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The President,
The White House,

Washington 25, D. C.

A.-LTS-E-RT M. Cole,
Administrator.

i

!

My Dear Mr. President: I have the honor to transmit herewith
the Eighth Annual Report of the Housing and Home Finance Agency
covering the housing activities of the Federal Government for the
calendar year 1954.

In this Eighth Annual Report, the Housing and Home Finance
Agency records the activities and accomplishments of the Office of
the Administrator; the four constituent agencies—the Home Loan
Bank Board, the Federal Housing Administration, the Public Housing
Administration, and the Federal National Mortgage Association; and
the two constituent units—the Community Facilities Administration
and the Urban Renewal Administration.

Respectfully yours,

i
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CHRONOLOGY OF SIGNIFICANT EVENTS
IN HOUSING—1954

4-13
4-23

PHA’s reorganization plan became effective, streamlining administration
and operations within agency.

Industrial Defense Committee was established in the Office of Defense
Mobilization with HHFA a member of the committee.

FNMA raised its mortgage sales price on 4 percent and 4% percent
FHA-insured and VA-guaranteed mortgages by two points, effective
as of close of business on January 29.

Home Owners’ Loan Corporation dissolved pursuant to provisions con­
tained in Section 21 of Public Law 94, 83d Congress, approved June 30,
1953.

PH A repaid $24.3 million to the United States Treasury borrowed for the
financing of low-rent public housing.

FHA paid $16.5 million to the United States Treasury as the final install­
ment on a total payment of approximately $85.9 million. The total
represents repayment of $65.5 million advanced by the Treasury to
provide operating capital and establish FHA insurance funds,fplus
$20.4 million interest.

FHA issued a call for redemption on July 1 of all its callable debentures
in the total amount of $67.3 million.

PH A announced repayment of $76.9 million borrowed from the Treasury
and reloaned to local housing authorities.

HHFA Administrator ordered an investigation into FHA. The President
authorized the HHFA Administrator to impound all FHA files and
records on Title I and Section 608.

William F. McKenna was appointed Deputy HHFA Administrator in
charge of the investigation into FHA.

Guy T. O. Hollyday resigned as FHA Commissioner.
Norman P. Mason was appointed Acting FHA Commissioner.
The Senate authorized the Senate Committee on Banking and Currency

to investigate housing with the major purpose of developing legislative
safeguards in the administration of Federal housing programs.

Division of Housing Research (HHFA) was terminated in accordance with
the requirement of the Independent Offices Appropriation Act of 1954.

Recommendations were submitted to the Senate Committee on Banking
and Currency designed to prevent abuses of FHA programs and to
augment safeguards provided in pending legislation.

PH A repaid to the United States Treasury $99 million borrowed for the
financing of low-rent public housing.

Federal Savings and Loan Insurance Corporation celebrated 20th
anniversary of its creation. Corporation now insures the safety of
the accounts of more than 12 million persons in insured associations
up to a maximum of $10,000 per account.

The top policy-making structure of FHA reorganized to streamline
procedures and permit more effective public service.
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FNMA acquired from RFC 15,035 mortgages with unpaid balances
aggregating $64 million, that were originally held by the RFC Mort­
gage Company. FNMA was also assigned the task of liquidating for
the Secretary of the Treasury four Defense Homes Corporation loans
with unpaid balances of $42 million.

A statement of policy was issued to FHA field offices on the handling of
applications from sponsors of Section 608 projects under investigation.

The President signed the Housing Act of 1954.
Membership of the National Voluntary Mortgage Credit Extension

Committee, provided for in the recently enacted Housing Act of 1954,
was announced by the Administrator. The committee held its first
meeting on August 13 in Washington.

An additional $25 billion released by the President for loans to educa­
tional institutions for the construction of student and family housing
at colleges and universities.

The first general meeting of FHA insuring office directors since the end
of the war convened in Washington for a 2-day session to discuss
national housing policies, the Housing Act of 1954, and FHA operations.

The District of Columbia Redevelopment Land Agency converted
Southwest Project “C” to the provisions of the Housing Act of 1954,
thus making it the first urban renewal project in the country.

FHA Commissioner announced the appointment of an industry advisory
committee to study the Title I program.

Interdepartmental Committee on Migratory Labor established by the
President with the Housing Administrator a member.

