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PROCEEDINGS

BOOTH: May we come to order. .

I am required again to read the Privacy Act
Statement before we start.

On September 27, 1975 the Privacy Act of 1974
became effective. Pursuant to that Act, the U. S. Commission
on Civil Rights and the State Advisory Committee are required
to inform the public and individuals with full information as
to their statutory authority to collect this information.

The Commission's authority to do so is set out in 42 United
States Code, Section 1975(b). Its Advisory Committee

authority is set out in 42 United States Code, Sectiog 1975(4d)
(o).

Any information collected by this Advisory
Committee from any individuals prior to this hearing was given
voluntarily. All individuals participating in this hearing
have volunteered to do so, and any information this Advisory
Committee collects from you during the course of this hearing
will be voluntarily supplied by you. The Advisory Committee
will not impose any sanctions on any individual who chocses
not to answer a particular question or aivulge certain informa-

tion.
The Advisory Committee's principal purpose for
collecting information is to ohtain enough information for the

Committee to prepare a report to the U. S. Commission on Civil




irb5 1

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

Ace-Federal Reporters, Inc.

25

5
Rights regarding the employmentand lending practices of savings
and loan institutions in Baltimore, Maryland. Information
obtained in the course of this hearing will also be used for
other purposes as set out in the U. S. Commission on Civil

Rights Notice in the Federal Register pursuant to the Privacy

Act concerning its State Advisory Committee Project Files.
Copies of the U. S. Commission on Civil Rights' statement
on the relationship of the Privacy Act of 1974 as to informatior
collected by the Commission.and its Advisory Committee are
freely available to all participants and members of the audiencd
Copies are located here in the hearing room on the table.

Now, our first participant this morning is
Waffer Orlinsky, President of the Baltimore City Council.

Have you a statement, or would you like us to fire
some questions?

ORLINSKY: I would like to at least make some
preliminary remarks, and then I will try and answer questions.

BOOTH: Okay.

ORLINSKY: As I understand the purpose of the hearing
it is to secure information of lending practices by savings
and loans in Baltimore City with regard to minorities ~- and
that includes women, aléhoﬁgh fhey‘hagpen fo be a.majoéitf;“
nevertheless, I would like to suggest that it probably is more
realistic to think of cities as a minority as a whole. And the

problems that have been apparent and inherent in lending

{
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practices in urban core areas, well, they certainly distinguis]
"in. terms of problem areas between white and black, ric@ and
poor, male and female; nevertheless, cities as a whole, in
fact, are distinct minorities historically -- meaning probably
from the mid-fifties on -- in terms of lending practices
by lending institutions.
o The overwhelming bulk of most cities from somewhere
>in the mid-fifties on found themselves redlined, which is thé
cconvenient phrase for saying "we aren't making loans here.”
.That practice in the areas that are redlined traditionally
"has certainly a high correlation between the racial charac-
teristics of the areas where there is to be no lending and the
areas in which there might be some lending. But the éity as
a whole relative to lending practices, for example, in.
the metropolitan area, even in communities that are not
redlined where presumably white middle income and bhetter males
are either heads of housholds and are getting loans are gettin
relatively less and have relatively less ability to secure
loans than comparable people who are trying to lend for housin
in the suburban areas.

It is my own personal opinion, feeling, that the basic
reason that that practice arose Wwas that by ‘the mid-fifties
the federal government had fairly well established the VA and
FHA policies, new policies-, which in essence subsidized the

existence of the suburbs by making it possible for bankers

J
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jrb7 1 to lend all of the money that they chose to loan on an
2 insured basis, and that cities -- well, the book that was used
3 in determining whether a loan should be made under FHA or VA
4 lending basically was designed around construction. And for
3 the most part cities are made up of older houses, housing
6 stocks with relativély less new construction going on as
7 opposed to the suburbs which were the recipients of the
8 Eisenhower road program and these two housing policies.
9 And given the forties, fifties and on into the
10 sixties, the reality was that blacks were not welcome in the
11 suburban areas. There were clearly overt acts of specific
12 discrimination aganst the availability of housing for blacks
13 at any price whatsoever. That begins to change, obviously,
14} when the Civil Rights Acts were passed, specifically those
15 dealing with lending practices, although the extent of that
16 change is not particularly dramatic or remarkable.
17 One can prognosticate or theorize I guess is a
'18 better word, as to why there was no really dramatic shift in
19 housing patterns after the advent of the Civil Rights Law
20 as it applies to lending practices; one can safely assume that
21 at least in part there is probably a feeling amongst many
221 blacks for whom the eéonomﬁcs“don't make é iét‘éf diéferencé
23 a general’feeling that they are not overly welcome even if
24 the lending is available -=- in a city like Baltimore where
\ce-Federal Reporters, Inc.
25 traditionally racially, ethnically, religiously and so on, we




-jrbg8 1

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

\ce-Federal Reporters, Inc.

25

tend to have housing enclaves as an overall general pattern,
there 1s no reason to assume that the black community does
not share some of that common feeling of an enclave philosophy.

In any event if one looks at black housing patterns
moving out into the suburban areas out of the city, it still
follows the almost totally traditional line for older East
Coast cities of corridors and wedges based on the peripheral
-- the nearest place where the black community is to the city
line, it spills over. There is no real random selection of
housing that is measurable or really discernible.

Now, Baltimore City is probably unigue in America
in terms of handling‘lending, banking, practices for a
completely unique happy set of circumstances which we happened
to stumble into in 1974, which is probably just a one~time
accidental shot that happened to us. But we picked it up.

Maryland has a usury law to top the interest rate
relative to the overall market interest rate for lending on
housing at a low level. The banks and savings and loans were
absolutely insane for their desire to increase the interest
rate or to take off the ceiling altogether and the city
delegation, when the bill came up, went against it and was
in fact a deciding factor ‘during é'régular session of 'the légis
lature in the non-passage of that.

Simultaneously -- and there was no real strategy

that brought it out -- CPHA had published a report indicating
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the full extent of the redlining that existed in the City of
Baltimore, and the clearly discriminatory lending patterns.
Again, I stress, obviously impacting far. more greatly the
black community than the white community, but éenerally showin
the city was in a minority position relative to the total
economy of the metropolitan area.

And the housing community development department of
the city also issued a report which substantiated.the CPHA
finding. There was a lot of screaming and hollering. What
the city administration did at that juncture was to approach‘
the banks and the savings and loan industry and make them
the proverbial offer they could not refuse: our offer was tha.
as administration we would urge the Baltimore City delegation
to support at least an increase in the usury ~~ interest rate
level -- if in return banks and the savings and loan industry
would make a series of commitments in writing to the city in
terms of lending practices.

First of all with regard to the banks it was a
question of making available additional sums of money for
lending, when people chose to go to a bank and make a loan.
And we asked for an enforcement procedure of that which would
provide that in the event someone.appliéd fé? a loan}ana was '
turned down that a committee made up of banks and the city

~-- city representative =-- would review the rejection, if the

party chose to appeal the rejection. And if it was found
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jrblo 1 that the loan was reasonable within the normal criteria for
2 banks =-- which I stress is considerably.aifferent than
3 savings and loan situations -- that the banks would agree on
4 a rotating basis to accept that mortgage application and make

5 the loan.

6 With regard to the savings and loan industry, again
7 it was a question of increasing total dollars avaiiable for

8 people in the city who wishes to make loans. The same review
9 procedure for rejections, but in that case it was extremely

10 important to get'them to agree to three points that were

11 very significant. And it was the savings and loans' method

12 of redlining without appearing to be redlining.

13 They had an internal rule of thumb in'their

14 guidebook of normal business procedures that said, "Thou

15 shalt not make loans under $6 or $7 thousand; and thou:: shalt

16 not lend on houses that are more than 20 years old; and thou:
17 shalt not lend on houses that -- and I believe -~ were 12

18 feet or less in width."
19 One does not have to be a brainy housing economist
20 to recognize that that was a very effective means of
21 redlining a substantial portion of the City of Baltimore
22 and, iﬁ the process, exclgding from the ﬁoteﬁtial home~purs .
23 chasing market an enormous number of lower middle income and
24 lower income people who might in fact wish to purchase an

ce-Federal Reporters, Inc.

25 older house in an older area at a price that could Le
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a year and a half ago.

Now, =- and I might say that the dollar amognt
that we used was a $30 million increase in money available
over and above what was traditionally lent in the city. To
date that money has never been used up in toto, but I must
say that we have absoldtely no evidence that the failure to
use up that money has been because of discriminatory bank
practices as much as the fact that the overall economy is
rotten enough, and interest rates are high enough so that
lending, whether it be in the City of Baltimore or anywhere
else is substantially down. And people who are desiring to
buy houses have not increased to any remarkable extent.

The city also did something else with regard to
redlining, which I am very interesting in makiné a part of the
record because I hope other cities might try it. A couple of
years back, I guess three years back, four years back, we
began to enter into the housing market as a municipality in
what amounts to direct competition with the banks through a
series of issues which.:we -- bond issues ~- which we have had
on the ballot now regularly since four years ago.

We started by first of all making loans available
for the purposes of rehabilitation of housing at an {Aterdst
rate considerably below market. We generally charge one
percent above whatever it costs us when we sell our bonds.

So if we séll our bonds at 4-1/2 percent, that money is lent
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at 5-1/2; if it's 5-1/2, we lend it at 6-1/2.

In any event these are long-term loans and ;pey
are available.

I might say on a business basis our loan experience
is very good and we are much more flexible than a rigid
financial officer at a bank might be; but basically, you know,
we are looking also for some reasonable expectation of
security. But our range of iending indicates that our more
liberal lending practices give us a loss ratio -- I think we
lost one loan and I think that's because somebody died and
the survivor went insane -- I mean that's literally the only
loss we have sustained on any of these loans.

It would indicate that the S&L's and banks might
very well profit from liberalizing some of their own lending
practices without necessarily jeopardizing their financial
position or fiduciary relationship to their stockholders, or
to the participators of mutual savings and loans.

We went from the rehabilitation into the direct
housing market, lending for purchase. There we tried to
accent those houses that were in reasonably stable residential
communities which for one reason or another were boarded up,
that ;ingle house or thoseé two houses in the residential
neighborhoods .that were the eyesore in the neighborhood.

We found there was a market for those houses. We

lent. We lent at a lower interest than long-term loans and
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we have been reasonably successful there in getting a lot of
those houses set up. You might take a picture of one, and
the nicest one to go look at is at 29th and Calvin Street,
where my old college fraternity demolished a beautiful house
which stands by itself on a large lot. It had been vacant
I guess for about 10 years, which was purchased; and it's
probably getting about $60,000 worth of renovation. We made
the renovation loan and the mortgage loan, and it is now
quite a handsome house. It was the only house in that whole
immediate vicinity that was dilapidated, had fires and all the
other problems. And it's been a tremendous asset to the
neighborhood. ‘

Those are the kinds of loans that our program is
directed to.

We then went into the dollar a year house business,
taking older houses and offering them on a basis -- lottery
basis -~ we discovered we needed a lottery because we dis-
covered there were so many more people who wanted the houses
than houses were available. :

And there again where our program is different than
most cities that played the dollar game, because, recognizing

the reluctance of banks -- and here I must say fhere was some
legitimacy from an economic point of view, given the areas and

conditions of the houses, the reluctance of the banks to make
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$25,000 to $30,000 substantial loans which would be required
for a ﬁirst—rate upgrading of houses that had no pipes,‘and
facilities of any sort.

~We -- most other cities have dollar '‘programs and
you can get a house for a dollar, "Go find a bank to lend you
money," and that's why most of the programs don't work. We
said, "Here is a house for a dollar, and we'll give you the
loan."

Well, we found that in screening the applicants for
the homes we tend to exclude maybe 10 or 12 percent of those
that are interested only because they do not appear to have
the financial capacity to handle the kind of renovation
in the home. In an effort to change that we selected é couple
of areas where lower renovations would be needed in order to
produce the house, to produce a completed house, and to attract
a lower middle income purchaser who might be interested in
staying in the city -- some on Durham Street -~ and we are
trying to select additionél areas like that, so that we can
get a better spread in terms of the houses that we make avail-
able and which are sold within the economic range of the
purchasers under this program. E

So it tends to flatten, instead of being Bell—.:
shaped.

Our next great venture in gracious living will be

this November when a $30,million bond issue is on the ballot
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in addition to additional bond money for the existing programs
I described, making a total of somewhere around $50 mil}ion.
The $30 million will be used to produce our first major
effort in new housing in the downtown area at Harbor West.

We are trying to produce reasonable housing in
middle rent income range. That $30 million will be—used: to.
provide, we hope, enough of a subsidy to be able to construct
new housing in the downtown that will be affordable for
what the current @efinition of a middle income family is,.

Along with that I might say that in the city
generally, and in the country generally, about four years ago
this country found itself in a remarkable positiqn from a
point of view of history: +the cost of an average new house
exceeded the cost of the average American's ability to.purchasg
it for the first time in the history of the country. And that
has not changed, really. It indicates no potential for change.

That gives cities extraordinary opportunities
in terms of its existing housing stock and I suspect tﬂat
irrespective of our agreements and so on with the banks, some
of the incréase in the lending is by virtue of the fact that
the city is somewhat more active as a housing market today
and thgé there is generally a ﬂigher'or ﬁgré.~—“1 guess a
higher or more ~- I don't know the right words: call it
a higher economic group that is looking for housing and

purchasing in the city as a general matter because there is
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decent housing available at reasonable prices that is
extremely competitive in a positive way with the housing that
is available in the surrounding metropolitan areas.

Cities, if they are going to produce housing,
particularly in the middle income range, are going to have
to subsidize that construction. That gives us a tremendous
advantage over a place like, for example, Baltimore Cou rty,
where the word "subsidy" is a sin; and since the city has long
been accustomed as a political reality to subsidy in general,
voters have no great problem with the subsidy, whether it is
for low income or middle income housing.

There has been consistent broad~based support
for programs that will do that, and that should give us an
opportunity if the economics or the country remain the same,
for some length of time to more effectively compete for
middle income people. We are concerned for the minorities and
women who are people and so on.

Now, let me say that asra basic urban strategy
if the city is going to be able to continue to provide over
any length of time the level of services necessary for the
kind of population it has, it is extremely important for the
city to get a better economic incémé'distfibutioh amongst
the people who live in it. And one of the traditional urban
problems is that we have got a monopoly on poverty, and very

few people are excited in investing in poverty, with the
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exception of those who sell food stamps.

But that is, ymknow, a kind of a problem; and so
we do have an active and admitted policy to attract where we
can -- but not at the sacrifice of any of our low income
housing programs -- an effort to attract a better income
distribution to the city.

For the most part it is lower middle and middle
income people who enter these various programs I have just
described.

The other end of the problem is, and I think it has
to be recognized that low income families generally have had
a reluctance at almost any price to purchase housing where it
is available. There is a lack of demand there, whatevér the
reasons for that may be.

I don't know much about it but I believe about
two years ago the city and the state jaint-ventured a project
dealing with a small area-of the city, preselected and kept
secret from everybody -- so secret I don't know very much about
it, I don't know where it is =-- where we took all of the tools
the state had, the city had, and whatever we could salwvage
out of the federal government, and applied it to that area
in an effort to see whether we could Substantially after
the housing quality, ownership patterns, rental quality, and
so on, and stabilize the area.

What happened there, how far it went and whether
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it succeeded or failed, I don't know. I suspect that the
results were not particularly positive because otherwise
they would have been ballyhooing it to the skies. But if you
can get a handle on where it is and what it is from one of
our departments and the state department, you may want to take
a look at that and get a better handle on what might be done
in an area:like that.

For better or for worse the gquestion of women in
lending and so on is more difficult for me to deal with becaus:
at this time there is no data that we have collected that
is specifically directed to that question. And I can say that
the city as a city has logged a significant degree of complain
directed specifically to that problem. We have ﬁad obviously
a myriad of complaints dealing with black-white splits, and
so we have dealt with that,

But as a casual observer I would imagine whether
in the county or the city the question of discrimination
against women lenders in housing is fairly persuasive, and
probably considerably worse than the practices that would
apply generally to blacks. There's a long history of it,

a general prevalence of it; far be it from me to say that
the Ciﬁy of Baltimore'soméhow has miracﬁibuély'manaééd
to escape the national average in that area.

But, as I say, we have no real specific data

on that. I don't think anybody would be prepared from the

114
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¢ity's point of view would be prepared to-talk directly to
that beyond the obvious generality that we knOW«exists:

The practice there is a bit more difficult to discern, or to
weed out, because a great many of the problems of I suspect

a single woman attempting to make a loan has is probably
roughly similar to the problems that a single male might have
in going about a loan for housing, outside of pregnancy
argument -- as most men don't get pregnant -- but, for example
I guess it applies to blacks as well: the total structure

of what a womén owns as opposed to:what the average man owns,
or the average black as opposed to the average white, which
goes into the equation rather heavily when you are making
very substantial institutional loans on a house.

Those kind of problems are obviously not going to
be solved in the lending practices specifically. Theyzare
going to be solved with a move to some realistic equality --
money, pay,for the work done without respect to race or sex.

At that I'1ll quit and try to answer any questions
that you have.

BOOTH: Let me ask you first, you obviously think
the pledge that was made has helped?

ORLINSKY: YeS. We have had occasién to'dsk
the city to go back over that, you know, we have a housing
office that Roger Windsor runs; we assist people and so on.

And through that, whether it's complaints to a legislator ox
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jrb 21 1 a complaint to the housing department about, you know, "they
2 turned us down," we have gone back over and we feel relatively
3 secure that they are reasonably living up to their pledge.
4 BOOTH: Do you think they will continue to?

5 What do you project for the future?

6 ORLINSKY: I think they are going to continue to

7 first of all, you know -- we have the institutional inclusioq
8 of the city as a member of the review process.

9 BOOTH: That will continue beyond the pledge?

10 - ORLINSKY: The pledge is in futuro, there was

11 no limitation on the pledge. It was one a one-year or two-
12 year pledge, it was a general pledge, that these specific

13 practices will stop, that the $30 million would be a sort of

14 annualized figure until such time as it was justified to

15 revise it.

16 We weren't very much upset over the need to adjust
17 it upward because if in fact that $30 million over and above
18 whatever their lending levels were when we started -- it's

19 much more than $30 million -~ if they actually lent the $30

20 million, it would be making more money available, because it

21 would indicate that loan experience, low loss ratiés, and

22 business would take care of itself. ‘it'was.éo break}ddﬁnifhe
23 institutional barriers.

24 And, yes, I think it is going to-continue. Again

\ce-Federal Reporters, Inc.

25 I would like to tell you it is because we are so good and so
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touch, but as I indicated to you, I think the housing market
in Baltimore is rapidly becoming a superior housing market.
It's a better real estate buy, and SgL's don't make money
unless they lend. And increasingly they are finding the place
they are going to lend and that they are going to make money
on is in the city.‘

I read an article in the paper the other day about
a variety of federal or state or local subsidies that could
be made for low income families to use for purchasing. As
I indicated I think the city is probably doing more than
any other government institution in the country.now in that
direction. And I certainly would hope that the ﬁederal
government might have an attack of sanity -- but it is
doubtful -- and do some of those things that were suggested.
You know, recognizing the things we're talking about is a
subsidy process. We did not intend for example in these
rehab loans and so on -- the federal government used to make
them 3 percent loans in renewal areas, and we wish them to
continue to do it and augment it.

But they are not. What we did is they said they're
closing it down and we're stepping into the breach. But
the ciéy does not havé an.econémy that één ééférd tﬁé very'-
obvious enormous subsidy that is involved in a 3 percent
loan; but we can go into the 5-1/2 to 6-1/2 percent loan

which is still -- well, it's not an out of pocket city
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subsidy, because it is a part of our loan rate and it is a
subsidy to the purchaser of anywhere from 4 to 5 to 6 percent
between the private market, which is a pretty healthy slug.

BOOTH: Are there other questions?

SMITH: I have a short series of guestions,

Mr. Orlinsky.

I found your opening remarks.very interesting
in terms of the role the city is playing -- quite an active
role -- in helping improve the housing depression in the
city.

I would like to approach the problem
from a somewhat different point of view, however. I wonder
could you tell me where the city deposits its money and how
that decision is made?

ORLINSKY: Yuh, the City of Baltimore within the
past four years has deposited its overwhelming bulk of its
money in banks based on competitive bids on the interest
rates they are willing to pay. We have decreased the size
of the flow, which is the traditional thing-that housing
enthusiasts look at when they are trying to get city, state,
etcetera, involved in making =- in keeping their monies
deposited and active in Qayé thaé hélp héusing and o%ﬁéﬁ
ancillary things.

Our float is almost nil now, so that there are

no banks that are enjoying a couple of million dollars laying
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around for a couple of weeks; and they are getting the
interest that we are not. We have squeezed that out. And what
we are doing is augmenting I might say rather significantly
augmenting municipal income because we are now'getting on our
money =- four years ago we were getting 1 or 2 percent; we
are now getting 6, 7, 8 percent on federal monies, for example
deposited on projects. In bonds there is a longer payoff.

We get a full market rate.

We are also investing in federals, 90 days, you
know, 90-day notes, getting the 9 percent, and so on, which
is one of the reasons -- not a large -- but not an insignifi-
cant reason why we have had a somewhat better economic
prognosis over the last year and a half than most othér
subdivisions have had.

SMITH: Has any thought ever been given to using
your ability to deposit money as a weapon or a means to exert
some pressure on the banks?

ORLINSKY: Yes.

In terms of lending, home lending, the banks
are by and large the relatively insignificant part of the
market. Where the banks lend on houses they tend to lend
with fairly substantial downpaymernts. Commercial bahks'afé‘ ’
not in thg housing markets. They service their clients who
are paying 25 and 30 percent down purchasing the expensive

houses and don't need help from us; they are able to help
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themselves. There are some restrictions on our depositing
money in savings and loans, legal restrictions, some oﬁ which
are reasonably sensible in terms of security that we get in
terms of the money, and a substantial number of the S&L's
would not want our money laying around in terms of how we
withdraw and put in and out. Because we would make them
broke, and they certainly can't afford to pay the interest
rates the commercial banks are paying.

As a municipality, as an old municipality, we are
torn between the relationship which exists between government
and taxpayer, of how best you use your money; and is it better
for the city as a whole for us to have augmented.our interest,
which has been rather significant in the dollars that come int
the general funds as a result of it, or to take substantially
less money -- again I stress there aren't that many places
where we can get substantially less money -- and effectively
toss off other social benefits.

That's also true, by the way, with out pension fund
which the city has no control; it's a venture between the
city and eniployees, and I can assure you the city has
approached the employees, and the employees are not willing
to in;ést their money“atvS perEent or 4 éérbénf.whefé they
can make 7 or 8 percent in terms of their pensions on behalf
of greater social benefits.

SMITH: We had testimony yesterday from Father

Ul
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Baroni, who shared with us some experience in Chicago, and
talked quite specifically about action taken by the city
council in Chicago in order to prohibit the patterns which
result in urban disinvestment or in redlining -- whatever
name you want to use for it.

Do you feel that there is a similar need in
Baltimore? Or do you feel that there are other ways which
you have devised to deal with this problem?

ORLINSKY: I am not totally familiar with the
extent of the Chicago local government control over lending
institutions and so on, as opposed to ours: ours are nil.

I would say that on an overall basis what we did
by forcing the banks and, say, S&L's to sign the agreement,
and to allow us to participate in monitoring the agreement,
probably was the single most effective thing that anybody
in America has ever tried and succeeded in pulling off in
terms of changing the financial institutions® relationship
with disinvestment. And most other techniques that are used
would fall far short -- no matter how nice they sound -- than
this one thing, as I say'£hat was just a happy, crazy
confluence of circumstances.

SMITH: I am sure it wés'SOme skill, also. "

ORLINSKY: Some skill perhaps in picking it up at
the time, but it was a practical time; you know, not many

places have that opportunity to pull that off. We just
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stumbled into it. But we at least recognized what we stumbled
into.

SMITH: Let me ask you one last question:

About 10 days ago the Secretary of Housing and
Urban Development in public testimony appearing on the public
record made a statement about the fact that she felt very
stfongly that some programs to provide the means for the poor
or lower middle class to buy housing were wrong, that it was
putting a burden on HUD!s limited income which they could
not successfully meet.

She talked about something you referred to before,
what ppened the first time the roof needs repairing? She
felt very strongly thaf what the federal government sﬁould:be
doing is beefing up its programs in the rental area, rental

subsidies and related programs, rather than pushing programs

which would make it possible for people with limited incomes

to buy housing.

Based on some of your earlier remarks it would
appear to me that you feel people who can be given the
opprtunity to buy houses are able to make a more significant
¢contribution to their own well-being and the well-being of
the city. I wonder how you would look at Mrs. ﬁill'é comﬁénts
with rela?ion to your experience in Baltimore?

ORLINSKY: I think that by and large, given the

fact that new housing has outstripped the average American's
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a@ility to pay for it, that Mrs. Hill is correct that we
ought to reorient a proportion of our thinking of what we can
do in the rental area, because the increased reality is that
in order to provide housing at all; rentals are considerably
more significant. They have been for a while. But I think
we are first realizing it.

And I think it would be correct to say that that
is an area where the question of subsidy and how and why
has to be addressed considerably more seriously than it has
been in the past. The man on the corner lot of a gquarter of
an acre and a lawnmower is rapidly dying. In the city we
have been working with some coop housing very successfully
as a municipal alternative to the private market condominium.

And when I say "very successfully," we are
coming at pretty reasonable rentals and we are getting a lot
of people interested. We don't have broad enough experience
now for me to tell you what happens the first time maintenance
really begins to go up. It's :rhappening in all of the federall
housing.

But theccity and cities generally escape that
overall national picture about what kind of housing is
availaBle. Cities are sittihé there'wiﬁh enormous stocks of
under—-utilized houses that are available at rates that are
affordable for a majority of Americans. They are not

$35,000, $40,000 and $50,000 houses. They pass for middle

<
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income housing. They range from $6,000 to $7,000 to $10,000
to $14,000 to $15,000 to $25,000, and so on. .

With a program of subsidized rehabilitation as we
are doing there is an enormous reservoir of houses available
for ownership in our cities that can rationally be exploited,
whereas, it may very well be economically irrational to
attempt to subsidize the building of new housing in the
suburban areas. It's cheaper, it works better, and it
strengths on a major national problem, those festering pains
in the neck of the inner cities.

So, you know, she's right and she's wrong, and I
think if you take a look at the total picture, yes, you have
got to be doing some stuff in the rental area. You'd be
crazy not to at this point,

But, at the same time, you can retain for the
foreseeable future some of that myth about everyone being able
to own a hoiitse, if not on a quarter acre with a lawnmower —-
city housing doesn't necessarily have that; but has very
find available housing that can be utilized. And to the
extent that it can be owned, I suspect it can be owned
and we ought to exploit that resource that's si;ting there
and available to us. .

SMITH: Thank you.

ORLINSKY: Let me posit one other things, because

I played with this in the legislature. We didn't do it, but -+
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it may solve the problem if you adopted it,

One of the things you can do for that person that
you are not sure if they buy the house and pay their mo?égage,
and the boiler breaks or the roof leaks, you might want to
factor into a mortgage payment a sum per month that should
be interest-bearing, that caps itself at some figure relative
to the value of the house as a holding fund against m;jor
repair. |

A lot of people say that smacks of paternalism
and everything else. If you are looking for -- you know, the
banks do this now for example with taxes; they are terribly
afraid you won't pay the taxes at the end of the year. And so
they add to your mortgage payment by and large a proraéed
sum that will equal your anticipated taxes, and at leasg at
the end you are only stuck for a small, relatively small,
additional amount. And the bank automatically pays your taxes
forthe most part.

That same philosophy could be applied to the
question of large maintenance; and if you make it interest-
bearing, there is no xeason why that cannot solve that
legitimate fear, and again make it possible to make .loans
perhaps to people-which you would drdinarily‘feject bécahsé:
of your fear of their marginal ability to handle the mortgage.

WICKWIRE: I have one question:

It is my understanding you have been in Europe and

=




31

jrb 31 1 looked at other cities and their problems, and yesterday we
2 had some testimony that indicated that in Sweden the ‘
3 governmentplays a large role in d&termining where private money
4 is_to.go in terms of location, amounts, and that sort of
5 thing.
6 I wonder whether -- I know you've already touched o
7 this -- but did you get some insights abroad in the way
8 things were handled in the cities that you would f£ind useful
9 in terms of our own situation? “
10 ORLINSKY: First of all I think the major and
11 underlying problem we have to recognize is that most if not
12 all of the European countries are socialist counpries with

13 tremendously different patterns of government intervention
14 from anything we are traditicnally aware of here, and that
15 largely in this country to the extent we practice socialism
16 we practice it for the rich. And if you're lucky, you can
17 get a loan; if your Orlinsky, you're not going to get one.
18 And, you know, you are talking about a reorienta-

19 tion in terms of society's understanding of responsibility

20 and allocation of resources, that is enormously complex and
21 one which there seenms to be hardly an indication that the

22 countéf is willing to undérgo.' ” -

23 There are some other very interesting differences,

24 and it's one of the reasons why it is extremely difficult

\ce-Federal Reporters, Inc.

25 to export good European ideas to this country. Most of the
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European countries are unitary in nature. There is no
federal system, and so the national governments have an‘under-
lying responsibility to provide average floors for basic
needs and services.

In this country, because of our federal system,
we don't have that kiﬁd of a national responsibility that is
coherent. We sometimes try it but it's ;arely coherent. And
one of the disturbing things to me is that while you
can't transpose European realities in:experimentation, in
housing and in a variety of other areas, between their
governments, national governments, and our national government)
our states are not federal; our states are unitary governments.

This balderash about county and municipal lines
is nothing more than that. There is nowhere written in the
Great Book in the Sky that "thou must have county and state
lines,“county and municipal lines". It is written in the
Great Book in the Sky that "thou shalt have state governments".

A lot of people are asking why now, and they
ought to be asking that, because it is basically becoming
irrational in a number of areas, But state governments have
no legal responsibility to maintain any of that claptrap.
And state governments are'in.fact"fuily capable of tréhsboéin@
European methodologies and experiments within the boundaries
of their state, and dealing with it at the same level that

European d6,
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We don't do that. We don't recognize it. Now,
you take a look at this absurd thing that we call the City of
Baltimore: it is perfectly obvious that some surveyor ‘
in 1919 when the Mayor pulled it out of Baltimore County
sat down and drew a series of straight lines and varied it
only to the extent tha£ water interferred.

