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R E F T .  O F  C O M M U N I T Y  &  R E G I O N A L  A F F A I R S

O F F I C E  O F  T H E  C O M M I S S I O N E R

A p r i l  4, 1988

# 3  S S b

STEVE COWPER, GOVERNOR

□ P.O. BOX B
JUNEAU. ALASKA 99811-2100 
PHONE: (907) 465-4700

□ 949 E. 36TH AVENUE. SUITE 400
ANCHORAGE, ALASKA 99508-4302 
PHONE: (907) 563-1073

P O S I T I O N  P A P E R

RE: H o u s e  Bill 550

S P O N S O R :  R u l e s  C o m m i t t e e  by r e q u e s t  of the H o u s e  M e m b e r s  of the 
J o i n t  C o m m i t t e e  on E c o n o m i c  R e c o v e r y .

P r o g r a m  E f fects:

T h i s  bill w o u l d  a l l o w  the d e p a r t m e n t ,  u n d e r  the H o u s i n g  
A s s i s t a n c e  Loan P r ogram, to m o d i f y  loan terms, s u c h  as the 
i n t e r e s t  rate and m a t u r i t y  d a te, w h e n  a b o r r o w e r  is 
e x p e r i e n c i n g  f i n a n c i a l  d i s t r e s s .  T h i s  a u t h o r i t y  a l r e a d y  e x i s t s  
in o ther S t a t e  a s s i s t e d  h o u s i n g  lo a n  p r o g r a m s  so t h i s  
l e g i s l a t i o n  w o u l d  m a k e  this p r o g r a m  c o n s i s t e n t  w i t h  t h e s e  o t h e r  
S t a t e  h o u s i n g  l o a n  p r o g r a m s .

C o m m e n t s :

T h i s  bill w o u l d  c o r r e c t  an i n c o n s i s t e n c y  b e t w e e n  the p r o v i s i o n s  
of the H o u s i n g  A s s i s t a n c e  L o a n  P r o g r a m  and o t h e r  S t a t e  h o u s i n g  
loan p r o g r a m s ,  s u c h  as t h o s e  o f f e r e d  by the A l a s k a  H o u s i n g  
F i n a n c e  C o r p o r a t i o n .  T h i s  w o u l d  g i v e  the H o u s i n g  A s s i s t a n c e  
L o a n  P r o g r a m  m o r e  o p t i o n s  w h e n  a s s i s t i n g  a d i s t r e s s e d  b o r r o w e r  
to m a i n t a i n  his or her h o m e  and c r e d i t  r a t ing. It w o u l d  h e l p  
r e d u c e  the m a i n t e n a n c e ,  legal, a n d  r e s a l e  c o s t s  t h a t  the 
H o u s i n g  A s s i s t a n c e  L o a n  P r o g r a m  e x p e r i e n c e s  e v e r y  t i m e  it 
c a n n o t  save a lo a n  and has to a c c e p t  the s e c u r i t y ,  s u c h  as t h e  
real p r o p e r t y ,  r a t h e r  than r e p a y m e n t  of the lo a n  a m o u n t .

T h e  H o u s i n g  A s s i s t a n c e  L o a n  F u n d  has c u r r e n t l y  a b o u t  14 0 0  
o u t s t a n d i n g  loans. Of these, 45 are in f o r e c l o s u r e ,  a n d  
a n o t h e r  100 are d e l i n q u e n t  in p a y m e n t s .  Of t h e s e  
d e l i n q u e n c i e s ,  the d e p a r t m e n t  e s t i m a t e s  b e t w e e n  o n e  t h i r d  a n d  
one h a l f  w o u l d  be a b l e  to t a k e  a d v a n t a g e  of the l o a n  
m o d i f i c a t i o n  p r o v i s i o n s  p r o p o s e d  by th i s  l e g i s l a t i o n .

