyzing that report in order to identify problem counties
and make further investigation as to what was wrong and what should
be done about it?

Mr. Haxsow. The new division created within this last 6 months—
that is, the property management staff—will have that and has that
responsibility today. Prior to that time, no.

Mr. Navenroxn. In addition to the two reports that we have just
mentioned: Mr. Hanson, were any other reports received by Washine-
ton on a regular basis which were intended to identify localities: that
is, the county office and the local office having serious problems either
actnal or potential ? ¥

Mr. Hanson. Not as a good organized system or not on a good sys-
tematic hasis, However, we have had, of course, all kinds of individual
reports from State directors. In our field investigations, we have un-
covered these kinds of problems, but systematically, no.

Mr. Navenron. Obviously, you get audit reports of individual coun-
ties, and those are reviewed at the national office level. Prior to the
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one in the national headquarters who had the job of assembling com-
plaints or other data indicating actual or potential problems in par-
ticular localities, aside from the audit and investigation reports, in
a single location so that you could try to keep track of which were
your problem counties rather than the overall problem in the State?

Mr. Evwern. Mr. Naughton, in answer to this question and also
maybe the previous questions, the establishment of the Property Man-
agement Division has been an effort to centralize and bring focus on
these problems. Prior to that time, no specific individual had the as-
signment by Mr. Elliott or whoever. However, this role has been
assigned and carried out by the Single Family Loan Division or the
Multifamily Loan Division. Staff members in both of those sections
certainly review the inventory figures.

For example, in multihousing, we do have a report that indicates
to me, as a director, a problem case and a 5-year history of that par-
ticular case, It is easy then for me as a director of the Multifamily
Division to pinpoint that a problem case exists in this State.

We have over a period of years written to our State directors con-
cerning these specific problems and asked for the reason of the delin-
quency and when it will be corrected and how soon and what actions
would be taken.

In single-family housing, inventory has been a problem. We have
looked at it from a staff situation. Field trips ave planned and letters
are written to make certain that we do follow up on such items.

Mr. Navemron. With respect to multifamily housing, not single-
family housing, would you be able from the records in yvour office at
the present time to give the subcommittee, for the record, an identifi-
cation of 5 or 10 counties in the United States which you feel have
probably the most serious problems in connection with their program
for whatever reason, together with a very brief analysis of what those
problems are and why you think they happened ?

Mr. ELweLL. Yes, sir.

[The information referred to follows:]

Counties Wira Two or More RURAL RENTAL HoUsSING OR LABoR Housixng LoaANs
BEHIND SCHEDULE

We have reviewed our records on rural rental housing loan horrowers and la-
hor housing borrowers to identify counties that may possibly have problems in
connection with these programe, Our latest information as to active borrowers
who have not made their scheduled payments for the year as of Jannary 1, 1974,
indiggtes that no county has more than two delinquent accounts in these loan
categories, and only six counties have as many as two loans behind schedule.
These six ¢ounties that were involved on that date are listed by state and county.
Some of these delinguencies were of a temporary nature.

County Type of loan

RRH
RRH
sunty

- riand County_..___.
. Morrow County
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In reviewing delinquent acconnts, we find that lack of management and un-
cooperativeness on the part of the borrowers, construction delays which result in
lack of income, rental charges that are too high or too low, and overbuilding
that results in vacancy are some of the factors that cause delinquencies. As an
example, the two RRH loans listed in Jewell County, Kansas, were two of the
first RRH loans made within the state. The town in which they were located was
hard hit economically when the three main industries closed.

Mr. Navearon. Now, with respect to the single family program,
would it be fair to say that until these recent d(»volnpmmtq the na-
tional office concentrated on reviewing overall statistics for statewide
operations of the housing program and left it essentially up to the
State offices to keep track of what was happening at the county level?

Mr. Enwerr. Yes, sir. I believe that is correct.

Mr. Navearon. The regular statistical reports give statewide fig-
ures showing the number and percentage of delinquent loans. They
also show the number of loans in each State which have been ligni-
dated through foreclosure or through a voluntary conveyance by the
borrower to Farmers Home Administration. Of course, we all under-
stand that that the voluntary conveyance and foreclosures represent
loans which did not work out as far as the initial borrower is con-
cerned, and you got the property back to dispose of it in some other
fashion.

In addition to the two categories of voluntary conveyances and fore-
closures, you also receive pPrln(h(" statistical reports which give state-
wide fioures showing the number of loans which have been transferred
from the original borrower or succeeding borrower to someone else.

Ts it true the transfer category mrlndoq both paid-up loans which
are transferred because the borrower is moving or wishes to sell his
house or some other reason which involves no loss to the program, and
also includes liquidated loans in which you are using the transfer as
a means of liquidating that loan rather than taking it into inventory
and reselling it?

In other words, it includes two entirely different transactions. One
is a normal transaction where someone sells a house and a borrower
assumes the loan and the second category is where the loan has not
worked out, but rather than take it into inventory through a voluntary
conveyvance and foreclosure, you arrange for a transfer and avoid that
process

Mr. Erwerr. Mr. Naughton, T think the reason for a transfer mav
not be just a bad loan. In fact, in the rural area, credit is hard to
obtain.

A person leaving the area for some reason and needing to sell, his
house may not be able to find a borrower who has outside credit and
so forth to make a sale. In order to liquidate his obligation to the
Government and to move to another location, a transfer is probably
the best way for him and the Government to dispose of the property.
I do not or cannot at this point say that this is the prime reason for
transfers but, in my judgment, it would be the prime reason for the
bulk of our transfers. For justifiable reasons where families need to
leave their homes, and we want to help them, a transfer of the property
to another eligible applicant is the most logical way of handling the
problem. so that the property is occupied and the loan is being paid.

Mr. Navenron. But the significant thing about that kind of trans-
fer is that it does not involve any reasonable likelihood of loss to the
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Government. You have a good loan, in other words, paid up, it is cur-
rent, and you simply transfer it to someone else who is also eligible for
a loan qu he takes over the payments. That is one category.,

But doesn’t the transfer category also include a dissimilar type of
transaction in which you have a delinquent loan—and maybe the house
has been abandoned—or you have a bad loan on your hands? Rather
than go the foreclosure or voluntary conveyance route, you manage to
find someone else who will assume that loan or take over that house
and you accomplish that by means of a transfer thereby, in effect,
liquidating a bad loan through a transfer, rather than a \ohmt‘nv
conveyance or foreclosure.

Mr. Erviorr. Well, let me answer that question, please. T think that
is pretty good business if they have been doing that. On the other
hand, if the subcommittee would want a different statistical breakout
to reflect that, we can do it.

If T can take an abandoned property or a delinquent account and

transfer that unit to a borrower who will carry that property and re-
turn investment to the Government, I think that is rood business, On
the other hand, if we have statistically failed to provide the kind
of data of the nature necessary for the purpose of this subcommittee
or for management, I would be delighted to see if we can get a
creditable breakdown in the system we are developing.

Mr. Navenron. I don’t want my questions construed as being criti-
cal of liquidating these loans by transfer because that may very well
be the most appropriate way to do it. What I am raising 1s the ques-
tion as to the usefulness of a lump sum transfer statistic. which in-
cludes two entirely different types of transactions, both good loans and
bad loans.

As far as I am able to determine, it is not broken out in any way so
you can tell how many are of one category and how many are of
another.

Mr. Euviorr. Counselor, we would be glad to look at that kind of
statistical breakout for the benefit of the subcommittee. We have no
problem with that.

On the other hand, it is beneficial if I can transfer a bad loan into a
good one and ]}I‘O\"ldo for the Government. Also, if T can keep a family
in a house by that method, which would not ordinarily have one, I
would be delighted to do that, too, as a matter of practical business
and humanitarian purposes to be served.

If the statistical breakout is at issue, let us study that and provide
the difference. A transfer is a transfer to me.

Mr. Navernron. Am T correct that these two different types of trans-
actions ave lumped together in one report ?

Mr. Erviorr. Yes; you are.

Mr. NaveaTON. Does anyone have a reliable estimate as to——

Mr. FountarN. Let me ask vou this. Do yvou disagree with Mr.
Naughton that it would be helpful and meaningful to separate the two
and have statistics as to both types?

Mr. Eruiorr. My technical people see no reason for it hecanse the
Government doesn’t sustain a loss under either method of transfer;
one to a good borrower who wants to get out of his house and go some-
where else, or a delinquent or abandonment situation where, in fact,
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somebody comes in and picks up the cost of the mortgage and pays
interest and principle.

So the peint is we don’ think it is necessary, but that is from our
viewpoint. If you, as the chairman of the subcommittee, feel it is an
essential breakout, why we can go that route.

Mr. Founrain. In the first place I think it is interesting information
to have, Mr. Naughton, but from the standpoint of the operation of
the program why is it necessary ¢

Mr. NavenTon. Well, it seems to me that if you lump all transfers
into one category and don’t distinguish those which i involve delinquent
loans or loans where you have a problem, that it in effect hides the
number of bad loans tﬁ'lt you actually have because one category

Mr. Founrain. We can always go back and locate it.

Mr. Hanson. I guess we all {mve some comments on it, if we may ¢

Mr, Founxraix. Go ahead.

Mr. Haxson. I want to be sure that we understand now.

Mr. NavenTon. I shouldn’t use the term “hide” because I mean “does
not disclose.”

Mr. Haxson. Let’s remember now that this loan, if it were delin-
quent, when we get a good reporting system and a proper reporting
system on our dollnquencws, will show up as a delinquent loan. So it is
already reported as a delinquent loan. The other thing I wanted to
malke certain of is that everyone understands that we “also have the
voluntary conveyance to the Government. Now, that is a different
snh]ect right?

Mr. NaveHTON. Yes, sir.

Mr. IL\\ soN. So, we are talking only about transfers from one bor-
rower to another in this discussion, So, it is difficult for me to see the
reason for your request.

Mr. Eruiorr. For the purposes of the subcommittee’s time, we will
be delighted to entertain any statistical requirements——

Mr. Founrarx. Is that difficult to compile?

Mr. Erniorr. As we are working up the new system, we would in-
corporate it, if that is the wish of the subcommittee, for purposes of
analysis.

Mr. Founrain. T can see how it would be helpful in terms of the total
analysis of the operations.

Mr. Eruiorr. On the other hand, it is not in the present system that
we consider needs updating and modernization. But we would and
could research it for the purposes of the subcommittee, and we would
do that.

Mr. Foqua. If the gentleman would yield? T would think for your
own purposes such a CO]TII)i]‘ltIOl’l would give you an opportunity to
gee how good a job you are doing in onllv{'tmlr the dr]mqurnt payments
or trans Fertmw loans so that the program remains solvent.

I think you can glance at the statistics just as you would for ac-
cournts receivable or bad debts. You can determine whether your col-
lectors are doing their jobs.

Mr. Erriorr. Mr. Elwell?

Mr. Evwern, Mr. Chairman, in a transfer, we can transfer a loan
delinguent ; however, we try to transfer loans on a basis where they are
bronght current elther by the seller or by the buyer. We will transfer




it delinquent, if there is a reasonable prospeet that this new buyer can
bring the account current within a reasonable period of time:

We consider’a year a reasonable period of time. Otherwise, at that
point we would want to reamortize the loan and put it on new rates
and terms, which at today’s rates and terms for us wouldbe 9 percent.
Now this does pose a problem, if the loan is old. It may bear a very
favorable interest rate if it is old. At that time, then, the buyer will
make every effort to try to assume it on the old terms and try to bring
the account current. But we do have transfers where we reamortize the
loan and bring it to the new rates and terms.

Mr., FountaiN. Just a point. T don’t sée a reason why John Doe
should come in and buy a house for the first time and get it at a low
interest rate and then have Peter Jones come in and buy a new house
and pay the high interest rate. I think there is some justification for
your new approach-and for your amortizing it and treating it as a new
loan rather than encouraging the transfer at the old interest ratfe.

Mr. Errrorr. Well, don’t do that to me, sir. I bought a house on &
transfer ‘on the commercial market at a very favorable inferest rate.
I wonld have hated to have bought it on a reamortized basis with in-
terest rates being what they are at this time.

Mr. Fouxrain. Well, in the private field T think you are right. In
the Goverhment field, T don’t know. It seems like a discrimination.

Mr. Evriorr. However, we are still tryving to reach the low-incomse
people to the ‘extent we can protect their finaneial position and still
recover for the Government. so it is both equitable to them and in the
interest of the Government if we can make a sensible transfer and re-
cover the delinquencies,

Mr. Founrain. T realize you have totake into accournt a lot of things
like whether you ean geét rid of the honse or not in the first place,

Mr. Evciorr. On the other hand may I repeat: for thesnhicommittee
that we are perfectly willing to discuss and willing at the time of our
system’s design to look at those kinds of things that Mr. Naughton is
bringing out. We are willing to look at the things vou think ave in
the best interest of everybody and see if we can’t’accommodate them.

Mr. Navenron. Let me just outline a hypoethetieal situation that,
could occur. T am not saying it has occurred or would oceur, but I
think it eonld under the current system of reporting transfers.

Let’s take a county supervisor that has some really bad loans. Let’s
say he has 10 of them and they'are all delinquent for a year and each
party owes $1,000. He is getting pressure to take care of that sitniation.
He wants to get the State and national office off his back. So he goes
out and finds 10 additional people to assume those loans and sign a
note for the $1,000 indebtedness, plus the original amount. The prob-
lem is they are not really people who are suitable risks; there isn’t
much likelihood, in other words, that they will repay.

Anyhow, he puts the transfers through. So, he started out the day
of the transfer with 10 delinquent borrowers, each owing $1.000 and
each loan delinquent for 1 year. He transfers those loans to 10 subse-
quent borrowers, none of which there is any reasonable expectation
will ever make one single payment. But instead of having 10 delin-
quent loans which are delinquent for a year, at that point in time he
has 10 loans which are current and they are for $11,000 instead of
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$10.,000. He has wiped out his indebtedness. Of course, later on those
people will not pay 1 cent, but they do not show up as transfers. From
that point on they are not traced back to the original loan.

So he has, in effect, managed to wipe out his delinquency through
that transfer.

Now going on

Mr. Founrtain. Did you follow it ?

Mr. Evuiorr. T followed him, Mr. Chairman, and it is a very inter-
esting line of questioning.

Mr. Navearon. As of now you do not keep separate records to
show, when a borrower gets in trouble, whether it is a transfer loan
or whether it is an initial loan?

Mr. Erriorr. No, we don’t, but would be delighted to study that
statistical breakout for the benefit of management.

Mr. FountaiN. You might take a look at it to see how much trouble
you think it wonld be to analyze, from your own point of view, what
you think the advantages might be.

Mr. Navenron. It is my understanding that it is possible to tell
from periodic reports on houses and inventory whether or not a partie-
ular house in inventory is occupied or vacant or at least what the
records show as to that.

Has the national office made any attempt to obtain periodie renorts
on the numbers of Farmers Home Administration homes in each State
and county which are vacant that have not yet been taken into in-
ventory ¢

Mr. Eruiorr. You know, one of the things about vacancies is this,
and T think T can answer it this wav. No, we do not break it out that
way. We have it on a survey. We didn’t realize abandonment in the
proportion it oceurred previously, and part of our system will report
that as we bring it up to speed.

People walk out of a house. Unless we are out in that rural area
Tooking, it can be vacant for a week or 10 weeks before we are really
aware that the people packed and left.

Mr. NavenTon. So, as of now, yon really don’t know how manv of
those houses, which are out there showing up as long term delin-
quencies or maybe even short term delinquencies——

Mr. Errrorr. No, wait. Yes, we do. As soon as this delinquency starts
to go up, the county people go out to find out what is going nn. If a
place is vacant, then they know they have a vacancy on their hands.

Mr. Founrarn. If a man walks out and doesn’t make a payment. or
after he misses his first payment, you do some checking to see what
the problem is, don’t you?

Mr. Erviorr. That is the reason we wanted to get on a monthly
delinquency basis so we wouldn’t have abandoned houses out there
and not realize it.

Your points from last year were very cogent. We have taken them
into account. If we get a report of delinquency on a monthly basis—
-and they are the ones that the county people should address themselves
to and not those who are paid up—then we are on a better controlled
course, which is precisely what we discussed last vear and what we
are doing about that issue you raised last year. I hope we have the
thing under control.

Mr. NavenTon. As of now, the county office, particularly the well-
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run ones, probably have a pretty good idea of how many houses which
have not been taken into inventory are vacant, but the national office
does not have that information to my knowledge.

Mr. Enwern. Mr. Naughton, I am sure you are correct. I think a
county supervisor would know what houses are vacant. And, you are
touching on a subject that is a legal matter. In some States it is very
difficult to declare abandonment. But county supervisors through many
devices find out that a house is vacant and the family has left. I would
say that you are correct, yes.

Mr. Navenron. Is it possible at the present time to identify the
builder of a house or that subdivision in which it is located from your
computerized records? It is not, is it ¢

Mr. ErwerL. No, sir.

Mr. Naveuron. Have you given any consideration to how much it
might cost to eventually include that information in your computer-
ized record and the possible usefulness of the information as compared
with the cost of compiling it?

Mr. Ercrorr. I never gave it a thought, but it is worth considering
and we will look at the cost benefits either way.

Mr. NaveuTron. Isn’t it accurate that a rather high percentage of
your problems with bad loans, vacant houses, and so forth, can be
traced to a relatively few builders, a relatively few subdivisions?

Mr. Euuorr. I can’t say that. I couldn’t say it is based on any
factual evidence except in some investigations we have found builders
whose work was poor and caused some abandonment. So we corrected
the problem cases.

Now I would say the biggest cause for people leaving houses is fi-
nancial circumstances like lack of employment in the area where we
built for a borrower. Another cause, along with the economic woes that
might beset people who have a need to go somewhere else for employ-
ment, is attendant marital problems that arise, for whatever reason.
So the answer is I would not be able to narrow it down to the issue of
poor construction as being the only cause for abandonment.

Mr. Fuqua. Just for my own edification. Suppose that I purchased
a home under FmHA and was current in my payments and I found
a job in another town and had to move. Do I have to notify Farmers
Home? Suppose I wanted to keep the house as an investment and rent
it to someone else. Is that permissible ¢

Mr. Evwerr. Mr. Congressman, it is not. One of the objectives of our
loans is to help a family acquire a home of their own. The mortgage
and security instrument would require that if the family does move,
and does not plan to return, then it is not permissible to rent the house.
We do, however, have the authority and exercise it to permit renting
the house for a period of time, if there is any prospect of the family
coming back.

Mr. Fuqua. It is very similar to your farm loans. If you have suffi-
cient assets, then you must go to PCA or Federal land banks?

Mr. EvwerL. Yes, sir. The graduation is applicable to housing the
same as in the other programs.

Mr. Eruiorr. As in my opening statement, where 1 said we have fi-
nanced approximately 835,000 houses, we now have only 584,000 active
borrowers. They have either graduated over or have gone into——
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Mr. Fuqua. This has been true of the 235 program under HUD, T
think. Anyway you don’t have to answer that. I understand there has
been a substantial number of graduations where the Government's
liability has been removed.

Mr. Ervtorr. I would hope so.

Mr. Fuqua. Yes, I understand.

Mr. Navenrox. Do any of your current reports show loans on which
no payments or only a very small percentage of the payvments due have
been made—concentrations of this type of loan?

Mr. Haxson. Would you repeat the question ?

Mr. Naverrron. Yes. Do any of your computerized reports or your
regular reports try to identify loans which have been in effect for some
time but on which no payments or only a very small percentage of the
amounts due have been made? I am talking about loans that went bad
almost at once,

Mr. Hanson. Well, this is what we will show when we get into our
proper reporting system on an aging basis. This, then, will show up.

My, Naverrox. Do any of your current reports, which are comput-
erized and available, show when the most recent contact with a
delinquent borrower was made?

Mr. Hanson. Not as a computer report, no, sir. The county office
would have that kind of record.

Mr. Naventon. The same would be true of when the last physical
inspection was made of a property on which payments are delinquent ?

Mr. Haxson. Yes, sir.

Mr. Navearon. We have already been over the delinquent loans
which involve transferees rather than initial borrowers where the
transferee becomes delinquent. He is not separately identified ?

Mr. Hanson. There is no separation ; no.

Mr. Navenrox. Just a very few questions on the St. Louis center.
Would you provide for the record the number of personnel that are
out there and the nature of the computer equipment ?

Does the St. Louis center process only for Farmers Home Adminis-
tration or also for other USDA agencies? :

Mr. Erviorr. I can answer that right now. Tt is a Burrough’s 3500
computer. It is under the Department’s operation. They service us
solely and they process nothing else but Farmers Home activities. We
added in April another Burrough’s 2700 to augment our computer
power.

Mr. Navenron. How efficient do you think that eperation is? Are
there significant tasks which are performed manually out there that
might be done by the computer more efficiently ?

Mr. Errorr. The answer to that question is, yes. We have supplied
for the record our conversion of manual operations to computer
operations,

A piece of background is essential though. When it started out. it
had about 100,000 records and about $1 billion worth of loans. In abont
5 years they got their first computer out there with their accountants
and with the background of their people—well, they didn’t take
maximum opportunity provided by the computer. This has been part
of our problem of getting a system that can accommodate 10 million
borrowers and $13 billion worth of outstanding loans,
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Mr. Naventon. Do you anticipate that you will eventually be able
to make substantial personnel savings?

Mr. Eruiorr. T won’t use the word “substantial.” T expect to make
some by maximizing our computer operations. Any that I do maxi-
mize on, I hope to put the people where we need them, and mostly in
the field. '

Mr. Naveuron. I want to cite one example of something I think you
might be able to improve. You have a quarterly report which shows
the number of delinquent borrowers in each county and the percentage
of the total number of borrowers that are delinquent. The problem
is that that particular report is printed in two thick books. You have
to look up the number of borrowers in one book and the percentages in
another. There are all kinds of blank spaces in between.

Mr. Erviorr. We are quite aware of that problem. We are taking
many management improvement actions as the result of discussions
last ‘year and our own knowledge of the finance center’s problems.
And we, as you know, and I pointed it out yesterday, did have Me-
Kinzey review it and come up with recommendations, which I said
I would be delighted to submit for the record.

Mr. Naverrox. Mrs. Welch in our office would give you a vote of
gratitude if you had just one book instead of two so she doesn’t have
to go through and copy the percentages.

Mr. Errzorr. We could run a popularity contest both with the sub-
committee and also at the county level, too.

Mr. Naverron. Do you have any specific procedures requiring
county supervisors and county personnel to make a physical check
on the property or to contact the borrower after a loan has been de-
linquent for any period of time.

Mz, Hanson. Well, the county supervisor operates on his work plan
and of course part of that is to check his delinquent accounts. Now,
if an account is delinquent for the first time, it may not appear on his
work plan immediately. But, if it shows up delinquent after 3 months,
let us say, then that is going to be one that he will probably go out
to visit. Now what the procedural requirements may be——

Mr. Erwern. Mr. Naughton, we do check a delinquent account and
physically review the property to see that the security is being main-
tained. In an account that is not delincuent, we do not necessarily
inspect it unless there is some knowledge that an inspection 1s
necessary.

Mr. Navenron. How long can a supervisor go without either check-
ing the honse or contacting the borrower when a loan is delinquent
withont violating instructions that you have issued? Ts it mandatory
he make an effort to make the contact or make that inspection after
3 months, or ean he go for a year without violating a speeifie
instruction?

Mr. Erwrerr, I believe our instructions are that when the account
becomes delinquent—and I am not certain, Mr. Naughton, that there
is any required 30 days or 90 days—the county supervisor is expected,
as soon as possible., to make the inspection of the property.

Mr. NaverTon. Well, on the average, how long does it take and what
would the maximum period be?
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Mr. Erwerr. T would say a reasonable period of time would be 30
to 60 days to make this type of inspection.

Mr. NavenTon. Do you have any records indicating whether or not
those inspections have been made within that period of time?

Mr. Erviorr. We do not. The other point is, we have established a
specific cutoff time when a loan will be determined delinquent. for each
type of loan in a county office. We will provide the county office with
this delinquency list. The county personnel will establish their work
plan to service these delinquent accounts. This system should improve
the work planning and efficiency in the county office. We already have
the system for the housing delinquencies on a monthly basis. We
started that as of June 1. We will have the rest of them, hopefully,
converted to an exceptional delinquency report by December 31. Then,
work plans will operate based on delinquency accounts. The county
people will be expected to attend to the business of delinquencies and
not worry about the paid up accounts.

Mr. Navenron. Aside from those cases where it is really just a late
payment and they come in a few days late and make it, do you have
any information as to the number of loans which have become seriously
delinquent and that eventually become defaulted as compared with
the number where the borrower overcomes that delinquent position
and pays back up?

Mr. Hansox. Micht T comment? The district director is required
by our procedures to review county office activities including problem
loans once every year. At that time they get into great detail as to
what is happening with problem accounts, and delinquent. accounts
are included into this. Now we do have, of course, a record of fore-
closures underway. As a matter of fact, the fizures that have been man-
ually put together for us on that, show that as of January 10 there
were 1,384 foreclosures in process, for example.

Mr. Navanron. What I am trying to do is to find out what the odds
are that a borrower who has become 6 months delinquent is likely to
pay up and become current as compared with the odds he is likely to go
into total default ?

Mr. Erviorr. Well, let me see if I can answer that. As T pointed ont
last year, T was new to this. This year we are converting to monthly
payments.

To answer precisely that question from a management viewpoint,
we will have that by December 31. We will have better work plans.
In other words, I am 6 months short of answering your question
completely.

In the housing area we are current and we are insisting that the
delinquencies be monitored more closely becanse we are reporting
them on a monthly basis for the first time. We took heed of the con-
cerns of this subcommittee, and our concern that we did not have a
responsive system so we put it on a monthly basis. We do now and will
have for all of the loan portfolios what you were pointing out last
year and precisely the question you are asking today.

For the housing, we are on course, but for the rest of the loans it will
be by December 31.

Mr. Navenron. Tt is my understanding you issued regulations
using some authority which has been on the books for a number of
years but never utilized allowing for a moratorium on principal and
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interest payments to borrowers who, through no fault of their own,
are unable to make payments on a current basis. How do you deter-
mine whether or not to try to go along with a borrower who is delin-
quent and try to get him through or to go to liquidation action*

Mr. Ertiorr. Well, that is the counseling that the county people
do on a continuing basis for delinquent accounts. When they refuse
to pay up, they decide that. For a long while we carried people quite
some time beyond an acceptable period, if you look at all the loan
portfolios.

The point is, this is what the county people do with their delinquent
accounts. If it has become hopeless in their judgment, they will go to
liquidation, but that is the reason for setting up parameters, that is,
taking that pressure off them to make that judgment.

When the moratorium problem came up, we put a regulation out
on the moratorium because that was an essential requirement.

As to the judgment on a moratorinm for an individnal beyond his
control, that again will have to be the county offices’ judgment as it
has been to date on delinquencies and the decision to foreclose.

Mr. NavenTox. Do you generally operate on the theory that if a
borrower is doing his best to make payments but simply cannot do it,
if his family is going to eat, that you will go along with him as best
you can as compared to someone who isn't really trying?

Mr. Erutorr. The answer is, yes, because the Farmers Home Ad-
ministration has in its legislation a social objective of trying to help
these people to the extent that you ean both in counseling and in pro-
viding them an adequate home. While it may vary from person to
])erson. the county supervisor does try to help the person improve
\is position so that he can stay in the house.

Mr. Guivor. May T just make a brief statement? We have a suit
against us specifically pertaining to this regulation that you have
cited, and insofar as any statements here could be used by the parties
to the suit, we would like very much to hold in abeyance any comments.
We don’t know when the thing is going to be calendared. As a matter
of fact, I am waiting notice any minute. Perhaps Mr. Elliott can
testify as to the procedure that his people have done on the county
level before the implementation of these new regulations——

Mr. Fountarw. I think whenever yon have a situation where a ques-
tion is propounded which could call for a response which might in-
volve a situation like this where a suit is involved, we would expect
you to bring it to our attention.

Mr. Erriorr. I am not referring to this newly implemented section.
T was answering that question of how we have had our county people
handle that problem to date prior to the issuance of instructions
represented by this section.

Our county people have counseled and worked with and carried
people delinquent, if there was any hope to make that person whole
and keep him in a decent house. If the situation becomes hopeless. then
the decision is made that we must go to foreclosure or transfer or
voluntary conveyance. '

Mr. Navarrox. Why don’t we just ask vou to submit for the record
a statement indicating the basis on which the county supervisors make
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this determination as to whether to continue to go along or institute
litigation ?

Mr. Evviorr. Delighted.

[ The information referred to follows:]

‘31 ATEMENT CoNCERNING PAsIs oN WaIcH FMHA OFFICIALS DEcIpE WHETHER OR
Nor To LiQuIpate A DELINQUENT LOAN

Farmers Home Administration’s published policy for servicing loans is to
continue with the loan so long as the borrower (1) has reasonable prospects for
accomplishing the loan objectives, (2) continues to make payments on the loan in
accordance with his ability, (3) properly maintains and accounis for the security,
and (4) otherwise meets the loan obligations in a satisfactory manner. When
these conditions are not satisfied, prompt action is taken to liquidate any security
for the loan and to protect the government’s financial interest.

Procedures hmplementing Section 505 of the Housing Act of 1949 “Moratorinm
on loan payments” were issned to our field staff on July 11, 1974, These instrue-
tions authorize a moratorinm on interest and prineipal payments for seetion 502
and 504 RH loans npon a determination that due to eircumstances beyond the
borrower's confrol, he is unable to continue making scheduled payments without
unduly impairing his standard of living. Cancellation of interest due and payable
during the moratorium  period may also be authorized in cases of extreme
hardship,

Mr. Navenron, Where you have had large concentrations of delin-
quent and defaulted loans, as you unquestionably do in some counties
throughout the country, have any written analyses been made to ex-
plore the reasons? I have been requesting copies of any such docu-
ments for several weeks now and haven’t found any yet, but I thought
Iwould ask that question for the record.

Mr. Hanson. Well, again, Mr. Naughton, I think that I would have
to say as a systematic l)lHlH that you um]d point out and say every so
many weeks or months a report comes in, no. On an individual basis,
yes. On leqlms[s I could say, ves, whenever we see this kind of problem.

Mr. Navarron. I understand that you have problem case reports. I
am talking about something like a situation where you have 50 vacant
houses and a 50-percent delinquency rate in @ county becanse the plant
that was the main source of livelihood for the people working there
closed and they simply can’t make the payments, or in another in-
stance it might be that you had a director that simply was not doing
his job and made a lot of loans he never should have in the first place.
But as of now, I am not aware of any written analyses that would help
to explain just what has happened and why you have gotten into a
rather serious default or delinquency situation in a number of arcas
throughout the country.

Mr. Evwrnn, Mr. Naughton, several years ago we did make a survey.
I think you and I have diseussed this a time or two where we asked
State directors to go back through and pinpeint the reasons for delin-
quency. We did this, 1 reasoning that delinquency is the: telltale sign
of problems. We would be glad to give you a résumé or a report con-
cerning the reasons that were given based on the State directors’ anal-
yses of their easeloads in the States,

Mr. Navearon. We have that in the record of our prior hearing
already. It is interesting,.as I recall it, that out of 10 or 12 reasons
given, practically all of them except one relate to character defects or
misfortunes on the part of borrowers. There is one item there that
would relate to possible inefliciencies or failure to perform their duty
on the part of the Farmers Home Administration personnel.
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Mr. Eruorr. T would aceept that. Again, it requires training and
selection of personnel, and that is indeed a factor.

Mr. Navearoy. But the summary was not too helpful in pinpoint-
ingr specific areas and telling us what happened that led them into this.
1 might also comment that there was a report that came back from
Arkansas that suggested that the reason for the large nnmber of
vacant houses in a subdivision, which had pretty poor condifions ac-
cording to the description we got, was that the borrowers decided that
they would rather move back to the shacks they lived in before and
spend their money on nonessentials. I find that rather hard to accepty
if there has been adequate counseling and adequate sereening in the
first instance.

Mr, Erurorr. Well, I can assure you there is not always adequacy of
counseling on one side or adequacy of understanding on the other side
in the population with which we deal. It is regrettable when we, us
humans, don’t achieve the objectives we are seeking, and I would
accept the responsibility to assure we improve counseling. T wonld
accept the responsibility of trying to get the “best borrower” info the
house initially. But failing that, or failing for whatever the reasons
of the individual borrower, then I seek to protect the Government’s
position.

Mr. Foryrarn. I was going to suggest that you concentrate on the
more important questions that we ought to get into the record today.
I want to vield to Mr. Alexander for any questions he might have so we
can then question these gentlemen who spent the taxpayers’ money to
come up here from South Carolina and Virginia.

We may have to submit other questions to Mr. Elliott and his staff
for the record.

Mr. ALexaxper, I would just like to make one brief observation and
ask a couple of questions, and then we can proceed forthwith pursnant
to the chairman’s statement.

General, T would like to amplify further on the opening remarks
which you made earlier which were in support of the efforts of the
Farmers Home Administration. I, too, support those efforts, but it has
been my observation now for 6 years in the Congress that few people
care about country people. who are really a silent minority. We've
heard about the silent majority and we've heard about the vocal
minority. Well, country people are a silent minority who are sparsely
distributed as well, which, we all know, diminishes their political influ-
ence. It is easy for the Congress as well as the administration to ignore
them, to ignore their needs, and to sweep their rights as defined and
implemented into law by the Congress under the rug.

Tt also makes it easy for them to be the target of political manipula-
tion. I think that political manipulation of these people, who are a
silent minority and who are what I deseribe as the backbone of
America, is a disgrace. I turn very quickly upon that statement to the
situation in Mississippi. I would just like to ask you if you have read
the report of the investigation down there and if you agree with the
conclusion of your OIG report that there was no evidence of political
influence that was used or exercised for the benefit of one Mr. Clark
Reed, chairman of the Mississippi Republican Party

Mr. Evriorr. Well, that is a pretty good question. As a lawyer, you
have the knowledge of a need for evidence better than I. The only
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evidence that T have is what we ask the OIG for; namely, wonld they
investigate the facts. If the fact is not substantiated, I am at a loss to
do anything. If the facts or evidence had in substance been proved in
that report, it would have been turned over to the Department of
Justice for necessary and appropriate legal action. The best advice
I had, Mr. Congressman, was that there is no evidence that I can work
upon to take that course of action.

Mr. Arexanper. Well, T would like to announce to you that T think
we should have some hearings on that particular subject at which time
I may produce some evidence which would be very interesting for your
observation.

Mr. Eruiorr. It is always useful if somebody will provide evidence
for us to pursue. And if pursued in a normal juridical manner and
with due process, we can get an answer.

Mr. Arexaxper. One further thing. I recall back in December when
we just discovered through the proceedings. Mr. Elliott, some of the
goings-on in the State of Mississippi, I received a call from a witness
or a proffered witness in Mississippi—who I don’t know and have never
met—and T requested that the OIG send investigators to talk to that
witness. The witness announced to me that he was prepared to sign
under oath a statement which would be evidence of political influence
and corruption of the Farmers Home Administration program in the
State of Mississippi. I understood that was in progress. I was very
disappointed to learn subsequently that while the two investigators
were there, they received a telephone call from their regional head-
quarters—and I believe that is in Atlanta—and they were called off
of the investigation. Now, are you familiar with that?

Mr. Evruiorr. No, sir, I am not.

Mr. Arexanper. Now is not the proper time to go into that, and T
think maybe at a later date we will need to bring those two investi-

ators to this subcommittee and hear what they have to say under oath.
fwon]d like to pursue that at the proper time.

Mr, FounTain. In the meantime, since he said he didn’t know about
it, you may wish to submit to him, Mr. Alexander, any information
you think would be helpful to him to make his own investigations.

Mr. Arexanpgr. I would like to say this. I think that General Elliott
is a sincere, dedicated, and honest man, and T mean no reflection on
him as an individual or his efforts to administer this program. We
are all limited when we depend on other people for assistance and
for advice. I had to ask that question because I felt that you did not
have all of the facts before you, and I feel compelled in that event
to assist you in providing those facts for your consideration, Mr.
Elliott,

Mr. Exiorr. Sir, if you will develop those facts for me, T will pursue
them in the manner by which we determine justice based on evidence
and based on facts. I will turn them over to the General Counsel for
determination as to whether they go to the Department of Justice for
appropriate action.

Mr. Arexanper. Well, it may be that you don’t have fraud. Tt may
be that all we have is gross political influence. T am sure that the
general would be in a position to evaluate and distingnish between the
two. I am not making any statements that there is evidence of criminal
activity at this particular time. I hope you understand.
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Mr. Navcrron. These questions will be addressed primarily to Mr.
Brooks and Mr. Goodling, who are the State directors of South
Carolina and Virginia, respectively.

Mr. FounTain. Let me say we are delighted to have you two gentle-
men with us. I hate to take you away from your homes although you
may have wanted to visit Washington at this time, but I am sure you
already know what is going on here without our commenting on it.

Mr. Naveuron. One of the reasons that the State directors from
Virginia and South Carolina were asked to be here for these hearings
is because, despite the fact that the loan volume in Virginia and in
South Carolina is fairly close—it is somewhat larger in South Caro-
linn—and in some respects the populations are not too different—
there is a very significant difference in some of the statistics as to their
operations.

For example, as of the most recent report we have, it was indicated
that there are only 12 houses in inventory in the State of Virginia of
which only 3 are vacant whereas in South Carolina—and I am not
cortain of the exact number—but, by my count last night, there were
512 houses in inventory which were vacant and certainly some more
which were not vacant.

On the other hand, in terms of the number of liquidation actions
taken or in process based on some unofficial statistics that were obtained
by Mr. Johnson in Virginia, it shows in Virginia, as of around March,
there had been 32 foreclosures during 1973, there were 25 more in proc-
ess and there had been 5 voluntary conveyances in 1973 for a total
of 62 liquidation actions. The comparable statistics in South Carolina
for 1973 were 175 foreclosures, with 964 foreclosures in process as of
March of this year. There were 125 voluntary conveyances in 1973
for a total of 1,264 liquidation actions in South Carolina as compared
with the total of 62 in Virginia.

On the other hand, when it comes to the number of delinquent loans
in Virginia, there are 3,543, or 15 percent, as of March 31, according to
a report from the finance office. South Carolina had reported 3.033
for an 11 percent rate. T wonder if you gentlemen could give us any
enlightening answers as to why there are these tremendous discrepan-
cies in the statistics?

Mr, Fountamy. Do you want to go first, Mr. Goodling, or do you,
Mr. Brooks?