You know, there is no magic in those lines. God
didn't carve it on the tablets and give it to the Mayor. It
was a convenient way. And for the most part in Maryland the
system of county and municipal governments is one of our
less lovable features. And for all the county executives and
mayors who are constantly bemoaning their sad fate that so
much of their decision-making power is moving to other.levels
of government, I can only suggest that those same people are
seen all the time in Annapolis asking the state to take over
those responsibilities because’thelirrationality of the
boundary lines makes it impossible for them to handle it. Or
the fact of the matter is the irrationality of the lines in
terms of economics,; or the problems themselves transcend:the
polital capacity because the problem spills over into ather
areass: ¥

It is consfantly escalating upward‘beéause’thét;é .'
the only way it can go.

Ten years ago I suggested the state be divided

into 8 to 10 regions and that the regions be reviewed on the
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with every census and adjusted so that you could get a better
distribution in terms of governmental services and economic
realities within the regions. Obviously it's heresy, n;body
likes it; and if you were coming to lunch in an hour with me,
my opponent and our friend will tell you that I have been
trying to .disenfranchise blacks and so on.

But the fact of the matter is the system is of
no social value that I have been able to discern.

DARDEN: From what I have seen of Baltimore
~- we took a tour not long ago =~ construction of houses here
seens to be uniquely suited for individual home ownership.
You talked about a pledge of $30 million and I guess if it
includes the banks, $45 million; I would like to.know if you
have any way of determining whether that pledge meets any
demand -- or meets the demand for home ownership?

Have. you a way of determining what the actual
demand is, or a way of determining what the potential demand
for home ownership is , so that, you know, you can accurately
say whether that pledge meets the demand, or at some point
that pledge ought to be raised or lowered to reflect the
actual needs of the-city?

ORLINSKY: The fact that the money has not been’

used, and the level of complaint has dropped to almost nil winilsl

would tend to indicate that the demand does not equal the

amount available.
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As I indicated I think the pledge came at a time
when the demand for external economic reasons was bound
to drop off somewhat. Let's face it: we're still in a hell
of a depression for about two years at least. I can tell
you when I go down to Bethleham Steel and shake hands at
5 o'clock in the morning that there's a depression going on.
That is our largest single private employer -- potentially,
it hasn't been for a long time.

And that is in part why the city has responded
on its own initiative to attempt to go below market and make
money available, and that obviously increases demand on the
market. And again I have to stress that in the area where
we have gone below market and made it available on our
grandiose hyper-scale I am not sure that one could ask the
banks to reasonably make loans, given the millieu we are
in.

Now, if you want to change the social context of
the argument I'd probably be on your side, but I can't within
the framework we are not operating, say, I demand that they
do it. We have to change the ballgame, and they wouldn't

like it; but I wouldn't mind it.

P

That goes back to the questiocn Dr. Wickwire asked,
you kanow, if we are going to increase the level of subsidies,
whéther by doing it through the banks or by doing it directly

from federal, state and local government, I am all for it.
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I think it will change the demand, although I would suggest
that it probably will not change it as much as we would like
to think it would.

I think there are a lot of other factors, and there
an awful lot of people who don't want the responsibility of
a house, and who are not accustomed to a lifestyle of_having
one. And, you know, that may change over time; that's fine,
that's nice; and then we're going to have to meet that
demand .

I think that unfortunately most of us who discourse
on these things tend to be middle or upper middle income
people, and teénd to transpose their values on everyone else
we are talking about. We tend to overestimate the deﬁand
for things we think are valuable.

SMITH: One more gquick question:

When I ask the banks this question sometimes I
have difficulty understanding the answers, and I thought
perhaps you could act as an intermediary for me and explain
something.

When a bank collects tax money monthly on a
mortgage, do they put that immediately into city accounts,
or do they hold that in an escrow'arrénéemehf? | ‘ |
ORLINSKY: They hold it in escrow.

SMITH: Does that permit them to hold that money

with their reserves so that they can invest it with other
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money?

ORLINSKY: I wish there was a banker here to
backcheck what I say. \

{Laughter.)

First of all that would vary between whether you
are talking about a commercial bank or a savings bank or
a savings and loan; certainly a commercial bank is i; a
position to use that money as part of tﬁeir flow, which is
a nice little nestegg in every bank that's worthwhile if it's
a commercial bank wants to have.

The other, the savings and loan and savings
banks have different regulations and restrictions and
I think they would have somewhat more difficulty.using that
as something -- as a f;ow, that average amount. Remember,
you're also dealing with an average amount. On July 1 all
that money goes out when the bill is due, and then it increasels
steadily.

And I guess as an absolute guarantee if they
can figure out that their first month is always no less than
X-number of dollars, they have found a way to use it, no
matter what they say. But thereafter it becomes more
complikcatedu - coe . Tee s

We have toyed with as a city the idea of trying

to force the banks to make payments to the city. As a matter

of fact I think we may have even attempted to do that by
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legislation. It didn't go very far. But I think it may have
gone in at one time. Mostly the legislature goes after that
in trying to say that the banks should pay interest even if

it is a reduced interest, it should pay some interest, which

I think is reasonable. They don't like to do it, obviously;

nobody likes to pay money they don't have to pay if they

Y

can get away with it.

That's part of the conflict of society. The city
would benefit in a very real way by getting that money to the
banks and collecting it by the month. There are some legal
complications of doing that, that transcends just the absence
of the law requiring that.

BOOTH: Thank you very much, Mr. Orlinsky.

ORLINSKY: Thank you.

BOOTH: Now we have Daniel Searing.

JEFFERS: Mr. Searing{ would you please state your
name for the record, please?

SEARLING: Yes.

I am Daniel J. Searing, Staff Attorney, National
Committee Against Discrimination in Housing, Incorporated.
otherwise known as NCDH, in Washington, D. C.

JEFFERS: Okay. Excuse e just for é second. I f
have noticed some faces in our audience who were not here
yesterday, so I just want to explain to them the procedure

we are using. We are asking all of our participants to refrai

t
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from using the names of specific individuals or specific
financial institutions. We had some problems with that, so
we're just trying to refrain from using those names. ‘

Now let us go ahead. Actually, I will turn this
over to Bert Booth, and she will ask you some questions.

BOOTH: Do you have a statement?

SEARLING: Yes, I have a statement.

NCDH is pleased to acceptjyouf invitation to
testify on the problem of equal opportunity for minorities
and women in the Baltimore Savings and Loan institutions.
NCDH strongly supports the type of fact-finding process which
you are engaged in today and yesterday.

On the basis of our 25-~year experience in fhe
field of housing discrimination, we are convinced that public
hearings on the issue of discrimination of home financing
are very beneficial. Such hearings represent a major step
in educating the public yo the often subtle nature of
financial discrimination.

Such hearings serve as a sounding board to
identify the problems, to generate new ideas for their
solution, hopefully to provide a stimulant to a dialogue
between community and industry leaders.- - ' *

NCDH is a nonprofit, public intergst organization.
It has been working since 1950 to end housing discrimination

in all its forms against racial minorities. In the course of
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our work we have been deeply concerned over the various
practices of discrimination in mortgage lending, including
the practice of redlining, and the effects of these practices
on housing opportunities for minorities, and the quality of
life in the nation's urban centers.

From thié perspective I would like to take the
opportunity to speak with the Commission in two areas:
initially, some brief comments on the problem of financial
discrimination; and secondly, a review of the legai protecti.:=
that are available to curb discriminatory practices.

Recent publicity concerning the practices of
redlining, such as newspaper articles, citizens housing
conferences, passage of legislation in Illinois, Senate
hearings by the banking and currency committee, could easily
lead one to conclude that redlining is a new issue, and that
redliaing, per se, is the only issue in equal opportunity in
the financial area.

Neither conclusion would be correct. Discrimina-
tion based on race is certainly not a new phenomena.

Herbert Swann in the housing market of New York City, 1934,
published in 1944, stated the following, and I quote:

. "The policy ofrléhding inétituti&ns‘fo mé;k out-
areas within which they will not make loans for new buildings,
though designed to safegquard the funds of depositors,

policy holders, and clients, practically dooms the




jrb 41 1

10
1
12
13
14
15
16
17
18
19
20
21
22
23

24

Ace-Federal Reporters, Inc.

25

41
regeneration of mature areas for new construction. If the
practice is persisted in for a sufficiently long time, the
entire city will ultimately be eliminated as an eligible
location for new homes, and present blight areas will be
steadily enlarged.”

In 1961 the U. S. Commission on Civil Rights
concluded that mortgage lending institutions "are a major
factor in the denial of equal housing opportunity"”.

This excellent early report on this subject
started out with a quote from the Ohio Advisory Committee
on Housing, a conference reported in 1961, "banks dictate
where the Negroes can live." I would venture to say that that
statement applies in equal force today to savings and loan
institutions.

It has been seven years since discrimination in
bhome loan finance was specifically forbidden by Title 8
of the 1968 Civil Rights Act. Thus it is important in
reviewing and listening to the testimony to keep in mind that
this problem has been around for a long time.

Now, my second concern in this area is that
redlining is often perceived as the only issue. Redlining
by itself, while it hés réceived éhe.mosﬁ attention £éﬁentiy;
represents only one practice in an umbrella of financial
discrimination on account of race. The outright refusal to

deal with black loan applications, the imposition of harsher
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terms, and the institution of policies which have the effect
of eliminating minorities from their mortgage market are but
a few examples of what could be a very lengthy list.

Your examination in this area should not be
confined to redlining.

Now, I know from the agenda that this is not so,
and NCDH notes especially you are inguiring into the
employment and management area, and that is to be highly
complimented. In our opinion this is an area that has much
too long been ignored as a matter of exploration.

Time and again over the past few years civil rights
and other public interest groups have attempted to focus
attention on the problems of financial discrimination; both
the industry and the.regulating institutions said therg was
no such problem. I am happy to report today that we are
witnessing some change. There can no longer be any reasonable
doubt that there is a pigblem in this area.

And secgndly, we are fortunate to witness
increasing amounts of administrative, legislative, and
ligitative action designed to curb or to eliminate discrimina-
tion in home finance. 3

I know that you have had or will have an ’
opportunity to examine the studies that have been conducted
in the Baltimore area, and- to hear from citizens and community]

groups working on this particular problem. I hope
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Vitarello mentioned yesterday -- and I can assure you that
there are some of our citizens groups conducting important
research, undertaking organized efforts in Boston, Cincinnati,
Los Angeles, Washington, D. C., of course, St. Louis,
Indianapolis, Gary, Indiana, Philadelphia, and Dallas.

While these studies and organizing efforts have
been extremely useful in documenting redlining and other
types of financial discrimination on accéunt of race, it
is only revealing the tip of an iceberg. There has been an
absence of systematic information on mortgage lending
policies and practices both in the race of the applicant and
the racial composition of the neighborhood in which the
property is located.

Now, to some degree this lack of information has
been corrected by a six-month 18 SMSA -- which is the
Metropolitan Statistical Area Research Project --which.. was
recently completed by the four federal financial regulatory
agencies. Although each of the agencies has been busy pointing
out the technical problems, the collection and analysis
of the data, the findings are remarkably similar: black
people are denied loans at twice the rate of white people.

‘ What further pfodf would you.ﬁeéd thét a'éignifij
cant probiem exists? This problem hurts not only minority
applicants for loans ior for employment in the lending

agencies, but also is extremely destructive of city areas
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and neighborhoods; neighborhoods which are now integrated
and wish to stay that way, or neighborhoods that could be
integrated once again, are hurt.

The achievements gained through all the research
mentioned above must not be allowed to wither and wilt on
the grounds that further research is needed.

NCDH and the other national groups are urging
that minorities in urban areas need action now to correct
this type of discriminatio;. I hope this Committee can adopt
a similar recommendation for the Baltimore area.

Now, what can be done?

Having briefly outlined some of the scope of
the problems as we see it, I would like to discqss what legal
protections exist to combat it.

In March of 1971 NCDH and 12 other civil rights
and public interest groups formally petitioned the four
federal financial regulatory agencies, the Comptroller of the
Currency, Federal Deposit Insurance Corporation, Federal
Reserve Board, and Federal Home Loan Bank Board, to take a
variety of steps to end discrimination in home finance.

These steps included detailed recordkeeping of
loan applications, posting of cleér.étatéments Sf standards
and criteria.used on reviewing and deciding on loan applica-
tions, the undertaking of affirmative action to inform

customers and potential customers of nondiscriminatory
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jrb 45 1 lending policies; and the establishing of working relationshipsg
2 with brokers and other agents who serve members of mino;}ty
3 groups.

We also advocated the development of a national

3 data collection system for a comparative analysis of lending
6 data throughout the country. A recently completed pilot project
is an outgrowth of this, as are the equal opportunity in
8 lending posters found in institutions making real estate
? loans.

10 NCDH can assure you, however, that the display of

1 a few posters in the institution of a pilot study is simply

12 not enough.

13 Title 8 of the 1968 Civil Rights Act has a require-
14 ment that all executive departments and agencies shall

15| administer their programs and activities relating to housing
16

and urban development in a manner affirmatively to further

17 the purposes of the housing. The Federal Home Loan Bank Board

18 which has authority over by far the most significant section
19 of home mortgage lending has adopted regulations designed t&
20 halt racial discrimination in lending.
21 They are considering whether or not to launch
22 a national data éoilection. They havé 6nly'5egu£ syééematic"
23 enforcement of their own regulations through the use of an
24| ypdated examination manual.

«ce-Federal Reporters, Inc.
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NCDH would urge that increasing efforts in this
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area be a primary recommendation as a result of these hearings.

Now, as an aside, I might add that these agen?ies
have done very little of substance, other than to issue
policy statements to end the practices in this area. They,
too, are now studying instituting a national data collection
effort.

I might also add that petitions filed even as
far back as 1971 are still legally active, and steps can still
be taken to impleme;t the requests in those petitions that
have been denied or ignored by the agencies.

While this provision of Title 8 provides some
leverage over those institutions which have a major influence
if not the major influence in ending these discriminatory
practices, other provisions of Title 8 apply and provide
protection for the individual.

And it is these sections, I think, that deserve
a major publicity effort to acquaint individuals with their
legal rights and their legal remedies in this area.

Section 3605 of Title 8 is undoubtedly the most
important of the provisions for preventing redlining. This
section of the Act is devoted exclusively to. financial
discriminatidn and prghibifs a'wide Qariééy'éf b?actkkes,
including redlining.

The language of 3605 clearly contemplates the

pxrohibition of discrimination because of the race or the
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presence of prospective owners of dwellings in the neighborhod
in which the loan is to be made. Now, both the Department
of Housing and Urban Development and the Federal Home ILoan
Bank Board have interpreted this section in this manner.
NCDH is currently engaged in two lawsuits designed to
secure favorable judicial construction of this section.

Secondly, Section 3604(a) of the act makes it
unlawful among other things to make a dwelling unavailable.
to a person or to deny a person a dwelling because of the
race. In a typical redlining situation the applicant's
house was made unavailable to them through the refusal to
process a loan because of race -- not necessarily the race
ofthe applicant, but the race, the racial character of the
surrounding neighborhood. The authorities have uniformly
held that this section should be read expansively and have
applied it broadly to factual circumstances other than the
refusal to sell or to rent.

Finally, redlining is prohibited under Section
3617 of Title 8, that provision makes it illegal to interfere
with any person in the exercise of enjoyment of the right to
be free from housing finance discrimination as secured by

PR

Title 8.
Now, the foregoing protections can be invoked
by a complaint directly to HUD or to the regulatory agency

or by the institution of a civil suit in federal court within

d




jrb 48

Ace-Federal Reporters,

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Inc.

25

48
180 days of an act of discrimination. The ability to enforce
one's right in this area is often unrecognized because of
the subtle methods of discrimination.

Indeed, as the more overt forms of discrimination
disappear, they are being replaced by more sophisticated
means. The courts have held that Title 8 applies espgcially
to these sophisticated methods as well as the more overt
kind.

Now, the prohibitions in the Fair Housing Act
apply not only to purposeful, deliberate discrimination, but
also to conduct which actually or predictably results in
racial discrimination, irrespective of the institution's
motives. The yardstick by which financial institutions need
to measure their conduct is not the motive or the intent,
but the result.

Thus, while the consideration of the race, color,
religion or national origin of the present or prospective
residents of a neighborhood as a sole factor, or one of
many factors entéring into a lending decision is prohibited,
practices which have the effect of discriminating are also
similarly constrained. k

Such factdrs could include the féilufe to?inélﬁae~.
a wife's income, which is now specifically prohibited by
regulation effectuated in an amendment to Title 8. More

stringent credit checks, a flat prohibition on lending on
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homes over a certain age, or consistent under-appraisals in
minority.ﬁéighborhoods. Additionally such prohibition would
run as explained by Mr. Orlinsky this morning -- the width
of a house or, obviously, the age of a home, if you can show
that such a practice has an effect of racially discriminating
or if it falls most burdensomely on a minority.

Now, where the consequences of such actions are
discrimination by race the burden of proof shifts to the
defendant institution to explain their activities, to explain
why their actions are not discriminatory. ©Now, this ean only
be done on the grounds of what the courts call "business
necessity".

Now, in our view the showing of such,ﬁecessity
must also demonstrate that the samé business result cannot
be achieved through othér practices which are less discrimina-
tory in nature, and there is case law to support this point.

This brief review only illustrates that federal
legislation does contain protections which can be invoked
by both the regulatory agencies and by the individuals to
prevent discrimination in home finance. There is no question
but that there is discrimination in this area. There is
no gquestion but that decisions on where mortgage money goes .
and to whom it goes have been made by and known only to a
handful of persons in the executive ranks of financial

institutions. -
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Now, many times these decisions have been based
not on the objective facts, but on stereotyped notions of
race, property values and character, which are unsupport;d by
fact.

Official review of these decisions is often
superficial, if at all, and is conducted by individuals
reflecting many of the identical stereotypes.

Now, these decisions, as everybody knows, have
often made neighborhoods, and they have often broken neighbor-
hoods. NCDH feels that the future vitality of our urban
areas cannot be left to these arbitrary decisions which are
made in private on the basis of preconceptions unsupportable
by fact.

Public awareness of discrimination in home finance
which you have been provided at this hearing can be of
considerable force in generating the reforms that are necessary

That is the end of my prepared statement.

One thing I think Mr. Orlinsky said this morning
in commenting on the demand for housing and indicating that
very often people working in this area were upper middle class
or upper income who were imposing their own values on
whether such demand: exists or should exist —- we have” found
that very often in terms of making decisions on who gets
a home, people who are making lending decisions often impose

their values, their constraints; and this alone may have a
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great effeét on the type of demand or in the type of expec-
tation of treatment minorities will receive from public
institutions.

BOOTH: Are there gquestions?

DARDEN: I have a question.

You were outlining the legal structure or the
legal restraints on lending institutions; are you sayiﬁg, then |
that if an individual, say, a minority individual, found
himself in an area that might appear to be redlined, that it
would be possible for them to'bring a civil suit against,
you know, a lending institution within the city -- or all
the lending institutions within the city?

SEARING: It's-possible. Obviously our court
system is so structuréd that you have to have a case or
controversy before you can bring a lawsuit; so if you had
a minority person who is in an area in which believed was
redlined, and he, himself! had applied for a loan and been
turned down; and copld conceive of no other reason except for
race why this was so, then you might have grounds for explor-
ing such a situation.

DARDEN: What kind of remedy could that person
expect? . T - L

SEARING: I think the remedy in most of the
situations would be of two kinds: First, «injunctive relief,

to prevent or halt the practices which were identified in
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1|l any hypothetical indication; and secondly, affirmative relief

2l on the part of the defendant institution to make up for ?ast

3| discrimination in the area -- and many of those have been

4l around for years in establishing working relationships with

5|l brokers to serve the minority community, making it known

6|l that policies are béing reviewed to discover their discrimina-
71 tory impact; the establishment of affirmative employment

8|| action programs designed to increase minority employment, and
9!l designed to increase minority presence in management.

10 Obviously in cases where money damages can be

11 proved, there is no question that those also should be

12}l requested.

13 DARDEN: In other words we heard testimony vester-

14|l day about a woman who said that houses in here area were

15| downgraded, the selling prices were much lower than comparable
16| houses very close by. Well, could that person in a hypothetical
17 case, if someone brought a suit against the lending institution
18| they would be able to claim monetary damages for the

19| difference in the selling prices?

20 SEARING: They might be able to, yes; that would
21 certainly be a factor, a consideration in litigation.
22 We have also run into a situation in which

23| a potential buyer was forced to seek elsewhere for a loan

24 at a much higher interest rate; and we feel that the difference
ze-Federal Reporters, Inc.

25 in the amount of interest rate charged over time represents
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an item of damage, =- without-commenting on whether or not

that will ever be awarded.

~

JEFFERS: Please correct me if I am wrong, but I
believe I heard you say that the Federal Home Loan Bank Board
has just begun a systematic enforcement of its regulations in
dealing with discrimination.

My understanding is that those regulations have
been in force for a year or two years; now, I was wondering if
you could give us your opinion as to why there has been a lag
in beginning systematic enforcement.

SEARING: The regulations have been in effect for
a year and a half or two years and, theoretically, they have
been enforced as all regulations are theoretically enforced.
Often an agency can determine where it is going to put its
emphasis in terms of enforcement.

We have béen requesting the Homé Loan Bank Board
ever since 1971 to include in its examination procedures
the specific civil rights examination steps that would be
designed to determine whether an institution was redlining ox
was discriminating on mortgages.

Now, our feeling is that these techniques work
very similar to those usea té exaﬁiﬁé for financ;al ébﬁnanésé
and a spot check of the record to determine where loans were
going and where such data was available, the race of the people

getting the loans —-- this is one of the things we are trying
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to achieve through this racial data collection system which
now you can't collect, or most places do not collect racial
data; and you have no way of knowing how effective any )
purported affirmative action policy is.

The Bank Board has been updating their procedures
and including a new chapter in their examination, and they
are now in the process of implementing this. This is what
I meant when I said that while there has been selective
enforcement in the past, hopefully this will become an
integral part, an important part, a stressed part, of the
examination procedure. It is only when the federal examiners
come down to-the institutions and say, "Have you been doing
this? We are going to spot-check your loans for this:", that
I think --you are goiﬁg to achieve some real action in this
area.

And this is just one of four or five other key
spots that you can ident?fy. The big problem here is one
of attitude, as it often is. For many, many years bankers
or savings and loan officers were criticized because of the’
loans that they made. They were either risky loans, they
were poor loans; they shouldn't have been made, et cetera.

We are now trying to tell these examinersy, "Shift
that focqs"; and criticize the loan officers for loans that‘
they perhaps should have made. * And this is quite a bit of

conflict and it requires somewhat of a change in viewpoint.
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But we feel it can be achieved with practice. 1It's not that
hard.

Does that answer that?

JEFFERS: That answers that.

THOMPSON: Mr. Searing, some of your testimony
indicates that you are going to depend qguite a bit on
statistics, perhaps to determine just how well some of these
institutions are performing. We heard testimony yesterday
that many people are turned down by the persons taking
applications, verbally; so that there is no written record,
really, of what goes on.

Would you have any recommendation as to how we
might get around a practice such as this?

SEARING: That is a real problem. That goes back,
I think, to our recommendation several years ago that banks
be encouraged to establish an affirmative relationship with
brokers who work with minority people so that that factor of
verbal putdown or discouragement, which, indeed, often takes
pPlace much earlier.

It has been our experience that.having established
a relationship with a financial institution, brokers -- white
or bla;k -- will not s£ep 6ut'3f bounds £a séék.;n aé;eemeﬁé .
with another institution; or, .conversely, they will not
complain about the institution they are working with for fear

of being cut off.
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At one time we were advocating a log of telephone
inquiries or of walk-ins or a log of referrals for brokers
to determine out of the number of people who actually réceived
information what was the percentage of people who went on
to either making an application and being denied, or accepted.
And I think basically that is a problem, but basically that is
the only answer.

Two years ago in the hearings of the FDIC, when
we were advocating a telephone.—- collection of da;a over
the telephone, one of the FDIC Commissioners said, "Well,"
-- he was talking to Mr. Martin Sloan who at that time was
the Assistant Staff Director of U. S. Civil Rights Commission,
and he said, "Mr., Sloan, that's the first question vou'd
ask? That's the first thing you'd say to someoﬁe over the
phone ~-- what is your race?"

Mr. Sloan said, "No, I'd say 'hello®", and then
to on to other questions.

When I heard that story, I couldn't believe it.
Mr. Sloan is now the general counsel at NCDH and I had to go
back and check the testimony; and it is right there. So,
obviously that poses some problems, but I don't think they
are insurmountable.to establish that kind of a fecorfi. There |
is no question in my mind in reviewing the specific institu;
tion-by-institution data or the area data provided by two

of the agencies engaged in the studies that there was
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some sKewing of the collection. In other words, people
weren't given a form to £ill out, although they were pretty
sure they were going tc be accepted in some situations; or
they were —-- it's easy to discourage someone, ﬁhether
minbrity or majority, in filling out this. There is no
éuestion that this kind of problem is going to be encountered.

As in the employment area, discrimination in:&he
financial area is going to be a matter of statistics, as I
said in my statement. A lot of that is because pufposeful
discrimination is, I think, mostly going underground or
being done away with, or being practiced by practices which
have the effect of discriminating, which are equally as
illegal; but it is only through collection and analysis
of statistical information that &e will be able to make' a
record of this.

It has been our feeling for a long time that
the federal regulatory agencies, state regulatory agencies,
collect: massive statistics relating to financial safety
and soundness; there is no reason they cannot collect additiona:
data to determine the status of civil rights actions.

BOOTH: Thank you very much. :

Mr. Tﬁcker and Mr, Kavahagﬁ?.

. TUCKER: Mr. Kavanagh is in the audience. I will

do most of the testifying for American National, and if I

have difficulties in the personnel area, I will call upon him.
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BOOTH: Okay.

JEFFERS: Mr. Tucker, could you please state your
name and the name of your institution for the record? ‘

TUCKER: Yes.

My name is Bruc Tucker. I am a Vice President
of the American National Building and Loan Association.

JEFFERS: Can you give the address of your
institution?

TUCKER: Lexington and Liberty Streets, Baltimore.

JEFFERS: If you have a prepared statement we would
like you to read that first,‘and if not, we would turn our
guestioning over to Mary Loker, to my right.

TUCKER: With a five~minute constraint on the
statement I felt as though I couldn't do justice to what I
really wanted to address myself to; so I think I will just
start with the questions.

JEFFERS: Okay.

LOKER: Mr. Tucker, do you have a written affirma-
tive action plan?

'"TUCKER: Yes, we do.

LOKER: Did you bring a copy of it with you?

TUCKER: Yes. | o o
LOKER: How long héve you had this plan?

TUCKER: Well, I can't say exactly. I think that

we started it -- I know it was revised in 1974; I can't tell




jrbel

«ce-Federal Reporters,

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Inc.

25

61

you exactly how long we've had a written one. We always had
a plan that we felt was not discriminatory.

LOKER: Can you tell me how you implement your
402 action plan?

TUCKER: Well, as I say, I am not quite familiar
with the program. I would be happy to read some sections
from it. Obviously I am more oriented to the mortgage
part of the association, so I am not familiar with the
personnel part.

We actively group employees with, you know, based
on equal treatment as far as‘race, sex, religion and national
origin is concerned. I am sure we comply with all the require
ments of government regulations as to what‘thé affirmativg
action program should contain.

We maintain liaison with the state employment
commission, state job corps, placement bureau, National
Alliance of Businessmen, concentrated employment programs;
we recruit on minority campuses; we have contacts with boards
of education, and request that these agencies refer minority
applicants to the Association.

LOKER: Okay.

Can you tell me yéur éﬁrgent employmént statistics
for minority men and women and non-minority men and women?

TUCKER: Well, we got the request for that Monday

afternoon, the data went back to 1972. Quite frankly, for an
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institution of our size it has been a little difficult to
compile. I will be happy to have that information for you
and I will submit it to you later. I don't have it with me.

LOKER: Okay.

We would like to have it if you could get it to us?

TUCKER: Yes.

LOKER: Can you tell me if you do have minority
men and women and non-minority men and women in supervisory
positions for the bank?

TUCKER: Well, currently, we do not have minority
men or women in supervisory positions. We do have women --
we have several women officers. We currently have a black
gentleman who is training with us on our management training
program; and will probably be in a position -- I guess .we
could assume he has, he does do some supervisory work now,
since his current title is Assistant Manager in one of our
branches.

Currently we plan to bring him to our mortgage
application department.

LOKER: Okay.

You do have training programs for minorities?

TUCKER: Yes. We have‘cuffehtlynin 6ur t}ainiﬂg
program, we have a young lady who is an Assistant Manager of
one of our branches; a continuous training program. Currently]

we have two Branch Managers who are women, who are titled
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Assistant Vice President. We have several women that have
various capacities within the Association that are titled
Assistant Secretaries. We have a woman Loan Officer, and
another woman who is on our Board; and also we have a woman
on our léan committee.

LOKER: Okay.

Can you tell me about the composition of your
loan review board?

TUCKER: Our loan committee is made up of —- well,
how do you want me to do this?

LOKER: Male and female, and minority and non-
minority, and as to members who live in the city.as opposed
to those who do not.

TUCKER: Currently we have no minority members on
our loan committee. As so stated, we have one woman on our
loan committee; out of seven people who are on our loan
committee, we have two people who live in the city.

LOKER: Okay.

What are the qualifications for membership on your
loan committee?

TUCKER: Well, obviously, mortgage background and
experiéhce and knowleage,.qualifications”in'ahdéiwriéing
techniques.

LOKER: Okay.

Now, the woman you have on your loan committee,
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does she meet all these gualifications?

TUCKER: Yes, she has been with the Association
for quite some time and has been active, and has always been
active in the mortgage application section.

LOKER: Okay.

Can you give me the same sort of information about
the Board of Directors?

TUCKER: Well, out of eight members of the board,
there are no minority members; there's one female board
member; four of the board are city residents.

LOKER: And how are the Board members chosen?