21-P1LH
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T h e  H o u s i n g  A s s i s t a n c e  L o a n  p r o g r a m  h a s  c o n s i d e r e d  the 
f i n a n c i a l  impact on the H o u s i n g  A s s i s t a n c e  R e v o l v i n g  L o a n  F u n d  
(H A R L F ) due to the r e s u l t a n t  r e d u c t i o n  in the a v e r a g e  i n t e r e s t  
ra t e  the p o r t f o l i o  e a r n s  b r o u g h t  a b o u t  by l o w e r i n g  the i n t e r e s t  
rate c h a r g e d  to the b o r r o w e r s .  T h i s  l o s s  in i n c o m e ,  w h e n  
a v e r a g e d  over the t o t a l  p o r t f o l i o ,  w i l l  not i m p a c t  t h e  lo a n  
fund. In a d d i t i o n  the d e p a r t m e n t  f e e l s  th a t  a n y  l o s s  in i n c o m e  
due to the r e d u c t i o n  in i n t e r e s t  i n c o m e  m a y  be o f f s e t  b y  
r e d u c i n g  the n u m b e r  of n o n - p e r f o r m i n g  l o a n s  by  t u r n i n g  t h e m  
in t o  p e r f o r m i n g  loans. W h e n  a b o r r o w e r  g o e s  i n t o  d e f a u l t  and 
d o e s  not m a k e  the r e q u i r e d  l o a n  p a y m e n t s ,  the H A R L F  r e c e i v e s  no 
i n c o m e  f r o m  that loan. If the d e p a r t m e n t  c a n  i m m e d i a t e l y  w o r k  
w i t h  that b o r r o w e r  and r e n e g o t i a t e  lo a n  t e r m s  w h i c h  are 
a c c e p t a b l e  to the S t a t e  and the b o r r o w e r ,  the S t a t e  w i l l  s u f f e r  
a s m a l l e r  r e d u c t i o n  in i n c c m e  t h a n  if it b e c o m e s  n e c e s s a r y  to 
go to f o r e c l o s u r e  and l i q u i d a t e  the s e c u r i t y .

T h e  d e p a r t m e n t  s t r o n g l y  s u p p o r t s  this l e g i s l a t i o n .  It is in 
the b e s t  i n t e r e s t s  of b o t h  the s t a t e  and the b o r r o w e r s  u n d e r  
t h i s  p r o g r a m  to i m p l e m e n t  t h i s  s t a t u t o r y  c h a n g e .
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Rep. H e n r y  S p r i n g e r ,  C h a r i m a n  H C R A

D a v i d  C. H a r r i s o n ,  P. A., H C R A

S U B J E C T :  H B  550 "An A c t  a u t h o r i z i n g  the D e p a r t m e n t  o f
C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s  to m o d i f y  the t e r m s  
o f  its m o r t g a g e  loans; a n d  p r o v i d i n g  for an 
e f f e c t i v e  d a t e . "  (H R u l e s  C o m m i t t e e  by  r e q u e s t )

* * * * * *  * * * * * # * * * * * * * * * * * * * * & *■ *** * * * * * * * * *  Ik************'*

S e c t i o n  1. F i n d i n g s  b y  the l e g i s l a t u r e  i n d i c a t e  a n e e d  to 
p r o v i d e  s o m e  r e l i e f  to the d i s t r e s s e d  r e a l  e s t a t e  m a r k e t .
It is d e e m e d  in the i n t e r e s t  o f  t h e  p r o p e r t y  o w n e r s  as w e l l  
as the s t a t e  to p r o v i d e  r e d u c e d  i n t e r e s t  rates.

Sec. 2 A S  4 4 . . 4 7  as a m e n d e d  r e l a t e s  to m o d i f i c a t i o n  o f  
the i n t e r e s t  on loans u n d e r  A S  4 4 . 4 7 . 3 6 0  - 4 4 . 4 7 . 5 6 0  -
p l e a s e  see a t t a c h e d  s t a t u t u e s  f o r  y o u r  r e f e r e n c e s .

I n t e n t  o f  this b i l l  is th a t  D C R A  m a y  b y  l o a n  m o d i f i c a t i o n ,  
r e s c h e d u l e  p r i n c i p a l  p a y m e n t s  or r e d u c e  i n t e r e s t  r a t e s  or 
bo th, if the d e p a r t m e n t  f i n d s  it c r e a t e s  c o n d i t i o n s  t h a t  the 
l o a n  w o u l d  p a y  to m a t u r i t y  a n d  i n d u c e  the b o r r o w e r  to r e m a i n  
in a c t i v e  m a n a g e m e n t  a n d  o w n e r s h i p  o f  t h e  p r o p e r t y  a n d  the 
l o a n  m o d i f i c a t i o n  w o u l d  b e  in the b e s t  f i n a n c i a l  i n t e r e s t  o f  
the d e p a r t m e n t  a n d  t h e  state; a n d  c o n s i d e r e d  p r u d e n t  b y  
p r i v a t e  l e n d i n g  s t a n d a r d s  t a k i n g  i n t o  a c c o u n t  the f i n a n c i a l  
c i r c u m s t a n c e s  of the b o r r o w e r  a n d  o t h e r  c o s t l y  a l t e r n a t i v e s  
s u c h  as f o r e c l o s u r e .