Ira A. Dixon became Member of the Home Loan Bank Board.
Administrator announced the appointment of a 21-member Advisory

Committee on Urban Renewal to advise with the Agency with respect
to the new urban renewal program authorized by the Housing Act of 1954.
The committee to hold its first meeting on September 9 in Washington.

Federal Civil Defense Administrator, in his Delegation No. 2, placed in
the Housing Administrator responsibilities in regard to housing and
certain community facilities under civil defense programs.

I Administrator released the final report of William F. McKenna on the
investigation of irregularities in FHA.

9-14 The President authorized FNMA to set up a $10 million revolving fund
to purchase FHA-insured and VA-guaranteed loans on housing for
disaster victims.

9-28 FHA Commissioner called for redemption on January 1, 1955, all callable
debentures, totaling $19.4 million.

Defense Mobilization Order IV-1 established the Manpower Policy Com­
mittee in the Office of Defense Mobilization with the Housing and Home
Finance Agency a member of the committee.

FHA field office directors were authorized to refuse to do business with
persons or firms that have violated specific statutes or regulations, as
provided in Section 512 of the National Housing Act.

The Administrator established in his office a central Compliance Division
to serve him and the heads of the HHFA constituents.

HHFA published circular “How Localities Can Develop a Workable •
Program for Urban Renewal” so they can qualify for Federal financial
aid for such programs under the Housing Act of 1954.

10-13 Administrator announced emergency action to speed processing of FHA
applications. This action was made possible by an “emergency appor-
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tionment” of FHA funds for fiscal year 1955, worked out between Ad­
ministrator’s office and the Director of the United States Bureau of the
Budget. Earlier FHA had authorized the temporary use of fee appraisers.

Administrator announced that organizational meetings have been
scheduled for the 16 regional subcommittees of the National Voluntary
Mortgage Credit Extension Committee.

Administrator announced that action has been taken to recover windfalls
totaling nearly $7 million in five multifamily housing projects financed
under Section 608 of the National Housing Act which expired in 1950.

FNMA started operations under its new charter provided by the Housing
Act of 1954.

The President authorized FNMA to provide financial assistance to the
extent of $15 million to help provide housing on the island of Guam.

Administrator approved the workable program of Clarksville, Tenn., the
first in the country to be approved.

Administrator announced approval of the first urban planning assistance
grant to the Rhode Island Redevelopment Council.

Defense Mobilization Order 1-14 assigned to the Housing Administrator
responsibility for the development and administration of preparedness
measures relating to housing and those community facilities for which
the Agency has responsibility.

An advisory conference on Housing for Minority Families, called by the
Administrator, met in Washington.

Administrator announced that procedures had been developed under
which communities with slum clearance and urban redevelopment proj­
ects could proceed with applications for public housing and FHA low-
cost private housing under the Housing /let of 1954.

Reorganization Order No. 1 issued under authority given to the HHFA
Administrator in the Independent Offices Appropriation Act, 1955.
Important organization moves announced in the Order were: the
establishment of two new constituent units, Community Facilities
Administration and Urban Renewal Administration; reorganization of
field office operations under HHFA; decentralization of field activities
of the Urban Renewal Administration to HHFA regional offices;
establishment of Advisory Board for Agency Policy Coordination.
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ORGANIZATION AND FUNCTIONS OF THE
HOUSING AND HOME FINANCE AGENCY

Organization and Structure

The Housing and Home Finance Agency is the permanent Federal
agency established to carry out the principal housing and home
financing functions of the Federal Government. It was created
under Reorganization Plan No. 3, on July 27, 1947, succeeding the
National Housing Agency, in which housing and related operations
had been consolidated on a temporary basis during World War II.

At the end of 1954, the Housing and Home Finance Agency con­
sisted of the Office of the Administrator, 4 constituent agencies—the
Home Loan Bank Board, the Federal Housing Administration, the
Public Housing Administration, and the Federal National Mortgage
Association, and 2 constituent units—the Community Facilities Ad­
ministration and the Urban Renewal Administration. These 2 units
were established by the Administrator’s Reorganization Order No. 1,
on December 23, 1954, to carry out certain responsibilities formerly
administered by divisions within the Office of the Administrator.