Mr. Navenron. Well, Mr. Chairman, Mr. Brooks has the most
houses on hand and

AMr. Brooxs. In South Carolina we have had our highest volume in
rural housing loans between 1971 and 1973 and now those houses where
we are having failures naturally are to be serviced. The liquidation ac-
tions. the transfers, and so forth, are numerous, and the reasons are
many. :

Probably the greatest cause of delinquencies and problem cases has
been that things have changed for our people since the loan was closed.
Electricity has gone up and we have had inflation and an increase n
food and taxes and so forth. It has wiped out much of their repayment
ability and they have problems. Therefore, we are in the process of
working with these people in voluntary transfers and, in some cases,
foreclosure.
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Mr. Founrain. Back to the problem of inflation again. Inflation is
hitting people in this income bracket worse than any other segment of
the population. ;

Mr. Brooxs. When their repayment ability is wiped out. we do have
a problem. When we made the loan, they had repayment ability. We
believed that and that was our judgment when the loan was made.
But that has been changed sinee the loan was made.,

Mr. Naveuron. Mr. Goodling, should we assume from the very low
number of houses you have in inventory that you don’t have the prob-
lems that Mr. Brooks has just mentioned ?

Mr. Goobrixg. T think the comparison of the two States is a rather
difficult thing. I can only say that Mr. Brooks got started in a very
ambitious way quite a bit prior to Virginia. I was aware that Mr.
Brooks was making a lot of loans, and T was wondering why it wasn’t
happening in Virginia. We geared our program through a lot of inno-
vations to get to the point we are today. Hopefully. the mistakes or
the problems that resulted from his program will help us in Virginia
to prevent a lot of these things.

I think the economic situation, the income levels. in the two States—
and this is pure speculation on my part—is quite different and I do not
foresee for some time this problem in Virginia. We have tremendous
growth. We have a tremendous economy. We have a lot of people mov-
ing into the State and at this point in time, when we have a house that
becomes vacant or becomes seriously delinquent or other problems
oceur, we have possibly two or three people that are eligible and stand-
ing in line to move into that house.

Looking ahead, T see this situation for several years. We have many
snbstandard houses and many people looking for homes in Virginia. T
think the figure of the study was that we had 300,000, So we think that
down the road for several years we will be able to transfer people into
these houses that we have an inventory for. I think these figures will
stay over for a long period of time.

Mr. Navearon. You have an almost unbelievably low number of
houses in inventory and T think only three of those were reported as
vacant. However, in some counties you have an exceptionally high rate
of delinquency. Tn Kine and Queen County, for example, it is indicated
that there are 148 active borrowers. Fifty of them—or 34 percent of
those loans—are over 6 months delinquent. Tn King William County
vou have 98 loans and 24 over 6 months delinquent for a 25-percent
fienre. In Isle of Wight County. out of 487 loans, 80 are reported to be
delinquent for more than 6 months. That is 17 percent.

This seems to be a pattern in Vireinia, that is. that vou have a much
higher percentage than South Carolina of long-time delinquent loans.
How many of those houses would you estimate are vacant that are
shown in your records as delinquent more than 6 months?

Mr. Gooprixa. I think we have a very low number of vacant honses.
T think our figure—and the staff and T diseussed this last nicht—well,
we think if you combed the State you could not find more than 24
vacant houses.

Mr. Naverron. Have you asked vour county offices—well, not vonr
county.offices, because an office usually serves two or three connties in
Virginia—but have you asked your local offices to report to the State
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office on the number of vacant houses that they are aware of in their
office area that are vacant and that have not been taken into inventory ?

Mr. Goobrine. The report you have before you we supplied last
week, and we asked them thig question. And, of course, the ones in in-
ventory—uwell, no, specifically we did not ask how many there are.

My, Naveiron. These ave two different questions. Could you do
that?

Mr. Gooboring. We could do that,

Mr. Founrtain. Do you want that done in both States?

Mr. Navewron. Well, I think it might be helpful. Do you have such
a figure for South Carolina, Mr. Brooks?

Mr. Brooxs. We don’t have an accurate figure. We will need to
work on it.

Mr. Navamrox. OK.

[ The information referred to follows:]

Vacaxt Houses Nor IN INVENTORY IN VIRGINIA AND SouTH CAROLINA

The Virginia State FmHA office subsequently advised that a survey of connty
offices had disclosed a total of 133 vacant houses in which FmHA had an inter-
est, of which five were presently in inventory and seventeen were in the process
of being transferred to new owners.

The South Carolina State FmHA office subzequently advised that counties
had information in their files concerning vacant houses not in inventory, but
total fizures were not collected at the State oflice.

Mr. Navearon. What is your judgment, Mr. Brooks, as to the num-
ber of vacant houses not in mventory compared with the 500 or so that
you have in inventory ?

Mr. Brooks. We do not have that number. We know there is a num-
ber but the exact number we do not know. We could find it out.

Mr. Founrain, This system of monthly reporting ought to be able
to help you find a lot of that information.

Mr. Evvrorr. This is what we have been trying to do in order to be
able to provide accurate data. We all recognize we need it. You have
pointed it out to us, Mr. Naughton, and your subcommittee has. I
expeet to have that system in operation to provide just this kind of
management information and control. It has been one of our ongoing
E?ﬂul!h.

Mr. NavenroN. Would vou say, Mr. Goodling, that you have a less
aggressive policy of liquidating loans. Is that part of the reason per-
haps why you have fewer houses in inventory ?

Mr. Goobriva. Less aggressive? On the contrary, we would prob-
ably have a more aggressive policy.

Mr. Naverron. bn liquidating ?

Mr. Gooprang. Yes. Yes, we have a different situation than Mr.
Brooks has also.

Mr. Evviorr. This is a point I would like to stress. Mr. Brooks
should point out, if you haven’t, that judieial foreclosure is a require-
ment in the State of South Carolina and it makes it much more difli-
cult sometimes. Sometimes it takes 12 to 18 months in order to process
the property under that. In various States we have a lot easier propo-
sition. When a person is in default, you don’t have to foreclose. You

can voluntarily convey. You can do a lot of different things under the
State laws,

47-194—75
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Mr., FountaIn. You also may have to have a judicial foreclosure?

Mr. Brooks. This causes an accumulation of your statistical infor-
mation here of delinquencies, vacancies, and

Mr. Guixor. Mr. Chairman, a comment on that point, which is a
very important thing and should be borne in mind. In the Soulhmst—
ern United States there is a trend now in the courts after the decision
of a case with the title of Law v. the United States, to the effect that
nonjudicial foreclosures are under fire. The Department of Justice did
not agree that this case should have been appealed because it was not a
good case on the merits. We are right now under the situation where
title companies are not going to insure title in States such as Georgia
and I believe South Carolina, if we acquire the property under a non-
judicial foreclosure procedure. So we are having to put all of these
liquidations once again under the judicial foreclosure process and of
course the U.S. attorneys are busy and have a lot to do and this is not
really the most exciting legal work to do. So you will find that these
figures are going to increase, as the result of that specific case.

“We have a companion case in Mississippi coming up which may give
us the capability of appealing the thing and getting the matter re-
solved, but this should be borne in mind as we look at these figures,
They will be going up in the next few months.

Mr. Founrain. Does advertising before the sale takes place bring
in many payments?

Mr. GoopriNe. Quite a few, yes.

Mr. Avexanper. Mr. Chairman, just one question for Mr. Goodling.

Mr. Goodling, one of the problems in Arkansas that has produced
abandonment and delinquency and inability to acqlul‘e a new buyer is
a quality factor—a lack of quality, a rapid deterioration in the homes.
Would you say that you have a high quality home that is produced in
the State of Virginia? If so, to what extent does that contribute to
your high occupancy rate ¢

Mr. Gooprina. I think there is no question that we are real proud
of the quality of our houses that we have in the State. Obviously in
several cases when we have poorer applicants and the house is de-
teriorated, we have to change it, but we make subsequent loans and
take the house in inventory and we repair it and resell it on the
market.

I would certainly invite you, if you have an opportunity, to come
down and see our program. I wish you would. I would like to take
you on a tour. We are totally proud of what we have done in the State
of Virginia. We have a lot of marginal programs and we have a lot of
stick-built houses, but the houses are generally of good quality. They
are not 100 percent, obviously. We don’t have all good builders.

But, in general, obviously, to transfer a house, vou have to have
something that is livable and attractive. Generally for maybe $1,000
or $1.500 we can do this type thing.

Mr. Arexanper, Well, 1 -wr-opt You don’t have any around Fairfax
County. do you? I would like to sell.

Mr. Goopr.ixe, We have one house in Fairfax County. We have some
in Fredericksburg and over in the valley. I would love to show you
what we have.

Mr. Arexanper. I am not so sure of the houses they sell in Fairfax
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County, incidently, for $75,000. I am not so sure that they would meet
your specifications.

Mr. Navenron. Mr. Goodling, I am sure you are acutely aware of
the problems that you have with the Suffolk office. And in view of the
very low number of houses in inventory and the fact you are aware
of almost no vacancies, I should point out that it is my understanding
that a gentleman who was temporarily acting as county supervisor
down there in November of last year reported that in the Suffolk of-
fice area there were 88 borrowers who had paid nothing since obtain-
ing their loans. Further, and in addition to the 88 notﬁin paid bor-
rowers, he indicated there were 387 borrowers who had paid from 1.6
percent to 73 percent averaging approximately 40 to 50 percent on the
amount due for 1973. In addition, the gentleman stated that there were
20 known abandoned houses and there were no doubt numerous others
in the 88 borrowers listed in item 1 where immediate visits and fol-
lowups should be made to protect the Government’s interest.

Can you comment on what the situation actually was down there?
Did these 20 abandoned houses exist ?

Mr. Guixor. Counsel, as concerns this particular area, we have a
man under indictment that should be tried in the next 2 or 3 weeks, I
think we should tread a very careful line

Mr. NaveaTON. Let me say as to the questions here, we understand
a former supervisor—not the gentleman who wrote this letter—is
under indictment on grounds of alleged forging of checks. These ques-
tions are not related to that charge at all and should not be construed
in any way as involving the guilt or innocence of the man on that
charge.

Mr. Guivor. T am sure of that. However, some of the questions yon
may ask may have arisen during this gentleman’s tenure, I am just
concerned we should tread a very careful line in the questioning.

Mr. ALexanper. Mr. Chairman, it also could affect the credibility
of the gentleman and subject him to being impeached on cross exami-
nation if we develop testimony here that would tend to undermine or
impeach his credibility as a witness,

Mr. Guixor. Thank you, sir. That is another reason.

Mr. ALEXANDER. Yes.

Mr. Fouxrain. Well, when we ask for facts and information, you
can give us the benefit of your thinking as to whether or not the sub-
ject matter or the information you are giving would in any way have
any impact on that.

Mr. Guivor. In addition to that, sir, T understand there are some
special investigations being conducted at the present time in the State
of Virginia which may, I think, have some relevance to what the
testimony might be in the case of Suffolk County.

Mr. NaverTon. Let me ask you this. How many vacant houses are
there in the Suffolk office area at the present time?

Mr. Goopriva. Well those in inventory, as you see from the statisties,
are none, I would say——

Mr. NavGHTON. BO you have any vacant houses that are not in
inventory ¢

Mr. Gooporina. There is a possibility we have a few—Ilike less than
five. This is pure speculation.
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Mr. Navenrox. What did the Suffolk office report to vou as the
number of vacant houses at the present time?

Mr. Goovriye. Well, T said we did not have the figure of vacant
houses that were not in inventory.

Mr. Navenron. I see. You are going to get that?

Mr. Goopring. We are going to supply that for von, right.

Mr. Naverrron. What can vou tell us about the operations of Wind-
sor Development, Castle Development and associated companies in
Virginia? It is my understanding a gentleman by the name of Nathan
H. Cohen was nssociated in some fashion with those enterprises.

In order to identify Mr. Coohen, he was convicted, or pled guilty a
few years ago to an operation involving fradulent activities in the
home improvement hnsiness under the name of Monarch Construction
Co. in the District. of Colnmbia.

It is my understanding, although I don’t know this as a matter of
fact, that nnder the terms of his sentencing he was instructed not to
engage in the home improvement business. If is also my understanding
that he has been active in some capacity in Virginia and to some ex-
tent in other States in selling homes under FmHA financing.

Mr. Goonring. T think very briefly T can tell vou about Windsor
Builders. T would say at the outset that if T had one builder that came
before us in the 4 years that T have been State director down there.
this is one T wonld not have wished for. but as you know, you can’t
win them all. Windsor Builders came to us in late 1971. T had no
knowledge that Nathan Cohen was in any way or shape or form in-
volved. As a matter of fact, I never heard of Nathan Cohen.

Ve needed a mass producer at that time. We wanted to build houses.
We had a lot of demand for houses. So it was the type of thing that
we needed. Tt was a company out of Newark or Wilmington, Del. We
looked into them. We looked at their financial situation. They had an
adequate stafl. It looked like they could do the job we wanted.

They didn’t do a very good job for us. The quality of workmanship
and response to complaints deteriorated as the number of honuses con-
structed increased. In 1972 we ran into this awareness that Nathan Co-
hen was in some way involved with these builders. It was a story that
came out of the Norfolk Pilot.

Very briefly, T ealled all the participants after that and Windsor
Builders and we interviewed them and T was assured that Nathan
Cohen was in no way an officer or participating in this thing in any
management way or as an officer. At the time he assured me that he was
rot on sny hlack list as far as he knew. T checked this out with the
Federal housing and our national office and he was definitely not on
any list. As he pointed out to me. he said he had to make a livine. Te
owed $600 a month for the wrongdoings. He was exonerated as T un-
derstand it. He was convicted but he was not put away so to speak.
So he had a right to make a living, and we questioned whether we had
the right to deprive him of that.

So under these conditions we went on and then subsequently we had
some problems with Windsor Builders. We brought them up and even-
tually we, in the last year, have ruled that in any shape or form. any-
one connected with Windsor Builders in‘any way cannot build any
hounses in the State of Virginia.

Mr. Navenron. Was the basis for that particular ruling based on
your experience with them ?
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Mr. Goobring. The ruling was based on some followup to their
buildings, which was a little bit shoddy, and we didn't feel they were
doing the type of job we had asked them to do in following up on the
work they had done.

Mr. Navemron. Do you have any information as to the number of
loans which have been defaulted or are seriously delinquent involving
housing which was built by this group of individuals?

Mr. Gooprixa. I have no statistics. I think it probably was an aver-
age of all of the other loans in that avea. They only built in two areas.
They built a total of 212 houses for us.

Mr. Navenaron. Do you anticipate that there will be a loss to the tax-
payers in connection with the houses that have been built?

Mr. Gooprine. I do not. I think their houses, they were modular
houses and were as adequate as most of the other houses we built in
that area.

Mr. Naveuroy. Did you have any situation in which borrowers
never moved in after the loans were made?

Mr. Goopring. T think in some eases. I think some of these things
are relevant to this investigation.

Mr. Guwvor. Counsel, there are certain investigations going on in
Virginia and these are areas being covered. But I wonld like to make
a comment for the record, insofar as testimony given by Mr. Goodling
a few seconds ago is concerned. He said words to the effect that he has
given orders that no one involving this company is to build any houses
in Virginia. I would like to qualify that someéwhat.

In essence what Mr. Goodling is talking about is a possible debar-
ment of a contract.

We have a very strange situation with the people that build houses
for the Farmers Home Administration because we don’t have a one-to-
one contractual arrangement. with them. You see these folks build
honses for a borrower who borraws fram us. So, actually, we don’t have
a direct link with them. So, we have to be very careful when we falk
about debarment. T am sure Mr. Goodling did not in any way mean
to state they had automatically debarred these people.

In the instructions that we have—and may T add that the instruc-
tions ean be found in the Code of Federal Regulations—the process we
have requires Mr, Goodling to make a determination as to suspension
or debarment and then that determination is subject to appeal hy the
administrator. T am sure he is referring to the first step in the debar-
ment procedure. if any is being considered. T would hate the record
to show that he has automatically debarred these folks without follow-
ing the regnlations we have for that puirpose.

Mr. Naverrox. Well, let me ask that vou provide miore details
for the record, Mr. Goodling, concerning the extent of these details
as to what the experience has been on these loans in terms of the de-
linquency status, the default status, and the nature of the complaints
and so forth.

Mr. Gooprane. Fine.

[The information referred to follows:]

Vacant Houses I8 SurroLk, VIRGINTA FMHA OFFICE AREA AND PROBLEMS
Isvorvixg OPERATIONS oF Wixnsor HoMes, Ixo.

Vacant bouses in Suffolk.—At present there are fourteen vacant honses in the
Quffolk area and five of these are being actively processed for transfer.
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Status of Windsor Homes, Ine., constructed houses.—The number delinquent is
134 and 26 of these can be considered as having defaulted on their Toan. Approxi-
mately 50 percent of the houses constructed by this company initially had com-
plaints; however, most were of a minor nature and easily corrected. The delay on
the part of the contractor aggravated the situation with the owners and FmHA.
Very few (8-10) owners have active complaints foday and a portion of these
may end in legal proceedings. The major complaint is the failure to complete a
subdivision road to standards required by the Virginia Department of Highways.

Mr. NavenTon. T am sure you understand that no one is suggesting
that you can say to a man that we heard some unfavorable publicity
about you and therefore we will not do business with you. On the
other hand. is it fair to say that you can and should devote your lim-
ited resources to watching very carefully people whose past record
may indicate that they need more watching than others?

Mr. Goobring. Certainly, and we certainly do that. We do it at every
point.

Mr. Navenron. Mr. Brooks, how bad are your inventory problems
in South Carolina? You have about 500 houses in inventory. What do
vou think the market is for selline those homes? Are vou going to be
able to get rid of most or all of these 500 by the end of the year,
realistically?

Mr. Brooxs. Most of the ones we now have ready for sale will move
bv the end of the year. During that time there will be others that
become vacant. Tt is a process we are involved in. Tt isn’t static. There
are a few pockets of poverty, or whatever you want to call it, where
there are low-income families where repayment ability is difficult and
it is diffienlt to sell the homes, but there is no one county where that
exists. Tt is just a part of a county or maybe just one subdivision in-
volved here,

So. in answer to your question, yes: the houses are moving in South
Carolina with a few exceptions of little pocket areas.

Mr. NavenTon. To what extent would you judge that these vacant
houses are concentrated in individual subdivisions, with 15 or 20 in a
sinole'subdivision ¢

Mr. Brooks. They are not that high. They are concentrated in sub-
divisions, but they are small. They are maybe not more than 10 or 12
on the smaller divisions.

Mr. NavenToN. About what percentage of that 500 houses would
you say are in groups of 10 or more in a single subdivision ?

Mr. Brooxs. A very small percentage. In fact, T think we only have
two subdivisions in South Carolina with more than 10 vacancies in
that subdivision.

Mr. NavarToN. Are there any instances in which one builder may be
involved in a large number or a fairly high percentage of defaulted
loans?

Mr. Brooks. In those two particular cases, it would be that the
builder built the houses in those subdivisions.

If you are talking about the State as a whole where there are build-
ers in volume, there is no particular builder that I know of, that we
had that much problem with before it was corrected or we were aware
of it. It is more of a general condition. We use many builders. We use
hundreds of builders.

Mr. Navenron. To what extent, in your judgment, have poor living
conditions, which have been deseribed in our earlier hearings such as
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septic tanks that don’t work and the sewage backs up into the bathtub
and so forth, been a factor in creating these vacant houses?

Mr. Brooxs. It has been a factor. To what degree, I do not know. If
the septic tank does not work, no one wants to live there unless it is
corrected. We have corrected this sort of situation.

However, we are in a situation in our State where our low country
is flat and we do have problems, and generally always have had, with
septic tanks.

Mr. Naveuron. In your judgment, proportionate to the number of
Joans involving each type of housing, have you had more difficulty or
Jess difficulty with defaults and delinquencies in manufactured homes
as is compared with the conventional homes?

Mr. Brooks. I can really see no difference. In some situations it will
be one and in some the other. With stick built or conventional built
we have had problems with consistency in quality of materials. It is
better on that score than on manufactured homes or the other types.
On the balance, I see no real difference.

Mr. Navearon. Do you have any judgment as to whether the losses
suffered on resales, that is, the average loss or gain, is likely to be more
or less for one type of housing than the other?

Mr. Brooxs. 1 do not anticipate it. I think it will be fairly close and
a pretty good balance.

Mr. Naveuron. Have there been any significant problems in South
Carolina involving multifamily housing ?

Mr. Brooxs. Of all the loans we made, I think we only have one with
a problem. T would like to ask Mr. Willie A. Collins, chief of housing,
if that is correct.

Mr. Corrins. That is correct. We only have one that had any prob-
lem and that has been a problem primarily in occupancy.

Mr. Brooks. I would like to say that our program in multifamily
housing has not been large compared to our individual ownership, our
502 program. And as Mr. Elliott told you yesterday, he indicated that
we want to emphasize this as an approach to reaching low-income fam-
;illie; We should have and anticipate having a greater activity in this

eld. "
Mr. TrHoMmPpsox. Are the reasons known for the occupancy problems?

Mr. Brooks. The information that I have indicates that it is a man-
agement problem.

Mr. Naverrtoy. A little while ago you indicated, T believe, that the
foreclosure procedures are simpler and more rapid in Virginia than
they are in South Carolina, yet it appears that the foreclosure proce-
dure has been used to a much greater extent in South Carolina. I would
rather expect that the opposite would be true—that where the fore-
closure procedure was the easiest, it would be used more often. Do
either of you have any explanation as to why the reverse seems to be
true in the statistics we received?

Mr. Goopraxe. I have with me a management specialist, Mr. Obe-
diah Baker. I also have Mr. Marion V. Baker of our staff who is hous-
ing chief. I would like to ask Mr. Obediah Baker to speak to thaf.

fr. Baxer. Mr. Naughton, in the State of Virginia we exhaust all
liquidation alternatives prior to going to foreclosnre. This is pri-
marily the reason that our local count is relatively low compared to
South Carolina. By the time we have exhausted all alternatives avail-
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able, in most cases, we have managed to liquidate that account, Often-
times we resolve our problems through transfers either to eligible
transfer applicants or to noneligible.

Mr. NaveaToN, Do vou have any figures as to the extent to which
transfers have been made to borrowers who in turn become delinquent ?
What is your experience ?

Mr. Baxer. No. sir. Now, when we make a transfer. it does not
necessarily mean that the account will be current after the transfer is
made,

Mr. Navenron. What about King and Queen County? You have
apparently 50 loans delinquent over 6 months out of a total of 148,
What happened out there?

Mr. Goopring. That is an area of high-minority and low-income
people and the income hasn’t been as good as it has'in others. T would
have to say also that T guess the fact that since the SUpervisor was
in the process of quitting, which he was. apparently things slipped a
little further than I thought they had. But T think it is an income
situation. We have now transferred another individual in there. These
areas that come out of this report, these five specific areas, are areas
we are going to look into and hit. They are low-income areas. They
are real problem areas to start with though. Apparently we are going
to have to give more attention to the loans in this frea.

Mr. Founrain. T might say before we break that T have a number
of questions, which we can’t possibly get to. T am going to sugoest
that Mr. Naughton confer both with the national witnesses and the
South Carolina and the Virginia witnesses and submit to thern a list
of questions for which we would like vou to prepare answers for
the record, so that our record will be complete in these areas. We wonld
like to get information on it. If we do, we may be able to avoid bring-
ing vou back at some later date.

[ The question and answers appear in app. 20, p. 446.]

Mr. Founrar~. T regret that we haven’t had time to go into a little
more detail in the questioning with respect to some of the things which
I think Mr. Naughton submitted to you and indicated that we wonld
be questioning you about. However, T think he has covered some of
the key questions for our record purposes.

Do you have any other questions?

Mr. Navenrown. I was going to suggest, Mr, Chairman, we might
include in the record or at least in the appendix a suggested question-
naire that was submitted to Mr. Johnson in July requesting that eer-
tain types of information about problems at the county level be sub-
mitfed, along with the responses.

Mr. Fountarv. If there is 1o objection, that will be done.

| The information referred to appears in app. 21, p. 465.]

Mr. Fountain. We appreciate you all making yourselves available
and I hope that these two brief days of hearings, both yesterday and
today. will be thought provoking and will enable all of us to have
a little clearer conception of not only our responsibilities but of things
we may be able to do to make the program an even better one and
meaningful not only to the people for whase benefit the legislation was
passed and the funds made available, but also to the taxpayers of the
Nation.
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Anything else you wish to go into?

Mr. Erviorr. No, sir. We appreciate the role of you and your able
counsel and the subcommittee. We appreciate the manner you have
also presented it. It is constructive and useful.

I suggest perhaps you not only are from North Carolina but are a
gentlemen who has had experience in Missouri. You got our attention.
We propose to take the necessary actions, and I hope the gentleman
from Arkansas can recognize that we are a silk purse all the way.

Mr. FountaiN. Thank you, very much. The subcommittee stands
recessed, subject to the call of the Chair.

[Whereupon, at 12:30 p.m., the subcommittee adjourned, to recon-
vene subject to the call of the Chair.]
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Arpenpix 18.—Lisrary or Conaress ReporT oN Ruran Housing
Procrams—A Procress Rerorr

Inadequate housing is one of the most serious problems of rural America. Of
the 20 million households in rural communities, almost 2.5 million lacked com-
plete plumbing at the start of the 1970s. Much of the rural housing supply con-
sists of older structures—almost half of the occupied units are of pre-World War
11 vintage. As in urban areas, bad housing is associated with low income. Four
out of five families without full plumbing facilities in their homes had incomes in
1969-of less than $6,000 and more than half had deep-poverty incomes of less than
$3.000. A disproportionate number of elderly people occupy inferior shelter.

In recognition of these problems, the Congress has enacted a number of pro-
grams designed to improve the housing of rural families. Since 1968, when a num-
ber of housing programs were created or expanded by the Congress, there has
been a measurable inerease in the volume of federally-assisted housing made
available to American families. For the country as a whole, the bulk of the aid
has come through the Department of Housing and Urban Development. For rural
households, particularly those living in places of less than 10,000 population, the
most relevant housing programs have been those administered by the Farmers
Home Administration (FmHA) in the Department of Agriculture.

This paper is a status report on housing programs of the Farmers Home Ad-
ministration. It provides information on the major rural housing programs
administered by the Federal government. Attention is directed to performance
of several programs in light of announced efforts of the Administration to de-
emphasize new housing production and to place greater reliance upon existing
housing and rehabilitation of older units.

HOUSING PROGRAMS OF THE FARMERS HOME ADMINISTRATION

Information has been gathered on the following programs authorized under
Title V of the Housing Act of 1949, as amended :

Low-income housing loans to individuals (Section 502) ;
Moderate income housing loans to individuals (Section 502) ;
Rural rental housing loans (Section 515) ;

Housing repair loans (Section 504) ;

Farm labor housing loans (Section 514).

Most of the housing loans made by FmHA enable rural residents to build or
purchase an owner-occupied single family house. Such loans are repayable in
not more than 33 years and bear interest at or near the market level. The rate in
force in April 1974 was 8% 9. Some purchasers with lower incomes receive inter-
est credits to bring effective interest rates down to as low as 1%. In accordance
with FmHA practice, these interest-credit loans are referred to in the tables that
follow as “low income housing loans.” Those made without interest reductions
are termed “moderate income housing loans.”

The bulk of the home loans made by the Farmers Home Administration are
called “insured loans.” They bear some resemblance to direct loans in that FmHA
itself handles the original applications, processes the applications to completion,
and collects monthly payments and otherwise services the loans. Loan funds are
largely raised by the sale of certificates of beneficial ownership to private in-
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vestors., These certificates bear the full backing of the Federal Government,
Appropriations cover insufficiencies and administrative expenses.

Loans for rental housing may go to private nonprofit corporations and con-
sumer cooperatives who propose to provide modest cost units for elderly persons
of limited means or other persons with low incomes in rural areas. Two types of
interest subsidies are authorized: one provides O0-year loansg at 3% interest;
the other offers interest eredits down to 19 depending upon the incomes of the
occupants.

Housing repair loans may be made.ounly.to very low income families to enable
them to make their houses safe and sanitary and to remove health hazards to
the oceupants and the community. These are divect loans, currently repayable in
15 vears and bear interest at only 19. The maximum repair loan is $3,500.

Loans and grants are also authorized for providing decent shelter and related
facilities for domestic farm labor. Sponsors are publie or private nonprofit
organizations. A small program sinee its inception, the farm labor housi
program is slated for termination by the Administration. “No funds are being
requested for fiseal year 1975," it is stated ino the bndget, “since the Ad-
ministration believes the Government's proper role ean best be served by other
programs,”*

INCOME LEVELS SERVED

The homeownership programs of FmHA provide aid to families with incomes
below the median for the country, The median income of all families assisted
under the Section 502 program during the year ending June 30, 1973 was 1G9,
The comparable figure for families asgisted under the program and receiving
interest reduction subsidies was $5,041, The range of incomes served is shown
in Table 1. It will be noted that only 7.4 percent of all aided families (and 12.2
percent of those receiving interest subsidies) had incomes below $4,000, The
poverty line for a nonfarm family of four in 1 5

2 was $4,275.

The maximum adjusted income for families eligible for FmHA-assisted rental
housing varies from state to state. For far s in whose behalf the deepest
interest subsidies are paid the range of maximum incomes is roughly $6,500-
T,000. For others receiving a smaller subsidy the range is approximately £5.000-
9,500. The Farmers Home Administration relies npon sponsors of rental housing
to select eligible families and does not collect data on incomes of families in
rental housing.

The Nixon Administration has raised serious questions about the unsefnlness
of miany of the rural housing programs. Maost of the programs were suspended by
execufive determination at the start of 1973, The budget issued at that time
stated :

No new obligations will be incurred under the low-income housing, rural
rental housing, and farm labor housing loan programs after January 8,
1978, pending eompletion of a thorough evaluation of federally subsidized
housing programs, This evaluation will focus on whether the programs: (1)
are the most effective mechanisms available for providing housing assistance
to low-income families; (2) are providing excessive henefits to other than
the intended beneficiaries ; (3) represent a proper Federal role.:Applications
which had been certified for approval by this date will be proeessed for
approval and disbursement.?

The rural housing programs were resnmed after July 31, 1973 in compliance
with a Federal Conrt order of that date handed down in the 17,8, Distriet Court
of the District of Columbia.? Buf the Administration has eontinued its efforts
to reorient federally-adsisted housing programs. The proposed budget for fiseal
vear 1975 (issued January, 1974) states:

1 Budget of the 1.8, Government, fiseal year 1975, appendix, p. 104

2 Budgzet of the 1.8, Government, fiscal Year 1974, anpendix, p. 175,

3 Pealo v. Farmers Home Admindstration (Clv. Aetion No. 1028-73, D.D.C., Memorandum
form [Order]. Cited in Louis Fisher, *Court Cas on Impoundment of Fundii: A Tublie
Policy Analysis,” Congressional Research Service, Washington, D.C.,"Mareh 15, 1974, p. 4).
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TABLE 1.—INCOMES OF FAMILIES ACQUIRING. HOMES THROUGH SEC. 502 IN THE YEAR ENDING JUNE 30, 1973
By percent]

Families

receiving

interest

Gross income All families credits

Under $3,000__ ... 2.5 4.1
$3,000 to $3,999. 4.9 8.1
$4,000 to $4,999. 10.2 16.9
$5,000 to $5,999 13.5 22.2
6,000 to $6,999 16.0 25.3
$7,000 to $7,939 17.2 18.3
$8,000 to $8,999 15.0 4.1
$9,000 to $9,999 10.5 ol
$10,000 and over. 10.3 ")
M edian INCOME . - oL ciaaetecbissmssnnan s s mnmmor s mmm mm e er s m= e e S am s $7, 169 35,941

|

1 Less than 0.5 percent.
Source: Farmers Home Administration. Medians computed by CRS.

This budget provides for an interim rural housing policy which moves in
the direction supported by the President’s housing study through greater
emphasis on using existing housing, rental housing, home repairs and
rehabilitation, and makes Farmers Home Administration programs more
available to persons with the greafest housing needs. This action is being
taken pending completion of the HUD experimental housing program. Guar-
anteed loans are to be used on an experimental basis during 1974 and 1975
for a portion of both the moderate income and rental housing programs.*

PROGRAM LEVELS OF FMHA HOUSING LOAN PROGRAMS

The volume of rural housing loans rose steadily from 1969 through 1973, The
funds obligated annually for the purpose increased from approximately $500
million to almost $1.9 billion over that period and the number of families assisted
each year grew about 50,000 to 120,000. The bulk of the loans throunghout
these years went to individual families for the construction of new homes. In
1973 about 99.000 loans were of this type. Rental housing production assisted
by FmHA registered moderate gains, reaching a level of almost 9,000 units in
fiscal year 1978.

In 1973 about two ont of three families assisted by Farmers Home received
interest subsidies, most of them in the form of interest credit under the Section
502 homeownership program for people with $4,000 to $8.000 income. Housing
repair loans to very low income families went to fewer than 3,000 households,
Less than 1,000 units of housing were funded for farm laborers—probably the
poorest and most disadvantaged group in the rural economy. (See Tables 2 and 3.)

BURAL HOUSING PERFORMANCE IN 1074

The Administration’s proposed budget for fiscal 1974 (submitted to the Congress
in Janunary 1973) provided mo new loan obligations for subsidized homeowner-
ship, rural housing, or housing for farm laborers. The only programs to be con-
tinued were the moderate income building loans (Section 502 without interest
credite) in the amount of $618 million and $10 million in direct loans for home
repairs to very low income families.

TABLE 2—RURAL HOUSING LOANS: OBLIGATIONS BY FISCAL YEAR
|Dollars in millians}

1973 1574 1575
Program actual astimate estimate
$1,036.5 $1,278.0 1%1,229.0
g loans. . 699, 2 707.0 744.0
105, 1 144.0 146.0
4.6 10. 1 20.0
10,2 10.0 0
1,855.5 218.0  2,19.0

I Includes $586,000,000 for existing houses and $150,000,000 for housing repairs and rahabilitation,

Source: Farmers Home Administration and budgets of the U.5, Givernment.

¢ Budget, fiscal year 1075, p. 171,
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TABLE 3.—~RURAL HOUSING LOANS: PROJECTED NUMBER OF DWELLING UNITS BY FISCAL YEAR

Program 1973 actual 1974 estimate 1975 estimate

Low-income housing loans:
New houses
Existing houses. __.._____
Repairs and rehabilitation
Moderate-income housing loans to individuals.
Rural rental housing loans....____ B
Housing repair loans (sec. 504) _
Farm labor housing loans. ..

{17 PR SN e T LR e ol S et 172, 075 172,350

Source: Farmers Home Administration.

The Congress went substantially beyond the Administration’s recommendations.
For 1974 the Congress approved $£2,149 million for rural housing. The largest part
of this was targeted for subsidized homeownership loans: almost $1.8 billion.
In addition the rental housing program was continued at a level of $144 million
and $10 million was provided for farm labor housing loans. (See Table 2.)

The de-emphasis of new housing production and increased reliance upon exist-
ing housing and rehabilitation were announced by the Administration in the
fall of 1973.° In the Administration view, existing units could be acquired and
rehabilitated if necessary at lower unit costs than new housing, Thus, a given
amount of Federal dollars could help more families, so the Administration argued.
“The present programs provide relatively large amounts of housing services to
a limited number of families,” the Administration study group held.®* Moreover,
the present programs mostly served families above the poverty level. For 1974
the Administration has allocated funds for only 34,000 new homes under the low
income housing loan program, compared with almost 59,000 new houses assisted
in fiseal 1973. The bulk of the funds are earmarked for existing houses (36,000
units) and houses requiring repairs and rehabilitation (44.000 units). In 1973
some 6,300 existing houses and less than 2,000 rehabilitated units were funded
under this program. (Table 3.)

The announced shift to existing and rehabilitated houses has been difficult to
implement. Through March 81, 1974 the Farmers Home Administration had obli-
gated about 19 percent of the funds it had earmarked for the Yyear ending June 30,
1974 for existing and rehabilitated houses under the low income housing loan
program. Of the 80,000 existing and rehabilitated houses programmed for the
¥Year, only 8,600 units (10.7 percent) had been assisted by the end of the third
quarter of the fiscal year. The lower performance ratio in number of houses as
compared with amounts of dollars apparently reflects higher than anticipated
average costs of existing houses, Thus the presumed cost advantage of the change
in poliecy may be less than averred by the Administration. (See Table 4.)

In contrast with these lagging efforts in the existing and rehabilitation sector,
abont two-thirds of the year’s funds for moderate income new housing loans had
been obligated by March 81 and two-fifths of the funds for new houses under the
low: income program, In a word, the Farmers Home Administration has had far
more success in 1974 in carrying out its responsibilities with respect to new hous-
ing as compared with existing and rehabilitated housing. One ean only specu-
late at this time on the reasons for the lag. In urban areas efforts to mount a
major housing rehabilitation program have been frustrated by the primitive state
of the home rehabilitation industry. This may hold with even greater force in
small towns and open country, With respect to existing housing, the high overall
vacancy rates for year-round housing in nonmetropolitan areas (about 9.4 per-
cent in 1970) suggest that such units should be easy to find. In fact, the empty
houses may be in places where few rural families want to live, and structures
in appropriate locations may be relatively old and undesirable,

® Department of Housing and Urban Development, Housing in the Seventies, October 8,
i,
® Ibid., p. 4-100.
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TABLE 4.—RURAL HOUSING LOANS IN FISCAL YEAR 1974 AUTHORIZED FOR YEAR AND OBLIGATED THROUGH
MAR. 31, 1974

[Dollars in millions]

Number of units Amount

1 Ratio ob- Ratio ob-
Obligated  ligated to Obligated ligated to
huthorliggg Mar. 31, authorized Aulhurlisgd Mar. 31,  authorized

Program 1974 (percent) 4 1974 (percent)

=

Low-income housing loans. 2 113,775 22, 025

$1,278.0 $378.1

o |

w| o=~ | &

Rural rental housing loans.
Housing repair loans. . _
Farm labor housing loans. . 190

172, 075 53, 156

P P O = L3 |
R e o

2,149.0 897.0

w
=

1 Includes some nonsubsidized new units which cannot be separated at this time.
2 Estimated number of units based on 9 project loans at average 10 units per project.

Source: Farmers Home Administration.

PROSPECTS FOR 1875

The Administration’s proposed budget for fiscal year 1975 calls for new obliga-
tions for rural housing totaling $2,139 million. This is slightly lower than the
amount approved by the Congress for fiscal year 1974, In numbers of units, the
Administration projeets 172,350, virtually the same level estimated for (but not
likely to be attained in) 19747 As in prior years, the bulk of the activity is
expected in the homeownership program for families eligible for interest subsidies.
But only one out of four assisted families would be enabled to acquire a new
house, while the rest would be expected to obtain an existing house or rehabilitate
their present house. The number of new homes under the program would drop
from almost 59,000 actually funded in 1973 to about 27,000 in 1975. The projected
number of existing houses to be financed in fiscal year 1975 is 35,000 compared
with 6,300 actually financed in 1973. The Administration estimates that 50,000
homes will be rehabilitated under the insured low income housing program in
1975; in 1973 the number actually rehabilitated under this program was below
2,000 houses.

