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The Fed widens
its portfolio

Institutions, if they last long, usually
master the knack of making timely
concessions to change. This week the
Federal Reserve gave in to increas-
ingly persistent demands from Con-
gress that it start buying federal
agency debt as part of its open market
operations. In doing so, the central
bank has also given itself more room in
which to maneuver monetary policy.
The Fed implements policy decisions
through its dealings in the market—
buying government securities when it
wants to feed money into the financial
system and selling them when it wants
to sop money up. Where it used to deal
only i i

men happy is that the list of agencies
includes two that supply money to the
mortgage market: the Federal Home
Loan Bank Board and the Federal Na-
tional Mortgage Assn.
Welcome move. Pohtlcal friend
ong urged the
Fed to buy issues of the housing
agencies. That would make their
money-raising task relatively easier
whenever the Fed put the squeeze on
the rest of the financial structure.

Fed Chairman Arthur F. Burns has a
great aversion to anything that might
cast the central bank in the highly po-
litical role of an allocator of credit
among different sectors of the econ-
omy. The Fed did emphasize that it
was putting a $3.2-billion ceiling on its
total buying of agency issues and
added that there was no intention “to
direct support to individual sectors.”
Still, half the government agency is-
sues eligible for purchase by the Fed
will come from the housing agencies.

Of course, there is also something to
be said for the Fed’s own explanation
for its move—that it would “widen the
base of system open market oper-
ations.” Agency debt, though a rising
share of total federal debt, has re-
mained untouched by the Fed’s New
York trading desk.

Fed officials brushed aside Wall
Street’s hopes that its dealings in
agency debt would be vast enough to
ease strains on long-term interest
rates on any continuing basis. They
did, however, envisage the desk buying
“$200-million to $300-million” of long-
term Treasury and agency issues at
critical junctures when otherwise long
rates “might have to go to a whole new
and higher trading level.” .

BUSINESS WEEK: September 25, 1971
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The Irs impounded 23 of Blue & Whlte S 29 buses.

URBAN AFFAIRS

The ost pressing problem facing resi-
ts of Los Angeles’ 60-mi.-wide
lack ghetto is how to get to where the
jobs are. In the aftermath of the 1965
riots, there were highly publicized
plans to bring industry into the eco-
nomically stagnant area, but these
schemes have largely failed (BW—Aug.
14). Since only 15% of Watts families

‘Blue & White created
a situation that
forced SCRTD to take action’

own cars, the obvious answer is public
transportation. A black-owned bus
company has tried for three years to
fill the void, but this week it, too, ap-
peared destined for failure.

The Blue & White Bus Co. of Watts,
set up in 1968 by the National Eco-
nomic Growth & Reconstruction Orga-
nization (NEGRO), has been beset by fi-
nancial crises. Recently, the state
Public Utilities Commission revoked
Blue & White’s operating license be-
cause it did not carry liability insur-
ance or provide adequate service. The
Internal Revenue Service impounded
23 of its 29 buses when the line failed
to deposit $26,000 in taxes deducted
from employee’s salaries.

All this came in the wake of a work
stoppage in July, after drivers, who are
members of the United Transportation
Union, found that banks would not
cash their paychecks because Blue &
White had insufficient funds. The com-
pany recruited nonunion drivers, but
service was cut by an estimated 40%.
Takeover. Ironically, Blue & White’s
failure may result in better service for

eral agencles What makes congreThe wayward ways Of watts bus I|nes

Watts—at least that is what public au-
thorities claim. Its routes have been
taken over by the Southern California
Rapid Transit District (SCRTD), which

provides 79% of the bus service in Los.

Angeles County.

In 1965 a state commission investi-
gating the cause of the Watts riots
noted that the community was serviced
by four bus companies—three public, in-
cluding SCRTD, and one private—and
that residents often had to ride two or
more buses and were not given free
transfers. The commission recom-
mended that the SCRTD acquire the pri-
vate line. But the district, complaining
that Los Angeles does not subsidize
public transportation, said it did not
have sufficient funds. The line was
eventually taken over by Blue & White.