Reorganization Order No. 1 also established an Advisory Board,
composed of the HHFA Administrator and the heads of constituent
agencies and units, which advises the Administrator on major policies.
In addition, the National Housing Council, of which the HHFA
Administrator is chairman, is established by law for similar purposes
on a Government-wide basis and includes the heads, or their designees,
of the Veterans’ Administration and the Departments of Agriculture,
Commerce, Labor, Defense, and Health, Education, and Welfare,
along with key HHFA officials.
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’ HHFA functions and programs for Puerto Rico and the Virgin Islands are conducted through field
offices located In San Juan, P. R., and vicinity.

Functions and Programs

Office of the Administrator

The Office of the Administrator is directly responsible for (1) gen­
eral supervision and coordination of the constituent agencies and
direction and supervision of the constituent units; (2) central con­
tact on housing with the Congress, the President and executive
agencies, and the public; (3) under the Housing Act of 1954, approval
of workable programs developed by local communities for the preven­
tion and elimination of slum and blight conditions (required to es­
tablish eligibility for certain aids for urban renewal and for low-rent
housing), certification of the maximum number of dwellings required
for relocation of families displaced by governmental action, and de­
terminations that certain statutory relocation requirements have been
met; (4) determination of policies governing the management and
disposition of federally owned World War II and veterans emergency
housing; (5) administration of private defense housing programming
in critical defense-housing areas provided under Public Law 139, 82d
Congress; and (6) cooperation with local and Federal agencies in
disaster housing relief.

The HHFA Administrator is Chairman of the National Voluntary
Mortgage Credit Extension Committee, composed of representatives
of private lenders, builders, and members of real estate boards. The
National Committee and its 16 regional committees are established
to help obtain private mortgage credit for FHA-insured and VA-
guarantecd loans in areas or communities where there may be a
shortage of local capital for, or inadequate facilities for access to,
such loans. This assistance is available to minority groups in any
area where financing for such housing is not available on reasonable
terms. The Office of the Administrator provides staff assistance and
office accommodations to the staff of the National Committee and
regional committees. The national and regional committees are also
required to study and review the demand and supply of funds for
residential-mortgage loans in the various regions of the country.

The HHFA Administrator is also Chairman of the Board of
Directors of the Federal National Mortgage Association.

In the field, the HHFA Administrator is represented by regional
administrators located in New York, N. Y.; Philadelphia, Pa.;
Atlanta, Ga.; Chicago, Ill.; Fort Worth, Tex.; and San Francisco,
Calif.1
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HHFA Constituent Agencies

1. The Home Loan Bank Board, a bipartisan board of three mem­
bers, directs the operations of the Federal Home Loan Bank System
and the Federal Savings and Loan Insurance Corporation, which
were established to encourage home ownership and sound home
financing, to promote thrift and to protect the savings of small in­
vestors. The Board is responsible also for the supervision of Federal
savings and loan associations.

The Federal Home Loan Bank System, with 11 district Federal
Home Loan Banks, provides a nationwide credit reserve for its mem­
ber thrift and home-financing institutions, chiefly savings and loan
associations and similar organizations. The district Banks are owned
100 percent by their member associations.

The Federal Savings and Loan Insurance Corporation insures in­
vestors in member savings and loan associations against loss up to
$10,000. Federal savings and loan associations are required to be
insured. State-chartered associations may become insured upon ap­
plication and approval. All insured institutions are subject to exam­
ination by the Home Loan Bank Board and all are members of their
district Federal Home Loan Banks.

2. The Federal Housing Administration, headed by a commissioner,
was established in 1934 by the National Housing Act. FHA does not
lend money or construct properties, but operates mortgage and loan
insurance programs provided in the Act.

Title f, Section 2, of the Act, as amended, authorizes FHA to in­
sure qualified lending institutions against loss within prescribed limits
on loans to finance alterations, repairs, and improvements in connec­
tion with existing structures and the building of new nonresidential
structures. FHA liability is limited to 90 percent of loss on indi­
vidual loans and to 10 percent of all Title I loans made by the
institution.