Based on performance in the first three quarters of fiscal year 1974, these
projections of existing and rehabilitated units fo be assisted in 1975 appear to be
questionable, The record—and experience with urban housing programs—indicate
that a 25-fold increase in rehabilitated units over the 1973 level would be a
gquantum jump for which the stage has not been set. A five-fold inerease in existing
units over the 1973 level is less improbable but even in this case the performance
level in 1974 would cast doubt about that projection.

The Administration’s 1975 budget provides no new funds for the farm labor
housing program. This form of aid has never reached a significant scale. In 1973,
812 units of hounsing were financed for these low-paid workers and only 750 units
are to be provided with 1974 funds. Neglect of low income people was cited in the
Administration’s 1973 study as a major weakness of existing housing subsidy
programs. If fairness toward the poor is a prime consideration, a sizeable shelter
program for domestic farm laborers would seem to have a high priority.

7 These estimates, provided by the Farmers Home Administration In April 1974, update
the figures that appeared in the 1875 budget (Appendix, p. 172} issued in Jaonuary 1974.




ArpPenpix 19.—Repries By Sevecrep State FMHA Orrices To
Survey or Existine Housing

A, NATIONAL OFFICE QUESTIONNAIRE

OFFICE OF THE ADMINISTRATOR,
March 18, 197 4.
Subject : Existing Housing Inventory,
To: All State Directors.

FHA Bulletin No. 4816 (444) outlined vur policy emphasis of making loans
to buy, repair or rehabilitate existing homes. In view of this policy, we need
additional information on the availability and the quantity and quality of exist-
ing housing in each of the states in your jurisdiction. We would also appreciate
your comments on current market conditions for this housing.

We need all possible data on exisitng housing that is readily available to you.
You may already have some data on hand, but you could contact State Housing
Authorities, local or state real estate boards, and academic groups. From this
data on existing housing, we hope to be able to obtain the “best available” esti-
mate of the numbers of existing homes that need to be repaired, rehabilitated and
are for sale. We do not want a personal survey. Just use the best information at
your immediate disposal.

In reporting the information, please use the following format:

Ttem 1

Number of existing single family homes vacant or for sale:
(@) in “move in” condition : 15,800.
(b) needing some repairs : 4,575.
(¢) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 22,230,
(d) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type home : 5,200.
Item 2

Number of single family homes oceupied or not for sale:

(@) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 98,150,

(b) needing repair or rehabilitation but eannot be brought to standard,
such as the 504 type home : 22.500.

If you have drawn material from printed reports, please send us copies of
these reports other than data published by the Bureau of the Census.

In addition to the abeve data, we would also appreciate your comments on
the following questions :

1. Has there been a snbstantial inerease in the cost of existing housing nnits
during the past 6 months? If so, what factors have influenced this increase?
What is yonr estimate of the percentage by which the Farmers Home Admin-
istration’s poliey has contributed to the price increase?

2. Are diffienlties heing experienced in obtaining craftsmen to repair or re-
habilitate the houses?

3. Can repair or rehabilitation work be contracted or is it more common to
pay for labor and material needed to complete the work? Estimate by percent
and method.

f. What is your estimate of the percentage of the homes reported in each
category of Items 1 and 2 that are likely to be included in our program to assist
lower-income families?

i, Can the total cost, including the cost of repairs and rehabilitation, be feas-
ibly reflected in our present market value appraisal?

6. How are building codes affecting the cost of rehabilitation?

7. What other serions problems are you encountering that are and conld
inhibit the implementation of this policy ?

(456)
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This data is needed promptly, therefore, the information should b fled
to reach this office, Attention : :&'cting Asaiétnnt Administra : I ma" :
not later than April 8, 1974, R B

Again, do not ask your field stafl's to make a personal survey.

Fraxke B. Ervriort,

Administrator,
B. SELECTED STATE OFFICE REPLIES

ALABAMA
AreIL 5, 1974,
1_'{e_ferenm is made to FHA Bulletin 4912 (444), dated March 18, 1974, regarding
existing housing inventory.

We have contacted Alabama Development Office, Alabama Home Builders As-
sociation, planning commission and realtors association in the last few days
:ntfzmptiug to secure information to answer item 1 and 2 of the above bulletin.
This information is just not available without going to the counties on a county
survey.

From best information in talking to loan officers, District Directors, Housing
{ “hief, and others in the state we are giving you the following information which
is as you might say a “guesstimation.”

Item 1
Number of existing single family homes vacant or for sale:

(@) in‘“move in” condition : 300.

(b) needing some repairs : 500.

(¢) needing substantial repair or rehabilitation, including major equipment
items which will bring them to standard: 300.

(d) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type home : 250,

Item 2
Number of single family homes occupied or not for sale :
(@) needing substantial repair or rehabilitation, including major equip-

ment items which will bring them to standard: 313,770.
(b) needing repair or rehabilitation but cannot be brought to standard, such
as the 504 type home : 151,511,

Information given for item 2 is taken from a housing report for the State of
Alabama prepared by Urban Consultants, Inc, Montgomery, Alabama dated
December, 1973. This report indicates that there are at the end of 1973 the 6G8,001
houses that are standard homes. It lists 813,770 houses in Alabama that are
deteriorating and 151,511 houses that are delapidated. The report further indi-
cates that there is a demand for 1,117,000 homes in the state and there are only
820,000 available, leaving a need of 206,000 homes which would be your deteriorat-
ing and dilapidating houses which are occupied but are not snitable for housing.

A majority of the rural homes in this state occupied by low income people
are shacks and a majority of these shacks are really not suitable for 504 loans.
A good example of the poor housing was noted by Mr. Carl Coan, Director of the
housing program in the Senate, who visited a very dilapidated dwelling in
Wilcox County a year or two ago while visiting in Alabama. Mr. Coan asked
the lady why she moved into such a poor house and it was really poor. Ier
answer was “Boss, you should have seen the house I moved from."

The only available existing houses that we will be able to buy are in the towns
of 2,500 to 10,000 that may become available through realtors. When we leave
the shack type dwellings in which we have thousands in this state we go to
old dwellings, obsolete, either flat on the ground or built four or five feet off
the ground with wooden porches half way around the house with probably
ashestos shingles put on over wood shingles with no insulation, poor wiring and
just not a good investment for any family. Very few, if any, houses constructed
in this state prior to 1950 contain insulation. Very few have adequate wiring
and modern heating. I realize that we are giving you information on existing
houses which is contradictory to the present policy, however, we are merely
giving you the facts as they exist in this state.

In addition to the above data, we give you our comments on the questions asked
in your bulletin.

1. Yes, there has been a substantial increase in the cost of existing housing
units during the past 6 months. The greatest fact of influence is inflation, Cost

47-104—75 7
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of new buildings have increased substantially thus influencing the asking price
for existing houses. I do not believe the Farmers Home Administration policy
has contributed to this price increase since we have not been actively buying
the type houses that are available on the market.

2, In some areas of the state it is very hard to obtain craftsmen who do repair
or rehabilitation work on houses. There is plenty of work available on new
dwellings which is much easier and not near as risky as repairing old dwellings,

3. In a majority of the counties small contractors are confracting repair work.
The average builder of new homes will not become involved in this type of work.
I wonld estimate that 60 percent of the repair work could be contracted and the
remainder wonld have to be by borrower method.

4, As stated above we are encouraging supervisors to look more and more to
the purchase of modern type dwellings, We still discourage purchase of obsolete
snbstandard dwellings which is so prevalent in this state. Our record in the
past has been very low on purchase of existing honses,

5. On the modern type dwelling which we find located in small towns that
are guitable for our program I would say that the appraisal would support
options plus repairs,

6. We have no state wide building codes and only a few larger towns have
building codes that extend into the police jurisdietion,

7. 1 believe I have made if clear that our big problem is the fact that we have
very few modern, well insulated, adequately wired houses available for sale
to applicants in our program. We have all kinds of obsolete type houses, non-
insulated, poorly wired, high ceilings that would take enormous maintenance
over a period of years available but we do not recommend that they be purchased
through this program.

We have always encouraged our 504 program in this state and you will find
that we normally run about third in the nation. There is an exedllent place for
this loan program in Alabama and the revised procedure giving additional time
will make this program suitable to more families in this state.

JoHN A. GARRETT,
State Director.

DELAWARE
ArRIL 8, 1974,

Subject : Existing Housing Inventory—Delaware, Maryland, New Jersey.

Upon receipt of the subject bulletin a survey was made of all county offices
under my jurisdiction. The replies have been received from each office and we
have attempted to consolidate this report. The information is from multiple
listings for each area and our working knowledge. The reported information
follows the outline in the subject bulletin.

Item 1

(a) 10,000,

(b) 7,500

(e) 5,000.

(d) 2,000.

Item 2

(@) 100,000 plus.

(b) 200,000 plus.

The number of single family homes vacant or for sale listed in Item 1 is a con-
servative estimate. The number of vacant homes and homes for sale varies from
time to time and many of these homes are not modest and would not qualify for
the Farmers Home Administration program,

The number of single family homes oceupied or not for sale that need substan-
tial repairs or rehabilitation and those homes that need repairs and rehabilita-
tion but cannot be brought to standard, such as the 504 type homes, is also a con-
servative estimate. Although the figures taken were from county office reports,
my staff advises that this number could be even greater.

In reply to the balance of the questions in the bulletin I will answer them in
the order they are printed.

1. In the three states under my jurisdiction there has been a substantial in-
crease in the cost of housing during the past six months, The factors influencing
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this increase are: (a) Availability of land sunitable for the construction of hous-
ing (b) The demand for housing by moderate income families (¢) The restrictive
zoning whereby large lots are required for construction of dwellings (d) Re-
strictive building codes which require 1500 square feet and up of living area (e)
The inereased cost of materials (f) The increased cost of labor (g) The influx of
people desiring to live away from the cities,

The Farmers Home Administration policies have not been instrumental in
contributing to the price increase due to the large volume of houses being sold
and constructed in this very populous area.

2. In most of the areas reviewed no difficulty is being experienced in obtaining
craftsmen to repair buildings. In other areas difficulty is being experienced in
obtaining builders to repair dwellings. The older the dwelling the more diffieult
it is to have this type of work done and in many cases where homes would qualify
for 504 loans, it is practically impossible to get someone to do the work.

3. In most areas repair or rehabilitation work can be contracted but some arons
pay for lahor and materials to complete the work. It is our estimate that S0% of
the work is done by contract. In many cases with older homes the work has to
be done on a cost plus basis. Contractors will not do the work on a contract basis,
Estimates cannot be made of how much the work will cost,

4, The percentage of homes reported in items 1 and 2 above that are included
in our program varies from 1% in the more populated counties to 109 in the
more rural counties,

5. The total cost of repairs and rehabilitation can be reflected and is reflected
in the present market value appraisal of homes financed by the Farmers Home
Administration.

6. Although building codes have a considerable effect on the construetion of
new homes it has very little effect on the cost of rehabilitation of existing
dwellings,

7. Some of the sgerious problems in financing existing dwellings are that
the costs are greater for developing existing houses to meet onr standards than
the cost wonld be for a new home in the same area. The cost of heating existing
homes in many or most cases would be substantially higher than the cost of
heating a properly insulated new dwelling. The otlier operating and maintenance
costs on the existing dwellings are also higher than they are for new dwellings,

The artificial searcity of lots ereated by very rigid zoning has raised the cost
of existing dwellings o that they are priced out of onr range. Our survey
indicates that it is more economical to finance a family in a new home than an
existing home and that if some of the zoning and square footage requirements
were changed to allow more of our housing to be built, we could do this. Tt is my
opinion that although there are existing dwellings to be purchased, the only
way to meet the ever increasing housing demands is through the construction of
new units. Because there is a rapid turnover in existing units there is an abun-
danee, and rotation does not meet the needs of housing. The shortage of housing
seems to be more eritieal in New Jersey and southern Maryland becanse of
restrictions than elsewhere,

C. Writriam Harves, Jr.,
State Dircetor.

COLORADO
APRIL 5, 1974.
In rt‘;ll)‘_ to F.H:\ Bulletin No. 4912(444) our estimafes of the number of
houses available in the varions categories are as follows :
Item 1
Number of existing single family homes vacant or for sale:
(a) in “movein” condition : 1,000,
() needing some repairs : 500,
u-:_nemimg_ substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard - 300,
(ed) nm-c]i_n;: repair or rehabilitation but cannot be brought to standard,
such as the 504 type home : 200,
Item 2

Number of single family homes occupied or not for sale :
(ﬂ}_ nmwlmg‘ substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 3,700,
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(b) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type home : 950.

These figures were extracted from the enclosed reports prepared by the
Colorado Division of Housing.

In addition, we wish to comment on the following :

1. Yes. Increased cost of materials, labor and land keeps driving up the price
of new housing and, since the demand is so great, the prices of existing houses
went up too. Our policy has little or no effect on the cost of existing housing
in most communities, because where we are making loans for new houses the
demand is so great the prices would have been higher still if the new houses
hadn’'t been built,

2. Yes. Remodeling is the most difficult type of construction to accomplish.

3. Most is done by contract where we are financing the work because we in-
sist on contracts.

4. The numbers we have used in Items 1 and 2 are estimates of the houses in
a given category in the rural areas and towns where we can make loans. All
could be considered as potential for loans, but in actual practice, only about
5-10% will be available in any one year.

5. In about 509 of the cases it would be feasible to rehabilitate.

6. In most of the areas we serve building codes have not had an adverse effect,
Some towns and counties have building codes, some do not.

7. We have a very low inventory of existing housing. What we do have is old
and usually cannot be updated because of obsolescence.

Leo FreENCH,
State Director.

ILLiNoIs

Arrin 1, 1974,
This is in response to FHA Bulletin No, 4912 (444),

Item 1
Number of existing single family homes for sale (rural) : 6,163,
(@) in “move in" condition : 616.
(b) needing some repairs: 1,233.
(¢) needing substantial repair or rehabilitation, ineluding major equip-
ment items which will bring them up to standard : 2,465.
(@) needing repair or rehabilitation but eannot be brought to standard,
such as 504 type homes : 1,849.

Item 2

Number of single family homes occupied or not for sale: 421,099,

() needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 63,165.

(b) needing repair or rehabilitation but cannot be brought to standard
such as the 504 type home : 126,330.

The above information is based on the 1970 census information and our knowl-
edge of the housing conditions,

The following comments are offered in response to the seven questions as
follows:

1. Yes. The shortage of good housing on the market and a high employment
rate all over the state, and the high cost of material and labor. Farmers Home
Administration only contribution to the increased cost is the fact we make money
available in rural areas where no other lender is willing to do business.

2. Yes.

3. It is more common to pay for labor and material needed to camplete the
work. Labor plus material would be nearly 100 percent of the method used.

4. Ttem 1-42 percent.

5. Yes. However in a high percentage of the cases where it takes major re-
habilitation it is more feasible and realistic to construct a new home. Maior
renovation improves the present value but dees not retain the improved value
over a long period as well as new construction.

6. State wide in rural areas the local building codes are not a big influence
on the cost as many areas do not have a building code althouneh there is some
areas affected by codes. Farmers Home Administration’s minimum property
.standards are more stringent than most codes in rural areas,
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7. There is simply not enough suitable housing on the market or that will
be on the market which Farmers Home Administration can bring up to standard
to maintain over 50 percent of our loans on existing housing. However, we are
using 57 perceut of our funds for existing housing at the present time.

In summary. the material available to us does not adequately describe the
substandard Lemsing that is included in the statistical information. Our field
experience has shown that a high percentage of the existing housing that be-
comes for sale is not feasible to rehabilitate, Each year it has become necessary
to decline loans on a higher proportion of existing houses than in the previous
year because they cannot be brought up to standard. For Farmers Home Ad-
ministration to continue to meet the housing needs in rural Illinois, we are
going to need to be able to stress new construction,

CHARLES W, SHUMAN,
State Director,

NorTH CAROLINA 3
Appin 1, 1974

Listed below are our estimates and comments on the information called for
in FHA Bulletin No, 4912 (444), dated March 18, 1974 :

Item 1

Number of existing single family homes vacant for sale: 6,200.
(@) in “move in” condition : 700.
(b) meeding some repairs: 2,500,
(c¢) needing substantial repair or rebabilitation, including major equip-
ment items which wily :ing them to standard : 2,000.
(d) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type bome : 1,000,

Item 2

Number of single family homes oceupied or not for sale : 400,000,

(@) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 40,000,

(b) meeding repair or relhabilitation but cannot be brought to standard,
such as the 504 type home: 10,000,

Comments on special uestions:

1. There has been n substantial increase in the cost of existing housing during
the past 6 months, The inereased cost of land, materials and labor for new con-
struction, and the decline in new housing starts have increased the prices for
existing houses Any contribution to the price increase resulting from Farmers
Home Administration’s poliey has been negligible.

2 DBuilders who will repair or rehabilitate housing are searce,

21t is difficult to confract repair and rehabilitation work for the structure
i'#uif. For single items, such as cabinets, floor covering, painting, wiring and
Lieating, there is less problem, but where struetural changes and renovations are
necessary, eraftsmen are less interested in doing the work beeause of the difficulty
in making accurate estimates., Sixty percent of the work is done on a cost plus
basis.

4. Item 1: 30 percent ; item 2: 10 percent,

0. Agency personnel who perform appraisals need extensive training before
launching into a large scale program of financing the older house. Our experience
to d1le, based on losses in this area, indicate doubt that the cost of repairs and
rehahilitation can be feasibly reflected in the appraisal.

€. Building codes have no appreciable effect on the cost of rehabilitation.

7. Most of the available existing housing was not built for owner-occupancy ;
therefore, the materials and workmanship in most instances are inferior. Thoze
houses available that were constructed for owner-oceupancy generally carry a
premium price for sentimental reasens and due to the fact that marketing costs
of real estate brokers are greater than the sales charges made by builders. For
obvious reasons, local eounty supervisors are more likely to suecumb to pressures
of real estate agents and their influences than from builders. Some of our greatest
publie relations problems result from transactions with applicants and owners
who are represented by realtors. Since there is little or no credit from private
sources to finance such housing in rural areas, FHA personnel are often subjected
to undue pressure.
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The information submitted represents our best estimates based on conversa-
tions with others and was not taken from any printed reports.
JaMEs T, JOHNSON,
State Director.,

Norra DAgoTA
Aprin 5, 1974,
In accordance with FHA Bulletin 4912 (444) dated March 18, 1974 the following
information is fnrnished regarding existing housing in North Dakota, These are
the best estimates available, We recognize they do not correspond to the 1970
census in that the census indicated the number of dwellings in item 2 at 24.193,
In our opinion many of those houses were located in very scattered areas on
abandoned farm sites and would in no 7ay fit our housing program.
Item 1
Number of existing single family homes vacant or for sale -
(@) in “move in” condition : 568,
(b) Needing some repair: 501.
(¢) Needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 627.
(d) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type home : 1,560,

Item 2

Number of single family homes occupied or not for sale :

(a) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 7,750.

(h) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type home : 4,576,

Our comments regarding the reverse of the report are based on the general
knowledge of the housing by members of this staff.

1. There has been a substantial increase in the cost of existing housing mainly
due to the high cost of new construetion. In our opinion Farmers Home Adminis-
tration poliey has not contributed a great deal to price increase.

2. In our smaller cities there are very few craftsmen available to repair or
rehabilitate honses. Those that are available prefer to construet new homes and
it is almost impossible to obtain eraftsmen from larger cities to go into rural
areas for repair work.

3. Craffsmen very seldom will contract for a repair job. It has heen our
experience in most cases there is usually considerably more labor and more
material needed than is anticipated after the rehabilitation is started. In onr
opinion 95 percent are done by the borrower method. The other 5 percent are by
contract method and nsually involve an addition to an existing home rather
than the repair of an existing home.

4. Possibly 40 percent of the homes reported in item 1—a, b and ¢ are likely to
be inecluded in our program to assist low income families. Not over 10 percent
in the other categories would in our opinion be used for this purpose. In many
cases fhese are homes that are 50 to 60 years old, difficult to heat and diffieult
to rehabilitate to make desirable homes for families.

. The newer homes for sale that need some repairs and those needing some
repairs or rehabilitation in item 1 could be rehabilitated so the total cost could
be reflected in our present market value appraisal. The above would apply to an
older house which is 10 to 20 years old in progresgive cities. These would be snit-
able and feasible to repair and wonld in our opinion fit into the program very well.
This wonld not be true of older homes in small communities,

6. State plumbing and electrical codes increase the cost of rehabilitating older
homes considerably. Loeal building codes have little effect.

7. When dealing with older homes in the 40 to 50 year old bracket the functional
obsoleseence limits the number of persons who purchase snch a home. These homes
are generally of the 134 or 2 story type structures on which maintenance is costly.
These homes are often diffieult to properly insnlate: therefore, heating costs are
high and families are reluctant to purchase and rehabilitate such honses, In
many eases the cost of purchasing and rehabilitating a home of this kind equals
or exceeds the cost of new construction and families would prefer a new home
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to the purchase of the existing older home. Many of the newer existing homes
are presently selling for a price in excess of the cost of new construction.
N. PAvL RASMUSSON,
State Director.

OHIO
MArcH 18, 1974,
Item 1
Number of existing single family homes vacant or for sale:
(@) in “move in"” condition: 15,800,
(b) needing some repairs: 4,575.
(¢) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 22,230,
(d) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type home : 5,200,
I'tem 2

Nuinber of single family homes occupied or not for sale :

(@) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 98,150.

(b) needing repair or rehabilitation but cannot be bronght to standard,
such as the 504 type home : 22,500.

1. In some areas there has been a substantial increase in the asking price for
existing houses. Many of these are listed for sale if a buyer is interested at the
inflated price but otherwise the seller is not really interested in selling. Realtors
further advise that the primary factor affecting this increase is the ever increas-
ing cost of new construction, It is our opinion that the FHA’s policy has eontrib-
uted little to this price increase since the agency's fair market appraisal of a
property as improved is usually comparable to the asking price.

2. Craftsmen to repair or rehabilitate houses are not available in many areas
of the state. In fact contractors continunally experience difficulty in maintaining
an adequate force of “craftsmen.” We no longer find “people” in rural areas who
are interested in working in the repair and/or rehabilitation area,

3. There is only in very extraordinary circumstances that repair or rehabilita-
tion work can be “contracted.” Such work is usumally handled on a time and
material basis with the loan being based on the best estimates obtainable.

4, We anticipate a very small percentage of the homes reported in the various
categories of items 1 and 2 will likely be included in our program to assist low
income families, We further anticipate the agency will be able to assist some
families to acquire homes that are in “move in” condition. Where repairs are
needed the asking price is usually set at a figure near the value of the property
after it has been rehabilitated. With adequate assistance from “others” we trust
the agency may be able to assist more families with the Seection 504
authorization.

5. As indicated in “4” it is unusual when the present market value can feasibly
reflect the inclnding of the cost of repairs and rehabilitation,

6. The limited building codes existing in roral areas have had little effect on
the cost of dwelling rehabilitation.

7. We believe the above indicates the biggest problems inhibiting the imple-
mentation of the policy to assist more low income families to acquire existing
houses. Our experiences to date indicates low income families have difficulty in
adequately maintaining a home. Many existing homes will require more mainte-
nance. It is our opinion that the agency will be able to assist some capable low
income families but we will not be able to really accomplish the intended goal
unless many loans will be made on an unsound basis. We do not propose to put
families nor the agency in such an undesirable situation.

OREGON
Arrin 5, 1974,

Following is our existing housing inventory report for Oregon.
Item 1
Number of existing single family homes vacant or for sale:
(@) in “move in" condition : 1,044,
(b) needing some repairs ; 865.
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(¢) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 821.
(@) needing repair or rehabilitation but cannot be brought to standard,

such as the 504 type home: 1,189.
Item 2

Number of single family homes occupied or not for sale:
(a) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard : 3,200,
(¥) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type home: 20,090.
A copy of a report titled Oregon Statewide Housing Element is enclosed. Most
of our basie information on single family homes occupied or not for sale came
from this report.

Additional information
1. The cost of existing housing units has increased more than 5% during the

past 6 months. Most of this increase was a result of increased cost of new con-
struction, which has made the older homes more valuable, We believe FHA
policy and activity have had no more than a 109 contribution to this cost in-
crease,

2. Yes. There is a shortage of eraftsmen to construct new homes, and it takes
a more skilled craftsman to do repair or remodel work. Because of the unknowns
in doing repair or remodel work, the majority of builders prefer new constructing.
Many carpenters and builders refuse to do repair or remodel work,

3. We believe it is practical to do rehabilitation work by contract, Presently
approximately 509 is being done by contract and 509 by borrower method.
Very often a contractor will bid high on rehabilitation work because he has
fears of the unknowns he will uncover. This increases the cost and often dictates
the need to go the labor-plus-material route.

4. (Item 1) Many of the homes we reported in Ttem 1 are too expensive for
the FHA program. Many have shortages of insulation in the walls that is nearly
impossible to correct and which will increase the monthly heating cost to our
borrowers. There are other uncorrectable deficiencies such as room size and ar-
rangement, location, ete., which will make many of the homes inefficient for FHA
borrowers. We thus feel that less than 509% of the homes would qualify for FHA
financing and that not more than 259, are likely to be included in our program
fo assist lower income families,

(Item 2) The majority of the occupants in the homes we have reported in
Item 2 are substantially happy with their home as it is. They would rather live
with the deficiencies than repay a loan. We have begun an information pro-
gram to get information to these people concerning our 504 and our 509 interest
credit programs. Nevertheless, we would estimate that less than 109 of these
homes will be included in our program to assist lower-income families, We further
believe this will not happen rapidly. It will take time to convince these families
that making the needed improvements is a worth-while investment,

9. No. Experience has shown that the older home, as repaired, will usually not
sell for the original sale price plus, the cost of repairs. We believe this is a result
of many rural families being willing to live in substandard homes. This has kept
the market value of older substandard homes high.

6. This varies from area to area within the state. In many instances, building
codes prevent using our 504 program as the local officials insist that if any repairs
are made, the structure must be brought entirely up to standard. If we are using
502 funds, we see very little effect on the cost as a result of building codes,

7. 8. Many older homes will not meet a 83-year loan life. Loans must be for
33 years to receive interest eredit.

b. The property tax rate in this state is high. This discourages home owners
from making improvements on their homes.

. Our experience on the lignidation of existing home loans has been that we
have only recovered about 509 on the outstanding loan balance. Losses seem
to be excessive on the older or existing homes,

Kexnnern K. KEUDELL,
State Director.
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WISCONSIN
Marcu 25, 1974,
The following is information as requested in FHA Bulletin 4912 (444).
Item 1
Number of existing single family homes vacant or for sale: 8,000,
(a) in “move in” condition: 960,
(b) needing some repairs: 1,040.
(e) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard: 2,000,
(d) needing repair or rehabilitation but cannot be brought to standard,
such as the 504 type home: 4,000.
Item 2
Number of single family homes occupied or not for sale: 527,960.
(a) needing substantial repair or rehabilitation, including major equip-
ment items which will bring them to standard: 150,000.
(b)) needing repair or rehabilitation but cannot be brought to standard,
snch as the 504 type home: 100,000.
Other comments

1. There has been a substantial increase in the cost of existing housing in the
past 6 months. As new construction costs and interest rates increased, more
people decided to purchase older homes. This drove the cost of older homes
up considerably. It is our opinion that Farmers Home Administration’'s policy had
no effect on the price,

2, There is a definite difficulty in obtaining eraftsmen to repair or rehabilitate
existing homes.

3. This repair and rehabilitation work is on a labor plus material cost basis
about 95% of the time., Very few contractors will do this werk under a contraect.

4, Item 1, 10: 15% are likely to be financed by FHA. Item 2: about .01%
are likely to be included in our program.

5. With the recent increased cost of existing homes, it appears doubtful that
the total cost, including the cost of repairs and rehabilitation, can feasibly be
handled in our present market value approach. Cash bnyers and conventional
lenders have helped inflate the existing home market. If we are required to pay
present market price plus improvements it is our opinion that the cost will
exceed the market value of these homes.

6. Building codes have very little effect on the cost of rehabilitation execept
when it becomes nhecessary to replace or improve septic systems and wells.

7. The serious problems encountered are high initial purchase price, high cost
of labor and material for repairs and rehabilitation, difficulty in obtaining
realistic estimates, small number of existing homes for sale, lack of personnel
to do the planning work for remodeling and very little contractor work being
done, This makes it very difficult to complete a loan docket for approval.

Wirtis W. Capps,
State Director.




ArreNpIx 20.—ADDITIONAL QUESTIONS AND ANSWERS

NATIONAL OFFICE
CONSTRUCTION QUALITY

Question 1. The subcommittee was advised last year that the Technical et vices
Division of the national office was in the process of preparing an inspection
checklist for nationwide use. If the checklist is now being used, please provide
a copy and indicate when it was introduced and whether it is being used in all
States. If it is not being used, please give details as to the reason for the delay.

Answer. The construction inspection check list has been developed and used
as a training aid. It was duplicated to hand out at two training meetings for
Assistant County Supervisors and was received enthusiastically. It will be issued
to the field soon.

Question 2. Are there any States which currently need (or believe they need)
more people or better qualified people in order to do an adequate job of inspect-
ing FmHA-financed houses? If so, please give details.

Answer. We believe that we have adequate personnel to handle inspections,
The County Office personnel are responsible for carryving out inspections, There
are times when states have indicated the need for additional inspectors. We have
advised that there will be occasions when due to backlogs ecaused by sickness,
resignations, efe., that it will be necessary to shift personnel from County Office
to County Office and between states to assist in inspection work. Further, our
training effort at the state level has been geared to consistency and flexibility in
inspections so as to permit this method of operation.

Question 3. Has any analysis or evaluation been made by the national office of
the number of construction inspectors available in various States and areas as
compared to the workload? If so, please provide a copy.

Answer. A formal survey, as such, has not been made to determine the halance
between construction inspectors and the workload. We have, however, allocated
personnel, including County Supervisors, inspectors. and others, on the basis of
total need. The County Supervisors and Assistant County Supervisors make in-
spections and the fact that a construction inspector is not assigned to a partien-
lar loeation does not indicate that adequate inspections are not heing made.

Question 4. Recent testimony at House appropriation hearings indicated a wide
disparity in the number of construction inspectors in various States (eg., 17
inspectors in Mississippi: none in South Carolina). What is the reason for this
disparity, and is any action planned to change the situation ?

Answer. Several states have filled their authorized positions with County Su-
pervisors and Assistant County Supervisors rather than hire a person to work
anly as a construction inspector. As indicated in the answer to question 3, these
people make construction inspections along with the other work they perform.

Question 5. What information. if any, does the national office have as to
whether or not there is a relationship between the lack of construction inspectors
in South Carolina and the fact that South Carolina now has more than 500
FmHA-financed houses in inventory ?

Answer., The National Office has no information which would show a rela-
tionship between the number of houses in inventory and the numher of constrie-
tion inspectors. We have, however, had few complaints invelving consi ruction
deficiencies from that State and onr experience has been that horrowers with
poorly built homes readily inform the National Office direetly or through their
congressional delegation or others, We conclude, therefore, that the horrower
default rate in South Carolina is not the result of inadequate construction
inspections,

Question 6. What is the nature and duration of the training course(s) for
construction inspection offered at Norman, Oklahoma? How many FmHA per-
sonnel have complefed the course(s) ? How many from each State?

Answer, The two training courses held in Norman to this date (January and
February 1974 for Assistant County Supervisors) were 214 days in length with
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one voluntary evening “hull” session on how varions housing construction prob-
lems were handled at the county level. The S-hour sessions inclnded discussions
on the Minimum Property Standards, completion of Form FmIA 424-2. “Dwell-
ing Specifications,” the working drawings review and the important items to
include in the four required inspections.

The first two courses were attended by a total of 53 Assistant County Super-
visors representing 86 of the 50 states'and Puerto Rico,

LOAN APPROVAL

Question 1. Please provide figures (or your best estimate if no figures are avail-
able) showing :

4. the average length of time, on a nationwide basis. taken to approve or
deny a loan after the application is submitted.

b. the average length of time taken to approve or deny a loan after the appli-
cation for each State in which the time is significantly longe: or shorter than the
national average.

c. how the average processing time at present compares with recent past years.

Answer, Attached is a copy of an initial study of rural housing loan processing
procedures which was prepared during 1970 and a eopy of the validation study
which was prepared in 1972. These studies reveal the average length time from
the date a loan application is received until the resulting loan is closed.

[The studies follow :]

PosITION PAPER—INITIAL STUDY OF RURAL HoOUSING LOAN ProcEssiNG
ProcEDURES

BACKGROUND

In March of 1969, a Presidential directive required certain federal agencies to
take actions which would improve coordination among various levels of Govern-
ment and would speed up the delivery of services to the public.

The Federal Assistance Review (FAR) Committee was created in the Burean
of the Budget (now OMB) to direct and monitor ageney efforts. Farmers Home
Administration is represented on this FAR Committee by the Assistant Adminis-
trator, Management, The Systems Staff has now been charged with the respon-
sibility for initiating and coordinating agency improvemeént efforts under the
prograin,

One of the primary objectives of the program is to streamline and simplify the
procedures and processes in loan making. In a Departmental report issued earlier
in the year, this agency showed only slight improvement in this area.

The Rural Housing Loan processing procedure study was condncted as a means
of responding to the Presidential directive. Similar studies will be conducted in
the other loan programs.

OBJECTIVES

The primary objectives were to: (1) determine and document exactly what
transpirés in the making of a loan and the time involved, and (2) outline any
remedial actions which have or are being faken to streamline and simplify the
procednres and processes in loan making.

FINDINGS

A review of 241 loan dockets revealed that an average of 158.7 days elapsed
from the date the applications were submitted until loan closing., All dockets
selected for review were closed between February and May 1970. A breakdown
follows :

Application  Certification
to fo check

Slate certification approval request

Virginia (33 cases). .. ...
Mississippl (54 cases). ..
Pennsylvania (11 cases)..
Texas (41 cases).
Arizona (102 case:

Average time
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PROCESSING DELAYS

1. An average of 78.2 days elapsed from the date of the application to the date
the county committee certified the loans. These delays were primarily atiriduted
{o:

a. Applicant's indecisiveness or inability to find proper housing and to furnish
the county office essential information, such as the option to purchase the property
or the contractor’s dwelling specifications if the house is to be built.

b. Applicant’s furnishing evidence of his inability to obtain necessary credit
from other sources.

¢. County office conducting credit checks on applicant.

d. County office verification of applicant’s employment and receipt of reference
letters.

e. County supervisor meeting with the county committee (at a regularly sched-
uled meeting) to obtain a tentative determination of the applicant’'s eligibility.

f. County supervisor conducting appraisal of property and completing appraisal,
valuation of building, and map of property forms.

£. Heavy workload of county office,

h. Backlog of applications on hand.

i. Poor work management on the part of county supervisors.

Solution.—a. In September 1970, FHA developed the “Packaging Concept” to
provide instructions to builders, developers, and others who may want to package
applications for rural housing loans for submission to FHA County Supervisors.
A guide which explains and illustrates the packaging concept was published and
distributed to builders, Under this concept, the packager will provide FHA with
the completed application, verification of employment, information on property
(aids in the appraisal function), and dwelling specifications or option te pur-
chase property. Submission of this package relieves the county supervisor from
performing certain basie loan processes. His duties then begin with ordering a
credit report and scheduling the appraisal.

b. Also, in September 1970, FHA joined with various other governmental
agencies for use of Federal Housing Administration’s (HUD) c¢redit report con-
tract sources, Beginning around December 1970, county and assistant couuty
supervisors will be able to order eredit reports on loan applicants. It is estimated
that credit bureaus will furnish reports within eight days. This procedure will
not only offer relief to the county supervisors, but will result in a substantial
savings in processing time for applicants who have recently moved from an-
other area.

¢. At the time the loan dockets were reviewed, every case had to go before the
county committee at least twice. On the first trip the county committee made a
tentative certification as to the applicant's eligibility. On the second trip, after
the loan docket was assembled and the appraisal made, the county committee
certified the amount af the loan.

However, with the advent of the packaging concept and credit bureaus, all
information preliminary to the committee meeting will be obtained within 15
or 30 days. Loan dockets can then be presented to the county committee for its
certification as to the applicant's eligibility and the amount of the loan at the
same time, This procedure will eliminate the need for scheduling the loan proceed-
ings through two committee meetings.

Further, the newly proposed bill, H.R. 19436, recommends amending section
508(b) of the Housing Act of 1949 to the effect that county committees may
certify as to the applicant’s eligibility and the amount of the loan, Currently,
this section stipulates that the committee shall certify. If enacted, the amend-
ment could make the use of county committees optional.

d. FHA recently put into effect a new housing commitment authority which
will encourage builders and developers to build housing on a volume basis. This
should provide for a wide selection of homes to more efficiently meet the housing
needs of rural families.

e. FHA recently developed a set of form letters to expedife responses to re-
quests for more information received from builders, developers and others
which should speed up service to the publie.

2. An average of 25.9 days elapsed from the date of county committee certifica-
tion to the date of loan approval. These delays were attributed to:

a. County office awaiting receipt of approved plans and specifications. Also,
any site and new development plans that need to be completed.

b. A completed Form FHA 440-1, “Payment Authorization,” signed by the
applicant.
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Solution.—a, The packaging concept as deseribed u:lrlie; will enable the county

superviser to have more cumpleited plans and specifications and new develop-
vans at the time of application.

mifl l(E‘oan.ﬁ;i'llm'atinn is nndggwu}' to eliminate Form FHA 424-1, “Development

Plan,” in cases under the construction method when 1009, of the construction

is covered im Form FHA 424-2, “Dwelling Specifications.”

3. An average of 15.1 days elapsed from the date of loan approval to the date
the check was requested. These delays were altributed to:

a. Limited number of building contractors,

b. Seasonal weather conditions which hamper construction activities.

¢. The applicant’s inability to acquire settlement funds necessary to close

16 loan.
o d.]lliscrp]mncivs arising from the title searches by designated attorneys,

e. Unaccounted for delay in the designated attorney's office in giving prelim-
inary title opinion.

Solution.—During August 1969, the FHA instruction regarding the designu-
tion of attorneys was amended as follows: “The number of attorneys to be desig-
nated in a county will depend upon the volume of real estate loan (and transfer)
business in the county . .. only in a rare case will there be less than two attorney=
designated in a county.” Greater latitude in designating the number of attorneys
should result in faster service to the borrowers.