In 1970 the SCRTD received a tempo-
rary subsidy and made an unsuccessful
bid for Blue & White. Its sudden inter-
est spawned complaints that it was
trying to force the black-owned com-
pany out of business. Jack R. Gilstrap,
general manager of the SCRTD, denies
any such intent, saying: “We would
love to have seen Blue & White service
the community. It would simply have
taken a losing operation off our hands.”

Blue & White is credited for at least
drawing attention to the community’s
transportation troubles. As Robert
Kemp, executive director of the Inter-
racial Council for Business Opportun-
ity, puts it: “Blue & White created the
kind of competitive situation that
forced the SCRTD to do something.”

But the black community wonders
if once Blue & White fades away, the
SCRTD will lapse into token service. m
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Commonwealth to buy another 290,000
shares at $17.50 each. Another 550,000
shares would be sold at $5 each to Ni-
castro, key executives, and some of the
secured creditors. An additional 40,000
shares would go at $1 apiece to others
involved in the reorganization, includ-
ing New York investment bankers Al-
len & Co.

Nicastro, who was president of See-
burg when it was acquired by Com-
monwealth in 1968, would become
chairman and chief executive officer of
Seeburg Industries. And he says he
might move Seeburg’s headquarters
from Chicago to New York.

If Seeburg does emerge in its new
form, it would have net assets of $25.6-
million, plus about $10-million worth of
intangibles, such as goodwill, trade-

The banks have accepted that
Seeburg will go, but the
payment terms are not settled

marks, and copyrights. Nicastro says
the Seeburg Corp. subsidiary is now
profitable: In the first half of 1971, it
earned $3.3-million on sales of $53-mil-
lion, figures which were included in
Commonwealth’s over-all balance
sheet, which showed a $1.6-million loss
on sales of $54.4-million.

Acceptance of the plan hinges on

Commonwealth’s creditors, as well as
on the Securities & Exchange Commis-
sion. Franklin and Security Pacific con-
firm Nicastro’s assertion that the
banks have accepted the idea of spin-
ning off Seeburg. But the two banks
say discussions are still taking place
over the exact terms of payment of the
$11.5-million, and Franklin and Ni-
castro say that the Bank of California
appears likely to make some new pro-
posals.
Foreign debts. Three foreign banks—
Banque Rothschild in Paris, and Wil-
liam Brandt’s & Sons and Guiness Ma-
hon & Co. in London—and 108, Ltd., are
owed some $24-million by Common-
wealth, but Nicastro says they have
agreed to accept 500,000 shares of See-
burg Industries in settlement. They
will also get 40,000 shares at $1 each
and seven-year warrants for another
100,000 shares at $17.50. Holders of
Commonwealth’s $84-million worth of
debentures would be offered various
amounts of stock and warrants.

If all these groups agree to the plan,
it will be put before Commonwealth’s
shareholders at a special meeting be-
fore yearend. This would also serve as
the company’s annual meeting, which
has not been held in any year since
1968. Nicastro is under no illusions
about what he is offering, but he sees it
as the creditors’ best hope. “Nobody’s
delighted to accept any deal we pro-
pose,” he says. “It’s only the realization
that the alternatives are worse.” L]

HOUSING

The fight on fraud
in FHA programs

Lower-income families in at least four
cities—Washington, Detroit, Seattle,
and Philadelphia—are complaining that
the homes they bought through Fed-
eral Housing Administration programs
are substandard. They are charging
fraud and are taking their cases to
court. Concurrently, criminal cases are
being brought by the Justice Dept.,
and a nationwide investigation by the
Housing & Urban Development Dept is
under way.

Most of the problems have occurred
in the so-called Section 235 program,
which has proven a boon to home build-
ers since it was started in 1969. For ex-
ample, it gives the buyer a monthly
subsidy of $70 to $90, enabling a family
earning only $5,000 to $8,000 a year to
buy a house with just $200 down and
monthly payments as low as $75.