Title II, Section 203, authorizes the insurance of mortgage loans
made by approved lending institutions for the construction, purchase,
and refinancing of 1- to 4-family dwelling properties. Section 207
authorizes the insurance of mortgages on multifamily rental housing
projects. Section 213 authorizes the insurance of mortgages financ­
ing cooperative housing projects, and further authorizes the FHA to
provide technical assistance in the organization of cooperatives and
in the planning, construction, and operation of their housing projects.
Section 220 authorizes the insurance of mortgage loans for rehabili­
tation of existing housing and construction of new housing in slum
clearance and urban renewal areas. Section 221 authorizes the insur­
ance of mortgages on low-cost housing for families displaced by slum
clearance or other government actions. Section 222 authorizes the
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insurance of mortgages on 1- to 4-family homes for servicemen in
the armed forces. Section 223 authorizes the insurance of mortgages
for the purchase from the government of certain types of federally-
owned housing, and the insurance of mortgages financing the sale of
veterans’ housing owned by State or local governments.

Title VII provides for the insurance, under prescribed limits, of a
minimum annual return or yield and a minimum annual amortization
of the mortgage-free investments in rental housing for families of
moderate income.

Under Title VIII, KHA is authorized to insure mortgages financ­
ing rental housing for civilian and military personnel at permanent
military installations and for personnel of permanent Atomic Energy
Commission installations.

Title IX provides for FHA insurance of mortgages on housing pro­
grammed by the HHFA Administrator for areas designated by the
President as critical defense housing areas. No commitment for
mortgage insurance on new construction was authorized after June
30, 1954, except that the President has stand-by authority until
July 1, 1955, to authorize the use of Title IX for Federal aid in the
provision of defense housing during certain periods or for specific
projects.

On mortgages insured by the FHA under any of its programs, the
mortgage amount may be higher with respect to properties located
in Alaska, Guam, or Hawaii.

3. The Public Housing Administration, headed by a commissioner,
is responsible for the administration of the low-rent public housing
program under the United States Housing Act of 1937, as amended.
Under this program, the Federal Government provides financial aid
to local housing authorities for the construction and operation of
housing limited to occupancy by low-income families unable to afford
decent private housing in the locality.

The Public Housing Administration is given responsibility under
the Housing Act of 1950 for the federally owned farm labor camps
built during the 1930’s and formerly administered by the United
States Department of Agriculture. PHA is authorized to lease or
dispose of the facilities to local public agencies for use as low-rent
housing for agricultural workers and their families.

The Public Housing Administration is also responsible for the man­
agement and disposition, in accordance with policies prescribed by
the HHFA Administrator, of federally owned World War II and
veterans’ emergency housing built under the Lanham Act, and defense
housing supplied directly by the Federal Government under Public
Law 139.

4. Federal National Mortgage Association, headed by a president,
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under the Housing Act of 1954, was rechartered and established in
the Federal Government as a secondary market facility for home
mortgages and financed to the maximum extent feasible by capital
provided by private investors. FNMA is specifically authorized to
(a) provide supplementary assistance to the secondary market for
FHA-insurcd and VA-guaranteed home mortgages by providing a
degree of liquidity for mortgage investments, thereby improving the
distribution of investment capital available for home mortgage financ­
ing; (6) provide special assistance when and to the extent determined
by the President of the United States for the financing of selected
types of mortgages designed to provide housing of acceptable stand­
ards at full economic costs for segments of the national population
unable to obtain housing under established financing programs, and
of home mortgages generally for the purpose of retarding or stopping
a decline in mortgage lending and home building activities which
threaten materially the stability of a high level national economy;
and (c) manage and liquidate the existing FNMA portfolio acquired
by purchase or which may be acquired pursuant to commitment
contracts entered into prior to November 1, 1954.

Under the new FNMA charter, private funds are
substituted for Federal investment in the capitalization of FNMA
and its mortgage portfolio and provide financing for the purchase of
mortgages as a part of the Association’s secondary market operations.

HHFA Constituent Units

1. The Community Facilities Administration is responsible for the
administration of the following programs: loans to educational insti­
tutions of higher learning to finance student and faculty housing;
public facility loans to State and local governments to finance con­
struction of needed public works; loans and grants to local governments
for construction of community facilities in critical defense housing
areas, authorized under Public Law 139, 82d Congress; supervision
and disposition of securities held by HHFA in connection with the
foregoing programs; under agreement with the Commissioner of
Education, performance of all teclmical functions incident to the
construction of school facilities for which Federal aid is provided by
the United States Office of Education; advances to State and local
governments for a reserve of planned public works; and management
and liquidation of certain programs whose legislative authority has
terminated, including prefabricated housing loans, two previous
advance planning programs, war public works under the Lanham Act,
and Alaska housing.