TUCKER: Well, cbviously, I am not on the Board
and have never participated in choosing a Board Member.
From the ability of the people who are on the Board and
their background I am sure == in other businesses -- and we
do have the one female board members, who has been a long-
term employee of the Association and has a good working
background as far as S&L's, and American National is concerned
I can safely say I would assume that it is certainly qualities
and the ability to direct a major S&L institution, baéed
either in experience in the business, American National itse}f
or certain quaiities to bé dérivea ffom business;s tﬂé%ﬂaré
outside the S&L.

LOKER: Do you expect to increase the percentages

of women and minority members on your board?
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TUCKER: Well, there again, I am not a board
member. I could not address myself to that question. I have
no knowledge of what the board might anticipate doing. ‘

LOKER: Well, would you make any suggestions for
making these increases of women and minority members?

TUCKER: There, again, that is a difficult gquestion
to address oneself to. I can't.—- because of my position with
the Association, not being a board member, I really don't
feel as though I can safely address myself to that question
and reflect what the Board's thinking would be.

LOKER: I can understand that..

SMITH: Mr. Tucker, I am going to move into an
area in which you have much more familiarity -- iending
policies, I wonder if you could share with us how many
applications for home mortgages your organization processes
in each of the years '72, '73, '74; and then '75 -- I assume
your figures are at least for the first six months?

TUCKER: Right.

Okay, in 1972, the Association processed 830
applications. It amounted to approximately $27,500,000.

In '73, we processed approximately 1,000 applica-
tions; total amount of loans Wére approximatély $52 mMillion.

In '74, we processed 393 loans and we put on our
books approximately $12,700,000 worth of loans.

So far in '75, we processed 289 loans and we are
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1 ~-~ the loans that have been put on the books have been

2 $8,313,650.

3 SMITH: Do yvou have any information on the nﬁﬁber
4 of applications accepted as against those which are rejected?
5 TUCKER: Well, I have the number that were

6 rejected. And the dollar amounts -- in '72 we rejected 35

7 loans amounting to $1,097,000.

8 In '73 we rejected 29 lcans which amounted to

9 $1,071,000. :

10 In '74 we rejected 23 loans .that totaled $389,000.
11 And so far in '75, 14 loans, $345,000.

12 SMITH: Thank you very much.

13 Do you have information in terms of minority and

3

14 non-minority applications which are accepted and rejected?

15 TUCKER: No. Unfortunately, except for the program
16 that was alluded to where we were asked to keep records for
17 a six-month period for the Federal Home Loan Bank Board,
.18 in the Association there are no such records.
19 SMITH:. Does that same answer apply to male and

\-

20 female applicants?

21 TUCKER: The majority of our applications are
22 coupléé, and we have never seen the neceésiéy of trying to ’

23 keep it as male and female. I would say the majority of these
24 were both male and female.

«ce-Federal Reporters, Inc.

25 SMITH: Do you keep any track of telephone
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inquiries, of what ordinarily be a mortgage application which
you turn off before the papers are even initiated?

TUCKER: No, ma'am, we don't. Under the new‘law
as a matter of fact it is a question of aréa when you get on
the phone, and the information you quote as to whether it is
considered an application, and how you can comply with the
requirements of Wrestler. And we have been very hesitant
to get into any lengthy telephone conversations because we
are concerned that the person might consider that a comﬁitment
and then we would not be able to comply with all the other
requirements that go hand in hand with mortgage commitment.

I think based on our rejection rate and probably
a total I should have given you that I didn't give you is that
the amount of loans that were cancelled either By, you know,
cancelled by the applicant, leads me to believe that almost
always we encourage the person to come in and make an applica-
tion; and later, if he finds out he doesn't like the rate,
he doesn't like the.institution, or he doesn't like the
information we are asking, or he finds through counselling
that perhaps this is not the house he wants to buy, sd he
cancels the application on his own; as far as keeping actual
track of telephone calls;: no. R : - =

SMITH: I wonder would you be able to leave with

us those figures which you quoted?

TUCKER: Yes.
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SMITH: Do you have any explanation or could you
enlighten us as to the differences in the dollar amounts in
those years? There seem to be significant changes? )

TUCKER: Well, in '72, the Association, because
of deposits, had considerable money for lending. In '73 and
'74 we went through a tremendoué -- well we call it a money
crunch. There was more disinvestment, which, instead.of
putting their funds with us, most individual deposits went
into direct investments, Treasury bills, or other investments
that guaranteed a higher yield than we could give.

And during those years we didn't have the funds
to lend. In the first part of '73, disenchantment with the
general stock market, and the fact everyone seemed to.be more
concerned with saving money and not buying items, or gging
from Treasury bills at that time -- they were at their very
lowest rate, and we are already beginning to see Treasury
issues which have fallen'off, and savings have fallen off
considerably; and probably towards the end of the year we
will not have monies to lend in the same volume tﬁat we did, s
in '70 and '72.

SMITH: Would it be fair, then, to assume that
these dollar figures are in exact'proportioﬁ to -the total "
available'pool you have for lending?

TUCKER: Yes.

Yesterday in someone's testimony I heard them say

-

aY s
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jrb69 1 that, you know, they thought that S&LS -- they faulted
2 SgL's for not advertising for mortgages, and, actually, very
3 seldom do I know, you know -- I know American National
4 has never to my knowledge in its history since I've been there
5 advertised for mortgages, because we are always advertising
6 for savings.
7 Because, obviously, the mortgage demand has
8 always exceeded normally what we have available to lend out.
9 SMITH: Thank you.
10 Sir, what criterion are used to approve
11 applications?
12 TUCKER: Well, on an individual basis, we are
13 primarily concerned with the applicant's employment, his

14 job history, ability in his employment, his credit, how well
15 he has lived up to his obligations in the past, his ability
16 to meet the downpayment requirements whatever they may be;

17 and settlement costs.:

18 On the property analysis we are concerned with

19 -— probably the two main items are: what the current market
20 value is of the property based on other sales prices, and

21 the market within the area, and probably then the second most
22 imporéaht area we cali "rehaining items,; wﬁéré'the éppraisér
23 sort of estimates as to what he thinks the expectancy for

24 the house as far as its quality and livability will be in the

\ce-Federal Reporters, Inc.

25 future.
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SMITH: We are going to get back to matters of
appraisal a little later. I think they play an important role
in all of this. )

But let us just for the moment continue through
with our discussion of the application, and then pick up the
appraisal. i

You gave us then the criterion to approve applicati
what criterion are used to reject applications?

TUCKER: Well, normally we are concerned with
the ability of the prospective purchaser to meet his monthly
mortgage obligations and his long-term debt; so we would be
looking at what disposable income he would have as opposed
to whatever his new mortgage payment would appear to be in
terms of long-term debt; and secondly, how well-he is going
to ~~ based on his previous experience and verification -- we
get a credit report in our interview -- whether he is an
individual who meets his obligations in the past and has been
able to manage his money to the point that he is able to
keep a reasonable ratio between his incomes and whatever is
his monthly debts would come to.

SMITH: When you have occasion to reject an
application do you discuss alternative means of finanding?’

TUCKER: Yes. Well, we do discuss, we give‘
written notices to everyone as to why their appliations was

rejected. If it's a matter of credit, obviously ~-- of their

bNS ;




jrb7l

ce-Federal Reporters,

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Inc.

25

71

credit practices, we are restricted on exactly what we can
tell them. And that is a difficult area.

We advise them that -- but normally, we do. If
for some reason the monthly mortgage payment is more than he
can handle, we certainly suggest to him that if everything els:
was good, perhaps he was looking for housing that was a little
beyond his means now. )

If we find out that perhaps we think there is
an increased risk because of the amount of the mortgage
payment and disposable income, we might suggest to him that
rather than lose the house we process his application with
a housing fund that would allow us to give him more of a
mortgage, and also would probably insure the institutibn
against this increased risk.

We do suggest other alternatives. Obviously the’
biggest suggestion is his employment, if his salary should
increase that would allow him to buy the house, or acquire
more money to put down on a mortgage so his monthly mortgage
might not be so great, to come back and talk with us.

SMITH: You made reference to your Association's
policy for a downpayment; you said whatever that policy is.
What is that policy? T . . i

TUCKER: Well, the policy ranges —-- we obviously

have rates that would encourage people to put more money

down. The Association also lends on mortgages that require

x

1174
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no downpayment. And it goes up and down the spectrum. Some
people fortunately have 30 percent down; some have none.

SMITH: Under what conditions would you give‘;
no-downpayment loan?

TUCKER: FHA, they normally don't require down-
payments; 100-percent-GI's don't.

SMITH: In those cases where there is insurance?

TUCKER: Yes. Because of regulation we are
required to have insurance over mortgages that: exceed 80
percent; so we use the housing fund extensively, the Maryland
Housing Fund, which has a program which allows us to
borrow 100 percent of the sales price, plus some settlement
costs, and put a very minimum downpayment, $500, to be applied
against downpayment, settlement costs, or however'they want
to apply it; and then they insure the loan as a matter of
coinsurance behind the Institution.

SMITH: What is the smallest loan you will make,
smallest mortgage?

TUCKER: Well, we have changed our attitude
in that -- over the years -- currently -- I can remember now
that we have no minimums. I think the lowest one we put on
our books in the last severai yeérsxto my persoﬂal khéwiedge;
was around $2,000 to $3,000; but we have no minimum.

Obviously if someone came in and asked us for

$1,000 loan we would take a look at it, and we could suggest
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to him some alternative that might get around settlement
costs and some of the expenses. But if he insisted, we would
certainly process it, while we would think he didn't show
very good judgment.

SMITH: What percentage of your home mortgage
loans were made in Baltimore City in each of those years.
'73, '74, and the first six months of '752

TUCKER: Okay.

In '72, investment in the city was approximately
2 percent. The same in '73; and '74, '"74 it was 18 percent.

SMITH: Can you give us any explanation?

TUCKER: There again I think probably, well,
obviously, the pledge was one major factor, sc I'll discount
that.

But the other thing I think that has been crucial
to American National particularly was the fact that this
State was willing to step in behind these Associations énd
coinsure mortgages. The Housing Fund is only several years
old and we have begun to use that quite extensively. And iﬁ
an area where people are not able to put down the ..normal
downpayments, and while a lot of people discount tﬁis, at leas
it is in the eyeé,of.savings and ioans,.cerféinly moée fis?
-= not individual, but because of the fact that he doesn't

have any of his own personal money into the property, he

could easily walk away from the property without any financial
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problems of his own.

The fact that the State was willing to come up
with this Housing Authority, I think, had a lot to do wi;h
our ability to come into the city.

SMITH: What percentage of such loans were made
in Baltimore County‘during this same periodé

TUCKER: I -- your question came to me, came
asking specifically for the City; and I didn't prepare for
the County. .

SMITH: Would it be possible for you to prepare
thatr forusubmission in the future?

TUCKER: I think so.

SMITH: We would appreciate that.

Do you make .loans outside of Baltimore City and
County?

TUCKER: Yes, we make loans in all the counties
that surround Baltimore City, what we classify as the
Baltimore metropolitan area, Howard, Hartford, Harold,

Ann Arrundel, Prince George's, Montgomery County.

SMITH: Do you have any loans out of state?

TUCKER: To my knowledge we have only one, and
that Waé recéntly put‘on, a pafticipétiog.léén'With'é group-
of savings and loans on properties in Florida; but it is a

very minute percentage of our portfolio.

With that exception I would say our entire
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portfolio is within the State of Maryland.

SMITH: Thank you.

BOOTH: Do you ever make decisions based on, )
oh, the amenities in a house, the plumbing?

TUCKER: I don't quite understand the thrust of
your question.

You mean are we more apt to lend if the house
has two bathrooms rather than one?

BOOTH: Yes, that sort of thing.

TUCKER: No.

An individual comes to us with a signed contract,
tgll us this is the house he wants to buy:; we take a look at
the house and decide whether we think it is a reésonable
value for tle existing market in that area, and the gentleman's
qualifications or woman's qualifications, or combination of
those are sufficient to purchase the house.

BOOTH: You talked about the livability of a house?

TUCKER: Well, we have taken a look =-- we call it
the "remaining économic life". 1It's a theoretical thing.

In the appraisal obviously the assumption is a new home will
last for 50 years. You have to start with some assumption,
and aééiaisers have done this. e

And depending on how the house has been maintained,

if it were a hundred-year-old-house in the city it would have

a remaining economic life still of 50 yvears, because the house,
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the plumbing has been updated, the electrical has been
updated, so that theoretically the house is still, you know,
livable.

We have other houses where there is -- people
come to us and they don't have furnaces -- space heaters --
and the bathrooms, there might not be a bathroom; I think
that'!s a particular problem in the city; furnaces are inoperabl
-- those would naturally tend to bring down what we call
the "livability" of the house. This is certainly not what we
call shelter.

BOOTH: Don't you think those could be added?

TUCKER: Well, yes. You read something into my ~
question or my answer.

That is not saying that if somebody came to us
and said, Ji want to buy this house, and I have X-number of
dollars to bring this house up to. what we call 'code' or
'standard'", certainly we would consider that. Underwriting
-- let me stress this a little bit more:

Ultimately in underwriting you are looking at
an investment. You are putting pecople in housing, and that
is certainly not the major portion of it; but always you have
in the back of'your mind ﬁhe£her §ou'a£e'lendin§‘on édfew ”
thousand deollar house or a $70,000 house, the responsibility

you have tc the Asscciation. And if for some reason a person

is unable to complete the payments, that you have to take
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this house back; and it has %o be held in the portfolio.
S&L.'s are not in the real estate business. Therefore,
ultimately we are not interested in taking them back.

We are interested in getting income:from the loan
so that we can put that out in divident for our investors
that have deposits, or putting it out into other mortgages.
So ultimately in the back of your mind is what happen; if
you have to take this house over, and you have to dispose of
it?

And, you know, while we do and some people come in
and they'd love to renovate barns, aesthetically, that's
wonderful. But, ultimately, in our view, decision-making is,
you know: what is the market for this if you have to'take
it back? And houses that are below standard for the area
ultimately we are concerned with w- i1f we have to take them
back -~ is what is the market for that house, and how can we
sell it to recoup whatever current mortgage balance there is.

So we don't have standards, we don't have property
standards, but so long as there is a market for that
particular dwelling in that area, that's what we based our
appraisal on; that is how we determine what we think the
purchase price should be. ‘

That would be the perimeter of our thinking so
far as standards are concerned.

BOOTH: Are you saying as a part of this, the
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the.evaluation of the entire house, you have to consider
the house in the context of its neighborhood?

TUCKER: No, only in its marketable area. IA
appraising we consider what we call the market value of the
house against -- that's the primary consideration; and that
is determined by taking comparable properties, as similar
as possible. Obviously, the best would be a group of homes
where we have one house after the other which are the same,
and determining what the market is in that particular area
based on the houses that are sold.

BOOTH: Do you restrict the amount of loans on
older houses?

TUCKER: Only in the context of "what is the
remaining economic life" ~- on a theoretical basis; if
remaining economic life of the house is, let's say, 35 years,
and -- normally you would have no problem with that. We
might take a look at it, but normally we don't.

Most of our mortgages at least we assume would
be the maximum we could lend which is 30 years, and taking
a look at the property we might offer a different term. But
ultimately we always assume that the house is going to be
30 years, that the loan will be & térm of 30 years.

BOOTH: Do you find your appraisers use different
criteria now than they did a year or so ago?

TUCKER: In what respect?
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BOOTH: I don't know, I am just wondering whether
your assessment of housing worth is changing?

TUCKER: Well, the estimate of housing worth is —-
the primary thrust of the thing is the marketability of the
area, and it is derived from free market sales within the
area. So I would say not necessarily; there has been some
change in appraisal technique as far as years ago. I can
remember the ultimate value of the house was what it cost
to build. Now you have houses in the city you couldn't
duplicate them at the prices they are selling, the quality of
the construction.

And so we have discounted, certainly, the cost
approach, what we call the "cost approach" to appraising in
the city because there is just no way we could duplicate the
building of some of these brick row houses which would cost
$150,000 now; and they may be selling for $14,000.

Basically it ?s based on whatever the free market
is.

BOOTH: So it is bound to fluctuate?

TUCKER: Yes,

BOOTH: Do you use appraisers =-- outside
appraisers, or are they employed? - o - . :

; TUCKER: We use our own appraisers.

BOOTH: And what plans -- if you have any plans -+

have you, for the increasing the amount of mortgage money
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available in the city?
TUCKER: Well, we have done nothing to actually
deter minorities or women from coming in our shops. We

take mortgage applicaticns, we solicit mortgages through

minority realtors. . :
¥
&

I would say the only thing that we have coﬁ%truc—
tively done that would change this thrust is probably that
we are trying to attempt to develop a program to do more
with 221 (b) (2) problems. We haven't had a great request
for that, and we didn't have the personnel to handle it; but,
obviously, with money tightening up a little bit, normally
when money begins to tighten up, the general thrust is to
go into governmental mortgages. As rates begin to move up,
governmental mortgages go low; so we think we can service
the area best in that program.

) SMITH: You indicated at the beginning
Mr. Kavanagh was there, and I know that you had some diffi-
culty in answering questions about the affirmative action
program; I wonder if we might want to inquire now as to
whether Mr. Kavanagh has anything to add to your discussions?
I would assume that he would have primary responsibility?

TUCKER: Well, I would be habpy hé ask him thaéi
We are going to give you copies of the program, but I would

be happy to ask him that.

Do you have anything to add to that?
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jrb81 1 KAVANAGH: Yes.
2 JEFFERS: Why don't we just get your name and
3 title for the record? )
4 KAVANAGH: Gerald Kavanagh, Vice President,
5 American National, Baltimore.
6 I think Ms. Smith had a question -- one of the
7 questions asked in the beginning, and I thought --
8 LOKER: Do you know how long you have had this
9 affirmative action plan?
10 KAVANAGH: Yes, approximately 1969.
11 LOKER: Was it written then?
12 KAVANAGH: Yes, it was written then, and it was
13 approved by the president; and we updated it annﬁally.
14 LOKER: Okay.
15 And how do you implement the plan?
16 XAVANAGH: Well, I am involved -- or was -- I am
17 still a member of the Personnel Administration Association,
I18 which at the time was just Baltimore City. First I should
19 say that this is not my only function, so I have to attend
20 this thing as Vice President in Charge of Personnel,
21 Marketing, Advertising; and a new thing we just threw in which
29 ié called Urban Servides. ' So I have to keep' abreast ‘of all’
23 these changes, rules and regulations in all the areas that
24 I possibly can.
we-Federal Reporters, Inc.
25 And my relationship with Personnel Administration
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Association of Baltimore I come in contact with many people
in various industries, not just in our field, but also
industry as well. And we knew then by law that you have‘to
have an affirmative action program regarding race discrimina-
tion.

So therefore we implemented it in '69 and we have
updated it ever since. I have kept close contact with the
Federal Reserve Bank, its member institutions, the other
companies; and we feel we have a pretty good one.

Now, I am going to be perfectly honest: we do
our best to keep up with this thing, and do what we put in
writing. There are some cases that I'm sure we're not the
only ones that are "guilty" of this: sometimes you cah't
do all the things that you want to do and put down on paper.

To give you an example, in the very beginning -- in
fact, we still do -- we send ali of our requests to the State
of Maryland; okay, it's a one-man operation. They do send
down -- respond quite good, in fact. But they send down
perhaps 70 or 75 individuals that we have to take a look-see

at, and select from that for possibly one position. This is

time—-consuming to say the least. N
They also requést that we should -- I'm not saying
they "demand" -- they request we run ads in various minority

papers as well as local papers. Well, as Mr. Tucker has

already testified, because of the crunch, what we do, our
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policy is, we go through the local agencies; we also --
job placement center -- wel also advertise in The Sun. We
feel that this is mostly read by all minorities, and, hoééfully
this is where we get our largest response from.

But we have not had much success with the State.
We have notified various city agencies and have worked with
these people.

I would just like to say, Charlotte Renee -- I
don't know how many of you know her -- she's a tremendous gal
in industry in the Baltimore City area; she has worked hard
and I've worked with her in many cases.

However, she has a certain function and she needs
a certain amount of help, and that help has not glways been
the best in getting the school kids prepared for when they
getout of high school to come in for -the interview. And I
suggested what we do -- we have a group of maybe five or six
individuals in the personnel area to go out to the high
school and talk to these young men and women as how to properly
come in and be interviewed.

But it has not met with much success. 1In fact I

don't know of anyone who does it now because we have not

been offered the opportunity to come back. Theré-was é fiﬁe
when we did this. That's another story.
LOKER: You don't have statistics, either, of --

regarding the minorities?




jrb84 1

fce-Federal Reporters,

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Inc.

25

84

KAVANAGH: In our organization?

LOKER: Yes?

KAVANAGH: Mr. Tucker said he was going to send it
in.

TUCKER: Yes, we are compiling those.

KAVANAGH: There are 119 employees in our organiza-
tion, and it's somewhere in the area of about eight or nine.

SMITH: Are what?

KAVANAGH: Minority.

LOKER: Okay.

Mr. Tucker answered all the other questions to
my satisfaction.

I would like to ask Mr. Tucker anothe? question.

TUCKER: Sure.

LOKER: When you have a married couple that comes
in to try for a mortgage with your S&L, what percentage of
the wife's income do you consider?

TUCKER: All of it.

LOKER: 1In all cases?

TUCKER: Well, yes, I would say once portions of
it were discounted; but currently we're counting all of it.
The tﬁing we. are concérned about when wéire'look;ng'at her -
salary is -- no, no, we count all of it.

For a while we were looking at the job stability, .

you know, how long had she been on the job; obviously, somebod
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who had just started on a job, been there two weeks, and

had graduated from high school, we were less apt to count all
of her salary. We looked at her salary as monies that tﬁey
would be saving for downpayments, and used for that. But
since that time we, you know, have changed.

There are more women working, the economy is tﬁking
a dip; more people are having to work; there ;;e better
programs with maternity benefits, and more women having
children are returning back; so we count all of it.

LOKER: Well, in the case where the husband and
wife have both been working a short length of time, and they
come in to buy a house =--

TUCKER: Do we value them separately? No. We
would do the same -- use the same criteria. If the gentleman
had only been on the job for a few weeks, we would be |,
concerned about his job stabilitg.

KAVANAGH: Can I interject something?

I am not sure how the testimony went earlier, but

we do have one minority who is Assistant Manager of one of

xl

our branches.

LOKER: Mr. Tucker said that.

KAVANAGH: T wasn't sure it came out.. We 'aré
presently looking for management trainees, actively at the
present time.

DARDEN: I have a few questions -~ they are not
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personal wquestions; but, Mr. Tucker, can you describe

a typical borrower that you service in the institution? And
could you give us some idea of how many loans that you méke
that don't necessarily fit that typical borrower's description?

TUCKER: "Typical borrower"?

DARDEN: ‘Yes?

TUCKER: Well, that's such a difficult description,
particularly since we lend to such a broad area; we lend
mortgages with no downpayment to 50 percent down. There's
just no way to come up with a "typical borrower". I would
do you a disservice and myself a disservice if I tried to.

I have never compiled any statistics to say, you
know, I could tell you what the average loan is -~ I run that
every month based on our portfolio. It's running between:
$30,000 to $35,000. However, I would say the majority of the
loans we place in the city are probably $29,000 or less.

So in some cases, then, we are certainly away
from the typical or the normal in that area. But to try to
come up with what the average salary would be, or the average
age, or —-— unless you give me some more areas of déséription,
I can't do that.

DARDEN: Let me:aSK'you, then;-iﬁ'a different
way: would, say, a single woman, head of household, single
minority woman head of household, have a difficult time gettihg

a loan, assuming that all other ~-
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TUCKER: ©No, not at all.

DARDEN: The other one you mentioned -~

TUCKER: As a matter of fact, if you took a suivey
you would find in some cases we probably have accepted more
of those loans than individual men, because apparently the
women are much more realistic with what they can afford than
men, who come in to buy houses, or go into coops, or
condominiums that are far beyond their earning capacity at
this particular time.

DARDEN: The other question is a short one, too.
You mentioned that your mortgage demand usually exceeds the
availability of mortgage money?

TUCKER: Yes.

DARDEN: Would the availability be inéreased, well,
I guess there's two questions:

First, does your organization invest in federal
securities packages, and would your availability be increased
if you did less of that and made more money available to
the individual home loans?

TUCKER: Well, the Association is required by law
to have what we call “"reserve requirements"”. Reserve require-
ments are the hedge against possible == I don't want to det’
into a lengthy description of it, but we are required by law
to put a certain amount of money aside in what we call

reserves. When you talk about the strength of an
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institution, you may have to maintain a certain liquidity
because of the number of withdrawals we can anticipate at
any time; so we do get in these governmental programs. %e
do get in these investments because they are classified as
liquidity, and because we are required -- no, we do not get
into them because they'll get us a better yield than our
mortgage money. We would prefer when mortgage money is tight
the Government normally lowers your liquidity, so you can
put more money out into mortgages; so you have just the
opposite effect.

But when money is tight what we do do is try
to sell off to different organizations interests in our
portfolio; Federal Home Loan Mortgage Corporation -- énd they
perform a great service for SgL's, and we have this portfolio
of good investments that were mortgages, and no one else,
out of state, when the money got tight, had any money to buy
them. The government did set up the program, and they
bought interest in these places. We sold off 50 percent of
these mortgages, millions of dollars; and if we hadn't had
that vehicle through the government, we probably wouldn't
have had any money to lend in these areas. v

THOMPSON: I want to ask a qﬁestién: _we have
heard tes?imony that some people who sell homes -- you cer-
tainly get the message from people who take applications

from S&L's -— it's not necessarily your institution -- for
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example, a message 1s sometimes asked -~ if you're married

and have two children, you have a better chance of getting

~

a loan?

I have found in some of my dealings that the
administrators of institutions -~ is there any checking of
policy -- do you have or every try to figure out or have a
feel for --

TUCKER: A policy of soliciting loans? -- if that's
the term you use? )

It's set up by the loan company. We take a look
at several things: obviously, the most important is the
availability of funds. And we do not -- as one person said,
we dp not wine and dine, whether they be minorities or others;
so I would assume that whatever our requirements are, and
we advise realtors what we are looking for -- the only thing
we stipulate is the amount of downpayment t-hat we are looking
for and what we consider would probably be the interest
rate.

That is the only thing we put on our sheet. Any
other thing we put on the notice is what our current point
structure would be, so if you get one of our sheets, you
probaﬁly would see a lot of it would be éepéﬁdént on 'what
money we had available, and it would probably say we were -
accepting applications immediately, an 80-percent loan will

have an interest rate of so-and-so, and anticipate 30 years
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of VA depending on what the market was at that time. But
it would say we are accepting VA mortgages at the government
regulated rate. And that's the only definition. ‘

THOMPSON: Okay, fine.

You are very confident the people who are taking
applications actually reflect the policy of the institution?

TUCKER: Yes, sir.

THOMPSON: Does it cost more to service a loan
between $5,000 and $15,000 than perhaps a higher priced loan?

TUCKER: Well, we have never run a survey on that.
We would have to assume that, obviously, the return you would
get on a more sizeable loan, depending on the interest rate
would be greater than a smaller loan. We have npt run any
test on that. I would assume it would be, but that doesn't
stop us from making the loan.

THOMPSON: Do you have any particular pecking
order for your loans? If I came and asked for $100,000 and
my brother came and asked for $15,000, would there be any
choice your institution might make between us?

TUCKER: Well, depending on the money available.
Normally, because of the money crunch we do put limits on
our loans. But, no, we dbn'ﬁ havé agy peéking ofder.‘"
Most of our loans are called conforming loans

because they are more easily saleable, and we try to keep

the maximum loan in the area between $55,000 and $65,000.
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But if a qualified buyer came for more than that,
we might consider his loan. We do have some that are worth
$65,000 and on a month to month basis we keep tabs on wha;
our average in the portfolio is; and I would say for the past
several years it's been averaging between $30,000 and $35,000.

THOMPSON: Okay.

Conversely someone comes to you with a request for

between $5,000 and $15,000, do they get the same consideration

as a person asking for $55,000; or are there other criteria?

Do you think the criteria are different for a
lower amount?

TUCKER: Well, no.

The tendency would ke to be more deliberate with the
higher amount of money.

THOMPSON: Thank you very much,

WICKWIRE: You said before and I understand that
there has been a very dramatic drop in terms of home mortgage
business, going from like 73 to 74; and then later you indicate
that as far as the city is concerned there has been a
phenomenal increase in your writing of mortgage loans?

- TUCKER: That is right.

WICKWIRE: it's.gone from ? percehf éé-ls.éercené
in '74; 22 percent in '75?

Does this mean ~~ I think you've touched on it

already, and maybe we could expand on it -- could this mean
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the home mortgage business is generally pretty bad? Does it

suggest maybe this is a trend?

~

You are going to be putting much more money into
the inner city in terms of mortgage because of some attractive
features that are not available elsewhere?

TUCKER: The city pilot program, the pilot:
program of the Maryland Housing is there so you can lend more
loans in the city thar are insured.

Basically I would say that the dramatic increase
was based on our pledge to the city, to be quite frank with
you. I can recall when we were making no loans for a
period in '74, and the only processing was city loans. We
don't anticipate obviously in our performance in '75 that once
we felt as though we settled this obligation that we're going
to step out on making loans in the city.

I think -- I did not run any total for the
portfolios, but, obviously, when you have money, the money
runs with the demand. During that period of '72 and '73
we weren't as actively participating -- we were very active
in the counties where there was a tremendous demand for
mortgages. Normally the money follows the demand.

People think the demand follow the money, and
that's not necessarily true; and you can get into long

discussion of that. But I would have to gqualify: the money

normally follows the demand.
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Because of various programs, homesteading,

et cetera, there is a greater demand in the city than there

~

was in '72.

JEFFERS: Mr. Tucker, you mentioned somewhat
earlier a hypothetical situation of someone coming in and askin
for a §1,000 mortgage, and I believe you indicated you would
suggest some sort of alternatives to him.

And the question I want to ask you is: what would
those alternatives be, and would they also be feasible for
someone coming in for, say, a $5,000 mortgage, or somewhere
in between?

TUCKER: The obvious alternative would be in an
individual is looking to borrow $1,000 to buy a piece of
property, it probably would be easier for him to make some
sort of a personal loan and buy it for outright cash. The
process of that loan is expensive, so if he could pay cash
for the property, he might get a better sales price for it.