4. An average of 39.5 days elapsed from the date of check request to the date
of loan cloging. These delays were attributed to:

a. In many instances county supervisors ordered loan checks too far in ad-
vance and the checks had to be returned and reordered for loan closing. The
holding of these idle funds resulted in excessive interest charges to FHA since
Treasury borrowings bear interest from the date of the check,

b. Receipt of the loan check in the county office. The study showed that it
took from one to three weeks to receive a check from the Finance Office.

e¢. County office eompleting arrangements for the contractor (if necessary),
borrower and spouse to meet at the attorney’s office for loan elosing.

d. County office’s visit to the property immediately prior to the loan to assure
that no new construction was in process,

e. Unaccounted for delay in designated attorney’s office in giving final title
opinion and scheduling loan closing.

Solution.—a. Greater latitude in the designation of attorneys should accelerate
loan processing.

b. FHA is exploring the use of sight drafts by county offices in disbursement
of loan funds, The objective is to make funds available only on an as needed
basis. The procedure could result in interest savings to both the government
and the borrower and make the agency more responsive to the public.

¢. FHA eliminated the requirement that county supervisors visit the property
prior to niaking a real estate loan. This change has eliminated a trip to the
property and will speed up service to the borrowers.

FORMS BIMPLIFICATION

1. Forms FHA 410-1, “Application,” FHA 431-3, “Family Budget,” and FHA
410-2, “Supplement to Application,” were recently combined into Form FHA
4104, “Application for Rural Housing Loan.”

2. At the time of review, there were four equal opportunity forms necessary
in loan dockets under the construction method. Administration Letter 797 (400)
and the related forms on equa! spportunity in FHA construction contracts are
being revised. Form FHA 400-2, “Equal Opportunity Clause,” is being obsgoleted
and its provisions incorporafed into Form FHA 400-1, “Equal Opportunity
Agreement,” and Form FHA 4246, “Construction Contraet.”

3. Current procedures require completing Forms 426-1, “Valuation of Build-
ing.” Form FHA 422-3, “Map of Farm,” and Form FHA 422-8, “Appraisal
Report.” All forms are currently prepared coineident to the appraisal form and
are six pages in detail. Action is underway towards consolidation of the
“Appraisal Report,” “Valuation of Building” form, and the “Information on
Property (Rural Housing Nonfarm Tract),” Form FHA 444-10.

4, Form FHA 440-16, “Promissory Note (Insured Loan),” stipulates annual
installments, Forms 440-9, “Supplementary Payment Agreement,” are necessary
to convert loan payment arrangements to a 10- or 11-month payment plan. Most
individual housing loans provide for the supplementary payment. The combined
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annual installment, promissory note, and supplementary payment agreement
tend to confuse borrowers who are well acquainted with monthly payments.
The use of monthly payment notes will result in elimination of the supplementary
payment agreements and provide other operating benefits to the Finance Office,
FHA will proceed with developing a monthly payment housing note soon.

5. Form FHA 424-6, “Construction Contract,” requires the manmnal typing
of one of three lengthy options that will be used to make payments. Revision
of this form is underway to allow for a checkofl and eliminate the need for
typing.

COMMENTS

1. There was a lack of consistency between several county offices reviewed.
Inconsistencies primarily were the manner in which applications were accepted
and processed ; judgment factors on the part of county supervisors for ordering
loan checks from the Finance Office ; completion of running records, inspection
reports, and development plans; and followups on delays. FHA recently devel-
oped for state nse, a comprehensive fraining guide and a series of 140 color
slides to be used in training county office staffs in home designs, plan and blue-
print evaluations, and inspection of construction. FHA is also planning indepth
training sessions for county personnel to assure understanding and compli-
ance of regulations. The training program should do much fo remove these
inconsistencies,

2. Language difficulties constituted processing delays in the county offices re-
viewed in Arizona and Texas. These county offices were reminded that FHA
forms currently used in Puerto Rico are in Spanish and are also available for
their nse, Presently, there are 62 Spanish-speaking employees of FHA in the
field, three of which are in Arizona and 17T in Texas.

CONCLUSION

This study reviewed only those loan dockets which were closed prior to any
processing changes mentioned in this report. Therefore, we recommend that
another review he conducted in approximately six months to determine the
effectiveness of these changes.

VALIDATION STUDY OF 502 RURAL HoOUSING LOAN PROGRAM

BACKGROUND

In November 1070, a review was made of FHA’s single family housing pro-
gram, Hereinafter, that review will be referred to as the “initial study." The
initinl stundy was conducted in compliance with the FAR objective to streamline
operations and reduce program delivery time to the public. The completion date
of each processing step was recorded and expanded to give a nationwide a verage
time span between the various processing steps and a total average time in
process. Reasons for substantial delays were documented and program changes
were instituted to expedite processing.

BCOPE

A validation study of the program has heen conducted primarily to substan-
tiate actual processing time savings resulting from the above mentioned efforts
to simplify the program. Additional processing delays, coupled with further
recommendations for delay avoidance, are inclnded. Loan dockets from 16 states
were reviewed. Included were 20 or more dockets from each eounty office that
participated in the initial study.

FINDINGS

Since November 1970, FHA has developed and encouraged the use of packaging
for processing individual loan applications. Under this concept, the packager,
who must be a bona fide contractor, realfor, or other eligible, develops the pre-
liminary loan docket for the applicant and submits it to the county office, In-
cluded in the package arve: (1) application, (2) option, (3) map of property,
(4) information on property, and (5) dwelling specifications.

The packager also submits the verification of employment to the applicant's
employer with instruetions for the employer to submit the completed form di-
rectly to the county office.
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Significant reduction in processing time has been experienced under packag-
ing, However, most states have not utilized packaging to its full potential, For
example, Arizona packaged every loan reviewed while Arkansas packaged only
3 of 175, Seven states reviewed packaged no applications,

The following table depicts the average processing time by state and distin-
guishes hetween total time using packaging and time without packaging. If the
state was included in the initial study, its processing time at November 1970
is also given. All dockets selected for the follow-up study were closed in Fiscal
Year 1972.

502 RURAL HOUSING LOAN PROGRAM
[Average processing time in days|

National average Application L Approval to Check
_ = to Certification check  request to
Cases Year certification  to approval request closing

udy:
LT A 78 40
Validation.

(a)...
(b)...

State:
Arizona. .. cocienea-

Mississippi

Mirginia s e e

Alabama......-....
ArKanses. cueroaun--
California

Delaware

Georgia. cocemaeaaa-
Indiana
Kentucky. .- . ...
Louisiana

Maryland. ....coa

t Without packaging.
2 With packaging.

PROCESSING DELAYS

1. Date of application to date of county committee certification: In days
a. National average 38
b. Average—no packaging. 43
c. Average—packaging 24

The primary reasons for these processing times follow :

a. Applicants submitting applications direct to the county office continue, as
in the past, to experience problems in furnishing dwelling specifications and real
estate options. Thirty-seven (37) applicants deferred an average of 95 days in
obtaining dwelling specifications. Forty-five (45) applicants took an average
of 99 days to acquire options to purchase real estate.

This problem is not experienced with packaging of applications. Under this
method, the dwelling specifications and/or option are submitted to the county
office with the application.




b. On occasion, delay is experienced due to the failure of the applicant’s em-
ployer to prompily submit the verification of employment. This problem exists
under both methods of handling applications. Eighteen (18) cases averaged 95
days in providing employment verification. It must be mentioned that this delay
is only experienced in a very few cases. However, it is a potential delay for each
application. Normally, two to three days are taken in providing this information.

¢. The ecounty committee contributes to the processing time of these loans, Com-
mittees convene no more often than weekly. Most convene bi-weekly. Some com-
mittees convene only monthly, Therefore, applications can remain on hand up to
30 days awaiting committee certification.

d. Applicant indecision to select a site, a home, a home plan, or a contractor
contribute to processing time. One borrower required ten months to select
a suitable site for his home,

€. The county committee on oceasion will refrain from certifying an applicant
eligible for FHA assistance. This does not always mean that the applicant could
not become eligible through certain corrective measures. An example would be
the committee requirement for the applicant to obtain competitive bids from a
variety of contractors. If the applicant has the potential of obtaining committee
certification at a later date, the application remains on file in the county office.

Solution.—a. The agency must promote the use of packaging loan applications.
Current procedure provides for packaging but does not advance it as the most
efficient method. Packaging has been very successful in states such as Arizona
and California. Most other states have not experienced similar success either
due to lack of encouragement from the State Office or improper explanation of
the concept to potential packagers. Proper training of both FHA personnel and
potential packagers coupled with more encouragement from the National Office
to use packaging can remedy much of the loan processing delay experienced at
this step of processing.

b. Applicants should be persuaded to request their employers to expedite
preparation and submission of verifications of employment. This function in-
volves only the applicant and his employer and is not directly controllable by
FHA.

¢. Consideration should be given fo the discontinnance of the use of county
committees for cerfifying hounsing loans on non-farm tracts. The use of the
committee is presently waived during the month of June.

d. The other delays at this stage of processing are considered uncontrollable by

2. Date of county committee certification to date of loan approval :
a. National average

The primary reasons for these processing times follow :

a. In many cases the appraisal was not made of the proposed property within
a reasonable period of time. For a sample of 45 eases, the appraisal was made
an average of 33 days subsequent to receipt of the dwelling specifications and/or
option. This delay is attributable to two factors: (1) poor work seheduling
within county offices, and (2) the volume of work required of the county super-
visor. Other non-controllable factors such as poor weather conditions also
contribute,

h. A problem exists in scheduling an office visit for applicants immediately
prior to loan approval. Applicants are required to sign the Payment Authorization
and to prepare the request for title opinion from the designated attornev. If
the applicant cannot immediately come to the county office at this stage, delay
is experienced.

¢. The approval of several loans was held up due to pending development of
water or sanitary waste disposal systems in the area of the building site.

Solution.—a. FHA is considering the option of contracting fee appraisers to
perform home appraisals. Contract money is proposed in FHA's FY 1973 budget.
However, the funds are limited and other contract services may receive priority
over appraisals. Training should be administered to all county supervisors in the
areas of both work scheduling and appraisals. FHA has opened an agency training
center and the facilities will be used for these as well as other training needs;

b. Proposal has been made to have the applicant sizn all preliminary loan
papers upon his first contact with the county office. This would eliminate the
need for subsequent office visits prior to loan closing,
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3. Date of loan approval to date of check request : In days
a. National average
b. Average—no packaging
e, Average—packaging

The reasons for these processing times follow :

a. Some states immediately order the loan check upon approval of the loan.
These states use title insurance for all real estate loans, Most states, however,
do not order the check until a preliminary title opinion is received from the des-
ignated attorney. A sample of 30 cases required an average of 28 days within the
attorney's office in performing title search,

b. The applieant’s indecision on selecting an attorney for title search is a con-
tributor to processing time, The applicant must personally select the attorney
and request his services,

¢. The final settlement of applicant divorce proceedings occasionally delayed
the ordering of loan funds.

Solution.—a. FHA has increased the number of attornevs designated to serve
each county office. Consideration should be given to further augmenting the numn-
ber of designated attorneys. If an attorney knows he menopolizes the title work
of FHA applicants, he sometimes loses all incentive to expedite his services to
this select market.

b. The other deterrents at this stage are considered non-controllable.

4. Date of check request to date of loan closing : In days
a, National average 20
bh. Average—no packaging 26
c. Average—packaging

The reasons for these processing times follow :

a. The scheduling of loan closing dates by the majority of county offices is
postponed until the receipt of the loan check. An average of 16 days transpires
in the issuance of a loan check. However, 16 days is not the typical cheeck
delivery time. Check delivery ranged from a low of 5 to an excess of 38 days.
Since no consistency prevailed in the check distribution times, the scheduling of
loan closing was made after receipt of the check,

b. The receipt of preliminary title opinions frequently caused delay of loan
closing,

¢. On several occasions, applicants requested that the loan be closed at a later
date, due to their inability to acquire funds for preclosing expenses.

d. Several loans required a survey of the building site prior to loan closing.

€. On one occasion, repairs being made to the home to be purchased prevented
immediate closing of the loan.

f. Packaged applications averaged 11 days longer in this processing stage than
other applications. The majority of the packaged loans were closed with title
insurance binders. Title insurance typically took more time than designated
attorneys handling of title services.

Assumption can also be made that the more expedient processing of packaged
applications in the other stages of process offset the benefit often received from
concurrent performance of other loan making activities. For example, states
specializing in packaged applications order loan checks immediately upon loan
approval. States not using packaging order checks after receipt of preliminary
title opinion. Hence, the entire time for title services is included in this stage
for packaged applications. For other applications, the title work is spread
between the last two processing stages,

Solution.—a. The time requirements for delivery of loan checks must be
made uniform. Only when check receipt is made predictable within the county
office ean loan cloging be scheduled prior to check receipt.

There are two possible contributors to the above-mentioned inconsistencies in
check distribution. These are (1) a requirement in some State Offices that
approved dockets be submitted to the State Office prior to submission to the
Finance Office, and (2) the volume of work within the Finance Office eansing
delayed scheduling of check orders from Treasury. It is recommended that a
study be undertaken to determine which of the above contributes to check de-
livery delays and appropriate remedial action be undertaken.

b. Provision is made under FHA loan authority for advancing such funds if
the borrower is unable to supply them himself. Proper planning by county super-
visors with applicants during loan processing will eliminate this delay.

47-104—T7H——8
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¢. The designation of more attorneys to service FITA borrowers will diminish
most delays in providing title services.
d. Other delays at this stage of processing are basically uncontrollable by FHA.

BUPPLEMENTAL COMMENTS

1. FHA Instruction 444.1 should be clarified to specify the minimum number
of inputs required to complete any one stage of loan processing. Many incon-
sistencies exist among county supervisors in their individual requirements for
proceeding with loan processing. Some supervisors prefer to perform real estate
appraisals prior to county committee certifications. Others require only the
application and verification of employment prerequisite to certification, Some
appraisals made prior to certification are performed simply as a matter of con-
venience when the committee meeting is not scheduled immediately and the
supervisor determines that the applicant will be certified eligible. However, some
supervisors refuse to proceed with other loan making activities such as appraisals
before the eommittee meeting, FHA Instruction 444.1 should be revised to clarify
such inconsistencies in processing.

2. Detailed discussions were held with various builders and developers to
determine whether or not program changes were improving the program. Mr.
Jerry Claseo, Service Contractors, Inc., Phoenix, Arizona, stated that “FHA’s
packaging of applications and conditional commitments are an improvement.
These changes allow builders to (1) plan and build on a volume basis for FHA
which helps to hold down riging prices due to better scheduling of work, and (2)
become acquainted with purchasers at an early stage which helps to eliminate
future customer preference problems.”

Mr. Charles Neidhart, President, Charles Neidhart Enterprises, Inec., Phoenix,
Avizona, commented in a similar manner about the program. Most builders, how-
ever, were disturbed about the increasing delays being encountered in the FHA
county offices due to the rapid expansion of the housing program, Both builders
offered to furnish clerical help to the county offices to keep the paperwork
moving,

The rapid increases in FHA's loan and grant programs coupled with a reduced
personnel situation has created backlog delays in many county offices, These
problems have necessitated operational improvements and a greater need to bring
the private sector further into certain areas of the program for assistance. These
areas under study are the use of FHA designated attorneys and approved title
insurance companies closing real estate loans, the use of fee inspectors and
appraisers, and bank servicing of some existing loans. FHA is also conducting
extensive studies into its organization and staffing requirements to determine the
most appropriate pattern for the accomplishments of its assigned functions.

Question 2. Are there significant backlogs of unprocessed applications at some
FmHA offices? If so, please give details,

Answer. Attached is a copy of a June 30, 1974, report showing the number of
applications received during 1973 and 1974, and the number of applieations on
hand by states as of June 30, 1974, for the section 502 rural housing (RH) pro-
gram. (The report follows:)
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Question 3. Are you aware of any recent instances in which lack of per!-‘-on_nel
has encouraged local offices to process applications without a thorough review
of the borrower's circumstances? If so, please give details,

Answer., The County and Assistant County Supervisors are responsible for
ordering credit reports for RH applicants when information submitted on the
application indicates that the applicant will likely be eligible for a loan. The
County Supervisor obtains information from other sources when information
contained in the credit report is not sufficient to enable him to determine the
applicant’s eligibility for a loan. We believe that existing personnel are properly
evaluating applicants’ eircumstances in this respect.

Question 4. Please provide a copy of the FmHA regulation, instruction or other
document (s) setting forth its policy as to approval of new conditional eommit-
ments or loans in subdivisions or localities where FmHA already has (or knows
it soon will have) houses in inventory which will be difficult to sell at prices
comparable to the FmHA investment.

Answer, FmHA does not have specific instruetions prohibiting the issuance of
conditional commitments or the making of loans in subdivisions or localities
where FmHA already has (or knows it soon will have) houses in inventory
which will be diffienlt to sell at prices comparable to the FmHA investment.
FmHA Instruction 444.9, “Issuance of Conditional Commitments for Rural Hous-
ing Loans,” however, authorizes the granting of conditional commitments only
when there is an immediate and ready market for homes in the locality. The
total number of commitments outstanding in a county will not exceed the num-
ber on which the County Supervisor can reasonably expect fo be able to approve
RH loans within 3 months after the houses coverfed by the commitments are
completed, considering the availability of loan funds and the backlog of appli-
cations in the county office,

Question 5. Are you aware of any instances in which pressure by packagers
has contributed to the making of unsound loans? If so, please give details.

Answer. We are not aware of any instances in which pressure by packagers
has contributed to the making of nnsound loans,

Question 6. Do FmHA procedures allow a packager or builder to serve as a
credit reference for the borrower? If so, under what cirecumstances and are any
special precantions taken to insure that the reference is objective and reliable?

Answer, FmHA procedures provide that the eligibility of an applicant will be
determined based on information obtained from the ecredit report and from
dependable and unbiased sources such as creditors, bankers, merchants, em-
ployers, and landlords, and, when appropriate, by visits to applicant’s farm.
When information is obtained through written correspondence, the person pro-
viding the information is to show his relationship to the applicant by indicating
whether he is an employer, landlord, friend, business associate, relative, neighbor,
or creditor,

PACKAGING

Question 1. Do current FmHA regnlations (or other Federal laws or regula-
tions) prohibit packagers from making undisclosed payments or other induce-
ments to induce prospective borrowers to apply for FmHA housing loans? If not,
are there any plans to prohibit such undisclosed payments or inducements?

Answer. FmHA regulations prohibit packagers from charging applicants for
services provided in packaging RH applications. Packagers are now required
to sign a form indicating that the information they provided is complete and
correct and the form contains, just below the packager’'s signature, the stafe-
ment indieating the penalty for giving false information. Inducements paid and
not reported would, in our opinion, violate the requirement for disclosing all the
conditions of the loan. Also, RH applicants who receive a loan to buy a dwelling or
to buy a lot on which a dwelling is to be built, must sign Form FmHA 440-45,
“Nondiserimination Certificate.” One covenant of the nondiserimination certificate
reads as follows: “The decision to buy the particular house or lot to be financed
with a loan was mine and no person has coerced or unduly influenced me to buy
this particular property.” We believe the making of an undisclosed payment
or other inducement by a packager to a prospective borrower to induce the ap-
plicant to apply for a FmHA housing loan would be reason to debar the packager
from other participation in the FmHA programs. The acceptance of an induce-
ment by the RH applicant would be a violation of the covenant contained on
Form FmHA 440-45 and a justified reason for lignidation of the FmHA loan.
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Question 2. In counseling prospective home buyers, are FmHA personnel re-
quired to explore specific areas necessary for successful home ownership (such
as financial ability of borrower to handle mainfenance costs, utilities and other
expenses associated with home ownership) ? If so, please give details and pro-
vide a copy of any checklist or other inStruction used to insure that specified
areas are covered.

Answer. FmHA personnel in determining the ellgibility of RH applicants
musf deférmine that the applicant’s income is within the limits established by
FmHA but that the family has sufficient dependably available income to repay
the loan, pay taxes and insurance, maintain the house, and meet all of their
other family living expenses. This is accomplished by completing the family
budget section of Form FmHA 410-4, “Application for Rural Housing Loans—
Nonfarm Tract,” by supplementing the information contained on' Form FmHA
4104 by completing Form FmITA 431-3, “Fa mily Budget” in cases where infor-
mation submitted is not complete or when the loan approval official determines
that more detailed credit counseling is needed by the family in order to enable
them to be successful with the proposed loan and, in the case of farmers, by
completing Form FmHA 431-2, “Farm and Home Plan.”

DEFAULT AND DELINQUENCY PROBLEMS

Question 1. Statisties furnished the subcommittee last year (page 293) indi-
cated the percentage of borrowers behind sehedule on January 1 rose from 119
in 1971 to 15% in 1973. What is the eomparable figure for January 1, 1974?

Answer. 15.8 percent of active borrowers owing individual RH loans were
behind schedule on their payments as of January 1, 1974,

BCREENING OF BUILDERS

Question 1. What information is required to be supplied by a builder before
doing business with a local office for the first time?

Are new builders required to disclose whether or not they have previously
done business with FmHA or HUD and, if so, is inquiry made to determine
whefher there has been any adverse experience associated with such previous
dealings? If so, please provide copies of any forms and/or instructions relating
to this requirement.

Answer. The County Supervisor is responsible to obtain the necessa ry informa-
tion to ascertain that the builder is qualified and can complete the construction
in accordance with the contract. Items such as his experience, financial condi-
tion and the kind of work he has done in the past are considered.

In carrying ont the County Supervisor respongibilities in connection with the
above paragraph, thé builder's past experience will be determined.

Question 2. Is there any procedure for giving special attention to transactions
involving builders whose reputations suggest they may be the source of problems,
even though no suspension or debarment is in effect? If s0, please provide details.

Answer. When evidence indicates that a builder’s reputation is such that prob-
lems may develop, we have actions set in the procedures to protect the borrower
and the government, For example, a County Supervisor can, if warranted :

a. Require a performance bond.

b. Make partial payments so that adequate funds are withheld to take eare of
any deficiencies,

¢. Make more than the normally required number of inspections.

Question 3. Does FmHA hiave any regulations or procedures for warnine ifs
personnel about builders likely to cause problems even though such builders may
not yet have been suspended or debarred? If =o, please describe,

Answer. Each State Office receives a list of contractors who have been defer-
mined to be ineligible, debarred or suspended from performing further construc-
tion work with this agency, We cannot refuse to do business with a contractor
that does not fall within the above three eategories, liowever, as stated in para-
graph 2 above, there are procedures set forth to cover instances where we
question the contractor's eapability.

VIRGINIA/SOUTH CAROLINA

Question 1. Can the national office offer any explanation of or insight eon-
cerning fhe striking difference in statistics reported for Virginia and South
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Carolina concerning the number of houses in inventory, liquidation actions, long-
delinquent loans, ete.?

Question 2. According to testimony at the hearing. the foreclosure process is
significantly easier in Virginia than South Carolina. However, even though
the reverse might be expected, the number of foreclosures in South Carolina is
many times greater than in Virginia.

What explanation, if any, does the national office have for this?

Answer. In response to your request, we offer the following comments on the
differences in statisties reported for Virginia and South Carolina concerning the
number of houses in inventory, liquidation actions, on delinguent loans, and
number of foreclosures.

Attached is data showing the number of initial Section 502 loans made in South
Carolina and Virgina during fiseal years 1969-1974. This data indicates that
during fiscal yvears 1970-1972, the housing program in South Carolina increased
rapidly. Many of the families receiving loans had adjusted incomes of less than
£3.000. Some of these families have heen unable or unwilling to repay the honsing
loan and became seriously delinquent. A concerted effort, therefore, has been
made in South Carolina to service all housing loans and when a determination
was made that the families wonld not or could not repay the indebtedness, liquida-
tion actions to protect the Government’s interest were ftaken. Members of our
South Carolina RH staff have indicated that the policy now being followed in
South Carolina is that when a borrower becomes two or more payments behind
schedule on his loan, the County Supervisor attempts to get a firm understanding
with the borrower concerning future repayment of the RH loan. In cases where
the borrower does not meet the conditions of the agreement reached liguidation
of the loan is required.

The rural housing program in Virginia during fiscal years 1970-1972 increased
substantially but not at the same rate as in South Carolina. Fewer loans were
made to families with very low adjusted incomes, and less liquidation action has
been needed to service the loans. You will also note that during fiscal year 1975~
1974, the RH program in South Carolina has decreased significantly. During the
fiseal year of 1973, the RH program in Virginia continued to increase and al-
though in fiseal year 1974 fewer loans were made, the decrease was not so
sovere as in South Carolina. A larger proportion of the County Supervisor's time
was nused to make loans in Virginia during the last two fiscal yvears and less
time has been used in servicing loans. This accounts for the striking differences
in statistics reported for the two states.

Percent of
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Number Amount adjusted adjusted

initial initial family  family incoma

State or Nation by fiscal year obligations obligations income  under $3,000
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! No information available.
VIRGINIA STATE OFFICE
Question 1. Please provide the best estimate of each local office as to the num-
ber of FmHA financed homes not in inventory which are vacant in the area
served by the office.
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In the event the State office believes any of the local office estimates are not
reliable, this should be indicated.

Answer. The best estimate of the number of vacant houses financed by Farmers
Home Administration both in inventory and not in inventory is attached. This
figure is of course subject to change as the process of servicing the loans will
create changes,

Vacant houses financed by FmHA
[Estimated—Includes those in inventory and not in inventory]

Abingdon 0 Harrisonburg
Appomattox Jonesville
Bedford Kenbridge
Ashland Lebanon
Charlottesville Lexington
Chatham Onancock
Christiansburg Pulaski
Culpeper Petersburg
Cumberland Providence Forge
Chase City Rocky Mount
Courtland Stannton
Daleville Smithfield
Emporia Tazewell
Fredericksburg Tappahannock
Front Royal Wytheville
Farmville Warsaw
Galax Woodstock
Gate City Williamsburg
Halifax 0 Suffolk

Question 2. Please advise whether or not the statement made by Mr. Jones
concerning vacant homes and unpaid loans in the Suffolk office area wis accurate
at the time he made it in late 1973, giving details.

Please give the number of vacant FmHA homes in the Suffolk office area a)
in inventory, and b) not in inventory at the present time,

Answer. Without a great deal of research it would be impossible fo determine
the aceuracy of the statements made by Mr. Jones cencerning the vacant homes
and unpaid loans that existed in 1973, The statements were based more on gen-
eral opinion rather than facts, Most of his statements were out of frustration
and discord with the District Director. His subsequent resignation after only
two months on the job which he had requested indicated to me his inability to
cope with a situation we all were aware had become 2a serious one. Credence to
his observations under these conditions is unacceptable to me.

The situation at present shows 14 vaeant houses all not in inventory and the
delinquency as of August 31, 1974 as reported by the Finance Office is:
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_ Number Percent
Total delmquent. 47.2

Relingoent Epgymapt. . TRWeC 6 al vl T K0 b o8 A 11
Delinguent 2 payments. A
Delinquent 3 payments. _ ks 3.
Over 3 payments 4.

Question 3. Please provide a more detailed statement concerning the operations
of Windsor Deyelopment Co. and related firms and individuals in Virginia.

Answer. Operations of Windsor Development Company (Windsor Custom
Builders, Inc., Windsor Builders, Inc., all hereafter referred to as Windsor) :

Windsor started working in Virginia in the Fall of 1971 on a small seale and
initially did not come to the attention of the State Office. In early 1972 the com-
pany decided to expand and contacted the then Chief of Housing for assistance
and advice. An inspection of the previous work by Windsor was made and corree-
tions and changes in method of operations were pointed out to the company if they
were to be permitted to continne to build under the FmHA program.
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The changes were made or promises that the changes would be incorporated
into their operation were made ; however, the company continued to take every
advantage of the letfer of the law they could use to their advantage,

In September 1972 the District Director reported problems with Windsor and
he was directed to take action on the problems. A satisfactory solution was not
found and on March 1, 1973 instructions were sent to the County Supervisors
doing business with Windsor not to close any loans to Windsor until all con-
struction deficiencies had been corrected. In mid-April the County Supervisors
reported the deficiencies had been corrected and on April 18, 1973 authority to
close loans was granted. However, certain restrictions were imposed as future
construction must be under the Conditional Commitment and not by contract.
The primary purpose of this move was to put FmHA in a position to refuse
acceptance of the house if not satisfactory without having a borrower “in the
middle” during construction.

Future development showed the action taken in March did not solve the prob-
lems with Windsor so on September 17, 1973 initial steps were taken to bar
Windsor from future operations with FmHA as authorized by FmHA Instruc-
tion 424.3 and 444.12. All construction was stopped at that time; however, the
final suspension action was not followed through as information was received
from OIG that Windsor was a subject of investigation and administrative action
against the company should not be taken. Since September 17, 1973 loans have
been closed on three houses that were under construetion on conditional commit-
ments prior to September 17, 1973.

To the best of my knowledge Windsor Builders and the principals of the
company are not presently doing any business in the State of Virginia under any
other corporate name,

Aceording to the best information available without a very detailed study of
the records of the County Offices concerned, Windsor construeted 75 houses in
Virginia. Of these, 134 accounts are delinguent to varying degrees; 26 are con-
sidered as in default as some type of “forced” liquidation will be necessary,
most will be or have been by transfer, and it is reasonable to expect approxi-
mately 25 additional loans will default. In August, 17 Windsor constructed houses
were vacant, however, five were in the process of transfer and caretakers were
being obtained for four others.

Most of the loans transferred were transferred in a delinquent status. IHow-
ever, no transferee has become a serious problem or a default.

No loss to the taxpayer has been incurred on the loans transferred and no Joss
is anticipated on those presently in default and under liquidation action—transfer
or foreclosure,

Windsor directed its sales to the low income urban resident and in some cases
the borrower refused to move after the loan was closed due to the location of the
house and lack of transportation to work, and other conveniences of the urban
community. There is no known case of fraud on the part of the borrower in these
cases, but victims of excessive sales and inadequate briefing by FmHA per-
sonnel.

Question j. Please advise whether any action was taken which had the effect
of preventing Nathan Cohen and/or firms with which he was assoclated from
gelling homes under FmHA financing in Virginia and, if so, give details,

Answer. Nathan Cohen. In early 1972 the past history of Nathan Cohen was
hrought to the FmHA attention through articles published in the newspapers of
the area where he was working. The President of Windsor, Robert Price and
Cohen were requested to meet with the State Director. Assurance was given that
Cohen was strietly an employee of Windsor (a construction foreman) and with
that understanding no action was taken at that time as it was pointed out (and
later confirmed) that Cohen was not on any list barring his working in the
housing field under Government programs.

Later in the fall of 1972, comments and public opinion made it desirable that
Mr. Cohen not work nnder the FmHA program, therefore, the company was
requested to cease the employment of Mr. Cohen in connection with FmHA loans
and eonstruction. The President of Windsor agreed that Cohen would not work
in Virginia, but that he would remain in the Windsor employment. To my knowl-
edze Mr, Cohen has not worked in Virginia on FmHA related projects since that
time.

Question 5. Unless already given in response to question 3 above, please provide
details concerning the experience with Windsor Development and related firms,
including specifically :




(@) the number of loans which became defaulted or seriously delinguent.
(If a loan became defaulted and was transferred, this should be included
even if the transferee is now paid up; if the transferee subsequently became
seriously delinguent or defaulted this shonld be noted also.)

(b) Whether or not any loss to the taxpayers has been incurred or is an-
ticipated, giving details.

(¢) details concerning any situation(s) in which borrowers never moved
in after the loan was made,

Answer. Information requested is included in item 3, above.

In addition fo the above, the following supplemental information is requested :

Question 6. Any further explanation or insight you can offer concerning the
striking difference in statistics reported for Virginia and South Carolina con-
cerning the number of houses in inventory, liquidation actions, long-delinquent
loans, ete.

Answer. In reply to your request as to why the difference in the FmIA pro-
grams in Virginia and South Carolina, T do not feel I am in a position to make a
comparison as I am not informed on the South Carolina conditions or programs.
As to the conditions affecting the Virginia situation, I feel the reason for the low
inventory and the prediction that it will remain very low is due to the economy of
the State of Virginia, Virginia has had an vmusual influx of manufacturing eon-
cerns of many various types of industry which has maintained a good economy
and low nmemployment—a rate of approximately % the national average,

The demand for housing is much greater than the present rate of construction,
particularly in the rural areas where FmHA operates. This is evidenced by the
approximately 4,800 applications on hand July 1, 1974,

The liguidation rate in Virginia through foreclosures is low as most problem
cases can be transferred if the owner is willing if there are no judgments or
other legal cloud to the title. Most foreclosures are caused by divorce or
separation,

The long-term delinquency rate is high, but is being reduced where sufficient
manpower can be directed to servieing and less to loan processing. Where there
is a back-log of applications, the pressure of course, is on loan making to serve
the public,

The per eapita income by connty was requested at the hearings in Washington,
and that information is attached. This might give a basis for the difference in
the Virginia-South Carolina programs.

Per capita personal income by SMSA's and non-SMSA counties in Virginia
19721

County Dollars County Dollars
SMSA's: Non-SMSA counties—Continued
Lynchburg T Culpeper el el B 502
Newport News-Hampton Cumberland __ . 2618
Norfolk, Virginia Beach Dickenson 2,531
Portsmonuth } - Fssex 3. 374
Petersburg-Hopewell 4 Fauquier ._._ 4, b4l
Richmond 5, 065 Floyd 2,613
Roanoke ___ 4, 268 Fluvanna: ..o 3, 195
Non-SMSA counties: Franklin ~__. — 2,906
Accomack 3,502 Frederick 3. 803
Albemarle 4 115 Giles 3, 260
Alleghany 3, 648 2,845
Amelia 2, 946 Greene ___ 2, 890
Angusta 3. Bb3 Greensville 3,128
Bath 3, 703 Halifax
Bedford 4,073 Henry .
Bland 2,13 Highland _____
Brunswick ___ 2,717 Tsle of Wight
Buchanan 2 2,534 King and Queen
Buckingham 2,430 King George
Caroline 3,437 King William
Carroll 3,043 Lanecaster 3,808
! ! P Y 2,124
Louisa 3, 980
See footnote at end of fable,
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Per capita personal income by SMSA’s and non-SMSA counties in Virginia
1972 *—Continued

County

Non-SMSA counties—Continned
Lunenburg
Madison
Mathews
Mecklenburg
Middlesex
Montgomery
Nelszon e
New T HenE . e oo 2, 663
Noxrthampton' e o= 2,993
Northumberland - __ - 2,989
Nottoway 3,470
Orange __
Page ..
Patrick

Dgllars

Caunty

Non-SMSA counties—Continued
Rappahannock
Richmond
Rockbridg:
Rockingham
Russell
Shenandoah _
e o 1 o S0, T I 2
Southampton .-
Spotsylvania
Stafford
Surry
Sussex —.——.-
Tazewell ____
Warren

Dollars

09

179

Westmoreland
Wise
Wythe

Pittsylvania
Prince Edward-_
Pulaski 3, 199
11972 ; the most recent figures available.
Source: Survey of Current Business, U.S. Department of Commerce,

- 2,998

May 1974,

Question 7. A more detailed statement concerning the reasons for the relatively
high proportion of loans which are more than six months delinquent in a number
of Virginia offices. Please indicate specifically what efforts, if any, the State office
has made to analyze the reasons for relatively high concentrations for such long-
term delinquencies in some offices, providing copies of any written analyses

Answer. The primary reasons for the high delinquency rate in Virginia are
(1) the attempt to meet the objectives of Farmers Home Administration by
providing housing to low income families and (2) inflation. To carry ont the
intent of the program requires making loans to high risk families and this in
itself results in delinquencies; but the problem is magnified with the present
day inflation.

The sreatest need for housing in Virginia‘is among the low-income group and
this program is primarily directed to that group. I believe the intent of Congress
is to have 50% of the funds go to the interest credit eligible group and in this
time of inflation, delinquencies will occur.

The concept is to work with the borrowers as long as there seems to be a
possibility of meeting the loan objective, even if the loan is delinquent. When fthe
situation becomes hopeless, steps to liquidate are taken. This course of action has
not resulted in loss to the Government, and many families have been able to
refain a home that would not have been possible under a poliey of liquidation
of short-term delinquents.

A major contributing factor to the delinquency problem is the need to devote
additional manpower to loan servicing. With the high demand for loans, it is
difficult to jnstify not processing loan applieants becanse of the lack of manpower.

As for analysis of delinquencies, we have no written information at present.
The aforementioned statement we feel is a realistic evaluation of the sitnation.
We are concerned, aware and working to minimize the situation, If it did not
exist there wonld be absolutely no need for our program. The degree of it is not
acceptable to us, and we have many plans in effect to reduce if.

SOUTH CAROLINA STATE OFFICE

Question 1. We would appreciate any further explanation or insight you ean
offer concerning the striking difference in statisties reported for Virginia and
South Carolina concerning the number of houses in inventory, liquidation actions,
long-delinquent loans, ete.

Answer. Since South Carolina was one of the first states that got into volume
RH lending in 1971, 1972 and 1973 we naturally would be in a larger servicing
volume. When a RH account becomes two months delinquent and the borrower
does not respond, we request a meeting with the borrower and either get the




464

account current, get a firm agreement to get the account current or begin
liquidation. This firm collection policy will generally result in more houses coming
into inventory. This firm collection policy also results in South Carolina having a
smaller percentage of “long delinquent loans” (in excess of 6 months).

Question 2. Please advise whether or not there is any reason to believe Wind-
sor Development and other firms with which Nathan H. Cohen is believed to
have been associated have done business involving FmHA finaneing in South
Carolina. If so, please give details.

Answer. We are not aware of any business in South Carolina of Windsor Devel-
opment or Nathan H, Cohen.




Arrenpix 21.—Responses BY FarHA StATE OFFICES TO QUESTIONNATRE
ox Rurar, Housing OPERATIONS

[The following questionnaire was sent to each FmHA State office :]

INFORMATION ¥OR INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE

1. Which five counties in your State do you feel have the most serious problems
in their Section 502 rural housing program operations? Please identify each
such county and provide a very brief description of the nature and extent of the
problems involved. (If you do not feel there are significant problems in a8 many
as five counties in your State, the requested information can be provided for less
than five counties. If you feel that more than five counties have equally serious
problems, information can be provided for more than five counties,)

2, Please provide your best estimate (or actual figures if readily available) as
to the total number of Section 502 houses or loans in (a) your State and (b) each
of the counties identified in response to question 1 which fall in each of the
following categories:

{a) the number of seriously delinquent (i.e. six months or more behind sched-
ule) loans. It would be helpful if you can also indicate percentage of such seri-
ously delinquent loans on which liquidation action has been initiated.

(b) the number of loans which have been defaulted since January 1, 1973, and
the estimated loss from such defaults, together with your estimate of the
number of additional loan defaults and the amount of additional loss, if any,
anticipated in the near future,

(¢) the number of FmHA financed houses which are vacant, together with
vour estimate of the number of such vacant houses which have not yet been
taken into inventory.

(d) the number of houses which are now in inventory or are expected fo be
taken into inventory, if any, which yon believe may be difficult or impossible to
sell under present conditions at prices reasonably related to the FmHA in-
vestment in them.

