
SPECIFIC, RECOMMENDATIONS WITH REGARD TO REGULATIONS CON-
CERNING TITLES 2 AND 5 OF THE rragRAj.

Article 5, paragraph 2 (c) and 2 (d) read that no mortgaging^,
^ ^ M J L ^ &&3(«)*L& ****^/&<~*j

institution will be approved for insurance aMWNPBtttPtgGg8& Unless such /

institution is located in a tovm or city with a population of less than

6,000 and unless it has a paid-in capital of not less than #100,000• The

provision with regard to population should be deleted altogether and it

should be mandatoiy on the part of the Administration to approve any in-

stitutions which are under the supervision of either Federal or state
IP**

authorities, regardless of what «*& paid-in capital is* Institutions

not subject to aqjr supervision should be required to have a paid-in capi-

tal of not less than $25,000* The above amendments would result in mak-

ing elegible many small town mortgages for which it would be exceedingly

difficult to obtain insurance otherwise. Politically the regulations

with regard to a minimum of 6,000 population and $100,000 of paid-in

capital are dangerous, for while I understand that it is not the purpose or

intent to aid the farmer, small town property owners will find it more

difficult to interest institutions at a distance in their real estate

financing. It is only too obvious that the bulk of small country banks

have paid-in capital of less than $100,000 and that they are the institu-

tions most likely to be interested in financing the property already in the

towns in which they are situated.

Article 5, paragraph 2 (e) requires that in order to receive

approval an institution must have its principal activity in the mortgage

field consist in lending its own funds. It is not clear exactly what this

provision means. However, I presume that it is aimed at the small operators
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who insist on doing business on a slim margin of capital and borrowing

heavily from the banks. If this is the correct interpretation, there would

seem to me to be no real restriction in the above clause. A1 Atolls'1* **"•

Granville does not agree, since he believes that such a restriction is not

necessary provided the mortgagee meetBthe other requirements and is able

to prove its ability to properly serve the mortgages negotiated by it. A

note at the end of Article 5 of the Regulation states that the above class-/

ification includes among others Mutual Building and Loan Association^. This ^J / 7

would seem to me to cut out by inference for no good reason a class of in-

stitutions who could contribute a great deal to the program, for such in-

stitutions do a very substantial amount of real estate business.

tt

In Article 6, paragraph 2, the regulations states that a mortgagor

must establish that the periodic payments required in the mortgage sub-

mitted for insurance bear a proper relation to his present and anticipated

income and expenses", and paragraph 3 states "that a mortgagor must have

a general credit standing satisfactory to the Administration11. It is

readily apparent that a strict interpretation of these two regulations

would result.particularly at the present time/in materially cutting down

the number of mortgages eligible for insurance. If they are ja»**«afe-

guards put in to be used only when the mortgagor meets all other qualifica-

tions but it is desired* not to accept his mortgage for insurance, they may

be ajright, but it seems to me that assdaafesw* the properly itself,

regard^to %he mortgagor^ *o oiuCfisignt# I should suggest that paragraph

5 be deleted altogether and that paragraph 2 be changed to read that "a

mortgagor must establish that the periodic payments required in the mortgage
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submitted for insurance bear a proper relation to the present and antici-

pated income and expenses of the propertyft- (Underscoring denotes changes •)

Paragraph 4 of Article 6, restricts by inference the property

which a mortgage might insure to any located in an urban community.

As stated above, it is understood that this is not designed

to aid farm land, but if a strict interpretation is put on the word "urban"

the property in agricultural communities might well be^not allowed as

eligible.
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regard to Title 3 Mr. Granville makes an excellent point,

when he states that under the present anticipated set up /Rational m>rtgage

JUassociations will be able to earn more than what should be a fair return on

their capital* He points out th^t since all mortgages accepted by these

associations will be insured that they should not suffer any substantial

losses other than accrued interest and fore-closure costs in connection with

those loans which it is necessazy to foreclose. If the debentures issued by

such national mortgage associations bear interest at the rate oflm> and

all the mortgages accepted by the national mortgage associations bear in-

terest at the rate of5$ which is less than that called for in the present

anticipated set up^ the spread will amount to 1% which should be ample to

absorb the above mentioned aleurCs and usual expenses and still leave a fair

return on the capital invested*

A schedule of charges appears on page 5 of the Regulations* 1»

the second column i^peaij the interest rate exclusive of premium charge and

la"'Wig* third column the service charge* It would appear to me ih;,t the total

of these two columns plus the mortgage insurance premium which juust be paid

will make the cost to the borrower absolutely prohibitive* I should suggest

that the second and third columns be combined so as to make a flat maximum

rate of 5%, inclusive of both interest rate and service charges* I would also

like to suggest that in place of a mortgage insurance premium of one-ha^ of

1% per annum in the first two classes and 1% in the second two classes, that

a rate be made which would be uniform for all four classifications but which

would be based on a sliding scale so as to vary in accordance with the relation

that the appraised value of the property bears to the amount of the mortgage*

In other words one-half of 1% might be charged as a mortgage insurance premium

on a loan of 60$ or less of the appraised value of the property, five-eighths
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of 156 for a loan of 60$ - 70$ of the appraised value of the property, and

three-fourths of 1$ for a loan of 70$ - 80$ exclusive of incidental charges.

This would keep the total annual charges down to 5 3/4$ as against 5 l/2$

to 7$ under the old schedule. The old schedule makes no provision for the

insurance of new indebtedness where there is no change of lender. This

should obviously be allowed for although according to the set up I have pro-

posed above there would not be any such break-down classifications as

there are on the schedule on page 5.
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