I can't, you know, I can't think of any alternative

with the lower priced mortgages.
JEFFERS: That:would be it, just have a cash sale?
TUCKER: Well, if he had other collateral he
could ﬁledge to a commercial bahk, then it would be ¢heaper
to go that way than to pay -- every loan that the Association
has to put on the books requires certain things in the

federal requlation, an appraisal and a credit report. So there

g
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are a few fees involved there. If the man thinks definitely
he wants this house, no matter what the appraisal is, well
he pays a fee and it is costing him to purchase a $l,000‘
house through the mortgage route; it's much more expensive
than he could do it just on a cash sale basis.

JEFFERS: Assuming he could get the cash?

TUCKER: Yes, assuming he could get the cash.
But I think I gualified that -- if he insisted he wanted to
mortgage, we would certainly process it for him. I don't
think it would be in his best interest. If it was something
he could get a personal loan for, or had a relative to make
the loan from, or if he had a sa&ings account he could make
a loan against his savings account. There are other évenues
I think he could use for a loan of that type.

While I'm here, théﬁgh —— no one asked me a
question that I came somewhat prepared to address.

(Laughter.)

BOOTH: That might be my last question then.

TUCKER: 1In the discussion yesterday several
people alluded to a program of American National and several
S&L's have been very active in called Neighborhood Housing
Services. One of the participants- discounted i; whéﬁ‘he'f
said it "didn’t have any teeth”.

When he said that I felt as though he didn't

understand what the program was designed for. Neighborhood
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Jrb95 4 Housing Sexrvices is a coalition of people who are —-- +that
2 represent community involvement, S&L's in Baltimore City,
3 and in any program thathas been successful under this

4 particular concept that needs the city's help.

5 The program is not designed to get into an area

6 that is totally demolished or -- I've seen some articles

7 called "bombed out", where there is a lack -- where most of
8 the properties are owned by absentee landlord.

9 The program is designed. to get into an 'area and
10 it has been very successful where there is still a lot of

11 community action, where there are a lot of owner-occupants,
12 and these people have seen urban blight gradually moving

13 on a block-to-block basis towards their particular development|
14 And they are interested.

15 So, what the Neighbors Program was designed to

16 do was to step in and before the neighborhood got into

17 complete decay, to step in and see if we could not reverse
18 the trend. What we have done 1is to work together in this
19 coalition and -- on a two-pronged process: one is code

20 enforcement. That's where you need the city's action.

21 Everybody has talked about urban decay and

22 redlining, and we won't q—et.into"iéinow; because I know I
23 am a little bit beyond my time; but no one mentioned or got
24 into some of the reasons for this. So we woﬂ't dwell on it

Ace-Federal Reporters, Inc.
25 now.
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But, one -- and that was probably one of the basic
reasons, was a lack of code enforcement by the city. Everyone
assumed that one day some S&L loan officer came in and ‘
decided that they were not going to lénd in that neighborhood.
I don't think it operates quite that way.

That's a very general statement, but I don't think
it operated that way. If it was a good area that was viable,.
that improvements could be made, if there was a market for it,
I don't think any loan officer walked away. And I am
qualifying that.

So basically what happened in some of these
areas is that people owned houses and were affluent enough to
move into other areas, and because of their affluence they
were able to rent. And we got this pattern of absentee,
landlords.

And so, getting back to my main topic, we
concentrated heavily on turning around the occupancy in the
neighborhood to owner-occupants. We found out that was
primary, that the only way you are going to get them intereéted
-— and I think one of your participants yesterday alluded
to the fact that people, that renters weren't interested in
improving the aréa; ]

We were looking for owner-occupanté and strength

and interest in that partidular neighborhood.

The other thing we did was to talk to the city and
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tell them how important we felt code enforcement was, that
these houses had to be maintained, and that was a difficult
task. \

So under the auspices of the urban task force we
held a workshop, axd we selected a target community that we
could see was in the process of slowly decaying; but there
were still enough residents in that area that were interested
in saving the neighborhood.

We held a workshop. We overcame some intrinsic
problems in this -- that the residents didn't know or
understand or appreciate S&L's loan officer's point of view,
and other things. We got the program off on a very active
footing in January of 1975.

That is an incorporated, nonprofit -- our biggest
problem was to get together with S&L's in the city and
be sure that the S&L's would make a commitment to this area
to lend on what we call bankable mortgages; "bankable is
defined as those loans that lenders would normally make
giving the value of the property and the credit stability
and employment stability cf individuals buying the property.

And the reason we needed that particular pledge
at th&f'particular time is'not‘that ﬁheyiﬁefé nbt.lenaing
in the area; it was because at that particular time money was

tight.

But we needed that particular pledge to be sure thaf
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even though money was tight and funds might not normally be
available that the savings and loans would try, if they had
to borrow -- whatever route they had to take to get this )
money together to lend in this area. And we were successful
in that.

We then went to the city and asked for a very
active program of code enforcement. There wasn't enough
that we could come up with. Code violations were needed
to be enforced by the city. Because of the public group we
could not do this. The city was very helpful.

And not only did they help us on the code enforce-
ment program, but in addition to that, they also increased --

and I think that this is particularly important in the

context I am giving this presentation ~- in the city's

——— -

1

responsibility, they also upgraded the services to the area.
Trash collection was increased because there was a need to
have trash collection. Better lighting was put up because
there was a need for better lighting. Curbings were put up
because there was a need.

It wasn't that this was to be a showplace. The
city realized that in this concentrated effort they had to
get baék in and perform theé cify services that thgy should
have been performing. =

So we got that commitment from the city. Our

next biggest problem was to be concerned with how about the
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Jrb93 people who live in the area who are not bankable loaners?

2 This was a major hurdle to overcome. And based

3|| on some experiences we heard about where the program was °

4| derived in Pittsburgh, we set up what we called a "high risk
5 fund", and this is a unique lending fund in the fact that

6| the high risk fund is composed of money gotten from private
7|l philanthropic groups; the one who helped us the most.in

8| Baltimore is Barbara Mikulski who helped get a grant from

9|l the Ford Foundation.

o

10 And we were able to get a pledge from the Ford

11 Foundation tha£ they would contribute $100,000, but that was
12]] a $50,000 pledge; and we had to meet double that pledge. It
13| was a two-for-one basis and we had to, in order to get-the

14|| program moving, we had to come up with $100,000.

15 And initially our thrust in trying to get the local
16| merchants' funds were not very successful at all. At that

17 || time money was tight with everyone, including everybody was

18|l in the throes of a recession; and money was not available

19|l for these particular type of enterprises.

20 There again the City of Baltimore I think did a

21| very realistic approach; the mayor was behind the program.

22|l The housing people were behind the -program. - 'So what the city -
23 érranged to do for S&L's in Baltimore was to give-us or to

24| lend us the $100,000 we needed on the basis of a loan, but

Ace-Federal Reporters, Inc.
25 it was as close to a grant as we could get, since the loan




jrb100

Ace-Federal Reporters,

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Inc.

25

100

had no interest and it was long-term.

With this money we set up what we called a high
risk revolving loan fund, and then we actively got into the
area with this loan fund. The loan fund is administered by
people in the community that are members of NHS Corporation.
The loan fund makes Qhatever loans it has to on whatever
terms -- a 70-year old person has a 45-year term loan. They
can make that. S&L's could never do that, because of certain
lending requirements and federal regulations. They can do
whatever has to be done.

In addition to the purchase of properties to put
owner-occupants back in the properties, we were able also
through S&L's that were active in home improvements to get
a home improvement loan:

So now we have three things that we thought were
most important: a commitment from the city; we had a pledge‘
from S&L's to make the loans they could within their lending
authority; and finally we had a high-risk loan.

And we went out into the community and began to
sell the mortgages. And, frankly, we are delighted with the
results. NHS Baltimore has only been in existence from
Januarybof '75 to today, aﬁd it has a very imﬁréésivé‘record.

And so I don't misquote I want to read off these:

In addition to the Ford Foundation it has come back

and rated us and found out NHS Baltimore is probably the

o
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second most active NHS program in the country. The other
one thatis more active is the program in Pittsburgh, and it

~

has been in effect for over seven years.

Currently from January through September of 1975
instituional mortgage lending in the area and the area was
roughly from the western down to -- I don't know if you are
familiar with the area we chose, it was an area around
Patterson Park, north of Patterson Park. The western
boundary was Chester Street, and the eastern boundary was
Linwood Avenue.

The loans made in that area through financial
institutions, 28, and the amount $231,550. The loans in
process now in financial institutions are 3; so so far to
September we are talking about actual loans of approximately
$250,000.

Our institutional home improvement financing
loans, $26,400; there is one loan in process for total
improvement loans through institutions of 10, and they

are amounting to close to $30,000.

The NHS high risk loan fund, through this fund
they have made 26 loans, 22 are in process, total 28, and

they now amount to $120,000.

The city in their homesteading program have made

12 loans; they have 3 in process, currently talking about

$250,000.
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In a period of six months we have 75 loans,
$546,900 of loans on the books, $74,000 in loans in process;
total loans of the investment in that area in six months
has been $600,000.

In addition to that is the code enforcement. That
is a difficult program. When they found out it was totally
voluntary -- you couldn’t force the people to submit to
allowing the inside of their homes to be rated as far as
code is concerned. We went on a block-to-block basis, the
total number of blocks to date that have been inspected is
11; 11 blocks; total number of homes have been 250. And so )
far the total number of homes that have been improved and
brought up to code is about 125.

We think certainly we are achieving results‘
in that area, and we think the thing we would like to mention
probably most enthusiastically is that this was done without
federal monies, and with the exception of the loan from the
city, it was done without city governmental money.

And we think in certain areas that this particular
program is certainly going to be most successful.

We would hope that after we have completed our
area, work in‘the target area around Patterson Avenug,
that we would allow the program to expand to other areas,
and certainly to help set up other programs.

I think the next speaker, as a matter of fact,
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Jjrbl03, a gentleman by the name of Tom Guidera, Vice President of

2 First Federal Savings and Loan -- if you will allow Tom to

3 tell you, they let Tom work with NHS for a three-month ‘

4| period -- he is a lot more familiar with the results than I

5| would be.

6 So if you want to pursue it any further, I am

7| sure you will want to talk to _him.

8 BOOTH: Glad you told us about that.

9 JEFFERS: I have one question:

10 How many S&L's in Baltimore are working with this?
11 TUCKER: Sixteen.

12 JEFFERS: Are they all federally-chartered and

13 insured? Yours obviously isn't.

14 TUCKER: They are both, both state and federal.

15 The other thing I probably didn't mention about

16| S&L participation, S&L's have undertaken responsibility to

17 || underwrite total operating budget —-- that is averaging

18| approximately $50,000. So we are underwriting that in addition
19| to going in and making our bank loans, the things that we

20| can do within our regulatory authority.

21 JEFFERS: My other question is what is the rate

22| of assistance you are getting from the Federal Home Loan Bank

231 Board?

24 TUCKER: Well, the Federal Home Loan Bank Board,

Ace-Federal Reporters, Inc.

25| with the exception of financing the original workshop,
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1|| as far as financial contributions, has been none. But

2| obviously the prestige of the Board behind this particular

3|l endeavor, I think, probably encouraged S&L presidents to lgok
4|l into it -- probably helped us in our contacts with the city.
5 So often these programs come out, you work and you
6 | work, ahd nothing happens; and they look beautiful on paper,
7 || but there are no results.

8 We were able, I think, through federal Home Loan

9|l Bank Board, in lending their prestige to this, being a member,
10|| to get us to some areas where we could look at some people,
11|} and say, "Let us take you by the hand”". And on one occasion
12||we did take representatives of the city and the state up to

13|| Pittsburgh to see how the thing operated and the results.

14 And I think, you know, that helped. 1In addition

15| to that the state has sent regulatory -- well, state examiners
16| to take a look. And we are trying to take a look at what our’
17 || regulations are now, and why S&L's can't do something that

18 j|high risk loaners can do and maybe change some of the regs
19]lto allow us to make these loans.

20 JEFFERS: I have more questions, but in view of

21 |lthe time I'1ll save those for the next witness.

22 " BOOTH: Thank you.

23 Mr. Tucker, please convey our thanks to Mr. Kavanagh.
24 SMITH: And you will be sending us that information?

Ace-Federal Reporters, Inc.

25 TUCKER: Yes. I have your number and I'l]l call you.
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The amount of lending we did in Baltimore County in '72 to
'75, and I think you were interested in the figures on what

'72 to '75 -- our profiles of minority employment?

SMITH: Thank you very much.

BOOTH: We are running so late that what we would
like to do if you don't mind is talk to you about éﬁployment
practices generally, and then take a break. All of us have to
gjet some lunch, and then come back.

SMITH: Did you have another commitment this after-
noon?

GUIDERA: Not until about 3 o'clock.

JEFFERS: Okay. ‘

Would you please state your name and your institution
for the record?

GUIDERA: Thomas J. Guidera, Senior Vice President,
*irst Federal Savings and Loan Association of Annapolis.
JEFFERS: Do you have a prepared statement which you

vould like to read?

GUIDERA: I think I ought to say briefly what

federal of Annapolis is doing in Baltimore: We are an Annapolis-

rased association with 17 branches. The Association is present

here as a result of a mergef of Union Federal, of which I am
President, and Sterling Federal, which is a city association.
As a result of that, we have three branches in the

City of Baltimore and one branch in Baltimore County.
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The asset size of the Association is about $200 million.

We are the third-largest federal association in the state.

THOMPSON :

a written affirmative action plan?

GUIDERA:
THOMPSON :

GUIDERA:

your plan?
GUIDERA:

THOMPSON

the implementation?
action plan?

GUIDERA:

primarily through the personnel office of the association
and the department heads -- we had several sessions on the
affirmative action plan. The purpose of the plan, the goals,
the law at the time it was put into effect, we met with the
department heads and we had knowledge of it and the depart-
ment heads are primarily responsible for carrying it out.

It works on the basis of five levels of employment, tellers,

secretaries, clerks;

the third level, branch manager; and the loan and savings
officers; fourth level, assistant officers; fifth level, >

is the vice presidents and corporate secretaries, treasurer,

106

~

Mr. Guidera, may I ask if you have

We do.

Could you let us have a copy of that?

Yes.

Do you recall how long you have had
The plan was written in May of 1973.
Can you explain to us or walk us throughl

How do you implement your affirmative

On the practical side it is implemented

the second level, assistant manager;
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senior vice president and president.

I can review the progress of it for you. I think
I have it pretty well condensed here. )

In October '73, which is the time we had the
first six months review, there were 78 employees, 56 were
female and 3 minority at the entry level; female employment,
the entry level -- the second level, five at that time were
assistant officers and one female was vice president, secretar]
to the corporation.

The last review which was the end of September
there were 123 employees, this includes custodial personnel;
88 female employees, 16 minority; on a level basis there were
12 minority employees at level 1, 62 female emp;oyees,

2 minorities at level 2, assistant managers, and 12 female
employees; 2 minorities both of which are branch managers

at level 3; 11 female employees, officers; and most of those
are branch managers. There was one assistant officer and
there's now two vice presidents, female, at level 4 and 5
there are no minority employees.

The way we developed the program is mainly through
the branch system, virtually all the people in the
association came up into better pésitioné in the association
and at one time or another worked in the branches, or are
ordinarily employed in the branches; and most of the branches

we find the best source for minority employment, particularly
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in our savings customers in the association who refer people
in the community. That seems to be the single most acceptable

~

source we have.

THOMPSON: Do you have any training - programs
on the premises for minorities and women?

GUIDERA: Not specifically aimed at minority
people or women. Most of our training comes -- beyond the
orientation training at basic levels —-- any formal training
beyond that is done through the Maryland League's education
program. They deal with specialized areas.

THOMPSON: Can you give us an idea what the
composition of your loan review board is?

GUIDERA: As far as male~female breakdown, és
far as minority, non—minority?

We have two committees through which loans are
reviewed, a management committee which consists of the
President and three Senio; Vice Presidents, who review any loar

in excess of $60,000.

3

Loans under that we made are reviewed and passea
by a separate loan committee that consists of the Vice
President in Charge of Loan Department, the Assistant Loan &
Officer, and one -person that rotatés on ‘that committee eacﬁ
week I believe, and the rotating person is usuallf someone

connected with the mortgage function.

N

There are no minority or female persons permanently

S
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on that committee. The two people that are there are both
white males.

THOMPSON: Okay.

I believe now you said your institution is based
in Annapolis? We have been asking everyone whether they had
any residents of Baltimore City on their loan review board.

GUIDERA: The residential loan review board -- no,
I am the only resident of Baltimore City who passes on loans,
but typically not the residential loans.

THOMPSON: Are there any particular qualifications
you have for membership on the loan review board?

GUIDERA: Primarily technical competence in the
lending area, and both of the people permanently on the loan
committee are people who have had a number of years experience
in underwriting -- mortgage underwriting.

THOMPSON: Mr. Guidera, did you go over your Board
of Directors -- male or female, minority or non-minority?

GUIDERA: We have eight Board members, no females,
no minorities.

THOMPSON: Are all of your members from Annapolis;
or are there some from the city?

GUIDERA: I can‘give'you a'breékdbﬁn&' we have
17 branches so the area we operate in stretches f?om Baltimore
County down to St. Mary's County and over on the Eastern Shore,

and fairly substantially into the suburban Washington area.
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We have eight directors, five in Ann Arrundel County
one in Calvert County, one in Prince George's County, and
one Baltimore County.

We have one member from Baltimore City who retired
I think last year; we now have no member from Baltimore City.

THOMPSON: Can you relate to us how Board members
are chosen?

GUIDERA: Like Mr. Tucker, I don't serve on the
Board. I will have to give you a little bit from having served
on a Board before. I assume it is fairly consistent here.

Generally a person is recommended by another
Board member. It's got to be for some business or professional
background and with some capacity to be able to understand
the operation of a pretty large financial institu£ion. T
assume you know the process formally for selecting directors
is that the savers theoretically vote for the directors once
a year. But generally this is done by proxy. And I think it
is fairly typical of most Boards it is pretty much a recommen-
dation process from within the Board.

THOMPSON: Do you expect to increase the number‘
of minorities and/or women in decision-making positions in
your institution over this' coming yeatr? - v

GUIDERA: Our affirmative action prograﬁ is, if
you read it, aims at that over a period of time. I think we

are a littlebit behind in the time frame in the top levels;
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but it is pretty haéd to get anybody out of the top level,
as well as to get in.

(Laughter.)

THOMPSON: Are there any suggestions you might
have for increasing the number of loans by minorities, women
in the city by your institution?

GUIDERA: I think particularly given the markets
we deal with and the varied nature of the housing markets,
especially in the Baltimore City area, it is important if you
have a successful loan program to have.people who can relate
to the markets you are working in. I hope we can gear our
promotion operations into these areas.

That is a priority.

THOMPSON: Thank you very much.

SMITH: Why are the numbers of those sitting on
a Board of Directors so small -- six, seven, four, eight?

GUIDERA: T can only give you my personal opinion
and that is not a universal thing, why the number is small.
It is fairly typical.

Having been officer of an association myself
much smaller than the one we are in now, and having to
conduct a Board meeting every month, oné benefit T fdund Qés
that there were just fewer people to have to respénd to and
contend with -- being very-practical.

I think in a smaller association from an




3rbl12

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Ace-Federal Reporters, Inc.

25

112

operationél standpoint it is fairly important. With a larger
association I think there is a lot to be said for having
full Boards, l5-member boards, particularly, say, when yo;
are dealing with a number of different projects and as spread
out as most associations are.

SMITH: i would think the very reason why you like

a small board is why I don't, because it is possible to be

much more homogeneous when you are dealing only with a few

people.

GUIDERA: That is quite true.

I would have to wear two hats and give two answers
there. As I say, I've been in the position of having

to conduct board meetings for a long time; I found it much
easier to deal with a small number of people.

SMITH: Thank you.

DARDEN: This question relates to work competition.
We have heard a suggestion on the part of some other people
that it might be a good idea to tie participation on boards
with some geographical designation. And if an S&L serves
the city, you know, you might require that some percentage
of the board should come from that city.

How do you.feellabout thaﬁ? Do.féu.sﬁg ié as
being in any way advantageous to increasing the responsiveness

of the institution to the needs of the city?

GUIDERA: I think in the future it is probably
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going to be a critical thing. The S&L's started out 125
years ago as small clubs operating simply to meet the ~us
housing needs, the home financing needs of the people

that put a little money in each week. And they operated that
way, I guess, up through the 1940's, in most cases strictly a
local neighborhood base, in most cases, until into the 50's,
there wasn't any branching among S&L's.

So we are still operating, even though we are largerx
institutions, on a pretty localized basis. The major change
in the last 10 years, particularly, is we have added 10
branches in the -- since I have been with the association,
which has been three years. And while that is an unusual
number, I think it is not atypical of what is going on.

Our institution, for instance, was based in
Annapolis, pretty much dealing with one community. ‘In larger
ihstitutions, that's no longer the case. You have a large
population area if you are a larger association. And the
Board sets the broad policies.

DARDEN: One follow-up question:

If that is a good suggestion, do you think it wéuld
best be accomplished through voluntary action on the part
of institutions or through sdme séimﬁlatibn by the Feaéralﬁ
Home ILoan Bank Board?

GUIDERA: I think the Federal Home ILoan Bank Board"

is in the process of amending regulations right now. They havg
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jrbll4l been out for comment all year; and I understand they are
2 about to issue for the first time ever a good deal to say abou
3 Board representation. )
4 I think they can modify it considerably. I think

5 the Board can do a great deal to get this sort of thing done

6 and unlike an ordinary corporation it probably isn't
7 out of order for the Board to have something to say about it.
8 BOOTH: Does anybody else have any questions

9 dealing with this subject? .

10 (No response.)

11 BOOTH: Then we'll break now and come back at 2.
12 (Whereupon, at 1:20 p.m., Thursday,

13 2 October 1975, the hearing was recessed, to

14 reconvene at 2 p.m., this same day at the same

15 place.)
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AFTERNOON SESSION

(2 p.m.)

BOOTH: Can we come to order.

As required by law I must make a poliéy statement.
On September 27, 1975 the Privacy Act of 1974 became effec-
tive. Pursuant to fhat Act, the U. S. Commission on Civil
Rights and the State Advisory Committee are required to
inform the public and individuals with full and correct
information as to their statutory authority to collect that
information. The Commission'’s authority to do so is set out
in 42 United States Code, Section 1975(b). Its Advisory
Committee authority is set out in 42 United States Code,
Section l975(d)(c).

Any information collected by this Advisory
Committee from any individuals prior to this hearing was
given voluntarily. All individuals participating in this
hearing have volunteered to do so, and any information this
Advisory Committee collects from you during the course of
this hearing will be voluntarily supplied by you. The
Advisory Committee will not impose any sanctions on any
individual who chooses not to answer particular gquestion
or divuige certain informafion. | '

The Advisory Com mittee's principal purpose for
collecting information is to obtain enough information for

the Committee to prepare a report to the U. S. Com mission
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on Civil Rights regarding the employment and lending
practices of savings and loan institutions in Baltimore,
Maryland. Information obtained in the course of this hearxring
will also be used for other purposes as set out in the U. S.

Commission on Civil Rights Notice in the Federal Register

pursuant to the Privacy Act concerning its State Advisory Com-
mittee Project Files.

Copies of the U. S. Commission on Civil Rights®
statement on the relationship of the Privacy Act of 1974
as to information collected by the Commission and its
Advisory Committee are freely available to all participants
and members of the audience. Copies are located on the

table at the rear of this room.

And also on that table are copies of other studies
which have been done by the Commission on Civil Rights.

Now, Mr. Guidera?

SMITH: We are going to proceed this afternoon by
discussing with you some issues relating to lending policies.
I wonder if you could share with us how many applications

for home mortgages your organization has processed in each-
of the years 1972, '73, '74, and '75. 5

Now, as part of that, we are also.‘going to, want :to .
know the number accepted, the number rejected, and then what

information you have in terms of male and female or minority,

non-minority -- any way that you would like to answer that
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gquestion?

GUIDERA: I am going to have to give you that
information later. As Mr. Tucker said, I am up here working
full-time for three months with NHS, and I got this assignment
a couple of days ago, so what I have gotten, I have gotten
over the phone.

Can I tell you what I have here?

SMITH: We would like that wvery much.

GUIDERA: And then the rest of it we'll have to
get together and submit.

What I've gotten is the Association's total
loan volume for the four years, Baltimore City loans, the
number of Baltimore City loans, and the total number éf
Baltimore City loans that are on our book.

As far as application rejection and acceptance,

I don't have that available.

SMITH: Could, you share what you do have with us,
sir?

GUIDERA: The association's total in 1972, that
was the first year. of the merger between New Federal and
First Federal, the association's total loan volume was
$51, 891,800. OF that, there were 150 Baltimore City loans
in the amount of $2,292,200. So that's an averége loan of
$16,600 for Baltimore City.

In 1973 there were 106 loans totalling $2,082,710,
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and the association's total was $37,644,800.

In 1974 Baltimore City loans were 31 for a total
of $812,250, an average loan of $19,800. The association's
total was $43,494,372.

For six months in 1975, I don't have the
association total loans, but Baltimore City loans were
17, totalling $131,200, with an average of $7,700.

The association is servicing 808 loans currently
in Baltimore City, and that is approximately 12 percent of
the family loans on the association's book.

SMITH: Thank you.

What criteria are used to approve applications?

GUIDERA: The application process, aﬁd that's
part of the approval or disapproval process, involves
evaluating the applicant's income as a proportion -- let
me put it in another way.

It involves evaluating the applicant's housing
expense based on the loan he is applying for as a portion
of total income, their credit pattern, and an appraisal of
the property; those are the three basic things we get todgether
in an application. Typically if the ratio of the family's
debt.SErVice or mortgage -service to-their verifiable .
income is 25 to 26 percent or less, and there is a reasonable
credit pattern, the appraisal bears a close relationship to

the purchase price, then the loan is approved.




3rb119

ce-Federal Reporters,

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Inc.

25

119

I think from what I have seen over the years
the chief reason for disapproval is what we consider to be
a disproportion between a person's verifiable income and *
the mortgage installments to be taken on. Occasionally there
will be rejections on the basis of credit. Generally if it
is not a serious credit problem there is an attempt made to
find out the reason and work it out if we can.

SMITH: Thank you.

What criteria are used to reject applications?

GUIDERA: As I say, the principal reason, as far
as I can determine, has been that the proportion of a personfs
——- the ratio of a person's mortgage payment to their income
gets up over, exceeds 30 percent, then we generally.don't
pass the case. There will be exceptions to thié.

SMITH: Are there any other reasons for which an
application is rejected?

GUIDERA: Occasionally'we will find a property
is so obsolete or so run down, particularly in terms of
a person's projected ability to get it back into shape, that
it will be rejected on the basis of the property. I would
say that is pretty unusual.

SMITH: I think you weére here this morning wher
Mr. Tucker was speaking, what he referred to as the length
of livability; would you include in that category, then,

houses which are conceivably not likely to last? He was
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1 speaking economically.

2 GUIDERA: We don't reject an application because
3 the property doesn't have, for instance, the appraiser's .
4 opinion of a 30 or 40 year economic life, but typically we
5 won't grant a mortgage for a longer term than the estimated
6 remaining life of the improvements. And as he pointed out,

7 you could have a property that would go for 75 or 100 years

g 0ld with an economic life possibility of 50 years because

) you have brought it back in its mechanical systems, kitchen,
10 bath, that sort of thing, to the equivalent of a much newer
11 home.

12 Occasionally we run into one where nothing has

13 been done of any consequence for 30 or 40 years, and if the
14 application -- there has to be an ability somewhere on the
15 part of the borrower to do the work necessary to bring it

16 back into a much longer economic life.

17 SMITH: If you reject an application, do you

18 tell the applicant the reason for that rejection?

19 GUIDERA: As far as I know in the rejection letter
20 we don't, but we call and discuss it; and there is some

21 occasion for doing that now under the Fair Credit ?isclosure
29 Act. But if it is a credit problem, we are ‘pretty much

23 obliged to refer him to the Credit Bureau rather -than to
24 discuss £he particular problem with him. We strictly follow

«e-Federal Reporters, Inc. .
25 the law as we understand it.
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If it is for some other reason, say, an imbalance
in the ratio of ﬁortgage payment to income, we will
generally try to discuss some other alternatives particula¥ly
in the way of finding maybe a lower priced property or somethin
of that sort.

SMITH: The main way you would discuss it -- an
alternative way —-- would be to suggest that they look at houses
with a lower cost rather than come up with other funds and
sources for that house they were interested in financially?

GUIDERA: Generally we find from experience
that the loan the people aﬁplied for is probably the most
generous I suppose we have available, as far as length of * -
time, type of loan, we can occasionally suggest to a family,
if they are very short on downpayment, we'll put it through
FHA. But we don't have the latitude a state charter has to
the federal charter to use the Maryland Pilot Program, where
they can get 100-percent financing in some cases without going
through FHA.

SMITH: I believe you told us that 12 percent
of your total portfolio -- would that word be correct —-- of
your institution is now invested in Baltimore mortgages? That
I assume takes into account all those mortgages which ‘were
given by the separate institutions which have now merged?

GUIDERA: Yes.

SMITH: One of those institutions was once based
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1 Would it be possible for you to tell us what
2 percentage home mortgage loans were made in Baltimore City
3 for each of these years, but I realize that these dollar
4 figures have already given us that.
5 GUIDERA: Percentagewise it is roughly, 1972,
6 around 4 percent of the volume was done in Baltimore City;
7 1973, about 6 percent; 1974, it fell off to about 2 percent;.
8 and 1975, the amount is very small.
4 SMITH: Is there any reason for that?
10 GUIDERA: There are several.
11 I have been particularly looking at it because
12 of my interest -- I live here. One in 1974 we obviously
13 got a great deal of competition; Union Federal particularly
14 has its main office right in the middle of downtown, and
15 for a number of years we had I think a pretty aggressive
16 city lending program. We had no small loan limits and the
17 Board actually established a certain sum of money each year
18 that was to go to loans in the city whose families did not
19 exceed a certain amount. I think that was a little unique
20 in the city, and as a result, well, and some other things;
21 we developed a pretty good loan volume in Baltimore City.
22 . With a1l the things you heard befére, 1974, fhé;e
23 came to be a great deal of competition for loans.. At the same
24 time in '74 we ran into a position where we were heavily
“ce-Federal Reporters, Inc.
25 committed in advance on a number of new house projects and




jrbl23

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

Ace-Federal Reporters, Inc.