2. The Urban Renewal Administration is responsible for (a) the
expanded program of slum clearance and urban renewal authorized in
the Housing Act of 1949, as amended in 1954, under which planning
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> Includes employees of the 2 constituent units, Community Facilities Administration and Urban
Renewal Administration

Major Personnel Changes
The year witnessed changes in the top officials of the Housing and

Home Finance Agency. The following major appointments were
made:

William F. McKenna, Deputy Administrator, Housing and Home
Finance Agency, in charge of the investigation into the Federal
Housing Administration, on April 12, 1954.

Norman P. Mason, Acting Commissioner, Federal Housing
Administration, on April 13, 1954; sworn in as FHA Commis­
sioner on August 9, 1954.

Ira A. Dixon, Member, Home Loan Bank Board, on September 1,
1954.

Arthur W. Viner, Executive Secretary, National Voluntary Mort­
gage Credit Program, on October 14, 1954.

7175275,232
3,320

10, 427

6674775,2514,090
54S

11,039

advances, loans, and grants are made to localities for projects to clear
and redevelop slums and to rehabilitate and improve blighted areas
to prevent slums; and (5) the earlier program of slum clearance and
urban redevelopment originally authorized in the Housing Act of 1949.
Under authority of Section 314 of the Housing Act of 1954, the Urban
Renewal Administration makes grants to aid localities in developing,
testing and reporting on improved techniques for preventing and
eliminating slums and urban blight; under Section 701 of the Housing
Act of 1954, it makes grants to State planning agencies for planning
assistance to municipalities of less than 25,000 population, and to
State, metropolitan, and regional planning agencies for similar work
in metropolitan and regional areas; under Section 101 of the Housing
Act of 1949, as amended, it provides an Urban Renewal Service for
assistance to localities in the preparation and development of their
urban renewal plans and programs.

HHFA Personnel
During the calendar year 1954, the Housing and Home Finance

Agency operated with an average staff of 10,666 employees, as com­
pared with 11,764 in the preceding year. The following figures show
the actual fulltime employment within HHFA at the beginning and
end of the calendar year:

Office of the Administrator ........
Home Loan Bank Board_______ _____
Federal Housing Administration______
Public Housing Administration______
Federal National Mortgage Association.

Total .......................................
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SECTION 1

1954 IN REVIEW

3

Despite the fact that the American family, on the average, has the
highest standard of living in the world, many still live either in slums
or in declining neighborhoods which will one day become slums if no
action is taken. A major advance toward getting decent homes for
all our families was made by the enactment of the Housing Act of 1954.
Working from recommendations which came from the intensive study

Salient Developments in the HHFA

A Year of Progress

The year 1954 was one of significant progress in the field of Federal
housing activities. In the Housing Act of 1954, Congress enacted the
President’s program substantially as he had requested it, giving effect
to the comprehensive revision and expansion of housing policies and
programs as they had been developed by the President’s Advisory
Committee and the Housing Administrator, Albert M. Cole. By
this Act, the coordinated resources of both Government and private
industry were brought to bear on our major housing problems.

The most basic development of 1954 was adoption of the new and
broadened approach to the problem of urban blight embodied in the
“workable program” concept. This approach recognizes that the
physical clearance of hopelessly blighted areas can be fully effective
only if, at the same time, steps are taken to preserve good areas and
rehabilitate declining areas.

Further advances were also made in the field of home financing
through the provision of special mortgage insurance assistance for
urban renewal activities, and the adoption of measures to increase the
flow of mortgage funds to undersupplied areas and to most minority
needs. Other important forward steps during the year included
formulation of requirements designed to prevent abuses of Government
housing aids, and a general improvement and strengthening of housing
legislation. All in all, 1954 saw significant refinements of Federal
housing programs which better equip them for a multipronged attack
on our housing problems.

Urban Renewal



HOUSING AND HOME FINANCE AGENCY

I

I

(
1

s;I

I
I

I

of Federal housing programs made by the President’s Advisory Com­
mittee in 1953 and from the “shirt sleeve” conferences held by the
Housing and Home Finance Administrator with all groups interested
in housing, the Housing Act of 1954 provided the statutory base for
several new programs and for the modification of existing programs to
arouse a unified attack on urban blight. As a result new emphasis
has been placed on the prevention of slums, primarily through private
enterprise and local initiative and action.