3. (a) Are yvou aware of any subdivigions in your State containing 50 FmHA
financed homes or more? If so, please identify each such subdivision, giving its
name and loeation, the name of the builder or builders, if known, and the
approximate number of FmHA homes it containg,

(b) Are you aware of any builders or developers who have built a total of 100
or more FmHA financed homes in your State during the past three or four yvears,
whether under a single trade or corporate name or several different ones? If so,
please identify each such builder or developer (giving different corporate or trade
names, where appropriate) and give your estimate of the total number of FmHA
financed homes built, plus any added comments you may be able to supply econ-
cerning the counties or areas of the State in whieh the builder or developer has
operated and whether or not he has specialized in manufactured or conven-
tionally constructed homes,

(e) Are you aware of any single subdivisions in your State in which there
have been ten or more defaulted FmHA loans since January 1, 19737 If so,
please identify each such subdivision and give the estimated number of defaulted
loans involved. In addition, please deseribe very briefly any factor or factors you
believe may have contributed to the problems in each such subdivision,

(d) Are you aware of any builders or developers in your State which have been
associated with a total of 25 or more defaunlted FmHA loans since January 1,
19737 If so, please identify each such builder or developer and provide very
brief details, including the estimated number of defanlted loans and any factor or
factors you believe may have contributed significantly to the loan defaults
involved.

(e) To your knowledge, have any special investigations been conducted or any
lezal action taken beeause of alleged irregularities involving operations of large-
scale builders or developers of FmHA financed homes? If so, please provide very
brief details.

(465)




466

4. Has your office made (or been provided) a written analysis of the overal] ex-
tent, nature and/or causes, etc., of problems involving delinquent and/or de-
faulted Section 502 loans in your State or areas thereof? If so, please provide a
copy of the most recent such analysis. If more than one such analysis has been
made and you do not regard the most recent analysis as the most informative
one, please provide also a copy of any earlier ana lysis which is more informative.

5. Have there been any significant problems in your State involving multi-
family housing financed by FmHA, including rural rental, labor or cooperative
housing? If so, please provide brief details concerning any such problems,

6. Are you aware of any instances in your State within the past three or four
years in which new loans or commitments were made in a subdivision at a
time when FmHA had acquired or appeared likely to acquire title to houses in
the same subdivision which it wonld not be able to resell at realistic prices?
If so, please provide brief details for each such subdivision.

7. Are you aware of any instances in Your State in which there has been a
noticeable concentration of borrowers in a single subdivision or area who made no
payments, or almost no payments, after loan closing? I so, please provide very
brief details concerning each such instance,

8. Are you aware of any instances involving problem or defaulted Section 502
loans in your State in which :

(a) the borrower never moved. in A

(b) the borrower was an employee of the builder or developer, or the primary
credit reference was provided by the builder or developer, or there was some
other significant association between the borrower and builder or developer
other than buyer and seller:

(¢) undisclosed inducements, such as payment of insurance or of loan install-
ments, were provided hy the builder or developer to the borrower. If so, please
provide brief details concerning each such instance,

9. Please give your opinion as to whether or not you believe there is n
significant difference between manufactured and conventionally constructed
houses in your State with respect to :

(a) problems involving defaulted loans.

(b) the average gain or loss per house on houses taken into inventory and
resold, based on the original amount loaned and unpaid, repair costs, ete.

If you believe there is a significant difference, please provide very brief details,

[Information provided by State FmHA offices follows. Material furnished is
numbered to ecorrespond with the appropriate question in the preceding ques-
tionnaire ;1

ALABAMA .

1. We listed below the five counties in this state which we feel have the most
serious problems in their Section 502 rural housing program operations :

Unduplicated Number of
RH caseload houses in
County inventory

Madison
Mobile...
Manroe. .
Coffee-Dal
Dallas. .

All of the above counties are listed as having problems solely because of the
number of inventory houses on hand.

In Madison County, the problem developed five or six years ago with one
or two builders probably over building in one or two subdivisions that were
probably too far in the rural areas. This happened before subdivisions were sub-
mitted to the State Office for approval. One of the largest snbdivisions was highly
integrated, and as the families began to desegregate, problems developed with
vacant houses. An investigation was conducted by OIG and, as a result, the
Supervisor retired. Since that time, the new Supervisors (we have had two in
this county) have been working very diligently on this problem,
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We had one subdivision in this county where sewage problems developed and
all but two families moved out of the subdivision. The contractors went broke.
However, through very good work of the County Supervisors, the developers
secured a treatment plant and with the cooperation of the County and Health
Department, installed this treatment plant. This subdivision is now open for
sale of 18 inventory houses owned by FmHA, four by HUD, and six unfinished
houses still owned by the builder. The county has agreed to take over and operate
this plant. We feel that we have reached our maximum in this county and have
started the other way.

In Mobile County we had a very aggressive Supervisor and a very small over-
all program. When interest credit loans became available, many builders became
interested in the program, and the program mushroomed in this county: The
Supervisor became more interested in making loans than servicing them. Con-
sequently, he began to encounter problems. The Supervisor failed to assume
responsibility of correcting these problems, and he was moved from this county
in early 1974, We have two problem areas in this county. One is an all black
subdivision in Montelair, and one is an all black subdivision in Mt. Vernon.
Much vandalism has taken place at Montclair. We have now advertised Mont-
clair for office to sell by realtors and are in the process of repairing these homes
and hope they will be sold through this process. A $200,000,000 industry is planned
for the Mt. Vernon area, and we anticipate this relieving the subdivision at Mt.
Vernon.

The personnel in this county are working very diligently to turn this county in a
different direction. We have very few borrowers left in this county that are delin-
quent from 1973 payments, and we are now in the process of contacting all bor-
rowers that are more than three monthly payments behind. Out of a total of
808, we will probably get 25 or 30 more houses in inventory, all of which will be
older loans that were improperly served by the former Supervisor. We anticipate
no problems with loans made in this county during the last 18 months.

Monroe County is a very good agricultural county and has a rather high
ratio of blacks. We have two problem areas in this county. One in a very nice
black subdivision of 30 odd houses in Beatrice. These are brick homes, paved
streets, public water, and central sewage system provided by the contractor
and now operated by the water system. We have approximately six houses in
inventory in this subdivision, and the builder has approximately four houses
unsold.

In the county seat of Monroeville, we have a subdivision of approximately 60
houses developed by two contractors, which is a very nice subdivision with paved
streets, nice size lots, brick veneer, and has central water. When the developers
were working on this subdivision, loans were made to some applieants that should
have not been made to. These applicants gave this subdivision a bad name. Most
of these have been moved or foreclosed, and the subdivision is in an excellent
ondition at the present time. We have 20 odd houses in inventory in this sub-
division and the builder has approximately five that have never been sold.

There are very few other problems in this county. There is a tremendous need
for housing for blacks in fhis county. Yet, they hesitate to come into crowded
subdivisions such as these fwo. We feel that in time this situation will be worked
out without many problems.

In Coffee-Dale County we have at Ozark, Alabama, Pt. Rucker, which is an
Army-Helicopter base, You, of conrse, can imagine the growth that took place
at Ft. Rucker during the recent Vietnam war, This is an excellent agricultural
area and Dothan, Alabama, is located approximately 20 miles south. Most of the
houses invelved in Dale County, and the majority are in Dale, are in a nice
cnbdivision with paved streets and central water. Most of the houses are approxi-
mately 1100 square feet with one and a half baths and garage. Most were taken
into inventory at $12.500 to $13,500. The majority are owned hy whites. Most of
the houses were turned back at the end of the Vietnam war, when Ft. Rucker
was cnt quite severely in its program, and these people had to move fo seek em-
ployment, The economy in this area is now recovering and we anticipate no
problems in disposing of these houses over the next two years. They are, at the
present time, selling from five fo eight houses a month.

In Dallas County we have two problem areas, both mostly black subdivisions.
Here again, we had developers that deyeloped subdivisions in rural areas and
brought families together, and they were not used to living in such close quarters.
There is nothing wrong with the homes in these eases, and it will take a matter
of time to slowly move families into these areas to occupy these empty houses,




468

You will note that there are only 21 houses out of a 350 case load in this coun-

ty, all of which were formerly occupied by blacks,
For your information, and to show that these are the major trouble spots in
this state, we list the other counties that have over 10 houses : Tolks :
maoer o]

Houses in
County Inventory

Lowndes .
Limestone
Barbour
Elmore
Marengo
Covington
Crenshaw ' ___ - __ ...

You see that the five listed above are where our main problems are, Looking at
Limestone County with 18 houses in inventory, they have 961 active housing
borrowers, In Elmore County with 12 houses in inventory, they have 869 active
housing borrowers. So you see with the mobility of present families with almost
a thousand families involved, you can expect to have a rather large turn over
of houses in any one year, with families moving to other jobs, divoreing, and
other reasons.

2. As stated above, we have a total of 26,523 active RH loans in Alabama as
of June 30, 1974. According to the printout from our Finance Office dated
July 31, 1974, we bad 623 borrowers that were delinquent over three payments,
This is three percent of the 21,109 borrowers that were on direet payment, We
have no estimates as to the number of office pay borrowers that would be in this
category.

. According to the July 31, 1974, printout, we are listing below the five counties
and giving the number of borrowers that were three months behind on their
monthly payments:

Number of Number of
borrowers 3 cases in
County manths behind liquidation

WMadison
Mobile. .
Monroe. .
Coffee-Dale.
Dallas_ ____

As stated above, in all counties, except Mobile, we feel we have peaked with
problem eases and are going down hill,

b. This information i3 not readily available. However. with the exeeption of
Madison County, that a vast majority of inventory houses were taken in since
January 1973. We have devoted the last eight to ten months in this stafe with
a very striet poliey on servieing, and it has been highly snceessful. We have taken
losses in individual loans, but state wide of all liquidation cases we have shown
a gain or profit during the last 12 months according fo Finance reports. We do
not anticipate a vast number of loan defaults, other than in Mobile County where
we will probably have 25 to 35 additional cases, mainly because of failure of
families to make their payments.

¢. The number of PmHA financed houses that are vacant in the five counties
are strictly an estimate, but I feel that are fairly accurate :

Number of Number of
vacant inventory other vacani
County houses houses

Madison__._...
Mobile. .

Manroe_
Coffee-Dale.

Dallas. ..o
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In Madison County all inventory houses were opened up to tornado victims in
April and May of this year. A majority of the houses in inventory in this
county are leased on a monthly basis to tornado vietims, many of which will
eventually buy the house, while others will only oceupy them until they can
rebnild thieir homes.

. We listed below the number of houses now in inventory or expected to be
taken into inventory where we may encounter problems in selling:

Number of
Houses in

County Inventory
Madison 10
Mobile __ 10
Monroe 0
Coffee-Dale 0
Datiag 'L e Sl BB W s Y T

In Madison County we have one large integrated subdivision where vandalism
his been very severe. We have a few houses in this subdivision that if we could
dispose of without repairing, we feel it would be of the best of interest to the
GGovernment. All of these cases have been reported to local sheriffs' offices and
FBIL In Mobile County, we come back to our black subdivision where vandalism
has taken place. In this case, the FBI has been active, but has not stopped
vandalism in this one subdivison,

3a, Listed below are subdivisions containing 50 or more FmHA financed homes :

Approximate
number
County S/iD of houses  Builder
Madison, . 2ogaessof g2z o RYOR Ripre o o el L el 75 Charles Fields.
Hazel Green. BRASE 110 Ragland & ‘rounﬁ.
OO i AL LT Mosses . . 58 Great American Homes.
Monpae. b . Lo o o i o Pinein - 10 fis 60 Great American Homes &
W. C. Taylor.
O e e Pinsbrook. ... ... _.__._. 110 Strength & Pouncey.
Kingswood_ ... ....... 70 Clarke Associates.
Ferndale_ . _...._._._ = 50 Do.
i o PO SRS R UL R Mark IV____._.. 60 Ray H. Horn.

] I SOt e T SRS A A Wl g A 56 Great American Homes.

b, Listed below are builders to our knowledge that have built a total of 100 or
more FmHA financed homes in Alabama, and the counties in which these houses
are mainly constructed.

Approximate
number

Buildar of homes Location
Charles Fields. . ......o... SR TR s oSSy ST 300 Limestone, Madison, Marshall
Jackson
Great Americanomes_ . .o . U ... 4-500 Marengo, Wilcox, Dallas, Lowndes,
Butler, Monroe.
Clarke Associates b B TR Al ol 200 Elmore.

Strength & Pouncey. . ... LTS ey 200 Elmore, Macon,

MMiki Walding By o P T U T wt sl 300 Coffee-Dale, Houslon, Geneva,
Henry, Barbour.

A 160 Mobile {now out of business).

= 110 Madison,

First Homes
Ragland & Young. ... .........

None of the above builders used modular housing. Many used a panelized
house where open panels were transported to the site, as most construction is
now done, and erected.

c. Listed helow are subdivisions as to our knowledge in Alabama in which
there have been ten or more defaulted FmHA loans since January 1, 1973:

47-194




Approximate
number of
County f defaults

Limestone ATHEMNE. . o o nv ol o gt s e s
R e . FANCRINE CE
Blouchersford. .

O e e s Piahrpok
Kingswood
Ferndale
Crenshaw_________
Whitehall ...._._...
Mosses:
Norman._____.....

Meadowbrook_._._.

Pineview
aRHEL S Y, il S L e L L e Bl

Montelair........

Most of the subdivisions have been listed above and have been caused mainly
because of accepting packages from builders without complete investigation,
poor credit risks, and trying to make loans to families with too low of income.

d. We are listing below builders, from our knowledge in Alabama, that have
constructed houses where 25 or more have defaulted FmHA sinee January 1,
1973. These builders are Charles Fields, Great American Homes, Clarke Asso-
ciates, Strength and Pouncey, Miki Walding, First Homes, and Ragland and
Young. As stated above, most of the defaulted loans are due to improper in-
vestigation, trying to make loans to families with too low of income, and making
loans to low income families that have never had to budget their money.

For example, we moved hundreds of families from two and three room shacks
with drop cords for lights, no toilet facilities, no running water, and the only
expense was probably $25 to $30 rent. These families were moved into homes
with electric lights, electric stoves, central heating, bathrooms, well pumps, and
all conveniences of average families. We did not have enough personnel to prop-
erly supervise and acclimatize these families to this change in their environment.
This was probably the greatest transition that most of these families will make
in their life time. When it developed that they owed light bills, heat bills, water
bills, taxes, insurance, and house payments, they could not, and we did not have
the personnel to assist them, budget their income to meet these expenses. Conse-
quently, they became behind with their utilities and house payments, and either
gave up or were foreclosed ; thus, losing their homes.

It appears from this questionnaire that you are attempting to blame these de-
faulted cases on contractors, poor selection of families, poor subdivisions, poor
construction, and so forth. This is not correct. We have instances, and they are
rare, where this has happened. The majority of our defaults are mainly the fault
of the FmHA not providing enough personnel to assist these low income people
with counseling and money management and how to become accustomed to living
in a home like normal people. A majority of our defaults would probably have
never been in this situation had we been able to go out and supervise families,
counsel and guide them as we have done in the past without supervised pro-
grams. We have become so wrapped up in making loans that we have negloeted
the fact that the majority of the low income people in the South need help other
than loans. Unless this help is provided, we will either drop all our low income
families, which would be practically all of the blacks, and devote our loan making
to the upper class, who will pay on their own.

e. As stated above, we had a special investigation in Madison County involving
one builder. There was an extensive audit report done in Wileox County on
Great American Homes. This report was completely cleared and the builder
made all requested adjustments,

4. We have not made, or provided as such, written analysis, of the overall
extent, nature, and causes of delinquent and default housing in this state, even
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though we have in the State Office first hand knowledge of every subdivision
where we have encountered problems and almost the names of every borrower,
Our District Directors have been closely connected with these problems, and
loan officers have assisted county personnel in serving these cases. We provide
breakdown of inventory houses to District Supervisors periodically and set goals
from them to distribute among their counties in selling inventory houses. For
example, at our last staff meeting in August, we provided Supervisors with a
county by county list of inventory houses, which totaled 433 in the state at that
time.

We set a goal to process 232 credit sales during the months of August, Sep-
tember, and October. Reports were issued during this time to District Super-
visors showing progress made in reaching these goals. All personnel are aware
of problems and where they exist.

5. We have no rural rental housing in Alabama that have given us any sig-
nificant problems.

6. The nearest incident in which we would have cases similar to those referred
to under this question would be in some area where we might have inventory
houges and the builder had dwelling construeted and not sold. In some instances
we have permitted the builder to provide us an applicant for an inventory house,
and we made a loan for an unsold dwelling. We have found builders to be the
most cooperative in trying to assist us in selling inventory houses. We have often
told builders that we would not build in that vicinity until inventory houses were
disposed of, and normally we expect each builder that is actively building to
provide us with applicants for inventory houses that are formerly constructed
by him.

7. We have many instances in this state where we have had concentration of
borrowers, especially low income blacks, in a single subdivision or concentrated
area, where payments were not made in many instances due to a family down
the street having been foreclosed and still remaining in the honse for six to
eight months before the Unifted States Attorney evicted him. A good example is in
the Westgate Subdivision in Wilcox County with 56 black families. Last Thanks-
giving, the marshal evicted a family that had been foreclosed because of failure
to make payments and had continued to live in the house for approximately eight
months. He had laughed at other horrowers saying they were foolish to make pay-
ments when he did not have fto. The marshal advised that when he moved this
borrower's furniture into the street, that there was a ring of families around
the area observing. The county office clerk advised that by the end of the follow-
ing week that they had been surprised at the number of families that had come
in and paid their entire payment for 1973. Many of these families the Super-
visor felt that he would have to foreclose because of their failure fo pay up.
This has happened time and time again in subdivisions.

For example, in Lowndes County, we have a subdivision with 58 dwellings, At
the present time, we have two families that have been foreclosed. Both were
foreclosed in April 1974. One is mentally deranged and constructed a barbed
wire barricade. He has not made a payment since purchasing this house and
has lived there five months after the foreclosure sale. Yon ean see what effect
this has on low income people that have problems making their payments anyway
and then see a family next door living in the dwelling that has been foreclosed
and making no payments and not especially concerned. It would be very helpful
if some method could be worked out with the United States Attorney’s office
to step up eviction, where necessary, following foreclosure.

R. a. I ean reeall only a rare instance where borrower purchased a honse and
never moved in, One case recently occnrred when a family had moved from their
old dwelling, were on their way to the new dwelling when they disagreed and
subsequently, obtained a divorce and never got to the new house with the furni-
ture. This is not a problem in this state.

b. This would not be a problem.

e. We have no knowledge of this having eccurred in this state.

). Three years ago there were 35 modular housing manufacturing plants in
Alabama. These dwellings. though offen very well constructed, were not com-
petitive with local stick built or panelized houses. Therefore, a majority of
them were shipped to ofher states. T doubt of all modular loans made in Ala-
hama, if we made over 200 loans to buy modular constructed homes. We now
have two modular plants operating in this state.

a. We have had problems you might say with one manufacturer of modular
homes where several homes were purchased and the plant closed down or banlk-
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rupt and they did not follow up on their warranty. This involved only a few
honsges and was not a bad problem.

b. We have probably discounted a very few number of modular houses to show
a loss once taken into inventory and resold. Under our present economy, most
dwellings after being repaired, appreciate in value.

I will again like to express my opinion regarding the situation involving
this questionnaire, I realize that we have had builders that have not given us
unsatisfactory deals in both houses and subdivisions. However, a vast majority
of builders in this state want to do the right thing and have been most coopera-
tive in trying to construct a good house on the adequate site, I still feel that the
greatest problem has been caused by lack of personnel to properly service low
income families.

I hope the above provided the needed information. If further information is
needed, feel free to call us.

ALASEKA

Rural housing programs in Alaska are administered by the Oregon State office.

ARIZONA

1. Five counties: Cochise, Maricopa, Navajo, Pinal, and Yuma.
2. (a) Total number of Section 502 loans in Arizona : 7,362,
(b) Total number of Section 502 loans in Counties :

(1) 6 months or more:
Cochise .50 percent.
Maricopa 293 = 38.62 percent.
Navajo 56 = 39.19 percent.
Pinal" ___ -- 128 = 4248 percent.
Yuma 58 = 38.81 percent,

(2) See attached copy of completed FmHA Bulletin 5049(465).

(3) 101 vacant but not in inventory, and 23 aequired vacant homes,
(4) 23 in inventory, Will be able to sell them all.

(a) Yes. Subdivisions of over 50 listed below :

Canyon Shadows, Kingman, Shuffler & Kerley (and Borne)

Casa Mia, Mesa, Schemel Constr., Inc

Chula Vista, Nogales, Firestone Builders____________* " _________
Donovan Estates, Yuma, Jacobson Companies__________ ___________
Eloy North, Eloy, Blankenship Builders

Littletown, Tacson, Key Ballders. U l0 . L
Lucy T Nos. 1, 2, 3, and 4, Avondale, Neidhart Enterprises___________
Monte Carlo Estates, phases 1, 2, 3, and 4, Stoddard Construection Co--
Monte Carlo Hills, parcels 1 and 2, Nogales, Stoddard Construction
Co
Rio Vista West, unit 2, Tolleson, Service Contractors and Neidhart
Enterprises 100
Superstition Village, Apache Junction, Ed Mason 60
Valencia, Buckeye, Service Contractors 65
Villa del Verde, Tolleson, Service Contractors Y 115

(b) Yes. Builders constructing over 100 homes:

Service Contractors in Graham and Maricopa Counties 400
Neidhart Construction Co. in Maricopa and Pinal Counties 500
Jack Stoddard in Maricopa and Pinal Connties 300
Firestone Builders in Santa Cruz County 160
Key Builders in Pima County 150
175

All homes are conventional type eonstruction.
(¢) Yes. Luey T in Maricopa Ce. Defaulted loans, 33, Littletown in Pima Co.

Defaulted loans, 62,
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Factor for problems. Itinerant population. Poor credit, prior to the use of
credit reports.

(d) Yes. Neidhart Construetion Co. in Maricopa County, and Key Builders in
Pima County.

Reason for loan defanlts : Neidhart—packagers and poor applicants ; Key Build-
ers—poorly constructed homes,

(¢) Yes, with Key Builders, They have been banned from building. Most
problems resolved by making subsequent RH loans.

4. No. No written analysis of the overall causes has been made. Some individ-
nal problems and subdivisions have been analyzed and solutions instigated.

5. No. No significant problems with multi-family housing.

6. No. Regarding loans made when FmHA appeared likely to acguire titles
to houses in same subdivisions, ete.

7. Yes, in Luey T in Maricopa County and Littletown in Pima County. Poor
family selection by packagers.

B. (a) Yes. Very few.

(h) No.

(¢) No.

9. (a) Yes. We have very few manufactured homes compared to conventionally
constructed homes: however, the manufactured homes have resulted in a large
number of complaints,

(b) See attached copy of completed FmHA Bulletin 5049 (465).

AXDREW B. MAYBRERRY,
Btate Director.

PROPERTY MANAGEMENT STAFF QUESTIONNAIRE !

Number Number in liquidation by—
Number Number delinguent
active RH  delinquent  more than Vel
County loans RH loans 6 mo. Transfer conveyance Foreclosure
Maricopa (3 offices). . ... = 1,763 681 293 42 3 21
O e L el d 925 393 128 22 0 z20
Yuma (2 offices). .. ....... = 657 255 58 25 3 21
Cochize (3 offices) e o e oo eee e 541 138 30 7 0 17
Navajos___..__Z0. . 495 194 56 6 g 10
Sold Inventory
Estimated How many subdivisions have
net gain Do you mora FMHA housing loans in
Numbear or loss anticipate inventory than— Total number
fiscal year (fiscal year Number Government — ————  vacant houses
County 1974 1974)  (current) gain or loss 10 25 5 in inventary
Maricopa 0 0 2 ) ® ) ) 3
P et _ud 0 0 3 Q] ) ) ) 4
® 1 —783.10 6 ) (9] ) (6] 9
1 449877 3 (0] ™ ® 2
4 —29,901. 71 3 @ o ® ® 5

1 dentifying 5 counties in vour State having tha most serious defaulted loans, inventory and sale problems reparding the
502 RH program only (Hote: Give best estimates available Indicating totals as of current time unless otherwise noted.)

2 Loss.

# None,

ARKANSAS

1. The five connties having the most serious problems in their 502 rural housing
program operations are Crittenden, Lafayette, Miller, Mississippi, and Phillips. A
brief deseription of the nature and extent of the problems are as follows:

Crittenden.—This county has a high delinquency rate and there is an increasing
number of loan defaults. The loan failures are causing an inerease in the number
of acquired properties,

Lafayette—The social and economiec conditions in the area where several loans
were made have caused a build up in the acquired property inventory. The same
sonditions are making it difficnlt to move the property out of inventory.

Miller —This county has a higher than average delinquency rate coupled with
similar social and economic conditions in the problem areas as are found in
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Lafayette County. Difficulties in marketing the acquired properties has caused
the increased inventory of Government-owned dwellings.

Mississippi—The county has one of the highest delinquency rates and there
appears to be an unusually large number of transient families. The difficulty in
moving acquired properties has caused an increase in the inventory.

Phillips.—This county has the highest delinquency rate in the State. There is
an unusually large number of low income families that are being adversely af-
fected by the high rate of inflation. If these conditions persist, it is apparent that
there will be a large number of liquidations in the foreseeable future.

2. (a) The number of loans delinquent six months or more was included in
the attachments to my memorandum dated July 25, 1974, forwarded in accord-
arce with FmHA Bulletin 5049(465). A copy of the report is attached. Since
liguidation action might involve transfers, voluntary conveyances, outright
sales, or foreclosures, the percentage of seriously delinquent loans on which such
action has been initiated is not known without a detailed survey of all county
offices,

(b) This information cannot be determined without a detailed survey of the
counties,

(¢) We do not have this information available in the State Office. However,
we do have 111 vacant houses in inventory.

(d) We are unable to estimate the number of houses expected to be taken
into inventory for which it will be difficult or impossible to sell under present
conditions at prices reasonably related to the FmHA investment in them. This
information for units now in inventory is provided herewith :

Estimated number difficult to
Number sell at investment
Number in expected to e
County inventory be acquired  In inventory To be acquired

Mississippi T 57 42 (0]
Miller.. ... 30 5 (1)
Crittenden__ _ T NS 13 10 ? (1)
Lafayette..._... e = 10 4 §3)

6 13 (1)

196

¥ Unknown.

3. (a) The available information is provided in the chart below. There may
be others, but we are not aware of their existence:

Name of subdivision Location Number loans Name builder

Zachar Marvel|, Phillips County. ... Marvell Lumber Co.

Royal Oaks. . _ : Van Buren, Crawford County i Greenbriar Homes.

Oak Ridge Estates.. Barling, Sebastian County C. & B. Building Supplies, Inc.,
Riverdale Luxora, Mississippi County Magnolia Courts, Inc.

Senter . Keiser, Mississippi County...._._. Senter Enterprises.

(b) The available information is provided in the chart below. There may be
others, but we are not aware of their existence:

Estimated number

Name Location Conventional Prefab County

Marvell Lumber Co Marvell -.--- Phillips.
New Builders, Inc..._...._..__. .. West Helena___. Phillips, Lawrence, Arkansas.
Greenbrier Homes also doing busi- Barling...__.. Sebastian, Scott, Crawford, Frank-
ness as C. & B. Building Supplies, lin, Logan.
Inc., Ranco Construction Co.
Senter Enterprises. ... __._..____. i 105 e ... Mississippi.
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(¢) We have information to indicate that the Riverdale Subdivision in Mis-
sissippi County and Riverview Subdivision in Miller County, have had ten or
more defaulted loans since January 1, 1973. We do not have records to show
the exact number. This information can be obtained by the county office. The
borrowers were generally very low income families and had never experienced
the privilege of home ownership. After the loans were consummated, they chose
not to accept the responsibilities of a home owner.

(d) We are not aware of any builder or developer associated with 25 or more
defanlfed FmHA loans sinee January 1, 1973.

(e) A special investigation was conducted in the alleged irregularities of Mr.
Jimmy Harris, d/b/a City Building Supply, Ine. The results of this investigation
are contained in Investigation Report File No. TE-499-23, dated March 5, 1974

Also, a special investigation was conducted in the case of Mr. Richard K.
Montgomery, doing business as Richmont Homes, Inc. The results of this investi-
eation are contained in Investigation Report File No. TE 430-29 dated June 11,
1974,

Information from the report files may be obtained from the director of Program
Tvaluation Staff,

4. This office has not made a written analysis of the problems in any given
area,

5. We have had no significant problems with multi-family housing loans.

6. We are not aware of any instance, within the past three or four years, in-
volving the above circumstances, 4

7. It appears this condition may have existed to some extent in the Riverdale
Subdivision in Mississippi County, the Garland City area in Miller County, and
the Price Addition in Lafayette Connty. However, specific information cannot be
provided withent obtaining the details from the county offices.

8 We are not aware of any such instance, however, they may exist,

9. We do not helieve there is any signifieant difference hetween manufactured
and conventionally construneted houses with respect to problems involving de-
faulted loans or the average gain or loss per unit on houses taken into inventory
and resold, based on the original amount loaned and unpaid, repair cost, ete.

RoBERT HANKINS,
State Director.

PROPERTY MANAGEMENT STAFF QUESTIONNAIRE!

Number MNumber in liquidation hy—
Number Number delinquent —— —— ——
active RH  delinauent Vol.
County loans RH loans Transfer conveyance Foreclosure

Lt [ e T e = 636 159 18
Miller.. o ooco T e, . 22 4
Crittenden. . ... _. R 41 134 ) : 7
Lafayette. ... e g e b L 95 4
L A e Rt 289 9

Inventory
How many subdivisions
Number \ Do you have more FMHA housing  Total num-
fiscal Esbmatwl nat anticipate loans in inventory than— ber vacant
year gain or loss Number Government ——  houses in

County 1974 (fiscal year 1974)  (current) gain or loss 10 55 50 invenlory

Mississippi_...... 14 loss ($24.650). .
Milter 1 loss ($300)... ...
Crittenden.. .. ... 1 loss (3600)___ . __
Lafayette___...... 4 loss ($1,850).
Phillips

1 Identifying 5 counties in your State having the most seriotis defaulted loans, inventory and sale problems regarding the
502 RH program only (note: give best estimates available indicating totals as of current time unless otherwise noted)




1. See attachment.
2. See attachment.

Subdivision name

Terra Linda No. 1 and 2____
Lathrop Village

Villa Hermosa. ... ___
Colonia Azteca_.______
North Empire.__

Heber Park North_____
Golf Side Terrace. _ .

Elk Grove Meadows

Starr View Estates

Park Glen._

Mesa ullaq» w1
Vernoe Park

Arlington Estates ...
Glenmore Estates_ _______
Rancho Verdugo___.____
Coleman Tract 3
Hawaiian Bzaches__

Kaulaimano_______
Pahala

Humula._ o
Walnut Park. .
Tract2332 . .
Tract 2411

Tract 2403 ___.
Tract 276 _.
Lynwood No
Galt Meadows_

Builder(s)

Kaiser Aetna__ .. ...
Country Side Builders_ _.
Westward Builders

Delta Develt:prrent Cmp
Freedom Homes_

Phillips Construction Co._______

Cortelyou & Cole._._____
Tempo Homes, Inc -
Sutco Construction Co_______
Fred Higginbothom_.

Pacific Modules

Custom Homes
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CALIFORNIA

Location

- Elk Grove, Calif.. ... ...

- Hollister
Soledad
-- Empire_.
Heber..

- Galt

- Elk Grove

Windsor_
-. Green Valley
- Paso Robles.
Hughson___
| R
. Rosedale
- Shafter :
Puna, Hawaii

. Pepeekeo, Hawaii
Pahala, Hawaii_ ...

. Lihue, Hawaii

- Live Oak, Calif____

. Firzbaugh__

st 0.

- Mendota__ _

- Corcoran....
Flvella

Number of
FmHA homes

Al Arnold Construction Co_________

American Desert Homes

Shareline Construction Co.._ ...

Roy Campbell ... ... ..

Charles Schuliz________

Builder

topment Corp
. Phillips Construction Co
1 and Cole

Viodul

Pac ific B
S

e e IV HICROON 2 o e e

Shur ine Construction Co
do
New hop» Homes _
- Roy Campbell -
Shipman & 0'Grady
- Coleman Co.
Hicks Co
H. & S. Cor
Oshiro.
Oishi. ..
Yoshioka
- Oshiro
Yamaoda 4 .
Hicks Construction Co__.
Mauldin_.. _.
- American Factors ]
. Countryside Builders. -
Freedom Homes. ..
e 1 FR R
do
do
...do .
00

RUCTED

Location

n, Merced, St
San Joagui n- nu
San Benito County.

San Joaquin, Stanislaus, and Merced Counties
amento, HP. ada, Monteray,
Riverside and San Bernardino Counties.
San Bnrr\-rrnr‘f County.

Sant F‘r-ni.., Costa, San Luis Ob

and Colusa Counties.
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3b. BUILDERS OF OVER 100 FmHA HOMES —THESE HOMES WERE ALL CONVENTIONALLY CONSTRUCTED —Continued

Number of _
Buildei(z) FmHA homes Location

Shipman & 0'Grady 125 Kern County.

Harmony Builder 4 180 Do.

Regent Construct SR B G 130 Do.

Kern County Builders_____ e 105 Do, !

John Foremaster i SRR San Luis Obispo County.
Budgel Homes......_._.. it i gs Counties,
H & S Construction___._ = : Hawaii.
Hicks Construction Co.. .. B |

Arisumi Bros. ... ... nty,

Hawaii County, Hawaii,

Je. No.,

3. No.

3e. No.

4. No,

a. No.
}.--No.

7. No.

8. No,

). We have had very little experience with manufactured homes. In Nevada
the percentage of manufactured homes is the greatest but is still less than 20
percent of the new home construction. To date we have only had very izolated
problems and are unable to conclude that one kind is more of a problem than
the other. In California and Hawaii manufactured homeg, go far, have not been
able to compete costwise with onsite construction.

In summary we have less problems with our housing in new subdivisions, Our
higgest servicing problem has been with loans made for the purchase of existing
homes and loans on seattered rural sites, What few losses we have had have been
mostly with the purchase of older existing homes.

Attachment,

Doveras W. YourNg,
State Director.
ATTACHMENT

PROPERTY MANAGEMENT STAFF QUESTIONNAIRE !

Number Nifmber in ligu
Number Number de }
active RH  delinquent  me ar Voluntary
loans RH loans 6 months Transfer conveyanc

Modesto__ __ b { " 760
Bakersfield 692
Arroyo Grande, ___ .. ; < 478

950
Fresno.....

Inventory
Esti-
mated Total
net gain E i- How many subdivision have number
Number or loss ate Gov- more FmHA housing |« vacant
fiscal (fiscal rnment inventory than— houses
year vear Number g _— -— - in inven=-
County 1974 1974) (current) loss 5 5( lory

Modesto. .

Bakersfield.___.
Arroyo Grande.
Visalia

Fresno

! Identifying 5 counties in your State having the most serious defaulted loans, inventory and sale prablems regarding
the 502 RH program only (Note: Give best estimates available (indicating totals as of current time unless otherwise noted).
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COLORADO

1. There is only one county in Colorado with a serious delinqueney and inven-
fory problem in houging. This is Huerfano county where 12 houses have been
abandoned in the town of Walsenburg. All were abandoned within a few months
of loan closing, They are located in the same subdivision and were built by one
developer. The area is economically depressed ; many individuals are on welfare
and cannot afford a new house. Those who find work elsewhere just leave.

2. (a) Colorado—the finance office print out indicates 116 (3.7%) delinquent
over three months. Our sampling indicates similar figures for six months (about
4%). Liquidation action has been started on more than 509% of the seriously
delinquent cases.

Huerfano County—There are 10 loans delinquent six months or more for a
15% rate. Liquidation has been initiated on all 10 loans.

(b) Colorado—the estimated number of loans defaunlted since January 1973
is 125. The estimated defaults in the next 12 months is 145. The estimated loss
on houses now in inventory and process of liquidation is $50,000.

Huerfano County.—14 loans have defaulted since January 1973. The loss is
unknown, the houses have not bheen disposed of. The estimated defaults in the
future are two or three. Losses in this county on 14 houses is probably $30,000.

(e) Colorado—We have no estimate of the number of vacant FmHA financed
houses, but the number is small. Most areas are in desperate need of housing ;
therefore, the units are occupied even though the loan may be in default,

Huerfano County.—The number of vacant houses in inventory or process of
ligquidation—10.

(d) Colorado—We anticipate very liftle difficulty in disposing of the houses
we take in, except in Huerfano County.

Huerfano County.—There are 14 in inventory; all will be difficult to sell at
or near the FmHA investment in them.

Town Subdivision Builder

ee-ve-- LaSalle subdivision Weld County Lumber
- Northwest subdivision Wheeler Realty._ ..

Bella Vista subdivision.._.__.__ Pancho Sanchez Development Corp

(b) One builder-developer has huilt more than 100 houses for FmHA financing
in the past 3 years. They are Weld County Lumber Company, who also do busi-
ness as Lehan-Witt and who build for Wheeler Realty, who acts as developer.
All units are “stick built.” They have been active in the Greeley area (Weld
County), but now are branching out to other parts of the state, Weld County
Lumber Co. is a reliable builder. Wheeler Realty acting as a developer uses other
contractors and has had some problems with them.

(¢) No, except the 10 mentioned in Questions 1 and 2 (a) in Huerfano County
in Walsenburg. They are all in one section of town.

(d) No.

(e) No,

4. No such analysis has been made,

5. We have one problem multi-family housing loan—The Prowers County Farm
Labor Housing Association. The project has never made a payment and is now in
the process of liquidation. The problems are many. It was bnilt for migrant
labor, but there isn’t enough occupancy from that type of tenant to pay the bills.
Management has been poor, too many units, poor location and changing agri-
culture all have contributed to the difficulties we have experienced with this loan.

6. No.

7. There have been two or three small areas where 3 to 7 families have com-
plained about houses and threatened to stop making payments. Only one or two
families in each case actually did so. In those eases we have been fairly success-
ful in getting them to convey the units to the Government, or transfer to other
applicants with no significant losses,

8. (a), (b), and (e¢), no.

9. (a) and (b), no.

Leo FrRENCH,
State Director.




CONNECTICUT

Rural housing programs in Connecticut are administered by the Vermont
State office.

DELAWARE

1. Sussex County, Delaware: Cumberland County, New Jersey: Wicomico
County, Maryland; Kent County, Maryland ; Ocean County, New Jersey.

The first two counties are the most serious., The largest problems are chiefly
abandonment and delinquency cases.