25

123

money slowed down substantially; so we cut back considerably.

And I think in looking at it, probably the most
important thing -- I think it bears on a lot of what we -
heard here -- is that we've done some things that I think
we're just beginning to try them again. We moved our loan
processing to Annapolis.

We did origination up here, but those of us who
had been involved in the loan program before got some substan-
tial additional responsibilities, and I think we got sort of
a bright young man syndrome that we could put someone up here,
as long as they were bright young men, and they would pick
all this up.

SMITH: You didn't have any bright yoﬁng women,
by any chance?

GUIDERA: We didn't have that syndrome.

(Laughter.)

But the bank was -- we had two people -- we found
this generally worked in the other branches, some of them go
to a branch and if they understood the processing, they'd
develop and keep the loan business going. In both cases the
person was black and the second was white, both capable people,
but i‘think we learned something we should have known before:
that this is a much different type of lending up here.

Neither one of them lived in the city or knew all

that much about the city, had little relationship with the
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real estate brokers up here, and I don't think -~ having
been exposed to mortgage work in suburban areas, this did not
strike them maybe as easy. It's certainly not as easy. *

What I am getting to -- no reflection on these
individuals because they've done quite well in other areas
of the association's work, but I think we have learned some-
thing that to do city lending, particularly in the lower
and very moderate income areas, there has to be an individual
that has a good deal of experience in the city, that knows
the city, that can establish some special relationships.

I think Mr. Johnson discussed some of them yesterday; they
are very important.

Those are the sort of things that were lost when
we sort of moved the operation out of the city, énd did not
have that sort of thing. Now we are working on trying to chang
that in terms of what we have learned out of this.

But it is something that should apply in almost any city loan
program, aside from the criteria, whoever has the decision-
making responsibility, has to be here, has to have an extensive
real estate knowledge, special knowledge of the city, and

have very positive feelings towards this kind of work, and

be able to -- well, relate particulafly to the minority tedl.
estate firms and other real estate firms that specialize in

city sales.

It is a much different situation in town than in the
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typical suburban area.

SMITH: I would say that not only would your bank
officer have difficulty relating with the minorities, but also
with some of the majorities?

GUIDERA: Well, there's nothing like competition.

SMITH: I understand of course that you are based
in Annapolis and your portfolio goes on to St. Mary's County
and on; can you give us some idea in percentages, where your
money goes -- 2 percent to Baltimore City, well, where's the
other 98 percent?

GUIDERA: . We are pretty heavily involved, or at
least were until the market slowed down, in new housing,
pretty heavily involved in project development. We did‘some
of the 235 program on some large projects that ran out, I think
but I think most of our lending is concentrated in the
Washington area, Prince George's and Montgomery County, some
parts of Ann Arrundel County, and as I say, until this year
we have been involved in new construction. But I don't
have a breakdown of the percentages that went to any particuiar
area. Probably 10 percent of our lending was done out of
state on a participation basis; we in turn probably sold 10

percent of our loans to other institutions over that period,

' outside of the state.

SMITH: Would it -be possible for you to give us

[

those figures?
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PR

GUIDERA;. A breakdown as to areas? Yes.
- SMITH: Thank you. We'd appreciate that.
Do you have a limit, a lower limit, on the size -of
a mortgage that the institution will consider?
GUIDERA: No, we have never had a minimum limit.
And that from experience is why we had a pretty active loan
program in the city prior, I would say, to 1973; there evidently
was considerable difficulty in getting a loan below a certain
amount. I think the smallest mortgage we have on the book,
we have in process =-- it will be the smallest mortgage on the
book -- for a $2,500 purchase over in this neighborhood of
the Housing-Service area that Mr. Tucker was talking about.
WICKWIRE: In terms of dollars, county and city,
do you take into account the population ratios? .
GUIDERA: That is not a factor in setting loan
policy —- where it goes. I think it is something that should
be considered.
We probably have in the @eas we serve a population
somewhere around 3 million people, maybe a little more; 900,000
of those people live in Baltimore City. And that is why you
do have more association with the lending institutions. I think
it is a factor that should-be considered. - A
WICKWIRE: Can you suggest anything that-migﬁt be

done to have S&L institutions consider the population issue

more?
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GUIDERA: Again;ml think a lot of these sort of
priorities may be suggested by the Federal Home Loan Bank Board.
I don't know if it's specifically done in those terms. It
seems to me a factor that where we overlook the forest for the
trees —-- where the greatest number of people live, and where
the largest number of housing challenges exist. I think we
are wrong in setting these priorities.

éMITH: Moving in another direction, this is a
question brought up before, but at your institution do you
make decisions on home loans that deal with restrictions,
plumbing age and that sort of thing? Is the decision appreciablj
affected by these factors?

GUIDERA: No, not since I've been associated with
the association we have never had that problem.

SMITH: What kind of criteria do your appraisers
use in determining the value of a single family home?

GUIDERA: Single family lending -- other than new
houses the only data we can consider substantive in arriving
at value is going back to the market. The appraisal process
is a fairly formalized process. It doesn't vary from one area
to another at least in single family lending. It is mainly
the appraiser's job to learn what pebple érelééying f6£
comparable ~properties, preferably within the area that he is
doing the appraisal, and have enough of that sort of data so .

that he knows there is a reasonable number of those sales. And

S
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presumably the price that was arrived at in those other sales
over a fairly recent period was a result of the seller having
seen a number of people come through the property, and make
him offers, and the buyer having visited a number of propertie
and made offers, and finally that seller and buyer got
together, and the price they arrived at was the best deal they
could do.

That's the best explanation I can make of what
the appraiser is looking for. Of course, from there on, the
qualifications of the appraiser, his knowledge of the area in
which he is working becomes a big point.

SMITH: These are your own appraisers'you use,
then?

GUIDERA: 1In the Annapolis area we have two
affiliated appraisers, in the Baltimore area we use
independent free appraisers, usually they are required to
have a professional designation. But our staff appraisers
don't work in the Baltimore area, but in some of the other
areas.

WICKWIRE: Have criteria for appraisals changed
any in the last few years, or have they remained pretty much
the séﬁe? ' -
GUIDERA: I would say the process and the
criteria are pretty much now what they were a few years ago. -

I think there is a greater emphasis on finding independent
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appraisers to do the work. The Federal Home Loan Bank Board
is pushing that. That itself has done a good deal to make
us look for professionally designated appraisers and to make
a case that they know the area they are working on.

WICKWIRE: Does your S&L have plans to increase
the amount of mortgage money available <o Baltimore City in
the immediate future?

GUIDERA: Well, I think that's a priority. I didn't
realize myself that the volume had gone the way it has this
year. But we I think collectively as a management committee
would recognize the need to get back to the sort of services .
we offered here before, to bring a person into this position
now that, as I said before, knows the city and can relate
well, get active in the city, particularly in minority groups,
and who is actively interested in this sort of a lending
program.

I think that and we plan to give away a dollar
sum of money and that in itself should increase the dollar
amount alone in the city.

WICKWIRE: Does the Home Loan Bank Board give yéu
good direction and guidance in this sort of troubled time
in terms of thé institutién? L

GUIDERA: We have -— one of the purposes of the
Home Loan Bank back in the 1930s was to provide a credit line:

for S&L's so that they did not have to be concerned with the
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ups and downs of the ordinary commercial banks. And as I
recall currently we can theoretically borrow up to 25 percent
of our savings accounts for additional lending, and of course
that money is always available to meet withdrawals. So if

a great many people went into their institution and wanted
their savings accounts today, that is another purpose of the
Federal Home Loan Bank to be in existence, to make sure the
money is always there.

But it's like many times they reduce the liquidy
we are required to keep, the cash on hand, so presumably a
little more money will be available. The borrowed money line
is always there, although if money is tight, the Home poan
Bank goes into the market and borrow this money, and generally,
not always, pays the rate they pay on the market.

In the last couple of years that has become a
problem because the rate at which we borrowed money for a
while from Home Loan Bank .was at the same level with the
interest ceiling of the state which from an economic standpoint
cancels out any advantage to using it.

Beyond that we've got the secondary market progrém
which I think has been discussed here, which has been coming
into existence in the last few yearé ahd.it ﬁ;s been:; big :
factor in keeping particularly the larger associations in
the lending market because it qualifies for sale to the Home

o

Loan Bank. You can sell it, get your money back right away.
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That's simply servicing a loan through the Home Loan Bank.

DARDEN: In your opinion would it be an advantage
to minorities, women, in Baltimore City if federally-chartered
institutions could participate in state housing plans?

GUIDERA: T don't think there's any question.
about that.

In fact, one of the things I'm doing with my
time over here during this three months is to try to get
that started between the federal housing fund and Federal
Home Loan Bank. There is someone in the Atlanta bank they
have assigned to work on this problem, and it will take
regulatory change.

I didn't know it before, but working at the lowest
priced level of housing in the city, single family houses,
where the tenants who have rented there for years would like
to own the property, but have little or no cash. So we
could do this on the part of the federal with a new program
like that.

There is another thing I read yesterday that
maybe will help: The Home Loan Bank has just come out with
an idea of providing coinsurance of up to 80 percent on city
loans;‘and it's someWﬁat like'FHA iﬁsuréhce; bht.thg
institution would only undergo 20 percent of the risk and
the insurance program would absorb 80 percent. I think

that would change the regulations to allow associations to
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make 100 percent conventional loans up to a fairly

moderate amount; and that would open up the market consider-
ably to minority people and women. )

DARDEN: One final one: Did you have anything
more to add about the National Housing Service?

GUIDERA: I think Mr. Tucker covered the structure
of it very thoroughly. I am working closely with it, and
I have worked on other housing programs over the years in
the city and different organizations. I think it is maybe
particularly adaptable to a city like Baltimore, where you
have mile after mile of row houses that structurally are
sound, that are very low priced, that literally poor people
can reach, with prices getting down to $3,000, ?4,000, $5,000.

And we have seen it after it began to turn around,
the tenancy owner ratio, block by block, you see within a
month or two it's beginning to change, the appearance of that
block. A lot of things happen.

These loans have to be structured in a way to give.
the people buying some money to work on the house, work that
the landlord couldn't do on the rent they typically get
for those houses -- $90 to $100 a month; that's very little
to do much work on the house. Tﬁat}s oné‘of the reasons
I think there are a lot of abandonments . But it's a clear
example of what happens when you have an infusion of capital .

into a low income neighborhood on terms that are responsive

5
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to the problems of the neighborhood, and deal with the questio
of turning around home ownership. And it provides something
that pretty near anybody can take advantage of. Most of the
applicants we have seen through the high risk fund are people
who live on very limited incomes, either public assistance

or socilal security, things of that nature.

And so far the payment experience has been very
successful. Most of these people never go downtown. They
don't have checking accounts and that sort of thing. This is
a big factor in what is going on here.

The big challenge I think is to keep this alive,
keep these resources alive in the neighborhood over a long
period of time. If it were withdrawn again I don't think it
would take very long before conditions would go back to, what
they were.

So I think the program -- it's eight months old,
it has been, as Mr. Tucker pointed out, a lot of working
together on the part of the city, banks, institutions,

S&L's, and it is in a very limited area. I suppose there's-
approaching 100,000 properties in the city that need something
of one sort of another. It shows what can happen in

response to financial resources wofkihg'togééher with the.:
city and Fhe neighborhood people who, incidentally, pretty

much run the program.

The neighborhood people are the most numerous on
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the board. They are also in the majority on the loan
committee for the small loan fund. You see, all these
things work together, and you get a pretty good feeling
about it.

And, incidentally, I would like to respond to
a question of whetﬁer poor people should own homes: I don't
know what it is like in other cities, but in a city like
this I don't think there's any question but there is the
ability and in most areas, not all of them, where tenants
are anxious to own their properties. They quite often have
an impression going way back that there is just no way
they can own a property, but one of these loans we're making
that will be paid off in four years, and that probably is

the only money that family has ever saved.

BOOTH: How many of the S&L's are cooperating in

this?

GUIDERA: Right now I think there's 16. The
four largest in the area are predominantly doing the funding.
The funding for staff is based on asset size. We are hoping
to get -~ we are going to need -- this program has worked‘on
a budget of $50,000, staff, ovgrhead, evgrything else; that
is a séaff of five people; We are rﬁnning ig éact % contract-
ing service, lending service, counseling service;.if any of

us thought we had all that in our own institution we'd think

we'd died and gone to heaven.
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(Laughter.)

But we can't do all the things that need to be
done in the long term on a budget of $50,000 a year in a
program like this.

BOOTH: Is it feasible to do this on a larger
scale, or at least to expand it over a long period?

GUIDERA: Well, in larger cities I think you
need to have two or three of them going at one time. One of
the important factors, the iﬁportant thing- that starts to
make it work, is a strong sense of community identity, and
a community organization that institutions can work through
to get going for credibility if nothing else.

Tﬁat is also the theme of SECO over ;n this
neighborhood, while they don't take a hand day to day in
this program, they are the ones to introduce this in the
area, put their stamp of approval on it; the director was
a SECO community organizer.

If you attempt to spread it out over a large
geographical area I don't think it will work. This area
takes in 4,000 housing units. A great many of them don't’
need any work. We are trying to keep the blight from spread-
ing into the other areqs} bﬁt thét.is as large an area as .
I can conceive that it would work in.

If all those houses needed work, you would have

to reduce the geographical area.
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1 BOOTH: Okay, thank you.
2 Is Mr. Brown here? Would you like to come forward
3 now? ~
4 -'JEFFERS: Would you please state ydur name?
5 BROWN: My name is Theodore E. Brown, Sr.
6 JEFFERS: Would you please state the name and
7 address of your savings and loan?
8 BROWN: 1611 West North Avenue, also, it is the
9 Advance Federal Savings and Loan Association.
10 BROWN: Would you give us your position in that
11 association?
12 BROWN: Yes, I am the Secretary.
13 ) JEFFERS: Do you have a prepared statement.you
14 would like to read or some sort of opening remarks?
15 BROWN : I don't necessarily have a set of
16 opening remarks, but I would like to say that the constitution
17 I am connect-ed with is ;7 years old. We started off back
18 in 1958 with around $7,000 as capital, and today we have
19 $12,500,000, and assets of about $14 million.
20 . We started off with a Board of Directors of 15-
21 members and we have gradually reduced the Board to’9 members
29 at the present time. : T - -
23 JEFFERS: Bill Thompson, will you start the
24 questioning?

%ce-Federal Reporters, Inc.
25 THOMPSON: Mr. Brown, the first question I would
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like to ask you is about the composition of your loan review
board, that is, do you have males, females; do you have
minorities, some minorities? Would you give us an idea? -

BROWN: Yes.

We have all minorities. We have the President
and First Vice President, Secretary and Treasurer that
constitute the board; and all of them are male.

THOMPSON: Are they all residents of the city,
or do some live in the country? Do you have any idea where
they live?

BROWN: Well, all of the members of the
executive committee and the board lived in the city up until
last month; one of them, the treasurer of our o?ganization,

moved to the county, Mr. Wilson.

o

JEFFERS: I don't think you were here, but what

o
Wentriéa to do is to avoid mention of names unless it is in
a favorable light.

BROWN: Okay.

THOMPSON: Mr. Brown, can we do the same thing
as far as the composition of your Board of Directors —-
male, female, minority, non-minority?

BROWN: At one-time we had one female —--. fo, We -
had two females, and they resigned; and we did not replace

them. As I say, we gradually reduced the composition of the

board. -
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It is nine at the moment.

THOMPSON: And I take it again they are all
residents of the city? b

. BROWN: Yes.

THOMPSON: Would you give me an idea of what the
qualifications for membership on the Board of Directors might
be? Have you any particular criteria you use?

BROWN: I don't think that there is any particular
criteria. We try to get people who are in a position,
financially, to maybe contribute toward the success of the
organization financially, and also education-wise. Those
are the only criteria I would say that we would have.

THOMPSON: All right.

Would you -- if a vacancy came up would you be
advertising in the paper, or would perhaps the name of someone
come to you through another avenue?

BROWN: No, we would not advertise in the paper.
We would simply discuss the matter with other members of
the Board, and through that channel we get our Board members.

THOMPSON: Can you give us any idea how many
épplications for home mortgages your institution processed
in each of the years ;72} 173, 174 gnd whatever figurés i..
you have for the current year?

BROWN: Yes.

THOMPSON: We would appreciate that.
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jrbl39 1 BROWN: Now, if I step out and say the wrong thing
2 do the same as you did just now.
3 We'll start off with 1972, and move up. Now, *n

4 1972 we had two male white, three female white, and 23

5 husband and wife applications. Those are applications.

6 In 1973, we had two male white, two female white,
7 three husband and wife.

8 In 1974, no whites, male or female applications.,
9 There was one husband and wife application, white.

10 All right, in 1975, we haven't had any in either

11 category.

12 All right, we will go back to 1972. Black, we had
13 male, 23 applications; female, 30 applications; husband and
14 wife, 88 applications.

15 In 1973, we had 28 male, 53 female, and 101

16 husband and wife.

17 In 1974, we had 13 male, 12 female, and 24

18 husband and wife.

19 In 1975 we had 13 male, 12 female, and 15 husband

20 and wife.

21 Now those are all people who applied for, you know,
29 mortgage loans. B ' Co ' ) T
23 All right, now, we had a total of —-- the whole

24 thing for male was 26, total females 33, and total for husband

«ce-Federal Reporters, Inc. . . .
25 and wives, 111; that's since 1972.
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Now, is this too much detail?

BOOTH: No.

THOMPSON: ©No, you give us what you want to; that's
fine.

BROWN: All right, then.

Now, in 1973, total male, 30; female 55; husband
and wife, 104. That is all inclusive.

And 1974, we had 13 male, 12 female, and 25
husband and wives. )

1975, 13 male, 12 female, 15 husbands and wives.

We didn't have any rejections —-- no, wait a minute:
in 1974 we had one rejection, a white; 1974.

And we had three rejections of blacks in 1974.
A total of 4. That is all we've had, 4 rejections since
1972, through 1975 to the present time; 4 rejections.

Please note that during the months of June 1974
to November 30, 1974 the Federal Deposit Insurance Corporation
Board of Governors, Assistant Comptroller of the Currency,
and Federal Home Loan Bank, jointly sponsored a Fair Housing
Information Statement which required a breakdown by zipcode
and purpose of the loan. For the other years involved we did
not kéep records of those .so far as race: .." .. Y

I sit on the Executive Committee; so fgr as the
processing of loans and whatnot is concerned, and we never

think of the race -- whether he's white, black or any other.
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We just present the application and the information that we
want to know is that this person is in a position financially
to take care of his obligations on this loan. And we have to
have a credit report. We have to have an appraisal.

We review this application thoroughly and as a
rule, the applications are generally approved subject to
satisfactory credit report and appraisal; and then it comes
back to the committee after we get the appraisal and a credit
report, and get ready to discuss the details again.

And as a rule those applications are approved.

THOMPSON: Can you tell us what criteria you use
when you reject applications? Can you think of anything that
will go across the board when that happens?

BROWN: Well, sometimes a person's cfedit is in
pretty bad shape, and if we can in some way make an adjustment
by having the person come into the office, we sit down and
talk with him and maybe sometimes there is a mistake so far
as the Credit Bureau itself is concerned as to this
individual.

Now, on the other hand, sometimes this person is
in a position to go back to the Credit Bureau and explain
why such and such a thing prevailed. To give you an -example:|
sometimes there is sickness and whatnot.

Now, we look back over a person's record to

see that over a period of years they have assumed their
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obligations and it just happened for a period of a year, year
and a half, something 1like that, they run into a situation
where there is illness in the family and so on; and we find
that they are not able to take care of their obligations.

Well, now, that is taken into consideration.

Here is a person that is completely recovered from a §erious
illness or something like that, really trying to get back on
their feet again; and prior to that time their records were
good. So, therefore, we try to take care of them, that
situation.

And if there is any way possible we will approve
that application. That's just an example.

THOMPSON: Do you have any particular criteria
you use to approve applications? Can you discuss some of the.
things -- that there are some things you like to see in
applications which you approve?

BROWN: Well, we like to see that a person is
employed, that's No. 1. And we don't like for a person to
be overloaded with obligations and things of that kind; and'
if there is any way possible to scrutinize their whole
application and come up with something that would contribute
to why we should make this loan, we usuélly'ﬁake thevldén;
because our organization was organized 17 years ago for
the purpose of helping in the community.

And if you read the records of our organization




¥bl4d3

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

ce-Federal Reporters, Inc.

25

143
there was one year we made more loans in the city of
Baltimore than any other organization, federal organization,
in the city. )

THOMPSON: Do you recall which year that was?

BROWN: That was '74, I think it was. That was
when we had a tight money market.

THOMPSON: 1Is the applicant told the reason for
rejection when you have to reject him?

BROWN: Absolutely. We have them to come in the
office and we sit down and talk with them and explain why
énd if they are in a position to tell us or justify why
that thing exists and what their problems might be, if there
is any way possible we can rectify that situation, or do
something about it, we try to do it.

Our organization is there for the purpose of
helping the people -- no question about it.

THOMPSON: Are there any situations wherein you
discuss alternate methods of financing, when a person has
been rejected?

BROWN: Yes, we will tell them that, you know, ’
maybe there is a possibility that they might be able to
get this financed through FHA or éomé.ofherﬁfinanciai
organization. We encourage them, give them all the informatio
that is at our disposal to encourage them in the purchase

of a home.
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LOKER: Can you -- what percent of your mortgages
were made in Baltimore City since 19732

BROWN: Yes. I can give you the full picture if
you want 1it.

LOKER: I'd like to know Baltimore County and
Baltimore City, if you have it?

BROWN: I don't have the breakdown of Baltimore
City and Baltimore County. We don't have too much of a
breakdown there; but we do have all the figures and percen-
tages and whatnot for Baltimore City.

Now, the percent of one to four family units in
Baltimore City, that's talking 1972, if that's all right
with you? ‘

LOKER: That's fine.

BROWN: All right.

The number that -- of loans, 156, amounting to
$2,695,635.

Now, a loan made in Baltimore City in 1973, we
had 68 percent of our loans were made in Baltimore City,
in the amount of 191 loans, worth $2,592,252.

In 1974, .52 loqns%amounting to $1,184,872,

In 1975, —- this is for six months —- 4l-befceﬁt,'
we had 43 loans, amounted to $791,200.

We have a total for the whole period of

$7,263,959.
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1 Does that answer your question?

2 LOKER: Well, if you take 1973, for example,

3 68 percent of the loans were made in Baltimore City; can .

4 you tell me where the other percentage amounts were made?

5 BROWN: Well, they are made in surrounding areas,
6 that is in Baltimore County and Ann Arrundel County in the

7 amount of $740,665 —- that's what was made in the surrounding
8 counties; it was 37 loans total.

21l LOKER: And which year?

10 BROWﬁ: 1973.

11 LOKER: Okay.

12 Do you make any loans outside the state?
13 BROWN: Outside the State of Marylané?
14 LOKER: Yes_?
15 BROWN: ©No.
16 ' LOKER: Never have?
17 BROWN: No.
’ 18 We have seldome made one outside the City of
19 Baltimore.
20 LOKER: I see.
21 Can you tell me what criteria your appraisers use
22 in détérmining the value of a home? - AR S
23 BROWN: Well, usually they arrive at the value
24 of property, the market price of houses in a certain given

ce-Federal Reporters, Inc.

25 area; and they usually our organization requires they submit

=
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at least three comparables to the house that they appraise.
And they submit that appraisal to our organization. And
then we have a person within our organization that usually
follows up the appraisal te find out -- be sure that
everything is in order.

It just happens that I happen to be that person --
by chance -- to follow up on all appraisals in this
organization.

LOKER: Well, besides using comparables, what
other criteria do they use in determining value?

BROWN: Well, they look at the community itself,
whether the streets are paved, whether the community is on
decline or if the community is going up -- there are ﬁany
things to look at when you make an appraisal of these .
properties.

Another thing you take into consideration the
£ype of plumbing, the rqof, the type of floors, the additions,
just everything in general that you look at when you go in
to make an appraisal; and after you evaluate all those things
you come up with a figure as to what you feel that house
is actually worth. 3

And then the next move is to check out of other
properties within that neighborhood and also neighborhoods
that are comparable to this neighborhood. And then you

arrive at a value of the property.




jrbl47

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

Ace-Federal Reporters, Inc.

25

147
LOKER: Okay.

Now, in line with that, when you consider accept-
ing a mortgage application, do you place any restrictions-

on the loan amount? Is there a minimum loan amount you will

r

make?

BRQWN: ‘Minimum loan? No.

LOKER: None at all?

BROWN: None whatever.

We make it based on the value of what the appraisal
is.

LOKER: But you would make a smaller loan, under,
say, $10,000?

BROWN: Oh, yes.

LOKER: How.about width restrictions, the width
of the house? Would you place any restrictions on that?

BROWN: No.

LOKER: And plumbing?

BROWN: That wouldn't have anything to do with
it. The only thing about plumbing is it has to do with the
value of the property; that's about the only thing.

LOKER: What about age restrictions?

BROWN: No. No, because a house coild be'75 years
old and it could be practically a new house. In areas of
the city being developed today are houses that sold for,

say, $10,000, $12,000, today are selling for $40,00 and
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$50,000. Those properties have been rehabilitated and in
many areas that is happening.

LOKER: Do you place restrictions on the length
of the loan you will make?

‘ BROWN: Yes, we do, the maximum loan is 30 years.,

LOKER: Okay.

The appraisers you use, are they employed by
your savings and loan, or are they outside appraisers?

BROWN: Outside appraisers.,

LOKER: You are the person who looks over the
appraisal?

BROWN: That's right.

LOKER: Are the appraisal criteria uged now
different than during the tight money period in 1974?

BROWN: I don't think so. I think the same
appraisal procedure is used as was used at that time.

LOKER: Can the neighborhood or small-sized
S&L be more effective in increasing home ownership in the
area it serves than other institutions which might be 10 or
20 times larger, in your opinion?

BROWN: That's a little difficult question: can
small agencies do a better job? I aon't.know. "I couldn't
say. A smaller agency, institution like we have,- we might
be a little closer to the people, you might say; and there

may be a little better understanding sometimes. But I don't
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1 know; I wouldn't be in a position to determine that.
2 LOKER: Well, what exactly do you feel the value
3 of being a small S&L is? Do you consider yourself a )

4 neighborhood S&L?
/

5 BROWN: No, no. We hope to have $100 million or
6 more within time. We are working on that all the time.

7 (Laughter.)

8 LOKER: Do you think it is important to be close

9 to the people you would be lending to? Do you see

10 any value in that?

11 BROWN: Oh, yves; I tell you, that is a trend at
12 this particular time.

13 The Federal Home Loan Bank is advocating that

14 you try to establish offices within neighborhoods. That is

15 the reason there are so many branch offices connected with

16 these organizations, not only the Federal Home Loan Bank

17 operation but other banks as well.

18 Now, we started off with one office and now we

19 have two; and we hope in the next maybe six months or a year
20 to establish two more, because you are a service organization.
21 You are out éhere to serve the public, and the closer you are
22 to the public, the better sefvicé'I.think you can giéé..

23 That is my thinkin;.

24 LOKER: When you have a couple, a married couple, -

\ce-Federal Reporters, Inc.

25 come into your savings and loan to take out a mortgage
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how do you treat the wife's salary? How do you consider the
wife's salary?

BROWN: That'%s taken into consideration. You .
combine both salaries.

/ LOKER: Do you consider 100-percent of her salary
in all cases?

BROWN: Oh, yes.

LOKER: You always do that?

BROWN: Absolutely.

In other words, if the wife is making -- you find
sometimes where the wife makes more money than the husband,
and the only way we could process the loan sometimes is to
go on the strength of the wife's salary.

LOKER: Okay, that's all the questions I have.

SMITH: I must have zigged when you zagged: the
statistics you gave us, the first detailed statistics you
gave us, I thought was a list of the mortgages, the
applications you had approved, by race -- when you had 23
black male, 2 white male -- what was that?

BROWN: That was the number of applications that
were made, you know, to the organization.

SMITH: How can the number of”applicatioﬁs be
fewer, be lower, than the --~

BROWN: T correct myself. This is a group of

applications accepted. Now, see, there may be other
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applications, but these are the ones that were accepted by
our organization.

SMITH: But then you gave us a total in Baltimore
City, and unless I wrote the numbers down -- Baltimore
City totai was significantly higher than your total total;
1975, 43 mortgages, and yet 15, 12, 27 -- I get 40 application

BROWN: In 1975, 41 percent, 43 applications,
to the amount of $791,000 -- is that what you have?

SMITH: Yes, ‘

But in the earlier figures you went 13 black
males, plus 12 black females, plus 15 couples, which equals
40.

BROWN: That was 1975, is that right?

SMITH: Yes?

BROWN: All right. 1975 we didn't have any
applications for whites at all. Now we had 13 male and
12 female and 15 husband and wife. Now what does that add
up to?

SMITH: That adds up to 40. But you said you had
43 in the city for that year, which is a total of 41 perceht
of your total mortgage investment. So somewhere --

BROWN: There might bé.a.fallacy there sbééwﬁefé.'

After all, these figures were prepared for me, and I didn't

check them thoroughly. So there might be a slight fallacy

there,

192]
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1 SMITH: It's like that each year, in '73; again
2 the same thing. You have a total of 180 people, and 191

3 mortgages, which is only 68 percent of your total. If you

4 could possible -- I am sure it's just an accounting error

5 someplace ~- if you could check those back in your office

6 and send us --

7 BROWN: I'd be glad to do that.

8 SMITH: -- I would really appreciate it.

o You mentioned one particular thing: you said you

10 had four rejections; now, assuming there might be some error
11 in these figures, let's just talk in relative terms it would
12 appear that you accept virtually all of the applications?

13 BROWN: That's right.

14 SMITH:: Dées this mean that you have a screeping
15 or counseling process under which you stop a potential

16 applicant before he has actually filed? Perhaps you feel

17 there's just no way he could support that house for whatever
18 reason, do you actually stop people from applying?

10 BROWN: No.

20 The thing is this, now, we have a person who

21 works on applications in our office. You go through the

22| office and you apply. All right, now, this ‘person wi'll"

23 somewhat screen you and this person might discourage you becauge
24 of what iﬁformation you have presented.

