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PHILADELPHIA — Until it all col-
lapsed in rubble, sending out tremors
to every corner of the country, the
dream house of Leon Bloom, realtor,
seemed destined to stand for years.
Bloom was an area management bro-
- ker for the Federal Housing Adminis-
tration. To outsiders it may seem an
insignificant title, but it established for
Bloom a kind of realty kingdom over
a large section of Philadelphia. It
meant that whenever the FHA fore-

closed a mortgage on a home in his .

domain, Bloom would receive a fee for

. managing the property, arranging for

' repairs and preparing it for eventual
' resale. i %

Before long, the enterprising Bloom

' had discovered new riches in his king-
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for a year. Hughes was
fined. Bloom, who cooper-
ated with federal prosecu-
tors, drew two years. A lot
of other bubbles burst here,
too. The Philadelphia area’s
top FHA official, Thomas J.
Gallagher Jr., has gone to
jail on income tax charges
growing out of bribes he re-
ceived. Seventeen real es-
tate dealers have been con-
victed or have pleaded guil-
ty. The large government-
approved mortgage house
was fined $160,000 for mak-
ing false statements to the
FHA.

But the pattern of kick-
backs, bribes, fraud, tax eva-
_sion and conflict of interest
in FHA programs isn't just
a Philadelphia phenomenon.
It is a -national scandal
erupting now in gity after
city. An astonishing diver-
sity | of culprits—lowly ap-
praisers and prominent
FHA chiefs, rich, realtors
and middlelevel ' bureau-
erats—are involved.

«J¢’s unbelievable what
went on in this city,” says
John Housner, deputy U_.S.
attorney in Detroit. “Pa;mg
bribes was ‘just like deliver-
ing the mail. It was a daily
phenomenpn,” ‘

It is a classicpational
case of white-collar entre-
preneurs reaping illicit prof-
its from a government pro-.
gram designed to help the

dom. Repair contractors, eager for his
business, began kickinig back 10 per cent
of their profits to him. As his business
grew—as the FHA acquired more prop-
erties that he managed—Bloom found

that his kickback revenue was running .

as high as $40,000 and $50,000 a year,

In 1970, with. his prosperity embrac-
ing a boat and a condominium in
Florida, Bloom received a telephone
call from a very important man in the

‘home finance business—John B. Boyle,
-deputy director of the Philadelphia of-

fice of the FHA. It seemed that Boyle
knew something about Bloom’s extra-
curricular deals and wanted to talk
about them, They arranged to have
dinner. ;

It quickly became apparent that
Bloom was not to be undone by the
FHA boss. Boyle merely wanted some

poor get decent housing.
Subsidies aimied at low-in-
come families in the slums
, were harvested instead of
sprokers, speculators, lenders
and government employees.
JTaxpayers are picking -up a
lIot of the losses. Two gov-
ernment - funds. created. to
Jack up the subsidy pro-
ams will be $1.5 billion in
%he red as a result next
iyear.
{ The Justice Depariment
says investigations of FHA
!frauds are under way in 20
cities, making this one of
the - biggest  white-collar
rosecutions in history. The
efs of three meiropolitan
IFHA insurance offices have
en indicted. By the end of
last year, there had been 180
findictments _involving 3]"9
jpersons e aged in inners-
icity progrims of the Depart-
iment of Housing and Urban
-;‘[J)levelopment. The scopé is

ustrated by reports from

‘these cities. | S
i ® In Detroit, a grand jury=:
’has indicted more than 100
overnment officials, real’
.estate speculators, and re-
‘pair contractors. One specu-
Jator testified he paid the
{FHA’s chief deputy apprais-
er and three other apprais-
iers more than $100,000 in
{bribes over three years. A
ifederal source predicted that
“more people and more 'im-
ortant people” will be in- ,
ydicted in 1974 than in the
gprevious two years com-
ybined. “The big stuff 'to
fcome will hit government
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of the action for himself. As Bloom,

‘in federal court testimony, recalled the

scene, Boyle had gone right to the
point: . \

“Mr, Boyle said that he was under
the impression that I had an arrange-
ment with .various contractors that
were doing FHA work -and that he
would like to have a piece of the cake.”