2. Only the first two counties listed in question #1 will generally fall into
the categories listed in this question. Ninety-five percent of these houses are
coming back to FmHA and it is difficult to sell any of them out of the FmHA
program at this time,

The remainder of the information requested will be reflected in the enclosed
attachment.

3. Negative, except for one subdivision. This is Broad Acres, Seaford, Dela-
ware, and this subdivision is covered in the attached report.

4. The most informative reports we have are attached.

. Negative.

6. Negative.

7. One, this is covered in the Broad Acres report.

8. One, the borrower never moved in. No details are available as this case
only came to light in the past two weeks,

9. No difference,

C. WiLrrax HAINes, JR.,
State Director.

PROPERTY MAMAGEMENT STAFF QUESTIONMAIRE IDENTIFYING 5 COUNTIES IN YOUR STATE HAVING THE
MOST SERIOUS DEFAULTED LOANS, INVENTORY AND SALE PROBLEMS REGARDING THE 502 RH PROGRAM
ONLY (NOTE: GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS OTHER-
WISE NOTED)

Number Number in liquidation by—
Number Number delinquent ———o-—— — -

active delinquent  more than Voluntary
County RH loans RH loans 6 months Transier conveyance Foreclosure

Georgetown, Sussex County, Del . _.__.
Bridgeton, Cumberland County, N.J___. 800 - ' 14
Salisbury, Wicomico County, Md_ _____ 467 9
Chestertown, Kent County, Md. _____ 430 5 3
Toms River, Ocean County, N.J____._.

Inventory

Estimated e

net gain Do you How many subdivisions have more Total

or loss anticipate FmHA housing loans in number

Number (fiscal Govern- inventory than— vacant

fiscal year year Number ment gsin ————————————— housesin

County 1974  1974) (current) or loss 10 25 50 invenlory

Georgetown, Sussex Counly, Break 17 11
el even.

Bridgeton, Cumberland LT 4 3
County, N.J.

Salisbury, Wicomico
County, Md.

Chﬁs:ertown, Kent County,
na.

Toms River, Ocean County,
N.J.
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FLORIDA

County Nature of problem Extent of problem

Polk..... wee-ie----- Increasing delinguency, abandonment, lack of servicing. 15 or mare behind
Jackson ceesceeee-an-- Increasing delinquency, abandonment. _______ 16 cas m s or more delin-

Gadsden .. Increasing delinquency, abandonment, and inventory 25 c: ore than 6 months
property.

Santa Rosa......_.._._... Increasing default, vacanl properties, and Increasing 20 ore than 6 mo
inventary properties.

Okeachobee i ng delinquency and inventory properties .

Number
sariously

23 County delinquent Percent

State__

Poik
Jackson...
Gadsden

Santa Rosa.._..
Okeechobee_______

Default Estimated
since January Estimated additional
County 1,1973 loss defaults

Ny 1 EO o e L

Polk o

Jackson.

Gadsden_ __

Santa Rosa. .. e e )
Okeechobee_________ .. R 1 114, 500

I Gain,

Jackson. ...
Gadsden

Santa Rosa._ _
Okeechobee

d. County

State_.

Polk

Jackson
Gadsden________
SantaRosa..........
Okeechobee_____..

3s Subdivision and location Builder

Pine Hill Acres, Milton, Santa Rosa County_.........
Gordon Heights, Bartow, Polk County.. L

Whezler Heights, Bartow, Polk County. .
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Manufactured or
b. Builder Number Area conventional

(C. & W. Homes) Town and Country. .. 3 North central Flerida_ .. __..... Conventional.
oe Norris 100 Polk Counly. ... ... ... g Do.

Scotty Homes............ - 50 South central Florida_. ... - Manufactured.

Mar-Nav Southwest-central Florida Conventional and manu-

factured.
Urban Land (lon Oswald) Lower zast coast_ .. _...........-.. Conventional.
Builders Home Builders (Garden Prop- Northwest Florida. —<..cocecamcnan Do,
erties).

Number

c. Subdivision default Factors contributing

Wheeler Heights. e o ooee e PRI 15 Lack of servicing.
Gordon Heights. oo caaooin i
Pine Hill Acres

. None,

2. Pine Hill Acres—Investizgated by OIG Audit Division. Results agreed that
streets were not accepted by local government.

4. None.

5. Farm Labor Housing—Changes in agriculture and family trends over the
past ten vears have changed the type of housing required and needed for farm
labor. This has caused problems with maintaining existing facilities and dis-
position of them.

6. Not aware of any,

7. None.

8. a, b, e. None to our knowledge.

9, n. No indication of any difference.

b. Unable to ascertain at this time, We expect problems in the future,

Cravpe L. GREENE, JR.,
State Director.

GEORGIA

1. The following five counties that have the most serious problems in the

Section 502 RH program are:
1. Stewart County.
2, Washington County,
3. Decatur County.
4. Linecoln County.
5, Gordon County.

2, a. The total RH caseload in Stewart County is 109 borrowers, Fifty-three of
these 109 are delinquent, Thirty of these are gix months or more delinquent, Six
of these are in process of foreclosure. The County Supervisor is continuously
working with seenrity servicing in this unit which includes Stewart County.
The problem in Stewart County is lack of industry, overbuilt with RH programs
and poor packages when initial loans were approved.

b. Thirty-one RH loans in the entire Cuthbert unit were conveved and fore-
closed on during 1973 and 41 conveyed and foreclosed on in 1974. Total in inven-
tory in this unit is 62. Twenty-six of these are in Stewart County. The estimated
loss from such defaults will average $2.500.00. We anticipate 15 more RH
defaults that will have to be conveyed or foreclosed in this county. The 26
houses now in inventory are averaging $950 for repairs, cleaning, painting and
gecuring, which will be added to the above losses, making a total loss of $3,000
to $3.500 per house in this county.

c. All vacant houses are now in inventory.

d. We have 26 houses now in inventory in Stewart Connty. We anticipate
diffienlty in selling because of the depressed market and low income families
in the area. We are of the opinion that all will sell in time.
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Washington County

a. This county has an RH caseload of 395 RH borrowers. Out of these 108
borrowers are delinquent. Ten of these are six months or more delinquent.
Eleven of the 108 cases are in process of foreclosure. The personnel in this
office are working on security servicing and are of the opinion that it will be
05 before problem begins to decline,

b. Number of loans which have been defaulted since January 1, 1973, will be
approximately 20 of the 40 now in inventory. The estimated loss from these
defaults will be very small. The dwellings are being sold for approximately the
amount that was owed on them at the time they became inventory property.

¢. No houses are vacant in this county with exception of the 40 inventory
houses and some of these are leased.

d. All 40 now in inventory will sell for the approximate investment.

Decatur County

a. Decatur County has a total RH caseload of 331 borrowers. Of these, 230
are delinquent as of July 30, 1974, and 53 are six months or more delinquent.
Main cause of the delinquency is poor loans made during 1972 and 1973. Liqui-
dation action is in process on 20 of these cases.

b. The number of loans which have been defaulted since January 1, 1973, is
20 RH borrowers. Estimated loss from the defaults will be very little. Inventory
value will be amount of FmHA investment in most cases. Approximately five
of the cases now in inventory will be sold for approximately $1,500 less than
the FmHA investment. In the process of cleaning up the cases it will cause
an Increase to approximately 50 in inventory. The problems causing this num-
ber to be in default are poor loans, loans made to low income families and poor
packages.

¢. We have five houses vacant not yet in inventory and 20 vacant now in
inventory.

d. We expect to sell all 20 now in inventory but will take several months.

Lincoln County

a. This county has a total RH caseload of 201. Ninety of these are delinquent.
Thirty of these 90 are six months or more delinquent. Five of these are in proe-
ess of foreclosure. All 90 delinquent accounts are being serviced. We expect to
have 50 in inventory in this county before servicing is complete.

b. All loans now in inventory were brought in during 1974 ealendar year. The
estimated losses will be little. We are of the opinion that we will recover FmHA
investment.

¢. Number vacant now in inventory is 26. Approximately four more vacant now
in process of foreclosure not yet in inventory.

d. We are of the opinion that we will recover FmHA investment on most of the
inventory houses. Some were abused by family and repairs will be the only loss.

Gordon County

4. The number seriously delinquent over six months ix 36 RH borrowers. This
¢ounty has a total RH caseload of 426 borrowers out of these 158 are delinquent.
Eleven of the 86 that are six months in default are in process of liguidation.

b. The number of loans which have been defaulted since January 1, 1973, is
approximately 80 RH borrowers. The losses from these have averazed $1.000 per
house. At one time in this county we had 60 properties in inventory. We now
have 20. These properties were turned over to realtors and they have sald 40
and expect to sell the other 20 in the next two months. The problem in this
county was eaused by making loans to transit families.

c. None as far as we know,

d. We expect to get approximately 20 more in inventory, however, we are of
the opinion that we can recover the FmHA investment.

8. a. We are not aware of any subdivisions which have more than 50 honses,
however, an extensive study of the State could possibly reveal one or two of
this size.

b. (1) Wilson Brothers and Associates—Constructed approximately 300—
Imperinl Homes—Panelized type construction—Serves Northeast Georgia.

(2) Bracewell Homes—Construeted approximately 150 homes—conventional
builf—Serves in Southwest Georgia.
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(3) Adrian Homes—Constructed approximately 350 homes—Modular—=Serves
Middle Georgia Area.

(4) Butler Homes, Inc.—Constructed approximately 250 homes—Modular—
Serves Middle Georgia and West Side of State.

(5) Kingsberry Homes, Inc.—Constructed approximately 100 homes—Modular
and Panelized—Serves in Northwest Georgia.

(6) Southern Aire Corporation—Constructed approximately 250 homes—Use
National Homes, which is a panelized home—=Serves Northeast Georgia.

(7) Lokey Brothers—Constructed approximately 100 homes—Uses Kingsberry
panelized homes—Serves Northeast Georgia area.

(8) Sam Singer—Constructed approximately 200 homes—Modular—Lakeshore
and Butler Homes—Serves Southwest Georgia.

¢, (1) Singer Heights, Lumpkin, Georgia—18 defaulted loans,

(2) Holiday Heights, Lumpkin, Georgia—10 defaulted loans.

(3) Singer Heights, Sylvester, Georgia—8 defaulted loans.

(4) Lakeview Subdivision, Attapulgus, Georgia—5 defaulted loans.

(5) H. L. Moore Subdivision, Richland, Georgia—T7 defaulted loans,

(6) Singer Heights, Georgetown, Georgia—12 defaulted loans.

(7) Wells Subdivision, Lincoln County—10 defaulted loans.

(8) Town and County Subdivision, Donalsonville, Georgia—15 defaulted loans,

(9) Nestle Valley Subdivision, Calhoun, Georgia—10 defaulted loans.

(10) Rolling Acres Subdivision, Calhoun, Georgia—12 defaulted loans.

(11) Bearden Subdivision, Calhoun, Georgia—12 defanlted loans.

(12) Love Bridge Subdivision, Calhoun, Georgia—10 defaulted loans.

(13) Belwood Subdivision, Calhoun, Georgia—8 defaulted loans.

(14) Valley Brook Subdivision, Fairmount, Georgia—12 defanlted loans.

(15) Wickerdale Subdivision, Calhoun, Georgia—14 defaulted loans.

(16) Gilmore Subdivision, Sandersville, Georgia—10 defaulted loans.

(17) Mayview Subdivision, Sandersville, Georgia—12 defaulted loans.

(18) Hillandale Subdivision, Sandersville, Georgia—10 defaulfed loans.

(19) Vickers Subdivision, Homerville, Georgia—12 defaulfed loans.

(20) King Subdivision, Homerville, Georgia—15 defaulted loans.

Brief description of factors contributed to problems in each such subdivision:

(1) Packaging poor applicants.

(2) Poor subdivision (some wet, no paved streets).

(3) Low income applicants.

(4) Poor locations of subdivisions and planning.

(5) Late servicing of defaulted loans.

d. (1) Sam Singer, Lumpkin, Georgia—48 defaulted loans on homes that he
constructed. Mr. Singer packaged poor applications and made them meet eligibility
requirements.

(2) C. H. Bearden, Calhoun, Georgia—Approximately 25 defaulted loans.
Transit families,

e. To your knowledge have any special investigations been conducted?

Yes. Sam Singer, Lumpkin, Georgia. As stated in d. (1) above,

4. Attached is the latest report on servicing, loan making, transfers, credit
sales and inventory per county office.

a. We have issned bulletin on servicing of Section 502 loans.

h. BEach month we issue a report showing the number of loans made, transfers
made. number taken into invenfory and number sold from inventory.

5. We have no signifiecant problem in multi-family housing financed by FmHA.

6. None to our knowledge.

7. a. Singer Heights, Lumpkin, Georgin—Borrowers were not informed of re-
sponsibility toward the RH payments. Borrower looked to contractor to collect
montly payments, Most of the borrowers lived in Lumpkin, Georgia, where Mr.
Singer owned most of the tenant houses and collected the rent weekly.

8. 2. We have experienced new homes where horrowers never moved in. In
mosat instances, some salesman talked the family into the purchase and the loan
was pushed through before family realized that they were obligated. Until con-
struetion was started did they realize that they never wanted a new home.
Uninformed borrowers.

b. Not aware of any problem, however, we have made a number of loans to
emplovees of a builder.
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¢. We have had builder to pay insurance premium and attorney fees for a bor-
rower, however, as soon a3 this surfaced, this stopped immediately.

9. a. The only noticeable problem we have noted on manufactured homes is:

(1) Concentrated modular houses of same construction (Look alikes).

{2) Some poor constructed modular homes where inferior material was in-
stalled that we were not aware of until the dwelling had been oceupied for
awhile, (Example) Manufactured homes with a pasteboard material with wood
appearance; cheap windows and poor ventilation.

(3) Higher cost than conventional construeted homes. Was ecaused by volume
building.

(4) The inferior manufaetured homes companies have now gone out of busi-
ness whiere FmHA has rejected their construetion.

b. FmHA has lost more on manufactured homes (mainly modular) versus
stick built because the construction would not take abuse, therefore, it takes
more to repair this type house than a good conventional house. However, the
amount of loss has not been recorded on manufactured homes versus conven-

tional built homes.
J. N. McDvurrig, State Director.

HAWAII

Rural housing programs in Hawaii are administered by the California State
office.

IDAHO

1. The five counties in Idaho with the most serious problems in their 502 rural
housing operations are Minidoka, Shoshone, Kootenai, Twin Falls and Payette.
In the following chart, the number following the counties is the number of bank-
rupteies, conveyances, foreclosures pending and houses in inventory at thi= time
in each county (1) and the percent figure is the percent of delinguent
borrowers (2) :

Minidoka
Shoshone_ _
Kootenai. ..
Twin Falls.
Payette . _______

Briefly the problems in these counties is the lack of adequate personnel to
process and service rural housing loans in a timely manner. We believe the
delinguency could be lowered if the county staffl had more time to service the
loans. The number of bankruptey, conveyances, foreclosures pending and inven-
tory is not a serious problem at this time as losses have been minimal,

2. Estimates of the number of 502 loans in state and counties in the following
categories :

a. (1) Number of seriously delinguent and (2) percentage where liquidation
has been initiated.

(1) (2)

Minidoka County
Shoshone County_...
Kootenai County . ___.
Twin Falls County.__ ..
Payette County

Total for entire State
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b. Number of loans (1) defaulted since January 1, 1974; (2) Estimated loss
from such defaults; and (3) estimated number of defaults with (4) anticipated
loss in near future:

(1) 2) 3 @

Minidoka County... = 34 $10, 590 1n 0
Shoshone County. 10 1, 700 4 0
Koatenal County. 15 500 1 0
Twin Falls County 13 1,906 18 0
Payette County.... 1 0 3 0
Total for entire State. oo oo ceeeeen 150 20, 000 74 $15, 000

¢. The number of houses which are vacant (1) ; number of such houses which

have not been taken into inventory (2); number of houses vacant and also in
default (3) :

' (1) (2) 3)

Minidoka County. .. ....... 9 6 0
Shoshone County...o..oeae. 0 0 0
Kootenai County. ... ..ooee. 2 0 0
Twin Falls County.......... 2z 1 1
Payette County_ . ___.___ 2 0 0
Tokal for entine State. oo e e e e g e e e i s 30 14 7

d. The number of houses now in inventory or expect to be taken into inventory
which may be difficult or impossible to sell under present conditions (1) and
prices related to investment. Also number in default that may be difficult or
impossible to sell under present conditions and prices related to investment (2) :

1) @

gt [ D R T A L 1, [T (U il TN 7 T e O T RN G SR - L 3
Shoshone County.. 1 0
Kootenai County. 0 0
Twin Falls County. 0 0
Payatte:County gLls L b g 2 0
D T R A T I e e e e o e o et o gl 3 A B T At 10 12

3. a. Suhdivisions containing 50 or more FmHA loans:
Ada County :
' 1. Sunset Villa, 85 homes, Idaho Development (Dewey Bills).
2. Hidden Valley Estates, 200 homes, Idaho Development (Dewey Bills).
3. Fox Ridge, 200 homes, Andy Anderson (A&C Corporation).
4. Desert YView, 70 homes, Andy Anderson (A&C Corporation).
Twin Falls County :
1. Southwood, 52 homes, Regal Manufacturing Company, Twin Falls, Idaho.

b. Builders over 100 FmHA homes ;

1. A & A Enterprises—Amyx and Allen, Boise, 160.

2. Regal Manufacturing, Twin Falls, 115.

3. Boise Cascade (Modular) Arland Rasmussen, Idaho Falls, Idaho, 130,
4. Boise Caseade Stick Built, Idaho Falls, 101,

5. Rov Johnson, Post Falls, Idalo, 105,

e. & d. We do not believe there has been even 10 defaulted loans in any
subdivigions,

e. Investigated:

1. EZE Homes—Ace Caldwell and Phil Bare, Forged borrowers names fo
cheeks and had problems with warranty work, Poor quality control. Corrected
deficiencies and then dissolved partnership. Phil Bare operating real estate office
and constructing homes at present time.

47-1904—T75——10
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4. No overall wriften analysis has been made of the reason, extent or notice of
development and defaulted 502 loans.

5. There has been two significant problem RRH loans in the state:

Rhen and Payne—Loan was for eight units. Shortly after loan was made,
lnmber mill moved and the units cannot be kept fully rented. Very small
isolated town. Loan is current.

Blakley Manor—individual—Harrison, Idaho. Loan made for eight units.
Borrower method of construetion, expanded to 16 nnits and spent all funds,
State office forced borrower back to eight units and made subsequent loan to
complete. Loan was reamortized last year and is now operating satisfactorily.
Loan is current.

6. There has not been any problems to date of disposing of houses in
subdivisions.

7. There has been one subdivision at Filer in Twin Falls County where there
wis a concentration of problem horrowers. This was a case of yery poor processing
of applicant selection. The majority of these families have moved on and the
loans transferred. Eight to ten loans were involved.

8. Instances of problem or defaults were:

4. Borrower never moved in—mnot aware of any.

b.. Association between borrower and builder or developer. Not aware of
any.

c. Undisclosed inducements between borrower and builder and developer.
Not aware of any.

9. Opinion of whether we believe there is a significant difference between
manufactured and constructed houses in Idaho in respect to:

a. Problem involving default loans—no.

b. Gain or loss per house taken on inventory—no. We do not believe there
is any significant difference,

WiLrLarp D. STEVENSON,
State Director.

ILLINOIS

1. The five counties were identified in our report of August 1, 1974. The major

problems are:

a. Delinquencies of more than six months' duration.

b. A largér than average number of houses in inventory.

¢, A larger than normal number of foreclosures.

d. A larger than average number of houses vacant.

We estimate there will be an additional 20 loan defaults in the five problem
counties, with a loss of approximately $20,000. For the state, we estimate that
in the near future there will be an additional 75 loan defaults, with a loss of
approximately $50,000.

For the five problem counties, we estimate that there are 15 houses which are
vacant but which have not been taken into inventory. For the state, we estimate
there are 53 houses vacant which have not been taken into inventory.

We do not anticipate having any difficulty selling any of the houses which
are in inventory in any of the problem counties or the state at prices that are
not reasonably related to the FmHA investment.

2. Our response is as follows:

a. The information for the five problem counties was previously provided. For
the state, there were 497 loans delinquent more than six months, of which one-
third were in liguidation.

Questions b, ¢, and d under 2 have been answered under Question 1.

3. a. There are three subdivisions in the state containing 50 or more FmHA
financed homes, These subdivisions are ;

(1) Country Orchards Subdivision near Mattoon, Illinois, with approxi-
mately 80 homes built by Dale Greenwood and Herman Development Cor-
poration.

(2) A subdivision in Ashmore, Illinois, with approximately 65 homes built
by Albert Anderson.

(3) A subdivision in Rapids City, Illinois, with approximately 65 homes
built by Hynds and Howe and Target Construetion Compangy.
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b. The following contractors have constructed more than 100 homes in the last
three or four years for Farmers Home Administration :

(1) Herman Development Corporation—120 by conventional canstruction.
(2) Egyptian Housing Development Corporation—150 manufactured homes,
(3) Bud Pierce—110 manufactured homes.
(4) Osburn Lumber Company—110 conventionally construeted homes.
5 (5) Southern Illinois Lumber Company—125 conventionally constructed
omes,
(6) Hynds and Howe and Target Construction Company—120 manu-
factured homes.
(7) Martin and Spivey, Green Star Homes, and Tri-County Homes—125
conventionally construeted homes.

c. The two subdivisions in the state where there have been 10 or more defaulted
}r.;-;{ns since January 1, 1973, are located at Humboldt, Illinois, and Ashmore,

Inols.

d. Martin and Spivey with Green Star Construction Company and Tri-County
Construetion Company in combination have constructed homes of which 25
or more have defaulted sinee January 1, 1973.

e. No investigations have been rum, nor have any been requested, because of
alleged irregularities involving operations of large scale builders.

4. The District Director, sometimes accompanied by State Office personnel,
makes a detailed analysis of each delinquent 502 loan in the state each yvear.
The detailed instructions for solving the problem are written into the County
Office case file in the running records. A summary of the report is written in
Form FmHA IL 460-1, and a copy of the report is sent to the State Office, At-
tached is a copy of the most recent analysis for each of the five problem counties
listed for the state. There are other counties shown on the reports, since in some
County Offices serving more than one county, a combined report was prepared.
A state summary is not available. Due to the time required to duplicate reports
Trom 102 counties and the bulk of mailing, we are not sending a state renort.

5. The only significant problems noted in the multi-family housing are as
follows:

a. Ava Civie Improvement Association, a rural rental housing project for
senior eitizens, is in the process of being conveyed to the government. The Board
of Directors and membership have lost interest in the project even though the
units are nearly 1009 occupied.

b. Albion Homes, Inc., a rural housing project, has never been completely
occupied, We have authorized the corporation to lease units to ineligible occu-
pants.

¢. The Modesto Improvement Corporation has been unable to lease all of the
units to eligible senior eitizens. We have authorized them to lease units to low
to moderate income families.

We have had continuing problems with the Union-Jackson Labor Housing
Project. For three consecutive years, the area has been hit hy spring freezes
which virtually eliminated the peach crop. This resulted in little or no demand
for laborers at a time when ordinarily the units would have been filled.

6. We are not aware of any instances in our state within the past three or four
vears where we have acquired title to houses in the same subdivision which we
could not resell at realistie prices and in which we were still making new loans
or issuing commitments.

7. We know of no instances in any areas of the state where there has been a
noticeable concentration of borrowers in a single subdivision who have made
no, or almost no, payments after loan closing. We have only had seattered in-
stances across the state where a borrower has made no, or few, payments after
loan closing.

8. a. We have only had three or four instances in the state where the borrowers
never moved into the home after the loan was elosed.

b. We have on numerous oceasions made loans to employees of the builder or
developer. Although the relationship existed between the borrower and the de-
veloper, we have not noted any significant problems as a result of this relation-
ship.

¢. There may have been cases where the builder or developer paid insuranee
or loan installments for low income families in order to help them get a home,
but we are not aware of any specific instances where this has happened.
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9. In our state, there has been no significant difference between manufactured
and conventionally constructed homes in respeet to defaults or average gain or
loss per house taken into inventory. We have established a register of housing
in Illinois for manufactured homes. We believe the register has been helpful in
controlling the guality of manufactured homes financed in our state.

CHABLES W. SHUMAN,
State Director.
Attachment.

IPROPERTY MANAGEMENT STAFF QUESTIONNAIRE IDENTIFYING 5 COUNTIES IN YOUR STATE HAVING THE MOST
SERIOUS DEFAULTED LOANS, INVENTORY AND SALE PROBLEMS REGARDING THE 502 RH PROGRAM ONLY (NOTE:
GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS OTHERWISE NOTED)

ey 4 v - I{ium_bef Number in liquidation by—
active RH  delinquent  more than Voluntary
County K RH loans .6 months Transfer conveyance Foreclosure

/Alexander 14
10
2
2
27

Inventory

maled Do you A
net gain anticipate How many subdivisions have Total
or loss Govern-  more FmHA housing loans in number
(fiscal ment inventory than— vacant
;ear Number  gain or — houses in
1974) (current) loss 25 50 inventory

County

Alexander 43200
Massac. .. il 0

Warren. . .
Kankakee

L)
6
0
8

INDIANA

1. The Corydon County Oflice—serving Harrison, Floyd, and Crawford Conn-
ties. This office had a very rapid expansion of the 502 program in calendar years
1972 and 1973. Many families were wanting to move from the inner city of Lonis-
ville, Kentucky to the countryside. Rural subdivisions were some distance from
their work, this required additional expense in getting to and from work. Most
families had never owned a home, and the eare of the home and the yard appears
to be beyond their financial and physical ability, These additional expenses of
transportation, including shopping, and home maintenance over renting has
created finaneial problems eausing further difficulty in keeping. mortgage pay-
ments on schedule, thus creating defaulted loans.

The Bedford County Office—serving Lawrence and Martin Counties, This effice
provided a housing program primarily of new homes in 1971 and 1972. This area
had many substandard homes and limited bunilding of new homes for a period of
several years because of limited financing. Salaries and pay seale for the area
is limited and many borrowers were eligible for interest eredit. Money manage-
ment and problems of owning a home for the first time were important factors
contributing to defaulted loans,

Dillsboro County Office—serving Ohio, Ripley, and Dearborn Counties. This
office had a rapidly expanding housing program in existing dwellings in 1970
and 1971. Borrowers were exceptionally rough on housing, Large families with
no experience in home ownership cansed rapid deterioration and destruction of
some homes. Pride of ownership ceased to exist and poor money management
-contributed to defaulted loans.

Secottsburg County Ofice—serving Clark and Scott Counties, This office had a
rapidly expanding housing program in new and existing dwellings in 1970 and
1971. Some rural subdivisions on individual disposal systems were a problem in
the beginning but have sinece been properly installed in many instances, Personnel
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for proper account serviecing has been a limiting factor at certain times at this
location, thus creating defaulted loans.

Bloomington County Ofice—serving Monroe and Brown Counties, This office
had a rapidly expanding rural housing program in 1969, 1970, and 1971, Some
difficulty has been experienced in site selection and the proper functioning of
individonal disposal systems. Most families were new to home ownership and
experienced additional transportation expense by living in rural subdivisions
away from work and shopping centers. Limited experience in money management
on the part of the borrowers contributed to several defaulted loans.

2. See attachment,

3. a. The following subdivisions contain 50 or more FmHA financed homes.

Orchard View, Georgetown, Indiana, Transamerican: 100.
Oak Park, Palmyra, Indiana, George Snyder: R0.
Prairieton, Prairieton, Indiana, Charles Stevens: 100.
b. The following builders have built more than 100 homes in Indiana in the
past four years, Bob Howard of Clarksville, Indiana using the corporate name
of Transamerican Homes. These are manufactured homes using the trade name
of Kingshury Homes manufactured by Boise Casecade.
Tax Realty, West Lafayette, Indiana : 100 plus,
Charles Stevens, Farmersburg, Indiana : 100 plus,
Candle Construetion, Kingsford Heights, Indiana: 100 plus,
Pate Construction Co., Ine., Kokomo, Indiana : 100 plus,
Ralph Biggs, Ine., Decatur, Indiana : 100 plas,

. None,

. None,

None,

No.

No.

No.

No.

. a, None noted.

: Sno instance in State Line Indiana. Builder blackballed.

NO,

. No significant difference,

C.
d
e,
4
5.
6.
1.
8
b
¢
9

J. D, Tanourson, State Director.
Attachment,

Bloom-
State Corydon ington  Dillsboro

2. (1) 6 months or mare behind schedule 48 25 0
(2) Percent of seriously delinguent where
idation action has been initiated______ 20 20 45
b. (1) Number of loans defauited since ltn, it
1973 to June 30, 1974 estirated _ __ L 897 63 A2
(2) Estimated loss from such defaults..____.__. $1,000, $60, 000 A
(3) Es:;.n;a!eﬁl number of loans for 1974 in

ull

?l) Estimated 1955 fromfuture defaults, 1574

1) Numhertof FmHA financed homes vacant in
inventor: -

(2) Number o FmHA financed homes vacant
not in inventory

d. (1) Houses in inventory where

@) H auaed:ps:&e dpr;ube placed in | t
ouses @ ed to ed in inventory
that unveslment unll olmed anﬁnpttad
sale price_ . PESPY PRV IPI

Town has no countieés with signifieant problems. At the present time we have
6 cases under foreclosure in the state. Delinquency over 3 months is presently
only 1.8 percent for the state.
R. R. P1v, State Director.

KANSAS

1. Three counties in Kansas have enongh cases delinquent, more than six
months, to be of particular concern to the State Office,
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- Cherokee: Located in Southeast Kansas, is the largest volume office in
number of loans outstanding. Has approximately 60 loans delinquent with per-
haps 20 delinquent more than 6 months. There is a fairly high turnover in
ownership and oceasional abandonment of property. Resale opportunity is excel-
lent. The county supervisor can process transfers quickly and successfully
if he ean obfain cooperation of the borrower. There very well could be five
foreclosures yet this fiscal vear and two to four voluntary conveyances in this
county. The county supervisor, with the help of the state office, is working on
the hard core delinguent cases, There are six vaecant houses in this unit, three
are presently in inventory. Sale prospects are good. Losses may run from $750
to $1,000 per house on foreclosure cases usually because of interest and real
estate taxes acernal during the four to six months it takes to complete the fore-
closure. May have some profit to the inventory account on a few of the cases,

This office has been financing a high percentage of new houses which hold
value well,

Miami: Located close to Kansas City, has been a high volume office in recent
¥years and leads in new construction, Our recent report shows 40 delinguent
loans and 20 over 6 months. This office also has had extra attention from the
state office and district director with a return visit by the state staff scheduled,
The county supervisor has been made aware of the necessity of constant
follow-up with delinquent cases, There may be three to five foreclosures the
balance of this fiscal year with litfle loss (under $1,000) per house expected.
Vacancy is not a problem in this county.

Rice : Has been a high volume office in loan making in past years, Largest prob-
lem here is making loans on old poor honses. New house construetion has been
very limited. Repeat loans on existing properties have added to the Government
investment. Our July report showed 46 delinquent accounts with 16 over 6 months.
Losses have run $3,000 to $5,000 per house in a few cases. There could be 5 to
10 foreclosures or voluntary conveyances in this office the balance of the fiscal
year. Vacancies have been a problem in this office, some houses vacant six
months ; three known vacancies at this time. Two properties will sell consider-
ably less than the debt, $6,000 loss.

2. Questions relating to the problem counties are listed in No. 1. :

a. For the balance of the state, we estimate 50-75 loans may be delinquent
more than 6 months. Liguidation action likely has been initiated on one-half of
these cases and most of them will be solved by cash sale or transfer.

b. Of the number reported in 2a, 50 were likely in defaunlt on January 1, 1973.
Losses may average $500 per house and be compensated by some profit sales out
of inventory. We anticipate 20 to 30 foreclosures or voluntary conveyances a
year for the next couple of years.

¢. Vaeancy is not a great problem with perhaps 10 to 15 vacant at any one
time around the state. No particular pattern is apparent.

d. There are presently eight houses in inventory with another five to ten
possibly in process. A large loss will be taken on one of the properties ($2,000
to $3,000) minor loss on'two others ($500 to $1,000), the balance should sell for
abouf the inventory value. .

3. a. We are not aware of any subdivisions containing 50 FmHA financed
homes in Kansas.

b. We do not presently have builders in Kansas operating on the scale of 25
homes financed by FmHA per year.

¢. We are not-aware of a subdivision with 10 defaults since January 1, 1973.
Cherokee County has two different subdivisions that wonld have a total of af
least ten defaults between them. Different builders are involved. One subdivision
had septic tank failure. This has been corrected by extension of city sewer, The
other subdivision has drainage difficulties. We do not believe there is a rela-
tionshipn between delinquencies and these problems.

d. We do not see any relationship between a particular builder and defaulted
loans.

e. Kansas does not have “large scale” builders or developers and we are not
aware of investigations or legal actions, There is an oceasional individual law
suit involving small builders,

4. We have neither made nor received a written analysis of the problem delin-
quent cases in Kansas. Problem offices are discussed in staff meetings. Causes es-
tablirched and corrective action agreed on.

5. Only two Rural Rental Housing projects have had serious delinquency prob-
lems, In one case the town’'s local major business (packing plant) opened and
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closed several times with the result that laborers moved in and out of town, The
other project overbuilt for the need.

6. The regions with the highest degree of turnover of inventory properties
generally have not had large losses. Property seldom stays in inventory in these
areas more than 60 days. Many times buyers are waiting for the completion of
the inventory process in order to close the purchase,

7. We are not aware of any instances where a noticeable number of borrowers
have failed to meet their initial payments,

8. There may have been an occasion where the borrower failed to move into the
house after purchase. We have not observed any irregularities invelving the
seller providing misleading credit references or making improper inducements
for the sale of property.

9. We have not been observing any particular difference with defaulted loans
involving manufactured homes vs. conventionally built. So far, manufactured
homes have been a very minor part of new home business.

E. Morcaxy WILLIAMS,
State Director,

EKENTUCKY

1. See attached copy of FmHA Bulletin No. 5049 (465).
2 (o)~

Percent

Loans liquidation
seriously action
delinquent started

017 |1 ol

County:
Carter..
Daviessi....
Edmonson.. .
Madison_ ...
Russell

(d):

State—000 loans defaunlted since 1-1-73 with a loss of approximately $5,000. The
number of defaulted loans is a revolving number and we do not expect this to
increase. The additional anticipated loss is estimated to be minimal: ;

Loans
Carter Co 50
Daviess Co 12
Edmonson Co 30
Madison Co 60
Russell Co 60

(e):
State 15
Carter Co 1
Daviess Co 2
tdmonson Co _ 0
Madison Co __ 3
Russell Co Z

(d):

Daviess Co __

Jdmonson Co

MR AIRONE (00 s e e g i e e s e s i P By

Busgel b0 e e e i e EEERILI PN e A

3. (a):
Garden Heights Subdivision—Daviess County.
Gardenside Subdivision—Daviess County.

R oo=®
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The prime builder or contractor for the two subdivisions listed above is Sa rgent
& Sturgeon Builders, Inc., Owensboro, Kentucky,

Paddock Place Subdivision, located mnear Versailles, Kentucky. The prime
builder is Ball Homes, Inc., Lexington, Kentueky.

(B) None.

(e¢) None,

(d) None,

(e) Special investigation presently in progress at the Greenville County Office,
Greenville, Kentucky, by the OIG involving irregularities by contractor. The final
report by OIG has not been received by this office.

4, None.

5. None.

6. No.

7. No.

8. (a) 1; (b) None known ; (¢) None known.

9. (a) None; (b) None.

JorNx H. BURRIs,
State Direcior,
Attachment.

PROPERTY MANAGEMENT STAFF QUESTIONNAIRE IDENTIFYING 5 COUNTIES IN YOUR STATE HAVING THE MOST
SERIOUS DEFAULTED LOANS, INVENTORY AND SALE PROBLEMS REGARDING THE 502 RH PROGRAM ONLY (NOTE:
GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS OTHERWISE NOTED)

Delinquent RH loans  Delinquent more Number in liquidation by—
Number than 6 h =
active Voluntary
R con- Fore-
Number Percent Number Percent Transfer veyance closure

116
36

0
1
0
U]
1

Inventory

Total

Estimated Do you How many subdivisions havemore  number

net %ain anticipate  FmHA housing loans in inventory vacant

MNumber  or loss Govern-  than— houses
fiscal year (fiscal Number ment gain - in
1974 year 1974) (current) or loss 10 25 30 inventory

Edmonsol
Madison.
Russell__

LOUISIANA

1. Five counties that we feel have the most serious problems in their See, 502
RH program and a brief description of the nature and extent of the problems
involved are:

Morehouse Parish: High delinguency rate (199 delinqueney as compared fo
129, state average on 1-1-74) ; one house on inventory with four other problem
cases in various stages of liquidation.

Concordia Parish : High delinquency rate (189 delinquency as compared with
129 state average on 1-1-74) ; three houses in inventory with one vacant and
three problem cases in various stages of liquidation.

Avoyelles Parish : Delinquency above state average (169 as compared fo 12%
state average on 1-1-74) ; two houses in inventory with both vacant and 10 prob-
lem cases in various stages of liquidation.

Point Coupee Parish: Delinquency rate excessive (229, as compared with
state average of 129 on 1-1-74) ; two houses in inventory with one vacant and
three problem cases in various stages of liquidation,

Franklin Parish: Delinquency rate above state average (189 as compared
to state average of 129 ) : two houses on inventory with both vacant with two
problem cases in liquidation.
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2, Total number of Sec, 502 houges in the state : 10,085 ; Morehouse Parish : 201;
Conecordia Parish: 222; Avoyelles Parish: 520; Pointe Coupee Parish: 478; and
Franklin Parish : 397,

a. SERIOUSLY DELINQUENT (6 MONTHS OR MORE)

Percent where
Seriously liquidation
delinquent  action started

Morshouse PRrR. ..o oo e an 12 3
Concordia Parish_............. 3 3
Avoyelles Parish___ _. 48 2%

Pointe Coupee Pasish.____ : 41
Franklin Parish._...._ YT 21 14

b. NUMBER OF LOANS DEFAULTED SINCE JAN. 1, 1973, AND ESTIMATED LOSS

Number Estimated

defaulted loss

et Bt PERCE) I e B SRR, L R T T L B i $6, 000
Concordia Parish... ... ? 0
Avoyetles Parish...__. 9 3,600
Pointe Coupee Parish....._ 8 200
(4 3, 000

Frhfilclin WailY: ot R ER S AR AR A T R TR e b

ESTIMATE OF ADDITIONAL LOAN DEFAULTS IN NEAR FUTURE

Estimate of

additional Estimated

defaults loss

[T TR T e N T AT T T R T AT P T 6 33, 000

Concordia Parish i z 0

Avoyelles Parish 1 1, 000
Pointe-Conpes Parish:__ oo - ol i R i z 1 500

Franklin Parish________..__.__. b R I T 1 500

¢. NUMBER OF HOUSES VACANT TOGETHER WITH AN ESTIMATE OF THE NUMBER OF SUCH VACANT HOUSES WHICH
HAVE NOT BEEN TAKEN INTO INVENTORY

Number

Vacant _ motin

houses inventory

Morshouss Parkiliee, M S) A0 DI AT SUebNE 10 ke U B ROTINE Bl 1 6
Concoidia PRED. 2. oo nte s T e S e T e e 3 2
Avoyelles Parish_ .. _.__....... L DAL - 3 1
Pointe Coupee Parish_._.__ e S, R et 2 1
Foanklin Bariely. - T s L e S T R e 3 1

d. None. Inventory properties are now moving reasonably fast with minimal
loss in relation to our investment.