‘ce-Federal Reporters, Inc.
25 Now, the person who handles the applications is a
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well-training individual who is in a position pretty much
to determine whether this person can take care of this
obligation. Just like the —-- she knows sometimes even morg
than the Committee, so far as that goes; and maybe she might
discourageithat.

SMITH: What factors would she take into
consideration?

BROWN: Well, income -- I think the income would
be one of the main things, and the obligation that the
person has. Now, suppose this individual has purchased a
long-term automobile, things of that kind, and with the
obligations as they are, she is-in a position to determine-
right away that in order to be able to buy a houge you ought-:
to have at least four times the amount of money that you
make a week in order to take care of this in the manner in whid
it should be taken care of.

Does that answer your question?

SMITH: Yes. I think that's fine.

Is it possible to give us an idea of your failure
rate, whether it be in terms of foreclosures or whatever?

BROWN: Well, our foreclosures are very limited.
We have a few. I doubf whetﬁer wé'vé had'over six fo}écioéufes.
during the whole period that we have been operating.

SMITH: Why do you think that is so? Is it just

that you are better businessmen than the other S&L's in town?
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BROWN: I don't know. I‘wouldn't say that;
But I think that we have been a little more 1eﬁient on
people. I must confess.that we have quite a number of .
delinquent loans that we have tried to encourage the people
as much as possible to try to catch up, and if there's
any way at all that they can work out 'some kine of an arrange-
ment to pay up, we are willing to go along with them to
a great extent.

Just as I gave you an example a few minutes ago
of sickness and things like that, that may cause people
not to do the things consistently as they would like to; and
with us, normally, as a minority group, realizing the
problems of minority groups, naturally, we exteﬁd ourselves
as far as we can. We are not out there throwing away money,
I'11 tell you that; but at the same time we want people
to retain their homes if they possibly can.

SMITH: Do you have a formal counseling program

or is this just something you do for people who £ind them-

selves in financial difficulty?

BROWﬁ: Do we have a formal counseling program?

SMITH: <Yes, in which you provide some hand-
holding? - e S

BROWN: Well, no, we don't have a regular set-up
like that, but where there is a need we have them come in the

office and someone will sit and talk to them, and try to
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work out some kind of a program with them.

I'll give you an example: we have a man that
was almost two years in arrears with his mortgage, and on_
top of that, he also had an improvement loan; and he was
in arrears with that. And the only thing we could do was
foreclose on him.

So finally we asked he and his wife to come to
the office, and we sat dawn and we talked with him, and
he was a man making a reasonable salary. I don't know what
his problem -- he just tried to extend himself too much.

So finally we advised him, and asked him to try
and make, say, two payments a month on his mortgage; as a
result of that, that fellow has reduced that mbrtgage and
alsq paid the improvemenf loan.

Now, he had fallen back to almost two years, but
in most cases that property would have been foreclosed.
You have to foreclose on them.

SMITH: I notice with interest that you regard
yourself as a service institution. I got the feeling after
sitting here for a couple of days that a number of other'
S&L's in the city tend to regard theﬁselves as retail
establishments, not hecessarily providihg-a.servicg.

Are you able to fulfill your obligation to your
investors and continue to have the profits that you must

show or that you choose to show, and carry somebody for
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jrb 156 1 two years?

2 BROWN: Yes, so far we have been able to do it
3 very successfully. .
4 SMITH: How ~- you said one of the things you

5 looked at’was whether a neighborhood was on the "decline".
6 BROWN: Yes.

7 SMITH: And that would cause some concern. How
8 do you determine that a neighborhood is on the decline?

9 What do you look for?

10 BROWN: Well, you begin to observe the lawns,

11 you observe the streets, how they are kept up, and so on.

12 SMITH: I am going to have to go home and mow

13 the lawn; you are making me nervous.

14 (Laughter.)

15 . BROWN: Then you look at the property as to how
16 well it is kept. You see, some people obtaining and trying-
17 to keep the property up; everyda& you see them working on it.
18 That has its effect on the total community and keeps that

19 community in pretty good shape.

20 i But now there are many communities where people
21 just don't care, the let the grass grow; they don't never
29 paint, ﬁever try to .keep the place up. And pretty ¢soon,-
23 you know, you see signs of deterioration; and as a result
24 of that, that community within a very short time will be

wce-Federal Reporters, Inc.
25 gone down.
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SMITH: Do changing racial patterns in the
neighborhood -~
BROWN: That has its effect. -

SMITH: In what way?

’ BROWN: Well, I think it's slowing down somewhat
now, so far as the white and black -- when the black'family
moved in a neighborhool, the whites have a tendency to get
nervous, and begin to move out first chance they get.

But now there is a little leveling off on that
situation now. I don't know whether it is because there's
no other place to run or what the situation is.

SMITH: Don't you really find that if perhaps
a black family does move in and the white family sell;
that what they are going to end up doing is selling to a
broker rather than to sémeone who wants to -- or to a
speculator? Don't you find that the next black who comes in
to buy that house pays even more?

BROWN: Well, it happens. Oh, yeah, that happens.
There's no gquestion about dit. You're right about that.

But as a rule when you get the Negro family
move in, as I say -- M

SMITH: Are you telling me ﬁhat'if you had a
black come to you and he wanted to buy a house in a white

neighborhood that you would have some concern?

BROWN: My organization? Oh, no. I was talking ir

”
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1 a general way, not so far as my institution is concerned.
2 We don't care where it is. If you want to buy a house in
. 3 a given neighborhood, our organization will let you have the
4 money. That is the thing that brought our organization into
5 existence’and that was because there were certain lending
6 institutions in this community where you could not borrow
7 money -- that is, blacks —-- and as a result of that our
8 organization was born.
i SMITH: You did say one of the ways of identifying
10 a declining neighborhood is to have a neighborhood where
11 blacks are moving in?
12 BROWN: That's been true. That's been true.
13 You see, over the -years in the neighgorhoods
14 where blacks have moved in, whites have a tendency to move
15 out. There's no question about that. And anybody with any
16 experience at all in dealing with property is aware of that
17 fact very much; now it isn't always because the blacks move
‘]8 in that that means that the community is going to go down,
19 because, in some of the communities they are kept better
20 than when you just had whites in them. . \
21 And you couldn't just say it's because the Négro
22 or biabks move in. T
23 SMITH: If you would let me just ask one other
24 guestion:
ce-Federal Reporters, Inc.
25 You mentioned one of the criteria used for
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determining board membership was whether or not a board
member could contribute financially; by that do you mean
that he or she would invest in your institution? Or did you
mean he or she might have contact to be able to bring in
deposits?’

h BROWN: That's exactly what it is. And he might
have money to invest, he might have contacts with others who.
would invest; and we have to get the money from the community
in order to run our institution. That is the purpose of
trying to get people of influence on the Board of Directors.

WICKWIRE: I have one question:

Do you deal primarily with black brokers?

BROWN: It doesn't matter, makes no difference.
We have -- the majority are black brokers, but we have quite
a number of white brokers; and it doesn't make any difference
who you are, if you are in a position financially, we'll
loan you the money -- whether you are white or black.

WICKWIRE: I got the impression some of the
black brokers found it easier to deal with mortgage bankers;
they seem to go out of their way to cultivate them more,,
take them out, wine and dine them?

BROWN: They don't do"nofhing'like that. '~

WICKWIRE: No, sir., No, sir, absolutely. If you
come to us and place your application, and you have the

proper credentials and whatnot to justify that, so far as your

>
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employment, so far as your credit, and we find you are able
to meet your obligations and are not overloaded, your applica-
tion will be approved.

It makes no difference whether you are white
or black; it doesn't matter.

DARDEN: I have a question:

You said a couple of things, one, during 1574
which happened to be the year most of the other Ss&L's made
their largest amounts, largest number of loans in the city,
during that year your institution still made the largest
number of loans in the city than any other institution?

BROWN: Yes.

DARDEN: Your institution is considerably sﬁaller?

BROWN: It is.

DARDEN: Than the ones we have heard from so far.
And T would like to ask two questions: one, on the loans
that you made in 1974, we have a map over here (Ihdicating)!

Would you say that the majority of them féll within
the purple or the green sections of that map?

BROWN: Let me see how well I know that map?

DARDEN: 1It's a map of Baltimore City, the purple
sections indicate areas between 75-and 100 percent black
population; green, between 50 and 75 percent black population.

| BROWN: I would say that the area in green is

where most of the loans were made.
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DARDEN: So most of your loans were made in
neighborhoods having high black population?

BROWN: That's right.

DARDEN: Would you say that there is an indication
on the part of other -- there is a reluctance on the part
of other S&L's to lend within black communities?

BROWN: Well, I wouldn't want to come right out
and make a bald statement in that connection, but I do know
that a lot of the larger institutions send their money out
of the state, out of the city; and made big loans to
condominiums, other, you know, institutional bids; whereas
with us, if we did that, we would not be financially able to
go into that kind of operation so far as our money is

concerned.

Therefore, our interest has been simply right around
in the city of Baltimore.

DARDEN: TIs there in your opinion, is there any
basis to a statement that there is discrimination on the part
of major S&L institutions towards neighborhoods with high
black populations?

BROWN: Well, now, I wouldn't come out and say that,
but there have been signs to that efféct éb far ‘as didcrimina-
tion, because you find that in 1974 most of your larger
institutions -- very few loans were made in the inner city

at all. So there must be something. I am not here to justify
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jrble2 1 it one way or the other.
2 But the way I see it, that's the way I see it.
3 I wouldn't want to come out and say it, that these institutiorns
4 actually discriminated; but from a personal point of view:

5 I would sdy yes.

6 (Laughter.).

7 BOOTH: Are there any other questions?

8 THOMPSON: Mr. Brown, what was the average sized
9 loan that you have on the books, do you have any idea what
10 that is?

11 BROWN: We have loans up to $230,000, that's

12 a church. We have one loan that was just recently made

13 for a dentist of $110,000 to build a home out in the

14 Eagle's Nest area. And we have made quite a number of loans
15 ranging, say, $50,000, $60,000, $75,000 in the Columbia

16 area.

17 So it varies.

18 THOMPSON: Do you have an idea what the average-

1o sized is -- $7,000, $8,000, $9,000?

20 BROWN: The average size loan would run $10,000,
21 $15,000.

29 THOMPSONE' One of our cohcerns is how well S&L's’
23 are servicing the neighborhood or area in which they are

24 located; and in our investigation one of the problems we

we-Federal Reporters, Inc. .
25 found was making small loans, whether or not a profit could
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be made, or whether or not a savings and loan could exist,
and the question I would like to ask you is:

Do you feel or recommend that a large number of
loans be made within the service area of an S&L? In other
words, has yohr'experience been that you have made a profit
in servicing the community?

BROWN: Oh, yuh. Most of ours are small loans.
And we have been able to make, you know, a fair profit.

Now, one thing I want to make clear here: I am
not an expert on this whole thing, so far as Ss&L's. I am
just pinch-hitting for the President of the organization.
However, I do have a lot of experience as a result of
serving as its secretary for 17 years. But I do not have all
the answers.

THOMPSON: Thank you very much.

BOOTH: Thank you very much.

Mr. Kresslein?

JEFFERS: Mr. Kresslein, would you please state
your name and the name of your organization for the record?

KRESSLEIN: My name is Charles H. Kresslein, Jr.,
Execucutive Vice President, Maryland Savings and Loan
League. ﬁ

JEFFERS: Would you give us the address for the

record?

KRESSLEIN: The address is Suite 511, 1 Charles
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Center, Baltimore, 20211.

JEFFERS: Do you have a prepared statement or
opening remarks you would like to give?

KRESSLEIN: No. I have no prepared statement.
I was not given a specific set of questions.

WICKWIRE: Let me ask you a little about the
goals of your organization?

KRESSLEIN: Mayrland Savings and Loan League --
it's a trade organization for the industry in the State of
Maryland. We are somewhat of a child of the U. S. Savings
and Loan League, out of Chicago, which represents the industry
throughout the country.

We presently have approximately 165 savings and
loans who are members, which comprises about 97; 98 percent
of the assets in the industry in the state.

Our main function is strictly to being of service
to our member institutions. By that I mean we do legislative
work in Annapolis as well as before Committees of the Congress
of the United States. We analyze and write position papers
regarding implementation of rules and regs, new laws and
have an educational process for our members.

As an example, most reéeﬁtly on a new real"estate:
act, we did extensive surveys, seminars, over the'state
advising our members of what they had to do to comply with

the law; we held similar type seminars throughout the state

-
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regarding direct deposit of social security checks which just
began in the State of Maryland yesterday. And with the
enactment of any law out of Annapolis, we sit down, analyzg
it, maybe have six or eight members of our League look at
the law, and advise the members of what they have to comply
with.’

WICKWIRE: One of the problems we've heard‘a good
bit about is Neighborhood Housing Services; would you tell
us about that?

KRESSLEIN: Yes.

Well, we were approached, I gqguess now it is about
a year ago, with a concept -- having read about it and having
discussed it with the officials in Pittsburgh, Pennsyl&ania
—- and we were approéched by the Urban Reinvestment Task’
Force, which is an arm of the Federal Home Bank Loan system,
and asked to cooperate or investigate the possibility of
becoming involved in something like this.

So after an extensive investigation, -- usually
when you hear about a program, you have something of apprehen-
sion about whether it is going to work, or whether it's ju;t
another Committee, and you meet and meet and meet, and nothing
ever happens. . - - '

Well, ironically, this one did begin to move
very rapidly. We got together on an initial meeti£g with

members of our industry, the members of a community which was
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through the SECO organization in Southeast Baltimore; and
we began discussions.

We then went away down to Eastern Maryland -- we
all lived together for three days, the City of Baltimore,
representatives of the housing industry, or lenders, and
people from the community. We began to discuss how we could
implement this NHS concept. I think the initial number was
about 40 people.

We broke them down into committees, fund raising
committees, housing committees, budget committees —-- these
types of things.

We then looked at charters for corporations,
for a model organization. We drew up our own cﬁarter
and applied for a 50l. We were ‘granted that. Our initial
funding was for $50,000 grant by the Ford Foundation, which
was to be used at their insistence for what might be termed
a high risk loan fund.

Lending institutions such as S&L's had to
match that, two for one, at which time Ford Foundation would
come back and grant another $50,000.

Additionally the lending institutions had to
agreé to underwrite the operafing budgeé, which was ‘estimated
to be in an area of $50,000 for the first year, and maybe
$50,000 to $60,000 the second year.

So we embarked on a program, opened another
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office in the Southeast section of the city, fully staffed,
executive director, a home improvement specialist who was
supposed to work very closely with the city as far as .
inspections. And I guess they were in full operation around
January '75.

I don't have these figures with me regarding
NHS, but I would guess in looking at them -- because we had
a meeting just the day before yesterday -- I guess they
probably have expended somewhere in the vicinity of
close to a million dollars in financing between the private
sector and the -- what could be termed the high risk loan
fund.

We are now going back to our institutions, we
originally started with 12 S&L's who participated, and we
are up to 16, I believe, now, with the expectation that

more are going to come in.

And we not only asked them to help underwrite

. the operating budget, but -also to become very involved in

making improvement~type loans as well as purchasing
money orders.

Most of fhose houses in that area sold in the
retail market for anywhére from é3,500 fo $15T600; éé fou”
are talking about a small mortgage. One right next to the
office was owned by someone, and it had been vacant for

a considerable period of time; and NHS was instrumental

o
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in putting tog ether a purchase for a potential homeowner
for $3,500. And then they loaned him about $7,000 to put
the property back together. .

WICKWIRE: I understand this area is 80 percent
white, 20 percent black; do you have in mind expanding to
other areas, maybe some that are all black?

KRESSLEIN: Yes.

We had to begin somewhere, and the main reason
I would suspect for beginning in that area is because Ford
Foundation had been working with SECO in the past and had
a very good‘rapport with SECO.

And I would suspect that was the real reason that
area was chosen as a beginning area, with the idea being
that will perpetuate into other areas of the city.

I might add, that is a growing concept‘within the
nation. I think probably about -- if I remember the statistid
correctly -- there are about 12 NHS's in existence at the
moment.

BOOTH: To change the subject a little now, I
would like to talk about a pledge S&L's made to put money .,
into the city. Would you like to tell us how it evolved?

KRESSLEIN: Yes. ‘ |

The city approached us -- there was a gentleman

here this morning -- I guess it all began with a study

which concluded that the S&L's did redlining, refused to make

S
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loans on 12-foot hou;éé, that typé of thing; and in a
particular neighborhood.

We disagree with that finding. .

And then we started to talk to the housing people
in the city about making a sincere effort to make small
loans in all areas of the city and revive all areas of the
city.

We wrote a letter to the Mayor of the city of
Baltimore back in Janua¥y of 1974, and in that letter we
told him that we would begin to keep records that were never
kept before as to where a demand -- we felt that there was
not the demand that the study had indicated; and we were
meeting the demand that was put forward.

We wrote to the Mayor and told him what we would
do; and if the conclusion was a type of redlining, we would
agree not to consider the width of a house, the age of a
house, or the size of the loan and some other things that
we agreed to do.

We received a reply from the Mayor at that time
that because of the fact -- incidentally in our initial
letter to the mayor we made no reference to any legislation
that‘wés being promuigated of had been éonsidéred at that
time. So the Mayor wrote back and said he appreciated the

commitment but he would like it if the S&L industry would

give him a similar type agreement that he had received from
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the commercial banking -- and that being a dollar amount.

We were very reluctant .to do so, because at the
time we were going through what we would call a mass
disinvestment period -- and I can give you some numbers.
The money went out of our industry for various reasons. So
we were very reluctant to give him that amount -- dollar
amount =-- initially.

Then the Mayor came back and said "that's the
type of commitment we want."

So we discussed, and we were still reluctant,
but we thought we would make a realistic committment; so we
made the committment, in the third letter dated from my
éffice February 15, made a commitment of $30 million for
mortgages in Baltimore City, either VA, FHA or conventional
to qualified homebuyers.

We were asked to make the commitment using-
normal underwriting criﬁeria. We were not asked for 100-

percent financing or 110 percent; most of our institutions

are prohibited by law from making 100-percent financing.

So we made that commitment.

And this didn't get off the ground until March
or April. And the activity for the first two or three’
months that this discussion was going on was very minimal%
We made a sincere effort to meet that commitment;

The commitment made for $30 did not specify any

<
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particular period of time, and we were in communication
with -- we wanted to make a sincere effort of doing this
as quickly as we could.

So within the course of nineAmonths to ten months,
let's say, we made the commitment in 1974, and --

BOOTH: -Okay.

KRESSLEIN: We concluded in December of '74, that
year, in making approximately 1,850 mortgage loans, totaling
$30.5 million -- if my numbers are correct. I think that's
somewhere around $17,000 per mortgage.

At the same time to show what an effort it was
and what it entailed, during that same period of time, which‘
had really begun in July of '73 through Decembef '74,
our industry had experienced a net outflow of savings in
the area of $50 million. To get it down even closer, because
of the time element, in July '73 through September '74,
the outflows were $80 million.

That is withdrawals that exceed deposits. So we
termed this a significant effort on the part of our industry
in providing financing for the city home owner and, number
two, in meeting our commitment. This had to be done during
the worst economic period, a period of money restraints,
the worst the S&L industry had ever gone tﬁrough in the %,

history of the business since 1932.

But we wanted to show the people; we met with
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1 realtors, institutions, people on the street, to contact

2 people in every section of the city to ask them to bring

3 them applications. We had agreed with the City of Baltimore

4 we would review any declined mortgage application and

5 place it with .another lending institution.

6 To my knowledge, we never even had to meet.

7 The city people would review applicants prior to
8 coming o us. So that is where we stood.

91l Insofar as 1975 is concerned we indicated this

10 was not a one—shét thing, or a one-time commitment. Through
11 1975, for the first eight months, we have made approximately

12 1,100 mortgages, totaling close to $21 million.

13 Now, the market is beginning to turn around
14 again. I have no idea of the projection as to whether or not
15 we will do another $30 million in '75. Out-flows have

16 stabilized at probably a breakeven point for the months of

171 July and August.

18 BOOTH: This is an ongoing program? It wasn't

19 a one-shot deal?

20 KRESSLEIN: ©No, it wasn't a one-shot deal as

21 far as our commitment to do financing in the City of

29 Baltimore. We stilsl ‘do nat restrict a house as faf’as

23 size or width or age or the amount of a loan. Loans are Being

24 made for $2,000 to $25,000. As you can see from my figures
Ace-Federal Reporters, Inc.
25 in '74, the average loan was $17,000.
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BOOTH: How did you come up with $30 million?

KRESSLEIN: That was a number that was pulled out
of the hat, and I would suspect one of the reasons for the‘
$30 million figure was commercial bankerg committed $15
million; our industry does about 53 percent of all mortgage
financing, and in Maryland the industry does probably 60
percent -- that is vis-a-vis the commercial banks,:i::
insurance companies and everybody else combined.

That is the only type of investment the Ss&L
can do.

BOOTH: Do you think you are going to need to take
any special steps to continue this?

KRESSLEIN: Special steps in terms of -- ?

BOOTH: I don't know what. |

KRESSLEIN: I don't think so, to be quite honest
with you, because my view is that the progress in the city
is much on the upgrade. A lot of areas that were in the
$8,000 to $10,000 category may now be selling for $15,000 to
$20,000, Woodbine Avenue you are finding houses over there
selling for $25,000 now. Take East Baltimore or West
Baltimore, the markets are appreciating.

So as a consequence I don't think we are doing to:
to have to develop any special programs. There are a lot Of

sources available to 90 and 95 percent financing.

LOKER: Mr. Kresslein, can you tell me if most
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members of the Maryland State S&L. have affirmative action
plans?

KRESSLEIN: I would not be able-to answer that, .
to be quite honest with you; I would suspect most of them
do not. There-are 226 S&L's in the state, many of whom
are in very small one-night operation type things. 150
state charter, 9 FSIC insured, many of which are as small as
$100,000 in total assets. They are open Tuesday nights from
6 to 8; they might make 5 loans in the whole year -- if they
make that.

So I do not think that I would say in terms of
numbers -- I would probably have to say probably most of them
do not have one.

LOKER: 'Would you encourage the ones without one
to impleme nt one?

KRESSLEIN: Well, again, you know, going back to
the numbers, just to give you some idea -- 150 state charter
association, there are 60 with less than a million dollars
assets. How many loans can they make? They make three in
a community in which they are located, or five; they can't
be out soliciting business because they just cannot fund them
to begin with. - - T ' | T

They don't have the flow of savings. They are A
not competitive insofar as rates that can be paid for the

savings dollars so, consequently, they are hot going to
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jrbl75 1 attract any dollars.
2 LOKER: Maybe you are not familiar with what

3 I am talking about:

~

4 Affirmative Action Plan has to do with recruiting
5 minorities and women into your organization as employees.

6 KRESSLEIN: I wasn't addressing myself to that

7 aspect of it, no.

8 In that regard I can't answer how many do have

9 and how many do not have. Again, relating it to the number
10 of institutions that are so small, you might have a total

11 of two or four people in that organization that do all the

12 work for the one night or the one day, keep the books, take
13|l the payments, and so forth. But I would not be in a position
14 to say how many of them have an affirmative action program ..

15 We do not get involved in that type of thing with our

16 members.

17 LOKER: Why not?

18 KRESSLEIN: You've got to realize one thing:

19 we are a trade organization, we have no control over telling

20 anyone what they can do and what they can't do, what they

21 should do and what they should not do. M

! 22 That would be a personal dffront on out part. YWe‘
23 are to prpvide them with services such as statistics, ™
24 educational type things; we are not in a position.of telling

ce-Fuderal Reporters, Inc.

25 them what to do or what they must do.
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the number of minorities and women who work in the
institutions?
KRESSLEIN: No.
LOKER: You don't keep those?
KRESSLEIN: No.
LOKER: Okay, that's all I have.
THOMPSON: Mr. Kresslein, do any of your members
have any minorities or women occupying supervisory positions?
KRESSLEIN: Oh, yes.
LOKER: Do you have any idea of how many you
are talking about?
KRESSLEIN: I would say we have 165 members and
I believe to my knowledge there are about -- I can't answer
as far as management type positions. I can say in
Presidents or Chief Managing Officers -- because that's the
only portion we normally deal with, we don't deal with

staffs -- and we have three that have women presidents.

T know two who have black presidents. Other than that, that's

the only knowledge I have.
LOKER: Are these instances of relatively recent
vintage or old, or what? )

KRESSLEIN: Well, the three women I'm aware of73

one has been president for 20 years, I guess; the second one

1
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jrbl77 1 has been president for two years; the third one maybe five
2 years.
3 The two blacks have been president as long as I.
4 have been around the business.
5 LOKER: Can you tell us generally what the
6 qualifications are for membership on the loan review
7 boards of your member institutions?
8 KRESSLEIN: No, I would not be able to.
9 LOKER: The same would be true for the Boards
10 of Directors, you are not aware of the qualifications
11 required for those?
12 KRESSLEIN: No.
13 SMITH: You said in your understanding with the
14 city that you were under no obligation to put any loans into
15 the ghetto. How would you define ghetto?
16 KRESSLEIN: An oral definition or pointing at

17 the map?

18 Well, relating again to qualified -- a qualified
19 appraised property. I don't think we were doing anything-in
20 terms of specific areas. Maybe that was the wrong terminology

21 but let's take a piece of property that has been cdmpletely

29 vacant or vandalized -- or maybe the whble—block had been,
N

23 and boarded up. In terms of meeting or coming out with any’

24 kind of appraisal on the pioperty, or what is one willing

&ce-Federal Reporters, Inc.

25 to pay for that piece of property -- if they were willing to
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pay $5,000 for it, maybe an appr-aiser could not substantiate

that purchase price.

SMITH: Wouldn't that just as easily apply to
someone who wanted to buy a $100,000 hogse and you might have
an appraiser who couldn't substantiate the $100,000?

KRESSLEIN: Yes.

SMITH: So would that be a ghetto area?

- KRESSLEIN: No.

SMITH: Okay, tell me whatyou meant by ghetto
area? You said you clearly had in your mind an understanding
that number one, the city did not expect you to make any
—-— to have the industry make any loans which would be a
violation of responsible fiduciary —-- a normal underwfiting
criteria?

KRESSLEIN: Okay.

SMITH: That's one. You made that quite clear.

The next thiqg you said is the city, your under-
standing with the city, obligated you in no way to make
no loans in the ghetto area. I am just trying to find out’
what that means.

KRESSLEIN: I don't think it's specifically
defined; we never defined it. :

SMITH: Well, when you walk around with an imade

in your head and you have-all these educational meetings

with your S&L's and you are trying to explain to them what
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they are obliged to do with reference to the agreement with
the city, how do you tell them? How do yoﬁ convey an idea?

KRESSLEIN: We do not as a result of that <
commitment have any type of education to our members to tell
them where théy could lend, where they couldn't, or how.

They wefe aware of the commitment, that we
indicated to the mayor we would make loans throughout the

entire city of Baltimore, that is the only thing they are
aware of. )

SMITH: So in other words perhaps you meant
that you wanted to make it clear that the city did not in

any way say to you "go ahead and invest in areas that you

might be unwilling to invest-~ in before, or go ahead and

take loans which some people might consider chancey for reasor]

as yet undefined.”
You want to stress that all this was was a questior
of being willing to spend $30 million in the city for
very sound mortgages rather than spend that same $30 million
in a county or Ocean City or Dubugque, Iowa.
KRESSLEIN: Yes. I'll buy that.

SMITH: So that if you were to go back in your
. N ot . -

mind over what you said before I assume you would then
Y
want to take out of your comment anything related to the *

fact the city did or did not --

KRESSLEIN: Strike "ghetto area".

S
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SMITH: This is not a court of law in that sense.
You know, there's no judge and jury. I was somewhat confused
by your use of that term.

You did indicate you are a trade organization
and one of your major:.responsibilities is providing education
keeping your members up to date on legislation on trends,
wouldn't that be an obvious vehicle, then, for discussing
ways to bring the S&L industry into dealing more directly
with some of the problems of the last third of this century?

KRESSLEIN: Oh, yes. We do that right now we are
talking with the S&L's regarding possible funding to
provide financing for a massive homesteading project through
private financing, that is financing by the Ss&IL indus£ry
versus city or state funds. We do that constantly with the
city, talking~to them about programs.

SMITH: In those cases you would get yourself
in the business of making loans to those boarded up houses;
right?

KRESSLEIN: Possibly, yves. There's a lot of
things that have to be worked out. We have investigated
what we can do now under our existing regs, and what we cannd
do because of certain practices by tHe‘city; and Wwe ‘try té
work those things out. If we can work t-hem out, then we‘h
will go ahead and attempt -to have a member institﬁtion get

involved in such a program.

t
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SMITH: Do you provide any sort of central
referral service in terms of appointments so that people who
are interestéd in seeking employment —-- I am fascinated with
your term "thrift industry" -- \

KRESSLEIN: I like that one, too.

SMITH: I wasn't sure whose thrift.

Do you act in any way &s a source for employment?

KRESSLEIN: On a very isolated basis we might
get a call from a particular individual who would like to
come or become involved in the S&IL. business, who would like
to be employed —-- particularly now, would like to know what
he has to do to get into the S&L business, learn the financial
aspects of it. We do not have a personnel service. I may
be aware of an institution that may be looking‘for some
particular type individual, a teller, or what, and if I know
of that at the time, I am glad to tell him, "Call X, Y, Z."

SMITH: Doiany of your member S&L's charge you
for advice when they are trying to £ill a wvacancy on a
board?

KRESSLEIN: Oh, no.

SMITH: ©No one has ever asked you to select
people who could help broaded the board membership?'"

KRESSLEIN: No. “n

SMITH: Do you have any idea of the usﬁal

composition of the board of directors of one of your
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member S&L institutions?

KRESSLEIN: In terms of numbers?

SMITH: Well, how about in terms of male-female?

KRESSLEIN: I have no knowledge, we have no
record of who is on any institution's board. I may have
walked into a room and, say, picked up a financial statement
off the counter and read seven names, and I would probably
then know if they are female or male. I would not know if
they were minority groups or what.

SMITH: Do you tend to deal with the top operating
officer of the S&L? Is that who your contact is?

KRESSLEIN: Normally, yes, with the top officer.