'S0 Bloom began slicing his cake,
paying $100 a week to Boyle and also
to another top FHA official, Michael
J. Hughes, chief of the property man-
agement section, And every Christmas
Bloom would send one of his employ-
ees, William (Uncle Billy) McGrath,
out to Boyle’s New Jersey home with
a case of liquor, '

1t’s all over now. Boyle weﬁt to jail
' See HOUSING, A12, Col. 1

ipeople, mortgage companies,
jand some surprising names,”
‘the Detroit source said.
. @ A Chicago grand jury
i indicted 71 people and
convicted 54, including two
Yormer presidents of the
Aocal affiliate of one of the
nation’s biggest home-build-
ling firms. ' Both pleaded
ty to bribery of officials.

iIndictments of FHA officials

ave reached as high as the
supervisor of inspections for
“the northern Illinois region.

ayoffs ranged from as lit-
itle as’'$200 to as much as’
$10,000. il :
t ® A big Florida builder,
iaccording to testimony im- |
%roduced in federal court,
‘agreed to pay! $500 for each
L'commitment of FHA insur-
lﬁ:ce approved by an FHA
;regional official in Coral
‘Gables,,He put down $30,000
ior the first 167 commit-
‘ments, according to the tes-
%imony.

® A -wave -of indictments -
in Nassau County, N.Y., led
to a guilty plea by the FHA
director who was bribed to
promote two lesser FHA of-
ficials who in turn were al- -
ready “being - bribed by .a
large mortgage banking

Apparently much more is
to come. There are 16 grand
juries meeting on the issue .
around the country -and
sources familiar with thier
work expect a new round of
idietments this spring.

So far, 38 local HUD em-
ployees have been indicted.
Most of the other cases are’




against brokers, dealers and
lenders accused of making
false statements to the gov-
ernment about repairs made
ployees have been idicted.
Most of the other cases are !
against brokers, dealers and
lenders accused of making
false statements to the gov-
ernment about repairs made
to houses or inceurate ap-
praisals. Some investigators
believe certain firms make a
practice of seeking out low-
income ' home-buyers and
selling them homes . they
can’t pay for—secure in the
knowledge the ‘government
will pick up the defaulted
mortgages.

In Columbia, S. C TU.S. At-
torney Marvin Slmth said he

as about two dozen cases

nvolving dealers underhm _
vestigation. * -

“My feeling is there is a
considerable amount of
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.. “two Philadelphia FHA officials in kickback scheme

fraud,” Smith said “It's the
builders just finding a body

and getting him to pretend

he’s buying a house without
ever intending to pay for it
It winds up with the dealer
in effect telling the house to
the government.”

Florida’s housing scandals
i{llustrate what can happen
when the promise of high-
level political influence be-

- -comes entwined with FHA
largesse. Newspaper stories
thers have reported the

" basie oultine of a plan in
which 'a former volunfeer
aide of Sen. Edward Gurney
(R-Fla.) allegedly solicited
funds from builders with the
implicit promise of Gurney’s
assistance. Gurney has de-

nied - that the volunteer,

Larry Williams, represganted

\
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him, and insists he knew
nothing about the solicita-
tion in his behalf of an, esti-
mated $300,000.

How the system operated
was detailed in federal court
in Jacksonville recently by
an FBI agent who said Wil-
liams  told him the

| following:

“Mr. Willlams and Mr.

« (Jim) Groot (Gurney’'s for-

mer administrative assist-
tant flew to Miami, Florida,
and contacted William Pel-
ski, director of the FHA,
Coral Gables, Florida ‘
Mr.Williams and’ ‘Groo ex-

‘plained to Pelski the reasons
for the fund-raising, they

‘were;/for expenses for Sen-
ator Gurney, and for the
field office in Florida. . )
“Pelski agreed to leﬁ Wil-
liams know when he found a
builder Wwho he = thought-
would contribute; funds to
this fund. i‘
““About two weeks later,
Pelski called Mr. Williams
and told him that John J.
Priestes (a builder) was in
need of FHA commitments
and would probably ;?ay for
the commitment [

g ol

R houseboat

:fkl:ich Was arranged by Pel-

“Priestes agreed to pay
$500 for each FHA commit-
ment under the Section 235
of the National Housing Act
and Pelski agreed to furnish
PrieStes with these cummlt-
mnts.S

“Priestes paid $30,000 as
the first -payment for 167
FHA Section 235 commt‘
ments.