Basic to the new approach is the concept of the “workable program.”
This was clearly stated by the President in his message transmitting
to Congress the recommendations now embodied in the Housing Act
of 1954:

In order to clear our slums and blighted areas and to improve our communities,
we must eliminate the causes of slums and blight. This is essentially a problem
for our cities. However, Federal assistance is justified for communities which
face up to the problem of neighborhood decay and undertake long-range programs
directed to its prevention.

The seven fundamental components of a workable program are
adequate codes and ordinances, a comprehensive community plan,
neighborhood analyses, proper administrative organization, provision
for financing, housing for displaced families, and community-wide
citizen participation. Aid in the preparation of a workable program
is provided by the HHFA regional ofiices and the Urban Renewal
Administration.

When a workable program has been certified by the Housing and
Home Finance Administrator, the locality is eligibile to receive assist­
ance under the broader Federal urban renewal programs provided for
through the Housing Act of 1954. This assistance includes the pro­
gram of loans and grants for the physical clearance and redevelopment
of slum areas and other urban renewal activities under the Urban
Renewal Administration, financial assistance for low-rent public
housing under the program of the Public Housing Administration,
and newly authorized FHA mortgage insurance for new or rehabili­
tated housing in urban renewal areas and relocation housing for dis­
placed persons. The new Act also authorized PHA to enter into
annual contributions contracts for an additional 35,000 public low-
rent units under conditions which insure their close coordination with
other urban renewal measures.

To encourage private financing of the rehabilitation of existing
dwellings as well as the construction of new dwellings in connection
with slum clearance and urban renewal undertakings new FHA mort­
gage insurance programs were authorized. A new Section 220 of the
National Housing Act provides assistance for rehabilitation or con­
struction of units in slum clearance or urban renewal areas. This in­
cludes redevelopment areas where Federal aid contracts were approved
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executed under the Housing Act of 1949 as well as urban renewal
areas in localities which have received approval of their workable
programs as provided for in the Housing Act of 1954. Both homes
and apartments may be assisted under this program. In addition, a
new Section 221 was added to the National Housing Act to provide
FHA mortgage insurance for low-cost housing for families displaced
as the result of governmental action in a community which has a
workable program approved by the Housing Administrator or in a
community where there is being carried out a slum clearance project
covered by a Federal aid contract executed or approved prior to the
effective date of the Housing Act of 1954. Eligible displaced families
include those which are required to move because of any form of gov­
ernmental action, such as land acquisition by a public body, closing
or vacating of dwellings by public officials, or the eviction of families
from public housing because of high incomes. This section provides
assistance for rehabilitation and construction of both homes and
apartments, and financing of home purchase for displaced families.

Home Financing

Constant problems in the housing market in recent years have been
the lack of sufficient mortgage money in small and remote communi­
ties which do not have adequate local capital or institutional facilities,
and also the lack of money in adequate volume to meet the housing
needs of minority groups. To encourage more private funds for FHA-
insurcd and VA-guaranteed mortgages in these cases, the Voluntary
Home Mortgage Credit Program was established during 1954. This
consists of a national committee and 16 regional committees composed
of representatives of the private mortgage lending industry. The
Housing and Homo Finance Administrator is chairman of the national
committee. In its operation, the regional committees accept appli­
cations from prospective buyers who have been unable to obtain
financing on reasonable terms. These applications are then forwarded
to lenders who have previously agreed to participate in the Voluntary
Home Mortgage Credit Program and indicated an interest in making
loans in a given area. The lender may approve or reject any loan
application as he sees fit. It is hoped that this program may ulti­
mately make it possible to dispense with direct Government aid in
areas which are not now adequately supplied with mortgage funds.

In a related step, the Federal National Mortgage Association was
reconstituted with a view to the gradual substitution of private funds
for Government capital in its secondary market operations. This is
to be done by requiring a capital subscription as a condition for each
FNMA purchase under its secondary market role. In addition to
this responsibility, FNMA provides special assistance to particular
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areas or housing programs when the President determines such aid is
needed, and the Association is also responsible for the management
and liquidation of the mortgage portfolio built up under its pre­
vious operations.