3. a. None.

b. Terrell Industries, Farmerville, Louisiana, has built 130 FmHA houses in
the past 8 to 4 years, This company has operated in Lincoln, Union, Catahoula,
Claiborne, LaSalle, and Caldwell Parishes. This builder specializes in conven-
tionally built homes.

e. No.

d. No.

e. No.

4. We have not received a written analysis of the overall extent, nature and/or
causes of problems involving delinguent or defaulted See, 502 loans in this state,
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5. Significant probléms invélving multi-family housing financed by FmHA.

a.. The most significant problem of thismature involved a RRH borrower who
leased his 32 apartment units to the Parish Housing Awuthority whe in turn
entered into an Annual Contribution Contract with HUD. The problem was that
the contributions of monthly rent paid by HUD to the housing authority did not
make its way to the PmHA borrower who in very short order became seriously
delinquent. The case had gotten as far as account acceleration before we were
able to work out an agreement with the borrower for the orderly repayment of
‘the amount due. The account is now current.

6. No, we are not aware of any instance in this state within the last 3 or 4
years where new loans or commitments were made in a subdivision at a time
when FmHA had acquired or appeared likely to acquire title to houses in the
same subdivision which it would not be able to resell at realistie prices,

7. No, we are not aware of any instaneces in this state in which there has
been a noticeable concentration of borrowers in a single subdivision or area who
made no payments, or almost no, payments, after loan ¢losing.

8. We are not aware of any instances involving problem or defaulted See, 502
loans in this state in which:

a. the borrower never moved in:

b. the borrower was an employee of the builder or developer, or the pri-
mary credit reference was provided by the builder or developer, or there
was some other significant association between the borrower and builder or
developer other than buyer and seller ;

¢. undisclosed inducements, such as payment of insurance or of loan
installments, were provided by the builder or developer to the borrower.

9. In our opinion there is no significant difference between manufactured and
conventionally constricted hounses in this state with respect to:

a. problems involving defaulted loans.

b. the average gain or loss per house on houses taken into inventory and
resold, based on the original amount loaned and unpaid, repair costs, ete.

THOMAS E. DEWEY, Jr.,
State Direetor.

MAINE

1. We no not feel that we have any serious problems with our Section 502
rural housing leans that pertains to any one or group of offices, Areas of coneern
at this time with our 502 program in the State of Maine is statewide and they
are namely :

a. High cost of housing (approximately $30,000 for 24x40 modest, ranch style
house).

b. Insufficient personnel to make what we consider necessary inspections on
projects under construction.

2. Total rural housing caseload in the State of Maine—11,000.

a. Total number of rural housing loans delinquent over six months is approxi-
mately 650.

b. Total number of loans defaunlted since January 1, 1973 is 40, approximate
loss $116,000. Anticipated defaults in near future, 30. Estimated loss $40,000.

¢. Number of FmHA finance houses which are vacant—10, Estimated number
not in inventory, 5.

d. None.

3. a, None,

b. We do not have any builder or developer who has constructed 100 or more
FmHA financed houses in their own development, We do have several firms that
have sold houses to individuals on seattered lots owned by the applicants that
would exceed 100 or more in number,

¢, No.

d. No.

3. e. No.

4. Yes. We are enclosing a sample of a rural honsing delinqueney report that
was recently completed in our county office. This review is completed every year
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in every office with a follow up made by the district director and rural housing
state office staff,

5. No.

6. No.

7. No.

5. a. No.

b. No,

c. No.

9. No. We do not believe there is any significant difference between manu-
factured houses that we will finance and conventionally constructed houses either
in price or materials and workmanship.

We have correlated this report with information supplied to us by our District
Directors,

ManroxN M. DeLoxa,
State Director.

MARYLAND

Rural housing programs in Maryland are administered by the Delaware State
office,

MASSACHUSETTS

Rural housing programs in Massachusetts are administered by the Vermont
State office.

MICHIGAN

1. See attached report.

2. a. See attached report,

bh. We have no report which gives us the exact number of loans which have
defaulted since 1-1-T3, however, we wonld estimate that this would he approxi-
mately 400 loans for the State. We have no basis whatsoever to estimate addi-
tional loan defanlts or additional losses.

¢, See attached report.

d. It appears out of 117 houses in inventory that we are encountering sub-
stantial loss on approximately 20. These losses are due primarily to abandon-
ment by the borrower and damage which oceurs between the time of abandon-
ment and when the County Supervisor learned of the abandonment to secure
the house.

3. a. Hanks Building:; Holly, MI—Approximately 70 houses. Spring Valley
Builders; Oakland County, MI—approximately 50 houses. There are probably
some other subdivisions which we have been involved in but at this time we do
not know names of builders in order to provide a report.

b. Hanks Building; Oakland-Lapeer County, MI. There are others but we are
not familiar with names and locations. If you wish this information, we will
provide a questionnaire to our county offices in order to obtain this information.

e. Manfred Subdivision No. 2, Durand, MI—approximately 30 defaulted loans.
Manfred Subdivision No. 1, Durand, MI—approximately 26 defaulted loans.

d. None, to the best of onr knowledge.

e, None, to the best of our knowledge.

4. We have not made a written analysis of the overall extent, nature or cause
of delinquency.

5. There have been no significant problems in this State involving multi-family
housing.

. No, we are not aware of any instances of this nature.

7. No, we are not aware of any instances of this nature.

&, No, we are not aware of any instances of this nature.

9. With respect to manufactured versus conventionally constructed houses,
we have seen no differences with respect to defaulted loans and very little
difference, if any, on gain or loss per house, Most of our problem houses have
been older homes rather than new construction.

Cawvixn C. Lutz, State Director,

Attachment.
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PROPERTY MANAGEMENT STAFF QUESTIONNAIRE IDENTIFYING 5 COUNTIES IN YOUR STATE HAVING THE MOST
SERIOUS DEFAULTED LOANS, INVENTORY AND SALE PROBLEMS REGARDING THE 502 RH PROGRAM ONLY (NOTE:
GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS OTHERWISE NOTED)

NLI"IhFF Number in liquidation by —
Number Number jelinquent

aclive delinquent more than Voluntary
County RH loans RH loans 6 manths Transfer  conveyance  Foreclosure

483 149

488 163

St. Jnseph i 437 75
Clare 97 3l
Lenawee_______ 285 &

Sold Inventory

Do you
Estimated antic- Total
net gain ipate many subdivisions have number
Number  or loss Governs FmHA housing loans in vacant
fiscal (fiscal ment inventory than— houses
year Number gain or in in-
County 1974) (current) loss ventory

Van Buren.
Shiawassee.
St. Jnseph_.
Clare. .. ..
Lenawee. ...

! Loss.

MINNESOTA

1. Four Minnesota counties with most serions Section 502 problems are:

North Cass County.—Low income, considerable transient families erratic em-
ployment opportunities. Therefore, many servicing problems with delinquencies,
nonpayment of msur.nme, nonpayment of taxes, vacancies, ete,

Clearwater County—Low income, inadequate economic activity in area. De-
linquencies and tax and insurance servieing problems.

North St. Louis County.—Erratic employment with corresponding loss of jobs.
Transient population needing 'loans. Delinquencies and tax and insurance
problems.

Itasoa County.—General erratic employment, High costs and uncertain income.
General delinquency and servicing problems.

I'.rrlh
Clearwater . Louis

Sanouﬂv arlmquent RH horromng .............. =

3. (a) No subdivisions 'of 50 FmHA-financed homes; (b) No; (e) No: () No:
(e) One manufactured home dedler (Northiand Homes, Duluth, MN) was put on
ineligible status in early 1973.

4. No.

5. Rural Rental Housing—One contractor who also patkages RRH applica-
tions, has been performing erratically on construction contraects. We have ini-
tiated ineligible status action, but are holding off completing the action pending
corrections of mistakes and positive action to prevent future major irregularities.

6. We have had some problems in rural villages where we have had either
an inventory house for sale or a borrower or two who should transfer their loans.
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:\l the time of this situation, we also had applications to construet new dwellings
in the village, Some applicants were quite choosy about the type of houses they
wanted to buy. No major problem.

7. No major concenfration where subdivision neighbors did not pay RH loans.

S. (a) Limited number; (b) Two (Seiler and K. Nelson) ; (¢) None.

9. (a) About the same default problems with manufactured and conventional
homes where applicant history is the same, However, many of the type of appli-
cants who deal with manufactured home sellers are the transient type of appli-
cant and are involved in more defaulted loans; (b) Generally, a manufactured
home in the agrarian areas of Minnesota is not as well accepted as “stick-built”
homes. Near urbanized areas, there does not appear to be a dilference in resale
of nsed manufactured homes as compared to “stick-bullt.” Average loss on manu-
lactured homes is slightly higher.

GorpoN F. KLENK,
State Director.

MISBISSIPPI

1. Listed below are the five conuties in Mississippl which we believe have the
muost serions problems in their 502 rural hous program

Bolivar.—Bolivar County has a rural housing caseload of 1,064. The county
has made too many loans too fast to people with too low income. Inadequate

sonnel to counsel with the low income people has also contributed to the
problem, Several OEOQ programs have been closed down which reduced the in-
come of some rural housing borrowers, Many people in this ecunty are on a fixed
income of welfare and social security and this income has not kept pace with
inflation.

Harrizson and Haneock.—Too many homes were financed by FmHA and HUD
after Hurricane Camille, We were not selective enough with our applicants. The
use of developers, builders, and packagers also contributed to this problem.

Jefferson Davis and Copiak.—These counties have a caseload of 761 and 461,
respectively. The primary reason for the problem in these two counties is making
loans to people we should have rejected. This problem is a direct result of
packagers, Both county supervisors in these counties have heen replaced.

2. As of June 30, 1974, Mississippi had a total rural housing caseload of
39,612. The following information pertains to the five counties listed in gues-
tion 1.

(@) Bolivar, 95 loans seriously delinguent, 8 percent in liquidation.

Harrison, 6 loans seriously delinguent, 33 percent in liquidation,

Hancock, 63 loans seriously delinguent, 10 percent in liquidation.

Jefferson Davis, 71 loans seriously delinquent, 22 percent in liquidation.

Copiah, 15 loans seriously delinquent, 45 percent in liquidation.

2. (b)) Bolivar, 38 loans defaulted since January 1, 1973 with 37,200 loss; 40
loans will probably default with $5,000 loss,

Harrison, 16 loans defaulted since January 1, 1973 with $8,000 loss; 3 loans
will probably defaunlt with 83,000 loss.

Hancock. 10 loans defaulted since January 1, 1973 with $9,000 loss ; 3 loans will
probably default with no loss.

Jefferson Davis, 30 loans defaulted since January 1, 1973 with $65,000 loss;
16 loans will probably default with $25,000 loss,

Copiah, 34 loans defaunlted since January 1, 1978 with $8200 loss; 7 loans
will probably default with no loss.

(¢) Bolivar, 14 homes vacant and 2 homes not in inventory.

Harrison, 18 homes vacant and 2 homes not in inventory.

Hancock, 5 homes vacant and no homes not in inventory.

Jefferson Davis, 19 homes vacant and 7 homes not in inventory.

Copiah, 18 homes vacant and no homes not in inventory.

(d) Listed below are the number of houses now in inventory or expected to
be taken into inventory which we believe may be difficult or impossible to sell.

Bolivar none, Harrison 18, Hancock 5, Jefferson Davis 11, Copiah 2,

3. (a) Listed below are the subdivisions in Mississippi which eontain 50 or
more FmHA financed homes.

Adams County
Highland Subdivision, Natchez—250 homes. Developer : Highland Realty Com-
pany owned by Howard Gardner, Stanley Burkley, and Paul Green, Natchez.

47-194—-75 11
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Broadmoor Subdivision, I hez—75 homes. Developer: Howard Pritchartt,
Jr,, and Paul Green, Natchez,
Lincoln County
ignall Subdivision, Brookhaven—150 homes. Developer: Truman Williams,
Brookhaven.
Hinds County
Westview Subdivision, Bolton—66 homes. Builder: Mid-South Manage
Corporation and Rattle & Snap Company, Jackson,
Madigon County
Magnolia Heights Subdivision, Flora—180 homes. Developer : Fred Estes, Flora.
Leflore County
Westfield Place Subdivision, I Bena—71 homes. Developer: W.
brough, Itta Bena,
Humphreys County
West Gate Subdivision, Belzoni—65 homes. Builder : Irvin & Sons, Tso
Lumber Company, Belzoni; Sunflower Lumber Company, Indianola : n
struction Company, Indianola: Le Development Company. Clarksdale: Morris
Griffin, Contractor, Belzoni; and Hollis Ki rick, Contractor, Belzoni.
Sunflowcer County
Smith Addition, Ruleville—55 homes. Developer : Quick Construetion Comy any,
Indianola, and Virden Lumber Company, Indiax
Slay Addition, Ruleville—100 homes. Developer : Ruleville Lun
Ruleville; Virden Lumber Company, Indianola: and Kent Buildi
Company, Ruleville,
Coahoma Couniy
I t Park Subdivision, Lyon—78 homes. Develor + Bill Willis, Cl
Taliahatehie County
Goose Pond Subdivision, Webb—68 homes. Developer : Denman Construction
Company, Charleston.
Dep livision, Charleston—approximately 75 homes. Developer : Denman
Construetion Company, Charleston,
Tunica County
White Oak Subdivision, Tuniea—147 homes. Developer : Noble Crigler, Tun
Marshall County
Meadow Si vigion, Holly Springs—58 homes. Developer: Bagle
Holly S
Union County
Garden Subdivision, New Albany—57 homes, Developer ;
ion Company, Marks.
Clay County
North Gate Subdivision, West Point—64 homes. Developer: Cendex
tion, West Point.

Forrest County

ivenn Subdivision, Hat

ttiesl

Hattiesburg.
Quitman County

Sigler Subdivision, Ma 3 hi . Developer : Modular Construction
pany, Marks.

3. () sted below are th lilders or lopers who have built 100 hop

* MOrE need by
Cor
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Fred Estes, Flora—180 homes.

Berryhill Builders, Ine., Isola—100 homes.

Quick Construection Company, Indianola—250 homes.

Virden Lumber Company, Indianola—110 homes.

Ruleville Lumber Company, Ruleville—105 homes.

Willis, Willis, and Ellis, Clarksdale—100 homes.

Denman Construction Company, Charleston—150 homes,

Highland Realty Company owned by Howard Gardner and Stanley Burkley,
Natchez—350 homes,

Cendex Corporation, West Point—110 homes.

J. H. Bryan, Inc., West Point—125 homes,

Gary & Yates, Eupora—100 homes,

Sullivan Construction Company, Louisville—200 homes.

Arthur H. Weaver, Hattiesburg—190 homes.

Modular Construction Company, Durable Homes, and C & H Devel Ipers,
Marks—444 homes.

R. C. Speights, Prentiss—100 homes.

Tom Miller, Starkville—100 homes.

: Listed below are the subdivisio

lted loans since January 1, 1973.
8 laag
lted in

comes were too low
Many of the fan

Is and houses as
ghland

X pected.

» of 1]1‘\'F‘Eli;_|x'1‘ , builders,
king loans t ies with too low

-13 defaults. The use of developne

nts to helieve the st

» of developers,
uirements of

12 defanlts
leetion,
The
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4. We attach information which has been prepared previously concerning de-
faulted 502 loans in Mississippi. |

5. There have been no significant problems in Mississippi involving multifamily
housing financed by FmHA.

6. When we discover that FmHA borrowers are becoming delinquent in their
payments and liquidations are pending, we issue a moratorium for that subdi-
vision and do not make loans or commitments in the subdivision until such time
as we hive sold the government inventory property.

7. To our knowledge there has been no noticable concentration of borrowers in
a single subdivision or area where no payments were made after the loans were
closed.

8, We are not aware of any instances involving problem or defaulted Section
502 loans in Mississippi as outlined in guestion 8.

9. Practieally all our experience with manufactured homes has been with
Pacific Buildings, Ine.,, Marks, Mississippi. In the early stages the builders who
erected the homes were not thoroughly familiar with the procedures, After
builders atfended schools to learn how to erect these homes, we found no signifi-
cant differences in the homes compared to stick built homes. Recommendations
from our architect and construction inspectors have resulted in this company
making changes that have improved the houses considerably., There has been
no significant difference in the number of loans defaulted nor has there been any
difference in losses sustained. The majority of our losses can be attributed to
abuse of houses by families or vandalism after houses have been vacated.

J. F. Bargnovr 111,
State Director.

PROPERTY MANAGEMENT STAFF QUESTIONNAIRE IDENTIFYING 5 COUNTIES IN YOUR STATE HAVING THE MOST
SERIOUS DEFAULTED LOANS, INVENTORY AND SALE PROBLEMS REGARDING THE 502 RH PROGRAM ONLY (NOTE:
GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS OTHERWISE NOTED)

Number Number in liquidation by—
Number Number delinquent ——— -
active delinguent mora than Voluntary
County RH loans RH loans 6 months Transfer conveyance Foreclosure

Bolivar..
Copiah...
Hancock __ ...
Jefferson Davis.
Madison

Sold Inventory
; Eslimﬂé Do v,uu How many subdivisions have :
net gain anticipate: more FmHA housing loans in 1otal
Number or loss Govern- inventory than— number
fiscal (fiscal ey -~ vacant
ear year Number B 10 25 50 houses in
County 974 1974) (current) inventory

Boliver. . ___J4s..os
Copiah....

Hancock_ . ...
Jefferson Davis
Madison

1 Gain.
3 Loss.

MISSOURI

1. Five counties previously furnished on FmHA Bulletin 5049(465), copy
attached. : | ol o

2, Approximately 21,000 Section 502 RH loans in Missouri: (a) Estimate 300
loans are 6 months or more delinquent. Liquidation on approximately 309 of the
gerionsly delinquent loans has been commenced in the 5 counties reported in
FmHA Bulletin 5049(465) ; (b) Approximately 60 of the RH loans in the 5
counties have defaulted since January 1, 1973. Losses have been almost negligible,
The present trend is expected to confinue, however we haye been able to credit
sale inventory houses at a “break even” figure in most recent cases; (¢) Vaeant
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houses not in inventory or in process of becoming inventory property represent
a small number—perhaps 80 to 40 statewide. Approximately S0 vacant houses
in inventory; (d) may experience difficulty in selling approximately 20 houses in
the Bolivar, Missouri area.

3. (a) Yes. See reports from Distriets VI and IX: {B) see District VI report;
(¢) no: (d) no; (e) n/a.

4. No.

5. No.

JoHN O. FOSTER,
State Director.
Attachment.

PROPERTY MANAGEMENT STAFF QUESTIONMAIRE IDENTIFYING FIVE COUNTIES IN YOUR STATE HAVING THE
MOST SERIOUS DEFAULTED LOANS, INVENTORY, AND SALE PROBLEMS REGARDING THE 502 RH PROGRAM ONLY
(NOTE: GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS OTHERWISE
NOTED)

Number Number in liguidation by
Number Number delinguent — - - ———
! active delinguent  more than Voluntary
County office RH loans RH loans & months Transfer conveyance Foreclosure

400 86
700
310
400

Total

number

i vacant

Do you anticipate tory than— houses

| B Government gain or - in
S74) curre [ 50 inventory

Noless....... Break even : S i 13
- n 5
16

Eldons g8 Noloss—...._.. 0s$ ($500-§1,00 B

ville.._... 3T R 6 Los 24 y 5 14

MONTANA

This report indicates there are no counties with significant problems.

1. See attachment.

2. (a) 1800 502 housing loans.

(5) (1) Whitehall office—1 foreclosure; Principal due $5,180.00: Inventory

"alue $3,000.00 ; Loss to program $2,180.00.

(2) Cut Bank Office—1 foreclosure, sold outside the program made $6,000 and

plied that to the delinquent OL account.

(3) Miles City office—1 voluntary conveyance, no loss expected.

(4) Billings office—1 foreclosure, expect pay off Aug. 30, 1974,

(5) Sidney office—foreclosure. Borrower signed a new promise fo pay.

(¢) 1 house vacant in Miles City.

(d) None known.

(e) No; (b) no; (¢) no; (d) no; (e) no.
. No.
b. No.
. No,
. No.
(a) No; (b) no; (¢) no.
(a) None; (b) none.

The houses that have had serious default problems have been older houses.
We have had no serious default problems with new houses. Montana has aver-
aged less than 6 serious default housing loans in the past three years.

RicaARp D. SMILEY,
State Director.
Attachment.
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points out to us that we do not have time, with personnel available, to continue
a reasonable volume program and reach adequate understandings regarding
borrower obligations at the same time.

We do not have any county where abandonments, foreclosures or acquisition of
u 1saleable property present any special problem. However, we obtain through
foreclosure or conveyance one or two houses per year which have been mistreated
or vandalized and which are later sold. nsually outside the program, at a loss
to the government, These are most often houses purchased as existing homes and
ire usually several years old.

Our main overall problems will develop as borrower's incox
constant and cost of living, taxes, insurance and m: 11‘; enance inere
the lower income families' take home pay does not keep pace with
COSLS.

We 1|"u~:vur. as follows, the information for T]u- committee in accordance with
the numbered items as requested of the state offi

1. The five co reported on the copy of
ous delinguencies,

2. The first portion of this information
ably less than 39 of the most serious delinguent I« in any of the counties
have had liguidation action considered; (b) See achment: (e) See attach-
ment; (d4) At the present time, we have a total (state ie) of approxi
eight hounses in inventory, none of which should be difficult to sell at a price
comparable to our investment,

3. (a) We have only one subdivision
homes financed under our program, Thi
approximately 20 miles south of Las Cruce
ing firm for Stahmann Farms, I a rat ti i
contains about 70 homes and will probal e to ?IIIE‘E'fI‘.JFIiI'.'l‘I_\' 1001
it is completed; (b) We know of no builder who has built 100 or mor
financed homes 1T:!I‘]I1" any period; (e¢) No rlp gnbdivision contains
as ten defan 1sly delingquent loans, There is no pattern as 1'
divisior - {s concerned to our problem cases: (d) No bui I‘ er or ¢
has heg ed with more than four or five d
loans anuary 1, 1973; (e) No special inve
taken on this subject.

4. We have not made any written analysis of prol
defaulted We have, however, continnally
tors and otherwise the need to keep accounts ¢
transfers or conveyances are found advisable.

5. We have no signifiecant problem with multi-family housing in New Mexico.
All housing is presently current, fully occupied and appear to be operating
successinlly,

6. We have had no instances where new loans or commitments were made while
the same subdivision contained problem loans.

When a locality develops into a problem whereby we have frequent transfers
or conveyances, we have automatically slowed our approval of new loans or
commifments.

7. We have areas in which borrowers are slower to make payments soon after
loan closing. It has presented no special problem, however, as we usually take
immediate action toward getting borrowers to keep payments current.

8. We have had no significant problem from the items outlined under this
paragraph.

9. In our opinion, there is no ficant difference between manufactured or
conventionally constructed homes in regard to collections, servicing problems or
other related items.

As stated at the beginning of this memorandum, we consider our delil
itself to be probably our greatest problem. We recognize that if we do nof con-
tinnally remind borrowers their piyments must e made that more serious prob-
lems will develop.

If more information is needed on this subject, please advise.

CarroLr. Huxtoxn, State Director,

.h:- bulletin report are the most

contained the bulletin. (a) Prob-

{ TTO l'-'1 ydivi
‘th isa ‘~1|I:~m ary e«
on. Tt e

fanlted or se
ation or legal

went or

Direc-

rrent 'md move :r.ump%[_\' when

Attachment,
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PROPERTY MANAGEMENT STAFF QUESTIONNAIRE IDENTIFYING FIVE COUNTIES IN YOUR STATE HAVING THE
MOST SERIOUS DEFAULTED LOANS, INVENTORY AND SALE PROBLEMS REGARDING THE 502 RH PROGRAM
ONLY (NOTE: GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS
OTHERWISE NOTED)

Number Number in liquidation by—
Number Number delinquent ————M —— e ———
active delinguenl  more than Voluntary
County RH loans RH loans 6 manths Transter conveyance Foreclosure

Dona Ana-Olero. . 130 0
Bernalillo-Sandoval..___.___ : 122 5 4 : 1
Chaves-Lincoln_ . LSRR ST 91 3 0
Valencia...... -, ALl 1 26 9 2

1 e ; [ 27 ; 0 1

] Do you
Esti- antici-
mated pate
gain or Govern-
Number loss e
fiscal (fiscal Number
County year 1974 year 1974) (current)

Dona Ana-Otero.........__. 4, 457 1
Bernalillo-Sandoval.._ .. _.._. , 190 5
Chaves-Lincoln 0 0
Valenels. . ... ... ... . 21,500 0
L s 0

I Loss,

NEW YORK

In addition to our response to FmITA Bulletin No. 5049(465) dated July 19,
1974, we are supplying additional information on problems in our state as follows :

1. (@) High real estate taxes (state, county, village and school) ; (b) High
cost of living; (e¢) Proximity to resort areas and colleges: (d) Abuse of other
credit; (e) Marital problems; (f) Lack of responsibility after assuming home
ownership; (g) Increased unemployment; (k) Length of time required by the
U.8. Attorney to complete foreclosure action.

2. (a) Number of delinquent rural housing borrowers six or more months
behind schedule—837; (%) Loans defaulted since January 1973—93: estimated
loss—$186,000; (¢) Number of FmHA financed houses vacant—i4; Number of
vacant honses not yet in inventory—29; (d) 10 homes.

3. (@) Kings Acres, Unitized Building Corporation, Stockport, New York—
approximately 80 homes.

(k) 1. Craver-Coulter Corporation, Cortland, New York—120 homes. Works
in central New York area, supplies manufactured and conventional homes: 2.
Shelter Technology, Inec., Shirly, New York—250 homes. Bnilds conventional:
3. Mauro Enterprises, Shirly, New York—125 homes. Builds conventional: 4.
Toussie Enterprises, Medford, New York—150 homes. Builds conventional: 5.
Riverside Homes, Inc., Riverhead, New York—I140 homes. Builds conventional.

(¢) No.

(d) No.

(e) 1. Toussie Enferprises, Inc.—alleged misrepresentation of property and
falsifying loan applications as packager; 2. Kings Acres—dissatisfaction with
completion of roads and sewers by developer. 8. Del Signor—subdivision soil
drainage problem resulting in surface seepage of sewage.

4. No.

5. No.

. No.

. No.

. (@) Yes, three instances; (b) Yes, one instance; (¢) No.

. (a) No: (b) No.

Davip J. NorAxN, State Director.
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PROPERTY MANAGEMENT STAFF QUESTIONNAIRE IDENTIFYING FIVE COUNTIES IN YOUR STATE HAVING THE
MOST SERIOUS DEFAULTED LOANS, INVENTORY AND SALE PROBLEMS REGARDING THE 502 RH PROGRAM
ONLY (NOTE: GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS
OTHERWISE NOTED)

Number Number in liquidation by
Number Numbe e : —r— ——
active  delin e tha Voluntary Fore-
County RH loans RH loans ] 5§ conveyance closure

nendaigua (Yates and Ontario) 362
Jamestown___.... 276
Baldwinsville (Onondaga and Oswego). 516
Riverhead. 1, 305

1 377

Inventory

Do you Total
antici- How many subdivisions number
Number pate Gov- have more FmHA housing vacant
fiscal arnment loans in inventory than houses
year ar  Number gain or — —— in inven-
1974 1974) (current) loss 10 25 50 tory

—57, 000 -..None.____
do.

NORTH CAROLINA

1. We believe the following counties have the most serious problems in their
BO2 rural housing program in North Carolina :

Stanly.—The housing program has grown rapidly in this county. In admin-
istering a growing program we failed to verify information presented by pack-
: . Loans were made to families with questionable credit histories and
fan th insufficient incomes, Loans have also been made on sites that were
not properly developed.

Wilson.—The major problem in this county was failure to verify information
furnished by packagers. We have now co ted this situation. There are also
several subdivisions in this county where the developer failed to carry out the
proposed plans. We have inadequate drainage and in one case this is causing
erosion within the subdivision.

Bladei.—The 502 program has grown rapidly. Many loans were made to fami-

g with weak credit histories and insufficient incomes, The County Supervisor
has also been nnable to carry out an adequate collection program.

Orange.—Large number of loans made during the last two years. The major
problem in this county is that a developer failed to follow through and complete
his subdivision according to plans. The packager also furnished information
concerning families that was not accurate. We failed fo verify this information,

Pitt.—Large housing program. Major problem—several small older subdivi-
gfons that were not properly planned and therefore the subdivisions do not have
adequate drainage systems, Also, information furnished by packagers was not
verified and loans were therefore made to families with weak eredit reports and
insufficient incomes.

Sampson.—Large program. Loan making has been weak in that loans have
been made to families with insufficlent incomes and weak credit reports. Also,
the County Office personnel must take action to carry out a better and more effec-
tive collection program.




(a) Total number of Section 5

8 identified in respons
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2(b) The following builders or developers have built a total of 100 or
FmHA houses in North Carolina during the past 3 or 4 years: 1. Fortis
prises, Inec., King, N.C.—462 units. Fortis Bnterprises builds a econventi
constructed dwe Illn". They operate in a 6-county area in the North Central |
of \mlh Carolina : 2. Wells Development Co., Goldsboro, N.C.—Approximately
200 units. They build a conventionally cmmnu‘tt-d dwelling. This company op-
erates in the Southeastern part of the but primarily in Wayne County ;
3. Pioneer Homes, Inc.,, Hope Mills, N.C.— .l) units, They build a convention: lh\
constructed dwelling .mri operate in Cumberland County, North Caroli
United Realty & Construction Co.. Fayetteville, N.C—165 units. This com
builds a I[m\l-nllnll"‘l\ construeted dwelling., Loeated in Cun vll
North C . Shook Builders, Conover, N.C.—130 unit
!H]|1r]~. a conve mmn.ﬂl\ constructed dwelling. Loecated in Catawh:
Carolina.
3(e) The following subdivisions have had ten or more defaulted FmHA In‘m\:
1. White Oak—Wilson County— defaults. Poor applicant selection :m-= failure
to verify information provided by packagers; 2. Cambridge—Rockingham
County—13 defanlts ; Poor applicant selection.
3(d) We do not have any builders in North Carolina who have been associnted
5 or more defaulted loans since Janu 1,1973.
We have not had any type of special investigation becs v of alleged
nlarities by large-seale builders or developers.
have not made (or been provided) a written analysis of the problems
ing delinquent and/or defaunited Section 502 loans.
5. We have had no significant problems in North Carolina involving the multi-
family hous program,
. We have not made new commitments in subdivisions
in inventory.
7. We have had no concentration of borrowers in a given subdivision not
their housing payments.
ire not aware of any instances involving problem or d iited Seetion
11 which : (@) The borrower never moved in: (D) The
] g the builder or developer, There have been
and hmll'.-h have entered into side agreements without onr
(e) Whete un ] os inducements have been used
We have only ited experience in financing manufa
ularly modular, because they have not been compe i
built honses. We tl fore know of no mificant di
tured and conventionally constructed homes
(a) Problems involving defaulted loans; (b) The ¢
taken into inventory.

T. JoENBsON,
State Director.

NORTH DAKOTA

counties selected are listed below with a brief deseription of the
i '1 extent of the problem involved.
h—Percent of delinguent loans more than 6 months & trans
same as abov yr Burl 1 Connty

same as above
nville—same as above
—Number of homes in inventory
-.ruh]m-\ of delinquent loan accounts 6 months or more can be 1
1 and timely supervision by county staffs, Form FmHA 3 4
11 [I-m\'n.: Monthly Payment Account Status Report, now being prepared by
very effective method of identifying the loan accounts that need
on.
er of lu:l" accounts in process of { sfer will increas | utstand-
1 aceounts inereases, ” it red f "OCess
transfers needs to be reduced. This \‘Hl‘l'rti n--ldm luv 1tf'rlr|1!1l-ill'[i by puter
inals in county offices, Payment items in transit at the time of initiat 1..'. of
transfer do cause diffienlty in determining nnpaid be n]m es, This diffi v should
self corrective by communication by borrowers with county
The number of homes in inventory in Rolette County i specific problem to
that county not general to the entire state of ND. Its identity is that of families
being unwilling or unable to assu: lie responsibility of home ownership. This
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factor is not easy to determine on an individual basis and will continue to be a
problem until the social, cultural and environmental aspects of the families is
improved.

2. (a) State—6160: (1) 310—49; (2) 25—853.000: (3) 9 (4) 11.

(b) o counties—1034: (1) 40—5% : (2) 15— 6.000: (3) 6: (4) 5.

The above estimates do not inelude loan aceounts with transfers pending that
are being processed on a routine basis,

3. (a) Surrey, ND—100 homes—Ask, Ine.—Stumbo Construction : Apple Valley,
Rural Bismarck, ND—715 homes—Ask, Ine.; Ft. Lincoln Estates, Rural Bismarck,
ND—130 homes—Developers, Inc.—Rippley Construction & Roland Bieber ; River-
view Heights—Rural Mandan, ND—53 homes—Developers, Ine. ; Roughrider Es-
tates—Rural Mandan, ND—75 homes—Roland Bieber & 502 Self-Help Housing.

(b) Ask, Inc. and Heinsohn Realty. Ask, Inc. Has constructed approximately
200 homes, Heinsohn Realty through Developers, Ine. and Roland Bieber have
also constructed approximately 200 homes, Each builder has built conventicnally
constructed homes.

(e) No single subdivision has had more than 10 defanlted loans.

(d) None

(e) None

4. Distriet Directors with the assistance of the county staff conduect an annual
Delingquent and Prohlem Case Review.

5. The only significant problem experienced with multi-family housing in ND
is the inability to obtain prospective contractors willing to bid on publiely ad-
vertised nonprofit type projects. We are of the opinion that nonprofit groups
should be allowed a choice of either publicly advertising or negotiatine for a
contract price. It is felt in many instances a lower nezotinted eontract price conld
be obtained if the nonprofit corporation could negotiate with a reputable builder.

6. None

7. No

8. (a) None; (b) None; (¢) None.

9. (a) None; (b) None.

This state has a very limited number of loans on mannfactured homes. Only
one home manufacturer is located in tha state of ND. Transportation costs for
manufactured homes brought into the state do not generally put these homes on
a competitive cost basis with conventionally constructed homes,

JOsEPH J. SCHNEIDER,

State Director,
Attachment.

PROPERTY MANAGEMENT STAFF QUESTIONNAIRE IDENTIFYING FIVE COUNTIES IN YOUR STATE HAVING THE
MOST SERIOUS DEFAULTED LOANS, INVENTORY AND SALE PROELEMS REGARDING THE 502 RH PROGRAM ONLY
(NOTE: GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS OTHERWISE
NOTED)

Number Number in liguidation by
Numbar Nembar  delinquent —— —
active delinquent more than
County RH loans Hloans 6 months Transfer. co Foreclosure

Burleigh_ ... L 249
: . g, 128

Marton e Al 177
- 231

186

63

ocooooo
OO |

Soid Inventory

Estimated
net gain Do you  How many subdivisions have mare Total
or loss anticipate FmHA housing loans in inventery  number
(fiscal Govern- than— vacant
year Number ment gain — houses in
County 197 1974) (current) 5 50 invantory

Burlaigh. - ............ 0 0
McLean. .. 1 $9, 500 0
i

Morton..._..._. s
Rolette  _ ___ 17,100
Ward-Renville. __....__.._. 0 0

1 Loss.
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1. In response to FmHA Bulletin No, 5049(465) we advised that the five <'<m}:.uy
offices in Ohio having the most serious problems with their FmHA-RH operations
were Findlay, Hillsboro, Gallipolis, Mt. Vernon and Eaton. The problems in |1w::1-
five units center around delinguency and failure of borrowers to assume their
homeownership responsibilities. In none of these offices are the problems so great
that they cannot be overcome when the agency has a staff and implements
to do the job,

2. (@) The following is offered in connection with the above five county offices.
The number of borrowers six months or more behind schedule are Findlay-136:
Hillshoro-100; Gallipolis-55; Mt, Vernon-55; and Eaton-273. There are probably
700 pending liquidations in the State of Ohio. If would be approximately 5 percent
of the accounts considered seriously delinquent; (b) We have no records in this
office from which we ean determine the number of loans that have “defaulted”
since January 1, 1973. We can advise, however, that on June 30, 1974 there were
87 loans in the process of being liguidated at an average principal balance of
$£13.000. We would estimate that the loss on such loans wonld average $1,000,
With present economic conditions we anticipate a substantial inerease in the
number of defanlted loans. In general we hope to be able to dispose of these prop-
erties at a small loss, if any; however, with limited credit outside of FmHA.
market value could change and our losses would eonsequently increase: (e) At
the present time there are approximately 159 vaecant properfies in Ohio and
anproximately 90 of these houses are nof in inventory but are in the process of
being liguidated in one manner or another: (d) In Ohio there ar resently 67
houses in inventory and we anticipate that at least 100 of the vacant pir perties
will be taken into inventory. At this time we do not anticipate any difficulty in
selling these properties under the conditions that have existed to date, but as
previously noted, should economie conditions eontinue the present trend, we may
experience diffienlty in disposing of them at market value if that generally falls
much below PmHA's investment in them.

3. (a) FmHA has heen involved in very few subdix ms in the state In which
there are 50 homes, consequently there may be an instance or two where there
are 50 FmHA financed homes but we do not have information at hand to respond
specifieally to this question; (8) It would be necessary for us to contact all
county offices to determine whether or not there are any builders who have built
a total of 100 or more FmHA financed homes in Ohio during the p three or
four years. The majority of the homes FmHA has financed are stick built homes
built by relatively small builders and developers: (¢) We are not presently aware
of any subdivisions in Ohio where there have been 10 or more defaunited loans
since January 1973. The primary factors involved in the default of RH loans in
Ohio cannot be attributed to the dwelling, the subdivisions or the developer, The
main eontributing factor to such defaunlts is the agency nahility to work elosely
enough with the applicant at the ontset or to work closely enough with the
family after they become borrowers: (d) We are nof aware of any builder or
developer which has been associated with a total of 25 or more defaulted loa
in Ohio since January 1, 1973; (e) FmHA in Ohio has to date not be
volved with large-scale builders or developers. Such organizations are o
heginning to be aware that there is a housing program in the rural
Ohio.