* Pne example of a common
FHA fraud is the appraisal
scheme, It partially explains
why the govemment has
been forced to acquire so

many defaulted properties—
at “vastly inflated costs—in . -

the past few years. It works
like this:

iy builder buys a house iu
the ghetto for $10,000 and
makes a few cosmetic re-

pairs costing, say, $3,000. He '

has invested a total of $13,-
000. A bribed FHA appraiser
makes a quick survey and
appraises the property at
$18,000. It is-sold to.a low-
income buyer for a minimal
down payment. A morfgage
company puts up the bal-
ance and is insured by the
FHA. The buyer quickly dis-

!

covers the home is collaps-
ing around. him—soil pipes
don’t work, the roof leaks,
gaping holes in walls have

been cheaply panelled over.

Unable to pay for repairs,
the buyer simply moves out,
abandoning the house along
with his $200 down payment.

The government must buy

up the mortgage. ;
Everyone prospers but
the government and the

home-buyer. The real estate 3

man made a $5,000 profit
when he sold the property.
The croorkedr appraiser got

his fee. The mortgage bank-

‘er collected his insurance.
The government got a run-
down house,

“There was this funda-

men defect in the sys-
tem,‘%l ay¥ Daniel Kéarney,
* HUD'S' deputy ass‘hﬁm Fgee-

ﬂ retal!y fort hou.sing
“tion and ' “i‘nortgage cred‘i
“You had a system where

all the risks were borne by
the government. The broker
and mortgage banker and

uc-r \

the buyer had no incentive

to see that it worked.”
If the builders and mort-
' gage bankers had no incen-
tives to stop the fraud

HUD had only a mi
security system for detect-
ing it. If an appraiser put a
’phony figure on a piece of
paper (and took his cut from
the realtor), that figure was
apt to float upward through
. the HUD hierarchy without
objection. There was a sys-
tem of -rsupervisory ap-
praisers who were supposed

to double check 5 per cent

of the appraisals on a ran-
dom basis. By 1970, with the
FHA insuring more than a
million mortgages, the sys-
tem was inadequate.

The fraud is costing tax-
payers millions of dollars as
the government is forced to

acquire slum properties at -

wildly inflated prices. In the
Philadelphia area alone,
HUD this year is the owner
of 4,176 singlefamily” homes
it aequu'ed because the in-
sured mortgages were in de-
fault. (HUD did not own a
single house in Philadelphia
six years ago). Today, it also

owns 10 apartment projects-

which it had to acquire at a
cost of roughly $3.7 million.
‘Detroit leads the country
with  more ° than
homes acquired by HUD.
‘Throughout the country,
HUD had more than 75,000

15,000 .



properties in 1its 1inventory
last Dec. 31. Not all of them
involved fraudulent prac-
tices, but a greidt many are
homes whose ' values were
deliberately inflated by
phony appraisals and false
repair costs.

The soaring rate of govern-
ment acquisitions is playing
havoe with special funds set
up to take care of defaults
in the riskier mortgage-in-
surance programs. The new
HUD budget estimates that
one of those funds will be
$715 million in deficit in
1975. The other will be $810
million in the red, it is esti-
mated. With the total deficit
approaching $1.5 billion in
the combined: funds, HUD
has been borrowing from
the Treasury to cover deffi-
¢its in "those funds so far
and now is asking for spe-
cial appropriations from
Congress. |~

How eo_ulé such . wide-
spread . corruption 'flourish !
in “one ' government agency
and among its commercial
partners in the real estate-
banking network? Why
didn’t the FHA scrub itself
clean? One reason, in Phila-
delphia at least, is that .
the people on top were as
: g::: . involved as the petty

k ts at the b

bof-

i

FH.
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“Any system is only as

strong as the people in
“ power,” obsexves U.S. Attor-
ney Robert E, J. Curran,
whose office  prosecuted
more than a score of cases
here. “If you have the top
FHA. people who are corrup-
tible there’s a chance .of cor-
ruption all along the way.
When you have the head
man on the take, there’s no
fail-safe.” ' = :
But beyond that, how did
FHA and the people who do
business, with it stumble in
so deeply in the first place?.
Those who now run the De-
partment of Housing and
Urban Development' ad-

|

vance this thesis: They are.

vietims of bad housing pro-
grams initiated under the
Johnson administration,
housing programs so huge
and unmanageable that the
most careful administrators
could not stop fraud.
ful administrators could not
In this view, it all goes
back to the urban riots. of
the mid-1960s. Until ‘then,

the FHA was a conservative,
competently managed
agency which since = the
1930s had reinforced the
housing market by insuring
morigages in middle- and
high-income neighborhoods.
The FHA had not wanted. tg
insure in low-ineome neigh-
borhoods because ' of ' the
high risk that buyers would
default and force govern-
ment acquisition of the
mortgages. In fact, the FHA
consistently had “red-lined”
those neighborhoods — had
(drawn red lines on a map to
.delineate high-risk areas

See Housing, A 13 Col. 1
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o where mortgages would not

'" be insured. ., !

| The riots and the Housing
'Act of 1968 chaniged all that.