SMITH: Does the Maryland S&L League.aid its
member institutions indirectly in -~ or directly -- in
increasing the number of qualified minorities and women in
decision-making positions in the.institutions.

KRESSLEIN: We have not.

SMITH: Do you plan to do that?

KRESSLEIN: We have no discussed it.

SMITH: When you say "we have not discussed it,®

do you mean your office?

F

KRESSLEIN: My office has not discussed it.

SMITH: Do you think that that might be a role

you could play?

KRESSLEIN: IHow? Recommending to them that they .
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jrb 183 1 consider appointments to Boards of Directors?
2 SMITH: How about employees? Let's begin with
3 that? We recognize that all these small S&L's you talked
4 about frequently, you know, their Board is a group of people

5 who got together and played poker every Thursday night, and

6 one night they decided "Hey, let's start an S&L". And I

7 can understand the difficulties of expecting that particular
8 group to want to broaden its board of directors.

9 Let's begin with some of the larger ones, talk

10 about their own staffing patterns. Can you not see a way

11 in which you might help remind the S&L's, institutions of

12 this obligation to the public in terms not only of the way

13 in which they grant mortgages but also in terms of their

14 employment practices.

15 KRESSLEIN: We possibly coilld assist in that.

16 We have not done it to this point in time.

17 You know, when you speak of the larger institutions
I]8 in most cases I view the more senior officer involved in that

19 as being more knowledgeable than I am on the structure of

20 their organization and management.

21 To answer you specifically, we have not done it.

22 I wodla not ‘be adverseé to'entéring into discéussions 'with

23 them. Sy

24 SMITH: Do you have a staff?

«ce-Federal Reporters, Inc.

25 KRESSLEIN: A total staff of three people.
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SMITH: How is it financed? Where does the money
come from?

KRESSLEIN: Membership dues.

SMITH: Does each organization pay the same due;?

KRESSLEIN: Sliding §cale.

SMITH: -‘Based on the assets?

KRESSLEIN: Yes.

SMITH: I guess I have no further questions.
Thank you.

LOKER: Mr. Kressleir, we invited quite a few
S&L's to come to these hearings, can you give us any
indication of why only four came?

KRESSLEIN: No, I can't, to be quite.honest with
you I think Ms. Booth indicated it might be 8 or 10; I have
no knowledge of who was coming and who wasn't.

LOKER: We were advised that there was a meeting
of a number of the S&L associations with you on Monday
where these hearings were discussed. Can you tell us what
the results of that meeting were?

KRESSLEIN: Well, all we did discuss was that the
hearings were taking place and some of the feedback I got Qas
thathﬁhe guestions that were raised-in the’ communication to
the institution was maybe two or three days prior to the ™
hearing, and in most cases some of the questions asked would

be impossible to answer in terms of number of mortgages
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city versus county, because of computer problems - or just
impossible to answer.

I did not ask anyone to be here or not to be here.

Nor did they indicate to me that they would work on it or noti.

I was just aware from reading this morning's newspaper that
Mr. Hecht was here yesterday.

LOKER: Why was there a need to have a meeting
about the hearings?

KRESSLEIN: I think it was three or four people
came by the office and said, "Are you going?" You krow,
"What is this hearing about?"

I said, "I don't know." I just had a discussion
with Ms. Booth and a letter asking me to appear on Thursday
at 3 o'clock. I have no questions that -have been raised to
me. I suppose it relates generally to the affairé of the
industry."”

LOKER: Well, do you think that the S&L's that
were invited to come realized that what we are trying to do
here is hold an impartial hearing and get all points of view;
and it is very hard to do that unless different points of
view will represent themselves.

Do’ you think the? wouid.realize that?

KRESSLEIN: Possibly not. I would suspect -- ™

maybe it was yesterday or the day beforevesterday, I talked

to Mr. Jefferson Jeffers, and he indicated to me that this

o
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would be an informal type hearing, no name callingy
badgering of witnesses, that type of thing, ~- which I
was glad to hear. And I would suspect probably if that had
been proposed to anybody else or everybody else a week
ago at the time the hearing was being talked about that
possibly you may have gotten more participation.

T don't know definitely. But that may have very
well been one of the reasons some of them didn't show up.
I can't answer it, but I would suspect that had~..that been
conveyed there may have been more here, because I think it-
has been the experience of our-industry in the last several
years to have constantly been subjected to criticism through
the news media and in most cases, we felt, unjustifiably
so, for an industry that does do 53 or 54 perceﬁt of the
financing of homes, and 60 percent in this state; and what
we have attempted to do in the City of Baltimore in the last
two years -- $30 million, a neighborhood housing concept --
I think maybe there may have been reluctance on the part
of some.

That's my own personal opinion.

JEFFERS: I am going to say some of them were
informed we would be using no names and no badgering ‘and
they still have not shown up. And I think we need to just ™

clear the record on that.

THOMPSON: Mr. Kresslein, in discussing some of
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experience black realtors have in the City of Baltimore
the idea of mortgage bankers came up in relationship to the
S&L industry, and most I talked to said they would rather .
deal with S&L's in town than they would mortgage bankers.
Several mentioned that immediately after the $30 million
deal was consummated that the S&L's had a great atmogphere:
doors were open and everyone let these black realtors
know they were open for business, something- that just
hadn't occurred before.

Now, they describe this atmoshphere changing; -
and I understand in the past few months the atmosphere has
changed again, and the cold feeling that had been in existence
prior to the deal has come back on the scene.

And I was wondering whether you could tell me if
you know anything about this, whether this is trué or not,
and if it is true, what in your judgement would be the cause
for a change in atmosphere on the part of the S&L's?

KRESSLEIN: Well, Mr. Thompson, I think if there
has been a change, ~-- I strongly feel that there has not
been -- if there has been a change it would not have been
in terms of the attitude. - The change that may have occurred
in the last 30 days has been the ﬁerf éautiéus type.éppro;ch'
by many institutions as to what may be down the road 30 ™

days or 60 days or 90 days, with respect to money coming into

the market for funding, mass disintermediation again beginning
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we saw it starting to level off the first six months to a
very low level ia July, and short-term rates starting to
increase dramatically.

I think a lot of them have taken a very cautiou;
attitude in an attempt to build up liquidity so that they
could meet these next 30, 60, 90 days. If there is a change
in attitude, I don't think it was in terms of not making
mortgages in Baltimore City, it is just in terms of being
cautious in making any mortgages.

THOMPSON: That message has not been perceived
as it should be. 1In other words some people are afraid the
attitude of the industry has gone back to what it was.

KRESSLEIN: Maybe that is the -- the'attitude may
be right in that respegt; maybe we should do something in
terms of information in marketing or whatever tern you want
to use.

It has been my experience back in real bad
times when I have sat down in my office with black realtors
and tried to generate activity to meet this $30 million
commitméent, we informed them of the statistics in those
months and they were somewhat concerned that we werein thaé
financlal position; -and they'left that'ﬁééting feelling much

better about the fact that if they were denied a loan it ™

<

was for justifiable reasons, so far as having the.money

available,




jrb 189

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

\ce-Federal Reporters, Inc.

25

189
And at that time the money was being borrowed by
industry at the rates of 10 percent, 1l percent; money
was being borrowed to meet withdrawals and commitments that
were made. They said, "Well, we could understand, you
can't continue to borrow money at 10 or 11 percent and loan
it out at 8 or 9."
They understood that. I would tend to agree with
you that maybe in terms of our educational process
maybe our communications should be a little bit better
with the realtors in the community and in terms of why things
happen.
THOMPSON: Yes, they may be oriented to the
last 30 years rather than the last 18 months and so maybe it
would be a good idea if you could reinforce thé idea that--
nothing has really changed.
KRESSLEIN: I welcome t?at suggestion.
WICKWIRE: One quick -question: give me a
rough idea how the League has felt about the whole mortgage
disclosure act?
KRESSLEIN: The redlining- bill on the Senate?
WICKWIRE: Senator Proxmire's bill.
KRESSLEIN: The only dbjéction the industt¥y had
is that the mass of work that would have been involved >

in coming up with these details would have involved very expen

sive programming of computers. We would much rather have
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done it on a zipcode basis, because we could have gotten that
out of the computer.

DARDEN: Would you rather see no usury law at
all in the State of Maryland?

KRESSLEIN: Yes.

DARDEN: Would you say that there is any gvidence
or indication of present or past discrimination on the part.
of the industry towards mortgages in the city and particularly;
towards minorities? Any indication of discrimination in\
mortgage lending,.either .current or past towards minorities
in Baltimore?

KRESSLEIN: I have not seen any discrimination.

DARDEN: Can you then tell me why the city
would request the pledge from you for more lending in the
city? How did they express that desire to you? what reason
did they give you for asking?

KRESSLEIN: In asking for the $30 million?

DARDEN: I think you said earlier they didn't
ask you for $30 million, you came up with that figure?

The mayor asked you for a dollar pledge; all right, whywere
they that specific? | :

KRESSLEIN: I would suépeéf,'Mr.ﬁDarden, ; iotvof'
ithad to do with the legislator, that in order for him to T

go back to his constituents and say he extracted $30 million

from us, an out-right commitment of those dollars; by not
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extracting a dollar amount --

DARDEN: Are you saying it was just political?

KRESSLEIN: I would.

DARDEN: Had nothing to do with the actual amoun;s,
actual number of loans that are made in the city as
compared to loans made outside the city?

KRESSLEIN: I found the relationship of the
$30 million --

DARDEN: Why did you consent to the pledge?

KRESSLEIN: That's what they wanted. We said,
if that's what you want in terms of dollars, we'll go back
and see if it's possible.

DARDEN: Are you usually so agreeable?

KRESSLEIN: I guess it was a reaffirmation of
our commitment to the city. We made the commitment. They
insisted upon our sincere effort. We wanted to make
the decision. They deemed a dollar commitment necessary.
They deemed that a prerequisite. We backed off and gave it
to them.

In terms that the banking industry gave .them
$15 million, it was viewed by many as a blackmail type
situaéion. Tn turnin§ it'aroﬁnd, reVeréing ‘that ide&, we
almost viewed that $30 million as a blackmail by the city. ™

DARDEN: It just seems very strange to~ﬁe if you

made a voluntary commitment in good faith and that was then
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used against you in a blackmail effort by the city, I would
expect that, you know, that situation would then give you an
opportunity to reconsider your original good faith offer.
But you seem to continue to be obligated by that and usually
you can't blackmail someone unless they are afraid of what
it is you've got on them.

How were you blackmailed? How could they
blackmail you?

KRESSLEIN: The reason they did not accept our
first commitment, which did not encompass a dollar amount
was because of the preconceived type feeling toward the
industry. We just gave them a commitment that said, we'll
open our doors and make mortgage loans to anyone who's
qualified in the city. And it was just another overture by
us that we would not -~ or that they could come back and say,
okay you didn't meet in May; there was a demand for $30
million; you opened the doors but you only did $10 million.
We would have to say then, that's all the demand was.

Well, maybe then they come back and -- and in
my eyes they just did not trust us, so to speak in that
overall type commitment. Théy wanted to pin us down to a

P

dollar amount.

DARDEN: Are you happy now that you made that N

commitment?

KRESSLEIN: We are happy that we met it. We would
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have been very unhappy had we not met it.

BQOTH: Further questions?

Mr. Kresslein, could I just ask you one other?
Could you show us a copy of the pledge agreement?

KRESSLEIN: I have it with me. Here.

BOOTH: Oh, my.

KRESSLEIN: This is the press release that was
issued January '75 indicating the dollar amount. This is a
copy of the letter to the mayor dated February 15, 1974,
which included the $30 million pledge.

(Recess.)

BOOTH: Okay, are we ready to go?

Mrs Windsb#, I understand you are authorizéd to
speak for Mr. "~ Embryxz:

WARNWICK: You might say I have never felt I
have been authorized to speak for him. I can represent the
view of our department:

I am Roger Windsor, Director, Home Ownership
Development Program, Department of Housing and Community
Development.

I would like to iﬁt—roduce to you, Dr. Wickwire;
a Johns Hopkins Mayor's fellow, Andy Wachtel, who is' a
junior a? Johns Hop#ins University, Economics major; who
is working with us for the next few months as parf of his

course work. One of the things I have him doing is
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take some further looks at mortgage lending in the city,
a follow-up of the study we did a few years ago. I don't
know how far we'll get, because it is an expensive proposition
to run that computer. )

BOOTH: Before you start, may we ask the
spelling of his name?

WINDSOR: WA CHTE L.

He has been with us now for a couple of weeks.

I might also mention when we conducted our study
at that time there was another Hopkins fellow working with
us who had no small part in the development of this study
of this appraoch and technique, and a lot of the paper-
shuffling that went og as well. And we were very pleased to
have him.

So I told Andy when he came to work for us that
he has good shoes to fill. It is an exciting program.

I'd like to apologize for Mr. Embry, due to
the number of commitments he could not be here today. He
asked that I come and represent the Department in any way I
could and answer questions.

If T can I would iike to take a couple of minutes.
I am ther the impression’ —- if T am wréﬁg;'ndﬁ is the time
to correct me -- that my primary reason for being here stems
from the study we did a few years ago entitled "Home

Ownership in the Baltimore Mortgage Market."” I ran out of
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copies. I'm using the Senate's copy.

The study was performed -- and there is no date
on it -- and if we can do it all over again, I think in
reading it some months ago, I think it should probably be
rewritten for.-style if forno other reason.

The study was performed over the year 1973 and
it was published in December of that year. I don't think
that's indicated anywhere in the study itself, in the copy
you have.

We feel that the significance of the study, becauss
it wasn't intended when we started to end up with a printed
document such as we have, but to take a look at mortgage
lending in Baltimore city for a lot of reasons.

And it was the development of certaih —-- using
computer technology rather than research study in the formal
sense of the word, using-certain printed materials; at the
end it was only after there was a fair amount of concern
that we were doing a lot of work that had broad implications,
to put it on paper and disseminate it in the fashion we did.

So it was at best a hurried job to get a lot
of material condensed and put in its own quasi-readable
fashion, perhaps so that we could share this with'néighborhéoé
groups, with the industries we were talking about, as well
as with certain other agencies.

And I believe one of the persons or groups we
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sent copies to was the U. S. Civil Rights Com mission.

The study we feel, attempted to, or the effort
attempted to look at lending from several points of view:
where the loans are made, how they are made, and who made
them.

Some looked at contrasts between the loans and
their placement and characteristics of neighborhoods; and perh
another thing, one section is devoted to new ways of looking
at data, perhaps to use that in a more positive fashion.

Primarily in the realm of appraisal, and in
the realm of appraisal in assessing some kind of value
for properties, the report -- one of the pressures on us
to publish the report was preceding this for about a year
and a half I met along with members of my staff with
key officials of S&L's, savings banks, commercial banks,
trying to find out how we could reach some reasonable levels
of lending iﬁ the city because we were faced at that time
with trying to assist people in buying housing in the city,
only to find that with all of the counseling we could give

them that they couldn't end up with the money to buy the

house. ;
So we were kind of chasing after.our shadows.
So what we did is we met with lenders and tried to share with

them the experiences we were having. And among the lending

group of course were some skeptics, and thére were some other

aps
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people that I think took us very seriously.

But one thing that did come out of these meetings
was perhaps the need to document a lot of the things that
we were off the cuff saying was happening. We could share
with them an experience where somebody walked into their
offices -- for example, a broader experience we had, but to
be able to document th;t with cold, hard figures was at
best difficult.

So one of the primary reasons, one of the major
reasons for publishing the report was to establish perhaps
once and for all our experiences. I think significant also
was that this is not a sample survey, which a lot of people
were doing at the time; it is in effect a whole universe.
Hopefully it is every loan or almost every loan that was
made in the City of Baltimore over a period of threée years.

T he significance of this was that many of the
areas where Qe were leaning and talking with people that in
trying to pin down whether or not there were patterns
emerging, one of the criticisms was the size of the sample,
choice of the sample, and Lord knows what all. And it was
very easy for us given the approach we have taken to
kind of come up with a 100;peréent-samplé.":.' -

But what we did is to take the LESS reports,
which are commercial reports showing the location 6f property,

selling price, FHA, VA-insured, name of the lender and we were
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able to take this and some existing programs that were
available through our planning department to translate street
locales into census tracts, and they were able to combine
all this information -- I am oversimplifying —-- but we
were able to come up at least for the first time a simple
listing by census tracts of all the loans that were being
made in that census tract, as well as who, to whom, what
rate, and so forth.

I think in the report, and it is on page 1482,
the book that you have, we said that we hoped that the
information provided in this report can be used to correct
some of the imbalances in the availability of home ownership
opportunities to people in the city.

So our intention was to try to use this report
as another tool in correcting what we saw were some of the
major deficiencies, to the increase of home ownership in
Baltimore City, which our charter call in part for us to do.

We wanted to shed some light on lending policy
because we had the feeling after talking with a lot of
people that there were certain patterns emerging, that in
summary spelled I think a rather critical future for
Baltimore City. P

For instance, we found as a matter of practice
the lending industry -- that is a misnomer in and of itself

because there is no such thing as a lending industry in

@
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Baltimore. There are a lot of segments that make up a group
of lenders; but we found the lending industry had a policy
where for instance it was moving in the direction of not makin
loans under $12,000, $13,000, $14,000, $18,000, whatever
the individual firm policy or association was, contrasted with
the fact that 75 percent of the sales transactions'in
Baltimore City at the time were $15,000.

That meant soon they were going to reach a point
where the lenders were in effect saying we are not going to
finance any purchases in Baltimore City. I believe they
did not realize that the substance of their individual
policies were leading to such drastic effects on the
Baltimore marketplace.

I think the study itself was significant not so
much in what it says, but that for us in having to deal with
this question it pointed out I think certain significant
factors. For instance, one that I said earlier was that
there is no industry, ana vet when we attempted to address
the problem of mortgage lending, we attempted to do it on
an industry-wide basis; and we found out that there are major
segments and the segments operate quite differently from
each other. We were not experienced lenders, and this-was
I think important because we could talk perhaps to one lender

or one group of lenders, about a facet of something and if

they weren't in that facet of business we weren't going to get

g
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anvwhere. We hadn't realized that.

So we found out that there were -- that the lenderd

themselves began to operate in quite different fashions
among themselves, or contrasted with themselves. That I
think was very important. ‘

l The fact about the $15,000 mortgages or the
policies reaching in that direction I think was significant.

The need for insurance, I think began to become
very clear to us when we were working-with- the data, some
of which is in ﬁere and some of which is not; but I think
that was more significant than what is shown in here.

I think the changing patterns of lending, as
a neighborhood changes, was important to us, beéause I think
it began to point out for instance the shift and need
based on historical patterns to make for instance :as they
did work in neighborhoods where they had very little track
record up to that point in time -- so that was significant
to us.

I think we had to view the lenders' roles as
they changed their traditional roles, as. they moved from
one neighborhood to another. I am not saying we understood
all Af'these, but at least wé had to be‘AWare'tHat these
were all considerations.

I ~think we had to in working with the lending

industry and its participants, I must say we did have fairly

¥
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good learning experience and we did find that there was
need for regulatory change, certain things that they were
attempting to do could not be done because of regulation.

And I think we had to really take a look at the )
industry and break it down just to find out where we were
going in the future, because our role was defined by the
desire to purchase a house, simply stated.

If you have this -- I'm sure you've read it --
if not, the data is in there; and you may have questions
about it, and I hope I can answer.

But coming back to the commitment we talked about
—- that you talked about with Mr. Kresslein, there was
a commitment made. I think the significance of this
commitment is not so much in dollar amounts. The significancd
of the commitment was that the lending industry, either
recognized or at least moved in the direction that they
were willing to entertain any bankable loan from a prospective
home buyer in the City of Baltimore.

I think that is significant. WNow, whether it
was $10 million or $15 million or $40 million or $100 million,
because all of those numbers, I think if we examined the
documents saying those amounts of ﬁéney were above the
previous year's lending -- and all we were interested in was

that. the buyer who had come to the-marketplace with a

willingness and the desire to buy, would get some fair
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treatment at the lending marketplace, so that that buyer
could have some idea of whether or not they were going to

be able to be financed, that they would not be faced with the
érbblem.of, well, that neighborhood has houses over 20 yearé
of age; therefore, we are not making loans on those kind of
houses.

So the significance is the lenders agreed I
believe to make loans, and if -- I think more importantly
that if a person felt that they were unduly denied a loan,
by that lender, that we set up a mechanism between the city
and ourselves to review anybody who felt he or she felt
was discriminated for the loan for a review committee to
look at that person's loan application. And we had the
commitment from the lenders -- if not in writing-, verpally -,
t-hat they would attempt to place that loan within their
member agencies if that proved to be the case, where there
was some discrimination,_whatever that discrimination came
to be.

We have found that in two years now of the
operation af that commitment that wz have neve:‘had to ca2ll
that committee together; that is not to say there are not
people out there who perhaps have been ‘denied a loan’; but -
we have not had anfbody approach us. It is our experience
that the lending industry .has been apprised of this condition)

and every time I talk to lenders I always will bring up --
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I recently, several months ago, apprised the public of this.
I know that the industry associééions have gone back to their
legislative representatives on more than one occasion and
restated that principle again.

And we have yet to have anybody come in and
complain. So I don't know what that means except that if
there are person out there who still have this problem, we
can still call that committee together.

I have met with the committee on other subjects,
and as Mr. Kresélein mentioned about financing of homesteadind
with his segment, and also the commercial banks have a
similar committee. So I think where we are heading is —-
one thing I have, it's rather curious to me, one stance I
have always had with the question of lending in Baltimore is
that if we permitted loans to be made freely -- freely as
long as they were good, bankable loans -- that perhaps
neighborhoods would turn around; and we would have viable
and vital neighborhoods.

I was curious to hear Mr. Kresslein suggest
that neighborhoods are on the upswing and maybe thére is a
caus-effect relationship there; I think that it is.

That is the end of my introduction. I am happy’
to answer any questions.

THOMPSON: I am going to ask you some questions

about -your study.
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Can you relate to us the proportion of home
mortgage loans made by Baltimore S&L's in the city versus
the county?

WINDSOR: I was kind of hoping you wouldn't get )
into the specifics of the study, because it's been a while.
It's in the report, and I believe that what we found for
the year 1972 -- here's the chart on page 1502 -- in 1971
there were approximately 10,000 sales in Baltimore city.
And of those sales we estimated that about 6,000 of them are
what we call single mortgages which we would consider would
have a bankable loan flowing to it; and in Baltimore county
in the same year, there was about 8,000 sales of which
6,300 of them went to the traditional lending industry.

So 6,000 out of 10,000 went to the traditional
lending industry in Baltimore county.

THOMPSON: Can you giye us a general idea what
the total dollar investment in the city was during that year
by S&L's?

WINDSOR: By S&L's? No, I cannot. I would only
be guessing at the numbers; it's in here. It is in one of
these charts. About $60 million was the total.

But without getting into the specifics I would’
be hesitant to quote.

THOMPSON: Does your agency provide any specific

support to minorities, women, who are seeking home mortgage

L3
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loans?

WINDSOR: Yuh.

So that you might understand our division better,
we are among other things a counseling agency -funded by the *
city to assist any homebuyer in purchasing a house in
Baltimore city.

That would flow to anybody; the service i; free.
So we've had people come in over -the course of the last
four years, from a person who had a very specific question
about an arrangement to somebody who said, "Gee, I'd like
to buy a house, how do I go about doing it?". We go through
the whole process.

THOMPSON: Do you have any specific prograﬁs
other than the support you mentioned that would help to
increase the number of minorities and women receiving
mortgage loans?

WINDSOR: No, sir, no programs as such. We act
as agent for the state in home financing their direct loan
program.

THOMPSON: Are there any programs otherwise that
you know of in the city that are designed to increase
employment opportunities of minorities -and women? ¢

WINDSOR: I am sure there are a lot of them. I
specificélly don't know of any.

LOKER: Can you give us your views on what
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responsibilities savings and loans have for granting mortgage
loans?

WINDSOR: Well, I think the obligation for the
savings and loans -- particularly the savings and loans -- )
or most lenders in the mortgage business is generally set
out in their charter. Historically the thrift institutions,
as they are known, were designed to provide -~ particularly
the S&L industry -- designed to provide purchase money
mechanism, mortgages, for persons wishing to buy their house.
And that is their primary obligation, is to finance home
purchases. 1It's set out in everyone's charter.

LOKER: Do you think there is any need for the
city now to foster that original reason why S&L's were set
up?

WINDSOR: I'm not sure how you mean to "foster"
it.

LOKER: To make sure that they continue to meet
the needs of city residents?

WINDSOR: Well, it's obviously the city's interest
to have homebuyers, if we subscribe in any way to the theory
of sociologists that home ownership brings with it certain
other positive social;ecohomié charactefisﬁiés’—; yéé; I
think it is in the city's interest to make sure that home
ownership remains at its usual levels; and, perhaps, even

increases.
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One of the purposes of our charter is to monitor
that kind of activity, and to look at opstacles to home

ownership, and to come up with suggested solutions in removing
those obstacles. That's what I spend al good part of my )
time doing.
LOKER: Have you observed any changes in
mortgage lending practices in Baltimore| City since 1973.

WINDSOR: Since 19732 Again| perhaps the persons

on my staff who counsel people who come|in my door to buy

houses could -- I have not had -- let me contrast for you
where I was when I arrived, and where wé are today:

Back in 1971, when we starteh the program, I was
having everybody -- lots of people -- c?ll and say, "Gee,
we're having trouble. financing houses all over the city."
Today we seem —- to the best of my know?edge, my counsel --
seem to be able to place most buyers with reasonable mortgage
loans. We don't seem to have the difficulties that we had
before.

Now, I'm sure that doesn't méan that there aren't
people out there who are not having dif?iculties. We just
aren't running into it as frequently as|we were. Ocasionally
we have somebody that perhabs inéroauces into the schémé 6f:
things difficulties beyond just the ability to pay the

loan.

For instance, things like open-ended divorce
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agreements, things like that, that we have to look into.

we have had no difficulty placing mortgages.

LOKER: Since when?

WINDSOR: Since the time of
the lenders.
LOKER: Why do you think the
to that?
Lack of understand
happening in the city; part of it stemm
knowledge of the neighborhoods; part of
that existed:

remember, at the time we

time we entered on the scene, was a time

a time of great growth in the housing £
virtually limitless opportunities. The
built everywhere, and you had the lendi
at it generically. They are in busines
for that growth, and it was a question,
in part of more attractive loans elsewh
in terms of income, earning ability, mo
in perhaps their size.
I don't know. We felt there
We felt that was part of it.
Another part was the lack of

what was happening in the ‘city to the e

came on board, we took at least 25 or 3

208

But

the commitment by

|
Fe was difficglty priox
(

ing of what was

ed from the lack of
1it is the opportunitig
negotiated, the

of great expansion,
ield. There Wére

re were houses being

ng industry looking

s to provide financing
in my mind at least,
ere, more attractive

re attractive loans

were a lot of factors|
K]

understanding about

xtent that when I

0 presidents or vice
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presidents -- a lot of these local lenders -- put them on

a bus and took them around neighborhoods and showed them what

was happening.
some neighborhoods in Baltimore. That

well.,

|

LOKER: Do you feel it was more of not understand-

ing the city on the part of the people

make the mortgage rather than conscious

|
WINDSOR: I think in part it
I can't get into the motivation of why;
facts. I don't sit on loan committees;

the reasons for which lenders turn down

When we looked, in the study

section devoted to the racial implicatikns of lending patterns

|

we prefaced that section by saying we don't know whether

there is conscious discrimination. But
are very interesting.
discrimination?

Well, one of the conclusions
at some of these patterns was that in 1

incomes went up, the volume of lending,

lendiné, went up -- be that black of wh

neighborhoods there was a much higher ratio than in white

neighborhoods; yet when we look at it,

industry in general, there was nothing to discern.

After that time we began to loosen up in

was a part of it as

in the position to

And yet, does that mean there's

209

~

discrimination?
was. You know, again|
I can only look at
I am not privy to

applicants.

, there is one

some of the patterns

we drew in looking
ending generally as
the dimension of
ite;‘ ih’low'income-
[ think the S&L

And then

7
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we found that the state savings and loans, these little

Ma and Pa's, such as Mr. Kresslein talked about, that
proliferate in particularly white ethnic neighborhoods, that
they were there: it was my next-door neighbor who, as you -
described, met for poker one night and all of a sudden they

started an S&L that they were making the small loans in these

|
And apparently there was no counterpart to that

white neighborhoods.

mechanism in black low income neighborh?ods. In fact there
are only two black S&L's in the entire %ity, one a state

and the one Mr. Brown, a federal S&l. fo we felt there was
some connection between those facts. [

LOKER: Do you have any suggestions for increasing
i .
the number of mortgage loans made to mihorities?

WINDSOR: Again, I have no evidence -- this is a
strange position for me to be in, because I was arguing the
other way two years ago: I have no eviéence that there is
a greater demand for bankable loans at the, you know, what

[
. ! .
they would consider an approved loan. There are obviously

a lot of demands for lower income minorgties to get a stake
in the action; and I think that is not necessarily a legitimaf]
role for the private sector. S ' : b

And we in government in Baltimore are addressing

those problems to see what we can do to|make home -ownership

a possibility for those persons, with, say, lower .

e
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than average income.
But when you talk about the normal marketplace,
our doors have been open for anybody ~- we're almost wishing
someone would walk in. I can't believg there-isn't somebody
out there that has been turned down. But when you have an-
industry, real estate industry -- I think it was Mr. Jeffers

mentioned earlier, the real estate industry is beginning to

feel a change in business, some change |recently; but if the

real estate industry goes out there wi#h vested interest in
selling this property and are producin& people they caa't

7
finance, I get a warmer feeling that ail of the demand is

being met -- the normal demand.

Again when we have to stop to talk about subsidies

and things like that, I think that is outside the periphery

of industry. i

DARDEN: You said earlier in your presentation

that the dollar amount pf the pledge r%ally wasn't as
significant.
WINDSOR: I said it wasn't éignificant to me.
DARDEN: Okay, fine. ;
Mr. Kresslein called it "blackmail", but the one
thing he did say was that in his'opinién the reason’ for a

specific dollar amount -- was asked for -- was because the

city did not trust the local lenders to meet a generalized

commitment; is that true? Can you shed any light on that?
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WINDSOR: Again, I guess there is no one party
who was privy to all of the discussions other than
Mr. Embry; but I was probably there most of the time, meetings
with the mayor, and the general assembly. )

Again, you have to examine what happened, I think,

in the context of the times: There was|pending before

the general assembly a whole host of bills related to the

]
usury rate, and there were hearings being held. I think
there were bills coming from both ends, ' the house and senate;

and there were hearings being conducted|on these bills.