According to Representative Wright
Patman (D-Tex.), grand juries have al-
ready indicted over a dozen people, and
“at least one FHA appraiser has been
indicted for bribery.”

Patman got Congress to provide re-

lief for some bilked purchasers last
year. But the Legal Aid Society filed a
class action suit last week in U. 8. Dis-
trict Court in Washington, charging
that eight homeowners had not been
able to get a dime from FHA.
The method. In Philadelphia, for ex-
ample, a speculator typically bought a
rundown house, often at a sheriff’s sale
for as little as $500, papered over the
obvious cracks, put paint on the other
walls, and applied for an FHA-approved
mortgage of, perhaps, $5,500. If the
speculator got the FHA appraiser, usu-
ally a private real estate broker who
works on a fee basis, to accept his in-
flated valuation of the house, the FHA
agreed to insure, and in some cases
subsidize, the mortgage. If the fee ap-
praiser cited flaws in the house, the
speculator got a tradesman to certify
that the flaws were corrected. It was in
appraisal and certification that the pro-
grams broke down.

When the broker sold the house, usu-
ally to a poor black or Puerto Rican, he
told him it is “FHA approved.” Says one
U. S. attorney: “It looks like the pro-
grams are being abused in every big
city. The government wanted to get
poor people into homes and they made
it too easy.”

The Philadelphia suit was brought by
Community Legal Services. The action
seeks government money to repair
houses purchased under the mortgage

insurance program so that they meet
housing code standards.

George Gould, a cLS lawyer, esti-
mates that his suit could cost the gov-
ernment at least $20-million if, as he
thinks, there are 10,000 substandard
houses in Philadelphia alone that have
been “FHA approved” in the last three
years. Since 1967, some 23,000 houses
have been sold in the area under the
programs. A similar suit, brought in
Seattle and dismissed last spring, is
now before the U. S. Court of Appeals,
and still another suit is expected to be
filed soon in Washington.

Grand jury. Patman triggered all this a
year ago with an investigation of sales
of existing houses in Philadelphia and
Washington. But a HUD investigation
of new houses revealed that builders

One realtor was indicted on
39 counts of submitting
false statements to the FHA

have also gotten FHA insurance for
poor-quality houses under the 235 pro-
gram. This program accounted for
117,000 housing starts last year and

will back an estimated 200,000 more

this year.

Patman says HUD sampled new 235
houses and found “that 10.9% had sig-
nificant deficiencies that were poten-
tial hazards to . . . health and safety,
and an additional 14.8% had . . . poor
workmanship or materials.”

Last week, a Philadelphia grand
jury, which since May has been ques-
tioning realtors, appraisers, contrac-
tors, mortgage firms, and government
officials, handed down three indict-
ments. Eventually there may be as
many as 20 indictments.

Realtor Charles C. Hibbs and two
construction tradesmen were indicted
on 39 counts of submitting false state-
ments on plumbing, electrical systems,
and roofs to the FHA to get mortgage
insurance or subsidies on 13 houses in
one block on the edge of the North
Philadelphia ghetto. “We are con-
cerned with 800 or 1,000 properties,”
says U. S. Attorney Louis C. Bechtle.

In Detroit, U.S. Attorney Ralph B.
Guy and Wayne County Prosecutor
William Calahan are investigating
criminal violations in FHA-insured
deals. Guy says as many as 100 proper-
ties may be involved and that there has
been “one hell of a flap.” Meanwhile,
suits are pending in the state and city
courts against 13 real estate and in-
vestment firms that have been charged
by the Urban Law Clinic of the Univer-
sity of Detroit with selling 22 substan-
dard houses to lower-income families
under one of the FHA programs. And
the cLS’s Gould reports that since he
filed his suit, he has had inquiries from
Legal Aid lawyers in Cincinnati, St.
Louis, and Kansas City. L
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