+ The FHA was zi’ushéd into
the old, rundown neighbor- '

' hoods. Other vast new sub-
gidy programs were
launched in the panicky at-

 mosphere of the time. IR

One of them allowed HUD

to subsidize mortgage inter- '
est payments S0 tha't'\‘aa‘ mid-

. dle-income family ‘¢ could
move to the suburbs by pay-
ing as little as 1 per cent in-.
terest on a mortgage. ! :

Another authorized HUD
to pay part of a low-income
family’s rent-in apartments,
that had official endorse-
ment by the government,
Another new program al-
lowed the FHA. to insure

" mortgages when" the down
payment was as little as $200
and the terms of repayment
as long as 40 Fears; | -

It was a drastic change

" for the FHA, which was
promptly swamped With ap-
plications by builders and
realtm;'s who needed govern-

. .ment certification of ivary-

4. ing kinds. ¢ " - S AT

77 “We were in it in such a

. big way, all of a sudden,

" that it was all terribly mag-

« nified,” says Willlam Lilley

" III; who is now HUD’s dep-
uty assistant secretary for
policy development, “If we
had  it- to do over again,
we wouldn't start a big pro-
gram like those without get-
ting organized and doing
some experimenting. But—
Bang!—we went into it in

" volume production.” -

Each new program carried

W1th it opportunities for
bribery and influence-ped-
.dling. Appraisers could get
"a juicy fee for overstating
the value of a property. A
- middlelevel bureaucrat
.. could - profit. by writing a
“letter of feasibility” en-
‘dorsing a * proposed apart-
ment project or .merely by
putting one favored develop-
‘er’s application ahead of
others in the pipeline. A
Philadelphia apartment pro-
ject manager testified he
‘was ha-ppyl to’ pay off one
HUD official whose favor

simply had been to put his

‘ request for rent increases
ahead of other requests.
-~ One of the more convo-

' +luted cases arose on Long '

- /Island, N.Y., where 40 peo- -

. 'ple and 10 corporations
were indicted. The director

ad, Donald Carroll, had

y §eFHA office in Hemp-
oéfi installed in that top

di¢ted'on charges of accept-
.mﬁn_a bribe from an officer
of fhe area’s largest mort-.
gage banking house-
|The ' charge: Taking a
‘bribe to_promote two minor

‘offleials who already were

ng bribed by the mort-
ge banker. One court doc-
/moted the two men to “help

i

ficial duties corruptly:”
oll was sentenced to 10
R

x cent of the defaulted
mortgages in that FHA area

“involved falsified informa-

step in the FHA processes,
ranging from $100 in Kkick-
backs to government ap-

praisers to systematic ‘brib- |

‘ery thounting to six figures.’
" ‘Already a lot of big names
in Détroit’s business commu-

) the performance of their |

h;u An investigation de-
ed that as much as 10.

nity are involved. The met-
g

litan area’s six largest
real estate speculators have

been cut off from further

government housing con-
tracts because of the scan-
" Some government apprais-
ers, according to the U.S. at-

" ‘torney’s office, earned “six-’



figuré profits” in bribes.
One such person was Em-

mett R. Newell, who was

chief deputy appraiser for

- the . when he was in-
~ dictefl and = convicted on

_eight counts of accepting
bribes. ,

4 William | Hahn, the city’s
third largest real estate
speculator, testified he paid

- Newell and three other FHA

‘apprdisers-more than $100,
_oqo;in ‘bribes over a three ;
year | period. Newell and
other:  appraisers . charged '
$100 per house’ to guarantee
speculators an inflated ap-.
praisal ‘that would insure a*
hefty profit on FHh-gnamn
teed loans &

- One appraiserf Alvm L.’
Love,? «charged =~ $120  per
house ‘He used the -extn
$20 td pay off an FHA as-
signmem clerk to guarantee
thategg Love, would be as-

houses he was being

to appraise falsely.
Love ot 10 years on 17 sep-
arate bribery counts.
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