And on one particular day as|I recall there

was a hearing on usury, I think it was ? hearing on everythind
the whole subject. And that day there %as some feeling we
could reach, accord, on a commitment; b$cause what we felt
we needed -- what happened is that the first attempt --

not in that session but in the previous|special session --

which was held I believe in August precéding this sesssion;
I guess it was in 1973 -- this matter o$ usury came on the
floor of the special session, and I thi+k the city delegation
as a block voted down the bill, and kilied it for that
special session.
At that time, éayiﬁg that wh#t they wanted before
they, the legislators, were willing to give an increase in
interest rate, they wanted some commitment that they would

meet the city demand, because we were on the other side
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talking about steady demand, negotiatiqg and talking about
loosening up the money.
We got into the '73 session |and this question
still came back; and I think at that tiFe —-— I don't know
the exact chronology —-- commercial banks came up with a
figure of $15 million; and more importantly, as I said, it
was not the commitment of dollars, but ithe fact that they

would entertain loans. And if it didn't work out, they

would review them; and if the fact was unreasonable denial,
they would re-place them. -

The legislators wanted as I #ecall at the time
a dollar commitment. They were not conkent with a statement
from the industry saying "we will make the loang.“ They

wanted to be able to pin it down in colb, hard dollars and

cents as to what that commitment was goling to be. °

And I think they said at thel time when they got
a dollar commitment they would then be @illing to entertain
passage of the legislation; they wouldn/'t consider it until
we got at that point.

So there was a hearing on that day.we arrived

at the $30 million; I think there was no magic formula that

came up with a figure because, again, I| think if yoﬁ‘féada
—-— I would have had these -- it was an amount of money
above the previous year's lending; and the dollar ‘amount was

just something cold and hard that you could look to and say,
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if you did, you made it; and if you didn't you didn't make it.
And at a minimum you are starting -- whatever the amount was,
$60 million bucks was the entry fee, the $15 million or
$30 million was above that previous year's lerding.

So that's how we arrived at numbers and the
$30 million came from a very quick calculation of what the
industry did, took a proportion, and added it on; it was
something we did in the middle of a hearing.

DARDEN: One follow-up question:

Does that mean, then, that the city perceived
a need for home lending that was not being met, and also
-- what in past performance in local lenders had made you
believe you needed that kind of commitment in order té get
action?

WINDSOR: We wanted an increase in market at
a time when lending demands were increasing. Unfortunately
since that time the demand has been down because of
economic conditions.

But one of the things that disturbed us was
that at the lower end of the economic scale in terms of
price a substantial amount of the transactions had to be
financed through what we would call érivaté‘transacﬁions{:
and we fglt that the amount of money -- whatever the figure
was in that year only ran-to a portion of what we would

consider to be the normal bankable loan. And we were after
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additional commitment anticipating the growth rate as it
had been over the past two years preceding that, which still
would be up; but we wanted to be sure we were covered in
terms of the amount of dollars to meet that obligation,
because they were saying, "we're going to pull the 1id off
of the small loans restriction." And if they were going to
do that, the numbers from the previous vyear indicated
at the previous year's lending they would not be able to.
And that's why we ended up with some additional money beyond.

What happened as I said in fact is that the
market -- I don't think the numbers of loans since 1972
have been at the level they were in 1972.

DARDEN: My final question is:

What effect can your foresee on the availability
of mortgage money if there were no usury limit in ‘the
State of Maryland?

WINDSOR: That is a very, very complicated
question, that economists can tackle. Nobody seems to know.

There is the argument of the free economy, and
it will find its own level. And there is support to that
argument.

And there is the réstricﬁion“aféﬁﬁéﬁﬁ, that it
tends to keep the prices down, where there is a limit; and
there is support for that.

It almost defies description. You can pick a
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side and find support for the side chosen.

One of my concerns is that in the industry
there is a lot of regulation, and the regulation increasingly
is moving in the direction toward federal regulation, even
state; little Ma and Pa state savings and loans, they are
federally insured and have to comply with federal regs.

And the state usury limit, for whatever it is
worth, is at least one vestige of regulation or control that
is still being exerted locally by the state over this rather
broad industry. Whether that makes sense or not, I am not
sure I could offer anything other than my opinion.

But I think that is at least another argument I
have heard proposed time and again for a continuation of the
usury limit.

Some people say it is artificial, others say it
works to keep the 1id on the market. I don't know. It's
peculiar.

I am not a lender. I am a simple lawyer. One
thing I have learned about it is it is a very, very complex
business; it's getting more complex every day because we
are moving away from a localized structure to a broader,
maybe regional structure, a'natiénél structure. And if yéu.
look at participation, you've even got an international
structure.

How it all fits in with limitations of the usury
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rate in the state, and the effect that would have on the
supply of money -~ I don't know.

One thing that is clear to me and that has not
been changed is that the primary oblig ation of the lender, -
according sto the charter is to their local market, something
the federal reg agencies are starting to define. And how
local is that? It extends up to Cumberland for Baltimore
lenders.

WICKWIRE: This disinvestment, at times has it beed
due to oversight because lenders were unaware of a geographicg
pattern that had developed -- lack of awareness?

WINDSOR: When you say "disinvestment" does that
trigger:: something? I've learned some of the jargon.un
of the industry.

Are you saying do I think the lenders were
unaware of the comprehensive effect of their individual
policies? Is that your question?

WICKWIRE: Yes, or that they were unaware, for
instance, that the money -- where the money was going,

a geographical pattern was developing?

WINDSOR: Again, I'll tell you what we did, and
I'1l tell you what the response was: - ) k

We took the patterns in terms of profiles of
many of the key firms, and we submitted that profile to

them; and in that profile there was just a brief plot that

1
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began to recite, based on data we were collecting, that
where they were making the loans, where the concentrations
were, the amount, and FHA -~ and we asked them before we
filed this report: "Is that correct?"

And most of them came back and said, "We can't
really tell you because we don't keep data that way."

So whether they knew it or not? The implication is that
they did not. ’

WICKWIRE: How do you feel about the home
mortgage disclosure act?

WINDSOR: Senator Proxmire's bill? We testified
in favor of it, and asked that they change it from zipcode
to census tract. .

One interesting thing, the zipcode I live in
it covers Guilford, Waverly and Owen only; there is nothing
consistent or homogeneous about those three areas.

WICKWIRE: Lenders don't like the census tract
idea?

WINDSOR: I understand it is difficult because
even when we did this study, we did it by census tract;
but we had a program developed to translate street address
into‘zipcode into census tract. So ‘it ‘ﬁaS'a‘relatTvely
simple task.

But, you know, again, we didn't want to put

zipcodes on our letters 10 years ago; we do it now.
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SMITH: Mr. Orlinsky this morning suggested we
were perhaps using middle class and upper middle class
values and imposing those values on other segments of
society in terms of our assumption that -- an assumption <
that everyone wants to own a home.

We.. began this discussion talking about the recent
testimony by Ms. Hill of HUD that we should keep pushing
for more rental programs than ownership programs, because
the first time the roof leaks somebody with limited income
and who has bought a house is going to be unable to meet
those added burdens.

In your comments earlier you seemed to disagree
somewhat with Mr. Orlinsky's position?

WINDSOR: No, I don't disagree with him.

I do feel, and we have done this on a number
of occasions I am personally aware of in the office -- not
everybody is suited to be a homeéwner; and it would be a
superimposition of our own middle class values to try to
force them in that direction.

I think any good counselor or agency will have
the foresight to tell somebody that, and perhaps put them
in the position of being a homeowner if they want -to go in
that direction, but not force them into something that
can only be a subjective judgment in a situation that appears

not to be in the best interest.
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On the other hand, I think what we need to do
is if homeownership —-- and I say if, because that's another
issue where you can get both sides and find support --
if it is good for the individual or good for the neighborhood,
and there seems to be some evidence with regard to the
neighborhood, if it is desirable, I think we've got to make
some changes in the way we do business so that we can
enable people to participate.

Some took the position a few years ago that the
235 program was an absolute disgrace, terrible, it wasn't
meeting the needs, full of problems. There was a lot of
evidence to support that.

There is a lot of evidence, also, to support
that the program was abused.

We have some 235 houses in Baltimore that on
the average we think the neighborhood is a pretty good
neighborhood, and that the program did work. But it worked
because we brought a lot of new innovations into the
program.

I think the same thing holds true for a lot of
other neighborhoods wherein today's market at today's
going approach, maybe home ownership"ién't'£he bést?thinéi
But I think that's not £o say it can't be changed, and that
we can't introduce more péople to it if they want to be‘

there.
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] But don't force anybody there. I think that's
2 what's happened in a lot of places.
3 SMITH: I am concerned with the cyclical nature
4 of a lot of this. You see communities where you have
5 more and more absentee ownership, where you have higher and
6 higher rentals, percentages; and it frequently seems to go
7 with a community like that, particularly in urban areas
8 where the housing is old to begin with, there is an
9 increased rate of deterioration.
10 Some of that seems to be able to be turned
11 around when home ownershkp becomes possible for these
12 people who might not otherwise have been able to become
13 involved in homeownership.
14 Of course the National Housing Service Project
15 at Patterson Park is an example. Mr. Kresslein is talking
16 about communities improving. He mentioned one which made
17 me laugh when he mentioned Charles Village, which I think

.18. is an ideal case of what happens when in very recent years
19 S&L's were unwilling to provide mortgage money in that
20 area; and it was only because that middle class with other
21 means of finding financing began to go in and fight that
292 they.did two things:. | | -
23 . They began to demonstrate the livability,
24 viability, of that community; and then eventually began to

Aze-Federal Reporters, Inc. _

25 be able to convince the S&L that it was a good investment.
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And now you see significant changes in housing values in
that area.

And I am sure there is not an S&L in the city
who would be unwilling today to put money in there, whereas -
as recently as five years ago they might not have. The
community was able to find the resources to turn the place
around.

WINDSOR: I would also like to think that
our bus tour had something to do with it.

SMITH: I would be delighted to have you take
credit for it.

WINDSOR: I'm not trying to take credit‘for it.
That was my classic case in point, was Charles Village.

SMITH: Charles Village is an easy one, there's
a lot of others out there in the great beyond where you have
the same circumstances, where you have communities that
could be very livable, where people choose to live, where
there could be a sense of community and neighborhood and
permanence, and all the other intangibles..

And how do you convince the S&L to go in there
when the S&L's say they don't really know where their loans
are, they just look at the qualified applicant?’ o
Well, their appraisers have to be able to figure

out how to get from the home office to the house house and

they would have, at some point, to lock at a map and say
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we're goind to look at a house here, and this is where it
is. Somebody has to know where those houses are, you know,
in relation to the whole city.

We heard somebody yesterday who talked about -
his dedicated dollar program, and we said, marvelous; now
you can tell the other S&L's to keep track of where your
loans are. Obviously you must know, since this is p;rt of
your program. He said, "Oh, no, we don't know where they
are." But they do. They have to.

And there has to be a way to use your office
and other public offices and hopefully private pressures to
be able to bring about a more universal or uniform willingness
to invest in the city.

WINDSOR: One of the things we do in our wo;k is,
now, a lot of the basic data we used in basic generation of
this data for the city, is transmitted now directly to
the city and their monitpring based on the system developed
a few years ago -- again, I have a very limited staff as
well; and each day tends to bring a different kind of
program. If we had worked on this one for the last couple
of years, we wouldn't have done anything else. 3

I think the point-is also well-made, alsd, I
have to keep in mind that the world is changing every day.
And unfortunately maybe lenders don't change as quickly as

the world does -- at least lenders in Baltimore.
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And lots of things that really impact lending --
I've been around cases where lenders like to do something
and they can't because of regulatory problems. And again,
the more we get removed from the local scene, the more
difficult it is going to be to adjust the local scene.
Things like appraisals are just very classic because one
of the approaches to the old appraisal technique we are
using today is looking at ccmparables.

And when you have a down market and all of a
sudden it turns around, your comparables at least for a
period of ;time are still down; so it's not going to give
an appraiser a warm feeling when he looks back. If he's
going to err, he'd rather err on the low side than the
high side.

So, for instance, Jim Hunter at the Baltimore
Federal, is espousing a new appraisal technique, that he is
hoping will at least get some support in his industry that
looks more to the ability of the borrower rather than the
brick and mortar. But this is going to take a great amount
of change within the structure of the S&L industry to reach
adoption if in fact it ever does.

Because, in a Seﬁsé, it is réékiﬁé ‘the boat.

SMITH: One quick thing:

When Mr. Orlinsky testified this morning

one of the things he talked about was a secret impact
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program in the City of Baltimore where an effort was made
to funnel lots and lots of resources into one area in the
city and see what would happen if that could help increase
the vitality of the area. He doesn't know much about it. N

He assumes the project wasn't terribly
successful or it would have been made public by now.

You mentioned that in your 235 project you tried
to put lots of resources in it?

WINDSOR: If I said that -- a secret project is
a secret to me.

SMITH: Okay.

WINDSOR: And it wasn't Rosemont where the 235
took place.

DARDEN: I understand the city planning department
has developed data on every mortgage transaction in the
city with, you know, descriptive information with some kind
of time-line from '72 to '75.

Are you familiar with what I am talking about?

WINDSOR: It would only be conjectural on my
part as to what in fact they are doing.

The data that we used -- I think I know what
you are talking about -- the data we used was in a Sénse’
second-hand, because we got it from a commercially available
source. They did the legwork down at the land record office.

We ran a Statistical check on this and found it to be
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reasonably accurate.
2 Now there has been instituted a new policy
3 at the land record office, a new form is filled out and
4 the data goes directly from that source rather than through
5 LESS. They are just little cards that come through my office
6 and we code them for lender and maybe even neighborhood.
7 But we are getting it directly from the source
8 rather than through the commercial source.
4 DARDEN: That's not what I am talking about.
10 The question was going to be: what is it going
1 to be used for?
12 My understanding was that your office is
13 developing some new ﬁollow—up looking at mortgage lending
14 practices in this city since the publication of the '73
15 report?
16 WINDSOR: All I can say to you is that among
17 other things we do, we manage a lot of tax sale buildings;
18 we have recently enhanced our own direct computer capability
19 by getting a remote terminal. We are planning to do some
20 things, but we are not capable of putting in a massive job
21 like all the records in here (indicating). E
22 So I don't know what kind of'infarmation goﬁ afé
23 getting, but certainly I would be interested in hearing more
- 24 about it myself.
‘ce-Federal Reporters, Inc.
25 DARDEN: So you e not planning a study or a report
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that would update?

WINDSOR: No, as I said earlier, I have asked
Andy to take a look at this and see perhaps what can be
done to improve on it; and the data is available. -—Because
I know planning department has collected data since 1972;
it's Jjust a questioh of defining what it is that we want
to do. And Andy can do that under my direction, and maybe
we'll know how to do it.

There is nothing right now, no plan that is
specific.

BOOTH: Thank you, Mr. Windsor, Mr. Wachtel.

AIKEN: First of all I am Milton Aikep; Mr.
Robert Miller, Assistant Secretary, Maryland Departme nt
of Economic and Cémmunity Development, had a last-minute
pressing problem and couldn't be here.

With your permission I would like to read a
prepared statement.

This is Ms. Sam Heath, Director of Division of
Home Financing of the Department.

Mr. Miller is Assistant Secretary, and in his
capacity he is responsible for a number of housing programs
of thé State. They afé difectéd toward ﬁeléigé famiIies
attain homeownership. Although there are a number of other
programs concerned with rental occupancy, our remarks will

be addressed to homeownership activities only.

~
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There are essenﬁially three programs available
with the state for homeownership: Maryland Housing Fund,
Maryland Home Finance Program, and Development and Financing
Program. ~

The Maryland Housing Fund is an insurance
program enacted in 1971 by the Maryland General Assembly.

The purpose of the fund is to stimulate investment of capital
in the Maryland mortgage market. It provides mortgage
guarantee insurance to qualified lending institutions in

the state. This coverage protects the lender against loss

in nonpayment of mortgages and thereby expends housing
opportunities in Maryland.

Under the fund they attempt to establish individual
programs to meet local needs that would help in stimulating
investment for purchase of single family residences. An
example of this is the Baltimore.City Pilot Program where
we insure the total mortgate loan up to a stipulated amount.
This pilot program has generated 310 insured loans for a
face value of over $2-1/2 million.

We also have regular programs for 438 loans at
face value of $7-1/2 million.

Onpage 7 of our encldsed summary -- I think we
handed that out, you may have a copy -- we have identified
short mortgage loan characteristics: 82 percent of the

families investing $18,000 a year; 21 percent single heads of
. {
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1 households; other single heads of households, 32 percent were
2 female; 48 percent of the families were under 30 years of

3 age; the average property value was $15,500.

4 Maryland Home Financing Program was enacted )

5 by the General Assembly in 1972 to provide direct loans

6 at a preferred rate of interest to residents of the state
7 unable to obtain mortgate financing from conventional

8 financial institutions at favorable terms and rates. This
9 program was essentially for families seeking homeownership

10 for the first time. This is on page 9 and 10.

11 Mortgage characteristics are now broken down on
12 this program; however, relative statistics indicate that

13 average age of the applicant is 30, with family size of 3;
14 over 95 percent of the mortgages made were for families with
15 an annual income of less than $15,000; average mortgage

16 amount about $21,000. Mortgage money under this program

17 is directed toward every.political subdivision within the

18 state.

19 The Development and Finance Program is a more

20 recent effort by the state to produce housing in those areas
21 where there is a shortage of families of moderate income.

22 Our first step in this area was a.llGLuﬁit bgoject i£

23 Columbia, which is now being marketed by the sponsor,

24 Thomas B, Harkinson,.Incorporated. Efforts are being directed

\ce-Federal Reporters, Inc.

25 at families who normally would not be able to pay for
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financing from private sources, or where there is limited
investment capacity or limited availability of housing
at a price meeting income needs.

BOOTH: We were told earlier today that .
federally insured -- federally charted savings and loans
cannot take advantage of Maryland's Housing guarantee?

AIKRKEN: They can't. The housing fund is available
to Maryland S&L's. However, federally chartered savings
and loan cannot make a loan, a hundred percent of loan value;
they can make a 90 percent loan under our city pilot program
or even our regular program.

BOOTH: TI see what you are saying.

AKIEN: They must require 10 percent downpayment;
however, that 90 percent loan can be insured and guaranteed
100 percent under the pilot program, provided there is a
loan limitation in the city -- a 3-bedroom -— W& just increased
these -- 3-bedroom was originally $14,000 max sales price;
it increased from $14,000 to $16,000 for a 3-bedroom; and
the original 4-bedroom, $16,000 has increased +o $18,000.

So there are a number of federal institutions in the city
using us a great deal. As I say, out of 300 loans under this
special pilot program a goodly number of those loans ‘were
from federally chartered savings institutions.

BOOTH: Would there be more opportunity -for

minoritiés if federally-chartered savings and loans could
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issue 100 percent?

ATKEN: Yes. We don't keep any particular statis-
tics on minorities. We can go into female because of the
application of the individual, but we did have ‘an actuarial .
study of our program, and we found in general the institutions
have availed themselves of the housing funds, are directing
their loans to the minority singles.

So in effect actually we have $2-1/2 million
special pilot program, the state will guarantee the entire
loan amount.

We have another 300 loans in the city of Baltimore
of about $5 million, where we will cover a top 20 or 25
percent portion of that loan. In other words, the expgsure
of the lending institution --

5o really what we are saying is that the:
lending institutions in the City of Baltimore are using this
fund, are directing their‘loans towards minorities and
females, because, really, bhasically, the City is made up
majority-wise of minority groups. So of 600 loans insured
let's say the great bulk of those loans were towards minority
and singles. S

So by -use of the fund lénding institutions
can avail themselves of that type of loan, and they are
doing it.

BOOTH: How about other programs you have?
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ATKEN: Well --

BOOTH: Are they doing these in the city?

HEATH: Mr. Windsor's group, as he said, was
an agency for us in the Baltimore city area and referrals
come also from real estate people. Industry is very familiar
with our program.

And other than that, people apply to us directly.
The read about our program or heard about our program
somewhere, neighbors told them about it. So they apply
directly to us. .

In this activity on page 11 you will find that
$30 million we have spent since May of '73, -- we're out of
money right now, have been since June -- '22.72 éercent
has gone into the city;'and that compared. to a stater
population, that proportion is 23.10 percent.

So I think we really do get into the city.

We also do not keep statistics on minorities.

We do keep statistics on single heads of household, but é&;
could not tell you whether it was male or female.

DARDEN: First, is it possible that some of the-
federally chartered S&L's are using the state, Maryland State
Housiné‘Fund-and don't know it? ’ IR o

AIKEN: That is highly unlikely.

DARDEN: The second question:

Is it likely that some of what we have heard
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to be the $30 million pledge, you know, lending that was
made in Baltimore City, also includes the loans you are
talking about?

ATKEN: I would, not knowing for certain I would
have to say yes, depending on the availability of the
funds, when they committed out, how they committed I don't
know. But I would assume that some of it was insured by
Maryland.

I can only make that assumption. There's no way
of telling you for sure. That would be up to them to say.
I would just have to make the assumption they did.

DARDEN: An S&L makes a loan under the Héusing
Fund that 1s insured by you, does that represent any risk
to them, you know?

AIKEN: Depending on what typé of loan they make,
if it is made only with 5 or 10 percent down, the federal
savings would have to have some type of insurance. In any
loans federals make where the home value is over 75 or 80
percent, they must have some insurance whether it be VA, FHA
or private mortgage insurance; they are restricted by
regulations..

DARDEN: When you ‘say "insurance" you mean’ "
insurance to cover the difference or the entire --

AIKEN: Not the entire, just the difference.

One feature of the Maryland Housing Fund is based
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on providing -- we can guarantee that loan 100 percent,

the entire amount; we will cover the entire risk. Otherwise
they put down 25 percent to cover that top 20 percent.

A 10 percent down will cover the top 20 percent. So in éffec?
it brings down the exposure in a loan value of the institution
whereby if applicant puts down 10 percent, we cover the top
20 percent. So it brings it down to an effective ratio

of 76 percent.

DARDEN: So any loan you m&e is easily considered
a bankable loan?

ATIKEN: They though it was a bankable loan to
start with, but if it didn't meet the requirements of
regulations covering federal S&L's as to the loan amount
the state acts as the vehicle to provide housing for low
and moderate income persons which encompasses a great many
of the minority and single.

We are not finished. We are continuing on,
hopefully, there will be other programs.

WICKWIRE: I have one question:

People know about your services?

AIKEN: As far as this housing fund there is a
constant contact with the lending'inétitutiéns, personal
visits, letters; this ié an ongoing thing, trying to promote
lending institutions who are not members of the fund to

become members of the fund.
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Presently we have some 71 ‘'institutions throughout
the state. In the City of Baltimore we have over 45
members who are members now. Most of your real estate
industry is aware of the program, and the direct loan program
It's been in the new media. Everyone is quite well aware
of the program.
HEATH: They are so aware of our funds that
our first $10 million allocation lasted not counting the
moratorium we imposed in some areas for five months; and
the secone $20 million lasted 8 months. So they are very
well aware that we are there.
BOOTH: The pilot project, how long did that
last?
ATKEN: The insurance will last as long as we
feel it should be necessary or until the loan is paid off.
BOOTH: How long will the pilot program last?
ATIKEN: That's in effect for infinity.
BOOTH: It's not apilot in the sense it's limited
in time?
AIKEN: No, it's an open-ended program, it will
go on as long as there are people willing to use the program.
BOOTH: Any other questions? = - -- “
(No response.)
BOOTH: I just want to say that our last witness

was to have been Mr. Warwick from the Federal Home Loan
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Bank Board. We received a letter from him on Monday saying

he was -- it was impossible for him to be here, and we

have written a letter in return. including the questions we

would have asked had he come.

So we would like to enter both of these letters

into the record.

(The documents follow:)

Mr. Bert Booth, Chairperson 9/26/75

Housing Taskforce

Maryland Advisory to the U.S.
Commission on Civil Rights

Mid-Atlantic Regional Office

2120 I, Street, N. W.

Room 510

Washington, D. C. 20037

Dear Mr. Booth:

Thank you for your letter of September 18, 1975
describing your upcoming two~day public hearing on urban

disinvestment in Baltimore and your letter of September 24-

e
3

requesting that I make a presentation on Thursday, October. 2,

1975, at 4:00 p.m. Unfortunately, my schedule on those twd

. : : oL . i{.
days is such that I will not be able to appear in person to
participate in this informal hearing.

i
To assist you in your examination of certain aspectg

i
of mortgage lending in Baltimore, I am enclosing a copy of?a

L4

" cram R Y T AN O
CHTTMRYIYAT Y AT AT TR Y SR
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statement containing the Board's thoughs on a number of issues
related to urban disinvestment, originally presented by formexy
Chairman Thomas R. Bomar to the Senate Committee on Banking,
HOusing and urban affairs on May 7, 1975. Attached to this
statement are the Federal Home Loan Bank Board's nondiscrimi-
nation regulations, related legal opinions from the Board's
Office of General Counsel, information concerning miﬁority—
owned savings and loan associations, and a number of items
describing various aspects of the Board's Neighborhood
Housing Services program and its Urban Reinvestment Taskforce
A complete listing of these attachments appears at pages
19 and 20 of the statement. I am also enclosing a copy of
a major address by Acting Chairman Garth Marston entitled
"Fulfilling the Promise of Urban Neighborhoods," which he
delieved to the California Savings and Loan League_Annﬁal
Convention on Wednesday, September 24, 1975,

Although it is unfortunately too late to be
of assistance to you in.your upcoming hearings, I might also
suggest that future questions which might arise concerning -
federally-chartered FSLIC-insured savings and loan associa-
tions in the State of Maryland be addressed to Mr.:Carl 0.
Camp, Jr., President of the Federal Home Loan Bank of -
Atlanta and the Board's principal Supervisory Agent for
District‘Four, which includes the State of Maryland. The

Bank Board's Office of Housing and Urban Affairs here




jrb 238 238
1 in Washington works with and provides assistance to all 12
2 Federal Home Loan Banks in urban affairs matters, but the
3 Regional banks themselves are usually the best source of
4 information concerning specific cities and states.
S Again, I regret that I will be unable to appear
6 at the hearings you have scheduled next week, but I would be
7 pleased to attempt to respond as soon as possible to any
8 questions which you may have about the materials I am
9 enclosing which might arise during the course of these
10 hearings. |
11 Sincerely,
12 | (SIGNED)
13 ROBERT S. WARWICK
14 . ‘ Denutv Director -
15 Office of Housing and Urban
16 Affairs
17 Federal Home Loan Bank Board
18 320 First Street, N. W.
19 Washington, D. C. 20552
20 En;losures
21 - - -
22 Mr. Robert S. Warwick S : R
23 Deputy Director
24 Office of Housing and Urban
ce-Federal Reporters, Inc.
25 Affairs
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Federal Home Loan Bank Board
320 First Street, N. W.
Washington, D. C. 20552

Dear Mr. Warwick:

Thank you for your letter of September 27, 1975,
informing us of the scheduling conflicts which prevent you
from participating in the Maryland Advisory Committee's
hearing on urban disinvestment on October 1 and 2, 1975
in Baltimore.

As you know, we had hoped that either you or any
other representative of the Federal Home Loan Bank Board
would be able to provide important information about home
mortgage lending and employment practices in Baltimore
savings and loan institutions at our public hearing. 1In
addition, we had hoped to ask you or another: representaive
of the Federal Home Loan Bank Bogrd the following questions '
during our hearing:

1. How do you think the number of decision-making
positions for qualified women and minority group members may
be increased in savings and loan institutions?

2. What monitoring means does the Federal Home
Loan Bank Board employ to aécertéin.compliance with its’
nondiscrimination regulations by savings and loan institutions

3. What steps does the Federal Home Loan Bank

Board take to ensure future compliance when noncompliance

)
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is discovered?
4. How do you think the number of home mortgage
loans to minorities and women may be increased by savings
and loan institutions? ) N
5. What were the results of the pilot fair housing
study conducted by the Federal Home Loan Bank Board? i
Although we recognize that time constraints will
not allow you to personally participate in our hearings
this week, we respectfully request that you provide us
with written answers to the foregoing questions so that your
information can be included in our written report to the U. S.
Commission on Civil Rights.
Thank you for sending us the materials regarding
the Federal Home Loan Bank Board's nondiscrimination
regulations as your staff requested several weeks ago. We

appreciate your cooperation and will be back in touch with

you.
Cordially,
BERT BOOTH, Chairperson

Housing Taskforce

«7

Maryland Advisory Committee to the U. S.

Commission on Civil Rights.

BOOTH: I believe that will conclude our hearing.

For two days, the Maryland Advisory Committee to thd
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U. S. Commission..on Civil Rights has béen conducting

a public hearing focused on urban disinvestment, specifically
mortgage lending and employment practices of federally
chartered or insured savings and loan institutions in
Baltimore. Based on the information gathered in these
hearings, and by staff and committee investigation, Ehe
Maryland Advisory Committee will submit a public report of its
findings, conclusions and recommendations to the U. S.
Commission on Civil Rights. The Commnittee intends to

direct recommendations to the Commission itself, to federal
and state authorities charged with regulating savings and
loan institutions, and to other organizations or agencies

as appropriate.

The Committee is deeply grateful to the
individuals, organizations, and agencies whose cooperation
made this hearing possible. Your thoughtful comments have
been enlightening and helpful.

If there is anyone in the audience who would like
to offer information for consideration by the Committee,
please submit your statement in writing to the Maryland
Advisory Committee to the U. S. Commission on Civil Rights,
2120 L Street, N. W., Washington, D. C. 20037, by ° E
November'l, 1975.

Commission staff people are wearing badges and

will be happy to receive your written statements or answer
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your questions today.

Reports by the U. S. Commission.on Civil Rights
are available to all on the back table in this room.

Thank you for being with us. The hearing is
adjourned.

(Whereupon, at 6:10 p.m., Thursday,

2 October 1975, the hearing was

adjourned.)