In another development, FHA credit terms were simplified and
liberalized. In its Section 203 program, the maximum loan amount
was increased from $16,000 to $20,000, the loan-to-value ratio for
new homes was increased to 95 percent of the first $9,000 and 75 per­
cent of the balance, and the maximum maturity was raised to 30
years or three-fourths of the remaining economic life of the home,
whichever is less. In the case of existing homes, the loan-to-value
ratio was raised to 90 percent of the first $9,000 and 75 percent of
the balance. These changes resulted in a substantial increase in the
number of home mortgage applications received by FHA in the latter
part of the year, particularly in the case of existing homes.
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Housing Investigations

On April 12, 1954, following many months of investigation by the
Housing and Home Finance Agency and the Department of Justice
with the cooperation of the Internal Revenue Service, and after con­
ferring with the President about the situation, HHFA Administrator
Cole announced that serious abuses of FHA programs had been
brought to light. With Presidential authorization to impound FHA
files, the Housing Administrator immediately launched an intensive
investigation under his personal direction, headed by Mr. William
F. McKenna, who was named as Deputy Administrator for this
special purpose. Following these disclosures, a public investigation
was undertaken by the Senate Banking and Currency Committee.

The major abuses had occurred under the Section 608 rental housing
program and under the Title I property improvement loan program.
Section 608, under which FHA insured rental housing project mort­
gages on liberal terms, had been added to the National Housing Act
to help provide housing during World War II and later was extended
to meet the critical housing shortage which existed after the the war.
No new applications were accepted after March 1, 1950. In total,
nearly 464,000 rental units in 7,031 projects were built under this
program. The investigations produced extensive detailed evidence
that in a great many cases the proceeds of the mortgage exceeded all
costs of the project, leaving a balance which the builder or sponsor
pocketed as a “windfall” profit. This was made possible primarily
by excessive cost estimates reflecting maladministration by FHA and
often outright misrepresentation by the project sponsor.

Intensive studies were also made of activities under Title I of the
National Housing Act, under which FHA insures loans made for
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Housing Research

In April 1954, the program of housing research was brought to a
close. This activity had its inception in the Housing Act of 1948
which authorized research on building code improvements and stand­
ardized dimensions methods of assembly for home building materials

• j.'. OFFICE OF THE ADMINISTRATOR

alteration, repair and improvement of homes and other structures,
These confirmed earlier reports of widespread irregularities involving
fraudulent misrepresentation by unscrupulous home repair operators
and, in many cases, laxity in examining the loan on the part of lenders.

Action was promptly taken to correct the weaknesses revealed by
the investigations. The FHA was reorganized by the newly appointed
Commissioner, Norman P. Mason. All key officials were replaced
and administrative steps were undertaken to assure the integrity and
sound administration of FHA’s programs. Also, legal measures were
undertaken to punish violations of the law and to recover wherever
possible windfall profits. At the same time, the Housing Adminis­
trator recommended several amendments to the Housing Act of 1954,
then pending before Congress, designed to prevent misuse of Govern­
ment programs. To bar recurrence of “windfalls” where multifamily
housing is financed under FHA-insured mortgages, the National
Housing Act was amended to require that the amount of the mortgage
shall be reduced, if actual costs are less than anticipated costs and
less than estimated value, to an amount conforming to the percentage
of estimated value or replacement cost which was used in establishing
the FHA commitment for the mortgage. For example, where FHA
makes a commitment before construction to insure a mortgage on a
rental housing project for 80 percent of its estimated value of $1 mil­
lion, and the subsequent construction and other allowable costs of
the project actually are $900,000, the amount of the mortgage would
be reduced to 80 percent of $900,000. To remedy the abuses of the
Title I property improvement loan program, the law was amended to
provide for FHA insurance on only 90 percent of the loss on each
loan. Also, the types of work which may be done under these loans
were limited to items which would substantially protect or improve
the basic livability or utility of properties.

The investigations demonstrated the need for maintaining a
larger and coordinated investigative staff which would serve the
Administrator and all of the constituents. As a result, on October 1,
1954, the Administrator established in his office a central Compliance
Division to advise him and his principal staff members on policies and
operations of the Agency and to maintain surveillance over Agency
program operations through planned investigative and inspection
activities.
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