4. Program reviews and OIG audits reveal that problems involving deline
or defanlted loans primarily center around the agency's inability f¢
serviee loans as previously indieated.

5. This State has experienced no sienificant problems involving multi-family
housing financed by FmHA.

6. We are not aware of any instances in recent vears in which a ny loans or
commifments have been made in any subdivision when other FmHA properties
in the subdivision were being taken into inventory. FmHA in Ohio, as f.r-m-]n:s_dv
noted, has been involved in very few large subdivisions to date and certainly
if there was not a market for any proposed honsing would not issue commitments
in a subdivision whether there were defaulted loans in that subdivision or not.

T,_Wv have not been aware of any instances where there has been a concen-
fration of borrowers who have ignored their loan responsibilities. Tt is under-
standable, however, that defaulting borrowers in any area making a lot of noise
about not making pavments and getting awayv with it will have an effect on other
borrowers who might be within hearing distance,

s

juent
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8. (@) We are ouly aware of a couple instances in Ohio where a "nrl‘n\\'nr
never moved into the home F1 A fir ed for him: () We have a few instanc
where the borrower and imlilm or sSeller had some kind of re llliikll p which
indicated to the borrower that he should receive more than if the relationship
did aot exist, Problems usually revolve around “side agreements'” hetween the
two i and the FmHA loan account becomnes the victim of the ** bhble™;
(e) We have had reports of undisclosed inducements but have not been able to
prove tl We are aware that some builders included in their loan pac » CPT-
tain inducements for a prospective buyer but we are not aware of where those
inducements have contributed to ;nuhlvm« or defanlted cases.

9. (a) We huave noted no significant differences between manufiact
conventionally constructed Ilullﬂ."- with regpect to any problems
faulted loans; (b) Neither ¢ find any differences in the
houses ether they are ,.1.1.11‘.!\u-r11rr or conventionally « te
had relatively few problems with a ma actured product. The p ll‘Hi‘ rfrx 1-:;'-
in th F that too n who are nol “builders” empt to erect manufactur
homes and are not « of doing h] IO . We have no ;

a manufactured product which meets the minimum properfy standards,
concern is that the product is a dwelling and not a dm wide mobile

We recognize that we have probably not respended to !‘ni.-, request a
would be desi ; however, the problems we have 4 in Ohio
faulted loang can very infrequently be I-Ii:‘l at -.w doorstep of the builder
developer. When the ¢ v i f".-': a v impleme ) |
the program with whieh 1as an even mor
Buecess can be established.

State Director,

OELAHOMA

1. We do not feel there are significant problems in as many as five counties
as defined in the letter of August 13, 1974, from the Cou for the Inter-
governmental Relations Subcommittee. The following information is submitted

for the State of Oklahoma.

2. (@) The number of seriously delinquent loans in Oklahoma is estimated to be
1600. These are loans 6 months or more bhehind schedule. Approximately 107%
of these loans are in the process of ]uimrhtmu‘ (b)) We have interpreted a de-
fanlted loan as one involving liguidation action (including transfers). On 30
acquived properties sold, the average loss was §551.67. On the 485 transfers, the
total loss was $3.197.71 for an average loss of less than $10; (¢) We estimate
65 wacant houses in Oklahoma of which 30 have not as yet been taken into
inventory: (d) Possibly 10 houses will be diffienlt or impossible to sell at prices
reasonably related to the FmHA investments in them. This is based on a $2.000
difference in prices.

3. (@) We have no subdivisions in Oklahoma containing 50 or more FmHA
financed homes: (b) Perdue Housing Industries, Inc., Chickasha, Oklahoma.
Furnished a few manufactured houses from the Chickasha, Oklahoma, plant and
sectional houses from their Chickasha and Stigler, Oklahoma, plants on a state-
wide hnsis. mnmalv between 300 and 400 houses financed by FmHA within the
past 3 years. Company sold about 1%2 years ago and now being operated as Per-
due Housing, Inc., by the new owners; (e) Subdivisions in Oklahoma with 10 or
more defanlted FmHA loans are: Idabel Heights (MceCurtain County)—12 de-
fanlted cases. Poor applicant selection. Sequoyah Subdivision (Caddo County)—

2 defaulted eases. Too far from town with no city services available and poor
nuality of homes built at that time; (d) To our knowledge there are none; (¢) In
June 1971. OIG conducted an investigation of Perdue Housing Industries, Inc..
to determine whether they were participating in falsification of information in
packaging applications to FmHA for rural housing loans and to determine whether
the County FmHA Office for Grady County failed to require eombined family
income to be reported thus having a contributory effect toward such falsifieation.
Each ease cited has been resolved without disciplinary action against packager,
family or agency personnel.

4. No written analysis made.

0. None.

6. None.




We are aware of no instances,
(@) Not more than five and all resolved but one at this time: (b) No: (¢)
e between manufactured and conventionally built houses:
» in our losses between manufactured and conventional
ur information. The average loss on houses sold from inventory the

about $550.
L. W. JoanNsoN,
State Director.

OREGON
-Clackamag Counity.—This is a high volume office lacking in

—Hood River County.—The main problem in ¢
f Als0,
ha 1 In two subdi
and Polk Counties. 3 1 h volume office anc
fuate.
Columbia County.—Problems involved stems from
of 7y economic and employment ility. Also, some
neurred w er homes financed.

{ areas serviced by this office makes it most difficult
on an effective servicing program

tal number of Section 502 RH Loans: Oregon—4,000 ; Alaska—T750.
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d. Number of homes in inventory or are expected to be taken into inventory
which may be difficult or impossible to sell under present conditions or prices
reasonably related fo the FmHA investment in them.

Oregon ;
Oregon City (Clackamas)___
The Dalles (Hood River) __
Salem (Marion & Polk)
St. Helens (Columbia)___
Coquille (Coos, Curry) .-
Alaska : Fdirbanks. o ___.

d.a. MName Location Builders

Cinderella .. Eagle Point Ed Hill.
Berr

Pletzer's Green......._....... Lebanon....

Orchard View............__... Odell

Young's Addition__........._._ Eagle Point.

b.

Hoodview Builders
Rutiedge Ho,
Republic Dev

(e) None.

(d) None,

(e) None. No special investigations have been conducted or any legal action
has been taken because of alleged irregularities involving operations of

le builders or developers of FmHA financed homes,

4. We have not made a recent study as t e rall pr
RH loans; however, the following reasons have been observed as to
for defaulted loan accounts: (a) Door money management: (b)
buying; (e¢) Loss of employment; (d) Domestic problems: (e) Borrower unable
or unwilling to assume responsibilities of home ownership.

5. None of any major concern. One RRH project d a fairly slow rent-up, how-
ever, it is now full.

. ‘\'u‘

7. No.

8 (a) Yes: (b)) No: (e) No.

9. (a) No; (b) No. We only have a small number of manufactured lhomes :
therefore, we have no basis for a conclusion at this time,

STANLEY G. Scumror,
Chief, Rural Housing.

PENNSYLVANIA

1. As requested we are listing the five (5) counties with the most severe BRI
loan delinquency along with the reasons and extent of the problems involved.
They are as follows:

Chester County.—289% delinquency—This is the only county in Pennsylvania
where a self-help housing project exists. The owners are mostly low income
people working on the mushroom farms. The delinquency among these people is
high because of a lack of education, marital problems and in season work. How-
ever, delinquency has been reduced during the last year.

Clinton County—Delinquency is rather high (269 ) due to a drop in income.
Piper Aireraft Corporation has had a severe cutback in orders thus eausing a




reduction in working hours and unemployment., Hurricane Agnes and some
apathy on part of horrowers is partly to blame. Although present delinquency is
high we feel that the office now has the situation under control and last year's
trend was down.

Orawford County.—The delinquency is 27.4% and mestly due to older loans
made to real low questionable applicants by a former County Supervisor who is
now deceased. Considerable effort is being made to reduce the delinquency prob-
lem and delingueney was reduced last yea

Lycoming County.—The delinquency is about 279, partly due fo apathy on
part of borrowers and lossed income due to Hurricane Agnes. Also this area
was hit hard by Hurricane Agnes thus disrupting a normal process of activities,
A reduction of delinquency is alzo happening in this area.

Wyoming County.—The delinquency in this county is about 35%. It is due to
a leveling off of income and apathy on part of borrowers. Furthermore, the
county was damaged due to Hurricane Agnes. A concentrated effort has been
made in this area to bring the situation under control.

It is interesting to note that three (3) of the eounties listed were devastated by
Hurricane Agnes. Very few of our borrowers were directly damaged but the
County Office staffs were involved in making EM loans fo farmers where a grea
deal of time was spent thus re dueing collection efforts,

The State RH staff and Distriet Directors have condneted speeinl meetings
in the high delingueney offices (crash program to meet with hrrrm\\{ wrs and tr:
County Office staff) so that a definite program of attack may be ]Ili]:ll‘ll]t'lltlll
Continuous follow-ups have been established by Distriet Directors.

Defaulted since
Seriously delinquent Jan. 1, 1973 Vacant homes

(b) (c)

Number 035 Number

3.2 SUBDIVISIONS OF 50 OR MORE FmHA LOANS IN THEM

Developer ddr Number

i1} . do..
. Gate .».H Homies, nc. . is Hazieton, Pa._

(). Developers over 100 homes:

Name and address County
Developers Corp., Cambria.

J. \1 irk chhm on, Tunkhannock, Wyoming.
H!}!llvr & Alder (Pat-Will), Harris- Dauphin, Cumberland, Franklin, Adams,
burg, Pa. York, Laneaster, Bucks, Lebanon, Perry,

Juniata, and Mifflin.

Perry Homes Inc., Zelienople, Pa_. Butler, Beaver, Armstrong, and Mercer.

Doneco Ine., Dauphin, P: Danphin, Cumberland, Lebanon, York, and
Schuylkill.

Mileo Inc., Chambersburg, Pa__._ Franklin, York, Adams, and Cumberland,
State of Maryland.

47-194—75——12




Rivercrest and Lazy Brook subdivisions have a combined delinqueney of
The main reason for the deli | s heen caused by raising cost
] \\:[_il the borrow ing on a fixed income, The other contributing
15 the distance to employmen m the development; (d) none: (¢) none

County flive reviow v dali 11el

None knoswn.
\'nm\
None other than the ones mentioned in 3(e).
-'r.'a None; (b) none; (¢) none.
(@) None apparent; (%) no experience,
PENROSE HAl LOWELL,
State Direclor.

RHODE ISLAND
housing pro ms in IRRhede Island are administered by the Vermont

nlice,

BOUTH CAROLIN :

» followi applies to the i vi D §
1 r‘u most s problems, _\i:ml (l] 1lt(_’ lt,'!l- Wwere m ulv

£ ) to wers h low income. In the last couple of

¢ cially the last t.wu'uv months inflation has soared. Salaries have

not increased in proportion to cost of living, As a result borrowers are caught in
i squecie and house payments do not receive priority over food, clothing, ete,

4 same sifuation has resulted in considerable property being ac ed by
liquidation (voluntary conveyance and foreclosures) and serious y delays sule
of this property as a large numl of low income people do not have the re-
payment ability under present high interest rates and high cost of living,

We acknowledge some isolated problems in scattered areas with poor drainage
and septic tanks. This is, however, a minor problem considering our entire loan
program, We have also had a few problems with contractors Jn quality construec-
tion and prom follow-up on warr les, Again this is onl ¥ applicable in a
relatively few cases when our total RH program is considered. Also corrective
action has been taken to .mmmu subdivisions for satisfactory drainage and
future paving. Most of the problems have been satisfactorily resolved.

Total number of loans, South Carolina. I 28, 115
Number estimated delinquent 000
Over 3 months estimated delinquent — 3,000
Over 6 months estimated delinquent _. 1, 000

Most of the loans in South Carolina six months or more delinquent are in fore-
closure pending sale by the U.S. Attorn Most of those three months or more
delinquent (which includes those six months delinquent) are in the initial stage
of liguidation and unless a satisfactory agreement is reached to bring the aceount
current, liquidation action will continue.

(@) See attached report. We estimate 959 of all serious delinquent cases (6
months or more delinquent) have had liguidation initiated. the others have
reached agreements to get current for the five counties listed on the attached
report; (&) South Carolina doesn’'t keep istics of defanlted accounts by dates.
Finance Office provides information as to number acquired accounts and losses
involved on a statewide bs . It is estimated ]..s'i"l have defaulted statewide
since 1-1-73 with an expected loss of approximately $500,000, Actual loss has
not been determined as many of these have not been resold. We estimate 1.000
more defaults in the near future with losses of an estimated £300,000: (¢) esti-
mated vacant houses not yet in inventory and with liquidation in proeess—200
(d) estimated number of houses in inventory and to be taken in ins -mrrn 1'1
the near future that may be difficult or m'm b ]n to se 111 at prices res N-tml.lv re-
lated to FmHA investment is b oft red).

3. {a, b, ¢ and d.) Please refer to the rej rts from Ih\
specifiec information on this question
(¢} There is presently underway |
of Arthur Ravenel, Jr. and Co, for a l'- dged Iy
salesmen. No report has been rece d as of (h,,, .{‘ te.




BE. W. Brooxs,

State Direc




BOUTH DAKOTA

This is to advise that we have no serious delinquency probleins in any of our
counties, and have had no serious defaults of mortgages.

We have very few house vacancies, and we feel we have only three or four
serious vacancy cases.

At the present time we have four houses on inventory, and feel we will have
no serious problem in selling these homes.

We have had no serious problems with developers or subdivisions.

ARCHIE (GUBRRUD,
State Director.

TENNESSEE

1. In our July 31, 1974 response to FmHA Bulletin No. 5049(465) we identified
the five counties in Tennessee in which we believe we have the mosi serious
problems in Section 502 RH loans. The problem is major in Maury County.

2. In Item 2 of the State Office schedule you asked for, our best estimite as to
the total number of Seection 502 loans in the State and in the five problem counties
which fall into the following categories: (a) Seriously delinquent—The Finanee
Office Form 380-225 showed the aceounts over 3 months delinquent as of July 15,
1974, this number was 1,662 we estimate that 759 or 1,200 are more than six
months delinguent. The actual number for the five problem counties was indicated
on the schedule mailed you on July 31, 1974 ; (b) The number of loans that have
defaulted since January 1, 1973 is 253 and the estimated loss from such default
is §40-50,000. We estimate that there will be an additional 50 loans defaulted in
the near future with little if any additional loss; (e) We estimate that there are
now approximately 75 FmHA financed vacant houses in the state with approxi-
mately 15 of which have not asg yet been faken into inventory; (d) Of the houses
now in inventory approximately 81 we estimate that less than 10 eannot he sold
under present conditions at prices reasonably related FmHA investment in them.

3. (a) Subdivisions in Tennessee containing 50 or more FmHA financed homes :

Yolivar—Hardeman County, Tennessee: Beverly Hills Subdivision—Roger

’arham, Developer, 800 East Fairground, Bolivar, TN 38008, Slightly over 50
dwellings—No problems in this subdivision.

Brownsville—Haywood County, Tennessee : Fairgrounds Subdivision—J, Hogt
Hayes, Route #6, Brownsville, TN 38012. Slightly over 50 dwellings—No prob-
lems in this subdivision.

Columbia—Maury County, Tennessee: Zion Acres Subdivision—Morgan Con-
struction Company, Columbia, TN. Approximately 125 houses —Major problems
(See County Problem: Report on FmIA Bulletin 5049 mailed to you on July 31,
1974).

Dickson—Dickson County, Tennessee : Spanish Oakes—Roger White & Hud-
son Horgan, Mathis Drive, Dickson, TN 37055. We estimate 80 dwellings—No
problems,

Memphis—Shelby County, Tennessee: Redmont Subdivision—Redmont Con-
struetion, 72 Madison Street, Memphis, TN. Approximately 125 FmHA financed
houses—No mujor problems.

Ripley.—Lauderdale County, Tennessee : Parkview Subdivision—L. W. Parton,
136 Highland Street, Ripley, TN. 77 FmHA financed houses—No major problems,
Skyline Sublivision—Smith Brothers Construetion, 101 Randolph, Ripley, TN.
Slightly over 50. Town and Counfry Subdivision— Jerry Riley, Route #2, Halls,
TN and Gates, TN. Slightly over 50. No major problems in any three of these
subdivisions,

:'\'U{H{:J‘i.'f”(.’,-—F‘:l_\T'fT(‘ County, Tennessee: Neecie C, Taylor Subdivision— Ray
Dickie, Germantown, TN. Approximately 65 FmEA financed houses—No major
problems,

. (b) The fnl']n\\'i‘n;_' builders or developers have built a total of 100 or more
K mll‘.\ iu»nmslm '11‘-nnlvs.~:_(-(\: Morgan Construetion Company, Columbia, TN (Not
now involved in building) ; Roger White & Hudson Horgan, Mathis Drive, Dick-
son, TN 37055; Redmont Construction Company, 72 Madison Street \Io.mllhiq
TN; Smith Brothers Construction Company, 101 Randolph Street : Iii];]rl\' TN -
Grady-Morris & Son, Middleton Street, Somerville, TN. None of fhp_«p III‘II.I"II\‘-‘]'\"
i:.—r: specialized in manufactured homes. All have heen conventionally r-nll:-?l‘l‘lt'?f'l.l

omes.,
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(¢) The only subdivision in the state where there has been 10 or more de-
faulted loans is Zion Acres—Maury County, Tennessee.

(d) The only builder or developer that has been associated with 25 or more
defanlted loans is Morgan Construction Company. The total defaulted loans in-
volved would be approximately 100, The prime factor involved in these defaulted
loans had to do with Packagers making indiscriminate selection of families with
FmHA personnel giving adeguate attention to the stability and debt paying
ability of the families. Actually few if any families who meved into the snb-
division were aequainted with their neighbor in the subdivision. There were no
feelings of community pride or of being neighborly.

{¢) There hag been no special investization conducted or legal action taken
becanse of alleged irregularities involving operations of large-seale builders or
developers of FmHA financed homes.

4. We have no written analysis other than Finance Office print-outs of the over-
all extent, nature and/or ecauses of problems involving delinquent and or
o022 loans In onp state.

5. There hiave been no significant problems in our state involving multi-family
housing financed by FmHA funds,

6. There have been no instances in our state with the past 3 or 4 years in
which new loans or commitments were made in a subdivision at which time
aequired or appeared likely to acquire title to houses in the same subdivision
which if would not be able to resell at realistic prices.

7. There has been no signifieant difference in Tenneseee between manufac-
tured and conventional constrneted houses in respect to: (@) Problem involving
defanlted loans: (b)) The average gain or loss on houses taken into inventory
and resold.

PauL M. KoGER,
State Director.

TEXAS

1. In the State of Texas there are 31,377 active RH loans. There are 178 RH
502 houses on government inventory, Ninety-six of a total of 144 county units
have no houses on inventory., Twenty-six units have only one house each on

inventory. Thirfeen units have more than one, but less than five houses on in-
ventory. Three units have five fo ten houses on inventory. Six units have as many
as ten but not more than eighteen houses on inventory. These six units are listed
below :
Houeres in
Unit: inventory
Corpus Christi 18
San Benito 17
Gainesville _ 16
i . 15
IEnGen st e SERS S 16
Weatherford 10

2 (@) In this state there are approximately 31,877 RH 502 loans. Approxi-
mately seven percent are delinquent more than six months, Much less than one
percent have had liguidation action initiated; () About one half of one percent
of loans have been liguidated since January 1, 1973. The loss is estimated to e
less than $1,000 per house. It is estimated that one fourth of one percent of the
loans now aefive will be liguidated by foreclosure during the next few years. The
loss is expected to be negligible due to increase in price of houses; (¢) From
monthily reports received from county offices there are about 60 honses now
vacant, These Lhouses are ¢n inventory. Twenty houses not yet on inventory are
vileant: (d) There are ten houses now on inventory which we find very difficult
to dispose of due to the specifie location. We expect considerable loss on the resale
of these houses.

3. (@) We are not aware of any subdivision in the state containing as many
as fifty FmHA financed homes, Reports from district directors which we are
requesting will show a few established towns with fifty or more houges that were
financed by FmHA ; (1) We know of no single builder or developer who has built
a total of 100 or more FmHA financed homes in Texas during the past three or
four years, Distriet directors' reports might show that this is not true; (¢) We
have no subdivision in the state that has had ten or more defaulted FmIA
loans sinee January 1, 1973. We do know of some established towns that fall
in this category: Bowie, Texas; Mineral Wells, Texas; Taft, Texas and Port




Isabel, Texas; (d) We know of no builder or developers who have been ¢

ated with a total of twenty-five or more defaulted FmHA loans since 19

distriet directors are preparing more detailed reports on this matter that gl
reflect some different information; (e) We have knowledge of any special
investigation conducted or any legal action taken because of alleged irre
larities involving operations of large-scale builders or developers of F
financed homes, The Office of Inspector General made extensive investigation of
our RH activities in Port Isabel, Cameron County, Texas. No legal action taken—
exceptions have now been cleared.

4. We enclose written reports received from district directors regarding over-
all extent, nature and/or causes of delinguencies and problems,

5. There have been no significant problems in Texas involving multi-family
housing financed by FmIA.

There are two labor housing projects located in Hale County and Dh
County. These projects have not been suceessful from a finanecial standpoint,
did serve the purpose for which they we . Both are now in proces
being transferred to local housing aut} ‘hese transfers are being mads
the basis of 90 percent gr 1

6. We have no knowledge where new los r commitments were ms:
subdivigion at a time when FmHA had aeq r appeared likely to ac
title to houses in the same subdivision ich it wonld not be able to resel
realistic prices. We do know of a few n s on which a moratorium was |
on building new houses when it apj the above problem might mater

7. We are aware of no instance in v 1 there has been a noticeable «
tion of borrowers in a single area who made no ntg after loan ¢
the Taft, Texas, area of Corpus Ohristi u ind IMort Isabel

lenito unit, very few payments were made by new borrowers bet
doned their houses,

B. (@) We are not aware of but one case iny
where the borrower never moved into his new house: We know of one

here an employee of the developer received an RH loan: (¢) We know
cases of this nature.

9. We do not believe there is a significant difTerence between manufactut
conventionally constructed houses with re 't to: (@) problems invel
faulted cases:; (V) average gain or loss per house after the hounse tak
inventory.,

J. Lynx Furon,
State Director,

UTAH

The following report includes information obtained from the District Directo
along with the State Office report.
i. Counties in Utah with the most serious 502 housing problems are as follows :
Grand County—This Is a sparsely populated county located in the Southen
part of the State. The largest community is Moab. This area is the probl
of Grand County. Employment in Moab is unstable causing the homes t
hands and helping to eause an increased delinquency. The delinquency in M
is the highest of any community in the State.
San Juan County.—This county is similar to Grand County,
change hands fairly rapidly. Loans have been made to sev
families for homes nof located on the reserve " n of th
It and we definitely have o langnage ba v have diff
lez in this area to properly m: 41 » of th
8 and keep adequate fire insurance coverage on the dwe
ties are gerved from our Monticello County Office.
Duchesne County.— This county is located in the Northeast par
and until recently was a sparsely populated ar relying mainly
ram was small at that tir
been renewed aetivity in the oil industry and this has brought about an incre:
in the population and a big demand for housing. As a result, land and build
costs have risen very rapidly. This county is the highest cost area in the State
for home construction. The majority of our borrowers whose loans were made
before the influx of people relied mainly on agricultural income. Due to the low
livestock prices and high costs of farming operations, the delinquency in the area
is on the increase.
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YEEMONT

[Please note only three County Offices are listed, as “significant” problems do
not exist in the remaining offices, ]

Nature and extent of problem

Concord, New Hampshire—With limited personnel this County Office has
advanced $10,256,000 in 302 loans in the last 4 years. Servicing was strictly
secondary thus a present 299 delinquency exists. Ageressive account servicing is
necessary to curtail the increased delinquency and add consistency to a balanced
program.

Holden, Massachusetts,—With limited personnel this County Office has ad-
vanced $10,460,000 in ! loans in the last 4 years. Servicing was strictly secon-
dary thus a present 2 delinquency exists. Aggressive account servicing is
necessary to curtail the increased delinquency and add consistency to a balanced
program.

Springficld, Vermont.—Accelerated loan making with inadequate servieing plus
the exchange of personnel are the cause of our major problems in this office.
Delinquency is at 219;. RH 502 loaning last 4 years totals 86,606,000,

Cancard, Holden, Varmont State

2, N.H, Mass. Jurisdiction
- 3 23 12 432

: 5 12 8 52

8 7 z 45

325, 000 $22, 000 $15, 000 $140, 000

+15, 000 $10, 000 35, 000 $45, 000

Ho: 3 3 4 B 22
Vacant hou‘ not yni in |nvurrmry 1 0 4 8
Houses in inventory. - o 1 4 0 26

i (a) We have one subdivision containing over 50 FmHA financed homes:
Name: Cranberry Estates, Loeation: Carver, Massachusetts. Name of builder:
illage Homes, Ine, William Brothers—Contractor. Number of hounses: 57: (b)
e is mo builder or developer who has built 100 or more FmHA houses: (o)
re is no subdivision in which we have 10 or more defaulted FmHA loans since
(d) There is no builder or developer who has been associated
o or more defanlted FmHA logns since Janpary 1, 1973 (e) We
restigations or legal action taken against any large scale builder

with a total of
have had no i
or developer.

1, This office has not prepared a written detailed analysis of the overall prob-
lems involving delinguent horrowers.

4. No major problems exist with RRH servieing.

To date this office has not encountered difficulties in selling properties in
‘isiong (neither from the standpoint of the market or price).

7. Nonpayment borrowers in the Vermont jurisdiction are on
and we have not encountered a& concentration of default payme
suhdivision,

8. (a, b, ¢) Our records do not show any overall difficulties with borrowers not
oceupying the house after closing, borrower-huilder association causing defaults,
or insurance-loan pavments involving borrower-bmilder collusion,

9. (o and b) To date we have not witnessed a distinetion between manufac-
tured and conventionally constructed homes from standpoint of default payments.
Our foreclosure cases show a large variation of losses between all types of honses.
But no line distinetion exists between mannfactured and conventional
construction.

attered basis
ts in a single

SmerMaAN K. Brrast
State ﬂ:rw tor.

VIRGINIA

1. The five counties considered to have the most gserious problems with the 502
rural housing program operations are:

Suffoll:—Has a high delinquency (249% over three months delinquent) and high
number of vacant houses (14). This condition has heen cansed by the low income
borrowers that were attracted to the program by the packaging contractors. The




horrowers that have been living in sub-standard rental units in the urban com-
munity frequently do not accept the responsibilities of home ownership.

Isle of Wight.—This office serving Isle of Wight and Surrey Counties has a high
delinquency rate of 31.6% over three months delinquent. Part of the problem is
the same as Suffolk, above, and also insufficient effort has been devofed to
collections.

Appomattor—The delinquency rate here is high (359 ), however, the long term
(over three months) is 13.99. The lack of personnel in this office and volume of
applications has also been a problem. An additional Assistant County Supervisor
was recently employed for this office and when he is trained, the situation will
improve.

Dinwciddie—This county has a high demand for housing which is caused by
the loeation joining Petersburg, This attracts the FmHA elizible applieants from
the City of Petershurg. The delinguency rate of the Petersburg office is 32.9%,
with 14.79% long-term delinguency. A concerted effort by a Summer employee has
reduced the delingueney approximately 8%4% since June 30, 1974. This rednction
was in both the total delingueney rate and the long-term delinquencies.

Accomack.—This area of low income and seasonal income from agricultural
employment has a high delinquency rate (total 39.9¢4, and long term 21.59). The
existing housing conditions among the low income are extremely bad and a high
delinqueney can be expected for some time. There have been some recent in-
creases in industry in this area, which will improve the full-time employment
gituation, and should improve the FmHA situation. This is an area where 'mTIA
must take the risks to improve the housing conditions,

In summarizing the five above named areas, it is evident that the major
eanges of the high delinquencies are (1) high black population, (2) extremely
low income, and (3) deplorable honsing conditions we are trying fo improve.

9. (a) Reriously delinguent loans—The nnmber and percentaze of serionsly
delinquent loans is reflected in the attached Exhibit A, The number of loans
which are in the process of liquidation is also recorded in Exhibit A: (h) The
number of loans that have defaulted and on which foreclosnre sales have been
held since Jannary 1, 1973 Is 25. The estimated loss from such defaults is less
than £500. Tt is estimated that 150 additional foreelosure sales will be held in
the near future (next 18 months) and the estimated loss will be less than 5,000
provided the economyv remains as at nresent: (e) A survey conducted in early
August 1974 showed 136 vacant FmHA financed houses of which 133 were not in
inventory. This number should be less at this time a8 several have heen trans-
ferred and occupied, and some ocenpied under a Carefakers Agreement: (d) ANl
houses in inventory or expected to be taken into inventory and shonld be sold
at prices reasonably related to the FmHA investment.

3 (a) Subdivizions contoining 50 or more FmHA financed homes—(1) Ken-
nedv Fstates, Suffolk, Virginia. Diversified Developers—350 homes ; {2) Craw-
ford Manor—Churchville, Virginia. Knopp Brothers—125 homes: (3) Forest
Glenn—Williamsbhnrg, Virginia. Colonial Contractors imarily )—165 homes:
(4) Highland Park—Dublin, Virginia. Jones Brothers—200 homes; (5) Orehard
Hills—Dublin, Virginia. Vest and Wright—128 homes; (6) Rolling Hills- -Dub-
lin. Virginia. Vest and Wright—78 homes: (7) Dutch Lane—Mt. Jackson, Vir-
ginia. W. .. Meyers—55 homes; (8) Bel Air—Verona, Virginia. B. C. Clemmer &
C. P. Rease—T75 homes.

(HY Builders and Developers that have bnilt 100 or more PmHA financed
homes in the past three or fours years: (1) M. D. Booker—110 homes in Appo-
mattox and Bedford office areas—primarily manufactured homes: (2) Jenneft
T, Mathews (Heritage Homes) 175 homes in Appomattox and Culpeper office
areas: both manufactured and conventionally constructed ; (3) R. M. Anthony
Constrnetion Company, Henry County. 100 homes: conventionally construeted:
(4} Planned Neighborood, Ine. Operated in South and Eastern part of Vir-
ginia. 200 homes: manufactured construction; (5) Knopp Brofhers, Augusta
County. 200 homes: conventional construetion: (8) Windsor Custom Homes,
Windsor Builders. Tne. Suffolk and Providence Forge office areas. 175 homes;
manufactured : (7) Jones Brothers—Dublin, Virginia, 255 homes, conventional
construetion: (8) Fred Jones, Southside, Virginia. 125 homes; manufactured;
(9) Colonial Contractors, Williamsburg, Virginia. 160 panelized manufactured
homes: (10) Vest and Wright, Dublin, Virginia. 254 homes. Conventional con-
struction : (11) Poff Construction, Christiansburg and Pulaski office areas. 300
homes, primarily conventional construction, and some manufactured: (12)
Joseph R. Daniels, Culpeper, Virginia. 110 homes; conventional construction
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inufactured; (13) Monticello Homes, Charlottesville, Virginia. 125 homes;

‘tured.
is ium-\'(l no subdivision has had as many as 10 defaulted FmHA
1 ,» 1973.
Jm*r.n Ine. (Windsor Custom Builders, Windsor Custom
constructed homes of which at least 26 borrowers have defaulted
pected a possible 25 additional borrowers may default. This company
reach the very low income urban resident and induced them to
1l areas where many soon bec dissatisfied (because of lower
ul food stamp ava lity) and moved back to the city, Also,
ssponsibilities of home owne rship.
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R. A. Goopraxa,
tate Direcctor.







WASHINGTON

. The six counties (county office areas) in the State of Washington which have

llu.- most serious problems in their Section 502 rural housing program operitions.

King County—Nature and extent of problems: 1. Servicing of the loans has

been weak ; 2. Heavy demand for loans took precedence over loan servicing. This

problem has been alleviated by opening an office to split off the heaviest demand

. High unemployment rate due to Boeing reduction.

Harbor-Mason-Pacific Counties—Nature and extent of problems: 1.

Loans were made without too much regard for repayment ability; 2. Loan

servicing has not been given proper emphasis ; 3. Fairly large volume of a (quired
properties,

Snohomish County—Nature and extent of problems: 1. Loans were made with-
out very much concern about repayment ability ; 2. Fairly large inventory of
acquired properties. Former supervisor tried to sell them himself. Present super-
visor is using advertising and real estate agents and reducing the inventory ; 3.
Loan servicing was weak.

Whatcom County—Nature and extent of problems: 1. Loan servicing has been
weak ; 2, Large volume of loans in addition to housing.

Clark-Wahkiakum-8. Cowlitz Counties—XNature and extent of problems: 1.
Loans were made at the expense of loan servicing; 2. Collection efforts are not
firm enough and not starfed soon enongh; 3. Large service area:; 4. One large
developer had problems completing development in a subdivision of over 50
hous

Pierce County—Nature and extent of ;:rn‘li ms: 1. A self-he Ip project group
has been giving improper advice and instruction to participants 1€ pay-
ments ; 2, Construction has been slow with families unable to occupy their liomes
within the planned time frame,

The best estimate as to the total number of Section 502 houses or loans
in Washington State and the counties listed in guestion one in e f the
following categories:

(2) Number seriously delinquent :

State—475. Percent on which ligunidation has been initiated—129%.

—63. Percent on which liguidation has been initiated—209%.

s Harbor—45. Percent on which liquidation has been initiated
Snohomish—=835. Percent on whieh liguidation has been initiated—G69,.
Whateom—70. Percent on which liquidation has been initiated—17%.
Pierce—30. Percent on which liquidation has been initiated—209

ih} The number of loans defaulted (where liquidation has been initiated)
since January 1, 1973, and estimated loss.

1. Defaults:
(a) Defanlted (estimate)_. ekt e st = 335
(b) Estimated additional — . 2L 650
2. Estimated loss:
(@) 1973 to present_._ St RS RV PO Fr T = 83270, 000
(&) in the near future. e > i ’ b Y] $ 66, 000

(¢) The number of FmHA financed hounses which are vaeant, together with
an estimate of such vacant houses which have not yet been taken into inventory.

(1) Number of vacant honses - L £ b A 147
(2) Estimated number not yet in inventory___ SLSUBR e A 82

(d) The number of houses which are now in inventory which we believe will
be difficult or impossible to sell under present conditions es reasonably
related to the FiIA investment in them is 5 or 6,

3. (a) We are aware of only two subdivisions in the state contain 50 or
more FmHA financed homes: (1) the name: Battle Ground West. Location : Bat-
tle Ground, Washington (Clark Co.). Name of builder : Farrell Homes started and
completed by Everett Trust affer Farrell Homes went bankrupt. Number of
homes in the subdivision—64; (2) The name: View Meadows. Loeation: Battle
Ground, Washington. Name of builder: American Pacific Corporation, Number
of homes in the subdivision ; 54.

() Builders and/or developers who have bnilt a total of 10 or more FimHA
financed homes in the State of Washington.




Namels) number Location of construction

.. Dujardin Construction Co : Saddhes L lwias 200 Skagit, Whatcom, Snohomish, and King,
Counties.
ad Builders. (X % Yakima, Kittitas, Douglas, Okar
Benlon, Spokane, and

nty.

anit, King, Clark, Yakima, ar
h D ss‘-!ns Dk*r‘onn Grant, Klickitat,
Clark, and Benton Countizs

King, Thurston, Mason, and Clark Counties.
T Yakima, and Clark

Ray Moore Co tion Co......- ; 2 ohomish, Yakima, and Klickitat Counties,
 American Pac .. . A ling .and Clark Counties.

ATl builders used conventional construction and only builders (4) and (5) are
no longer in business to our knowledge

(@) Washington State has only one subdivision in which 10 or more loans

\ ited since January 1, 1973: (1) Name: Wilderness Rim, North Bend,

on. King County; (2) Estimated Number of Defanlts: 12; (3) Factors
ihuting to the Problem: (@) Poor sereening of applicants; (b) Lack of year
around employment.

{(d) We are not aware of any builder or developer which has been associated
with a total of 25 or more defanlts since Jannary 1, 1973,

(e) We had one builder who would not take corrective action within the year
of warranty in which a ¢lass action was taken by the State of Washington to
force him to take eare of the warrantys. The action did result in his fulfilling his
ohlizations. He was not particularly a large seale operator under our program.
His name is Charles S8chaafsma.

i. Wo have not made or been provided a written analysis of the overall extent,
nature and/or eanses of problems invalving delinquent and/or defanlted Section
502 loans in Washington State or areas thereof.

3. We have two labor housing loans in the State which have had significant
problems. Both the Ofhello Labor Housing and Royal City Labor Housing bor-
rowers have been delinquent due fo a lack of good management and the Royal
City loan lacked occupancy to generate adequate income. The Royal City area
does not provide a unified support and collections from renters have been a
Ilrflllli‘tll

We are nof aware of any instances in Washingten State in which new loans
or cmnhtimml commitments were made in a subdivision at a time when FmHA
had acquired or appeared likely to acquire title to houses in the same subdivision
which it wonld not be able to resell at realistie prices.

There have been a few instances hut we are not aware of any noticeable
concentration of borrowers in a single subdivision or area who made no payments,
or almaost no payvments, after loan closing.

8. We are not aware of any instances involving problems or defanlted Seetion
502 loans in Washington in any of the categories listed.

9. Our experience in manufactured homes is very limited but if the manufac-
tured homes are set on proper foundations there have been no significant differ-
ences, We are not aware of any differences insofar as default of loans or the
resale or repair costs. The major differential is more in cost where a manufac-
tured house is usually more costly.

MrcHAEL C. HORAN,
State Director.
PROPERTY MANAGFMENT STAFF QUESTIONNAIRE IDENTIFYING FIVF COUNTIES [N YOUR STATF HAVING THE
MOST SERIOUS DFEEULTFD LOANS, INVENTORY AND SALE PROBLEMS REGARDING THF 502 RH PROGRAM O

{N{?[TF GIVE BEST ESTIMATES AVAILABLE INDICATING TOTALS AS OF CURRENT TIME UNLESS OTHERWISE
NOTED)

Mumber Number in liguidation by—
Number Number delinquent — - _—
active  delinguent  more than \l'r.un“r\.
County RH loans FH Inans 6 months Transier cnnvev*rr‘

King-Pisrce . . . .. 925 304 83 24
Mason-Pecific-Grays Harbor_____.___. 542 202 a5
Thurston 200 74 25
Snohomish L L sen 189 7R
Whatenm 8RT 230 a1
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In reply to FmHA Bulletin No., b074 (444)
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financed in this subi on: 3 AN alley, rrison County, West
Vi ia. Huffman and Moore Construction Cempany. Approximately 65 homes
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