If this b i l l  p a s s e s ,  it w o u l d  p r o v i d e  c o n d i t i o n s  f o r  
r e s c h e d u l i n g  of  the b o r r o w e r ' s  r e p a y m e n t  o f  p r i n c i p a l  u n d e r  
c o n d i t i o n s  h e r e i n  w h i c h  is n o t  i n t e n d e d  to a f f e c t  the 
o b l i g a t i o n  o f  the b o r r o w e r  to r e p a y  the p r i n c i p a l  a m o u n t  on 
the m o r t g a g e .

P r o v i d e s  t h a t  the d e p a r t m e n t  (DCRA) m a y  r e d u c e  the i n t e r e s t  
p a y a b l e  o n  a m o r t g a g e  if the m o d i f i c a t i o n  c o n t a i n s  a n  
i n t e r e s t  r a t e  o p e n e r  c l a u s e  w h e r e b y  i f  the i n t e r e s t  r a t e  is 
r e d u c e d  t h e  b o r r o w e r  a n d  t h e  d e p a r t m e n t  s h a l l  r e n e g o t i a t e  
the r a t e  o f  i n t e r e s t  o n  the m o r t g a g e  w i t h i n  f i v e  y e a r s  o f  
the d a t e  o f  an  i n t e r e s t  r a t e  r e d u c t i o n  a p p r o v e d  b y  t h e  
d e p a r t m e n t . . Also* to s p e c i f y  t h e  d a t e  ‘the p a r t i e s  a r e  to 
r e n e g o t i a t e  the r a t e  o f  i n t e r e s t  p e r  c o n d i t i o n s  c o n t a i n e d  
h e r e i n  a n d  to i n c o r p o r a t e  a c a l l  f e a t u r e  r e s e r v i n g  D C R A  the

Alaska ^tate ffiegtalaturE



r i g h t  to d e m a n d  r e p a y m e n t  o f  the e n t i r e  p r i n c i p a l  a m o u n t  due 
i f  the b o r r o w e r  a n d  D C R A  a r e  u n a b l e  to c o n c l u d e  r e n e g o t i a­
ti o n  o f  the r a t e  of i n t e r e s t .

C o n d i t i o n s  are p l a c e d  o n  D C R A  u n d e r  the d a t e  c a l l  f e a t u r e  of 
th i s  b i ll.

T h e  i n t e r e s t  r a t e  r e d u c t i o n  a p p r o v e d  b y  D C R A  u n d e r  this
s e c t i o n  c a n c e l s  the b o r r o w e r ' s  o b l i g a t i o n  to p a y  the a m o n t  
d u e  t h a t  is a t t r i b u t a b l e  to the d i f f e r e n c e  b e t w e e n  the
o r i g i n a l  i n t e r e s t  r a t e  a n d  the i n t e r e s t  r a t e  r e d u c t i o n  for 
the p e r i o d  of the r a t e  r e d u c t i o n .  B e n e f i t  is a c c r u e d  to the 
b o r r o w e r  b e c a u s e  o f  r e d u c e d  i n t e r e s t  r a t e  as n e g o t i a t e d .

R e n e g o t i a t e d  i n t e r e s t  r a t e  m a y  n o t  e x c e e d  the o r i g i n a l
i n t e r e s t  r a t e  c h a r g e d  o n  the m o r t g a g e .

R e g u l a t i o n s  p r e s c r i b i n g  terms, c o n d i t i o n s  a n d  p r o c e d u r e s  
a p p l i c a b l e  to l o a n  m o d i f i c a t i o n  m u s t  b e  m a d e  b y  DCRA.

E f f e c t i v e  da t e  o f  this b i l l  is J u l y  1, 1988.
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M E M O R A N D U M F e b r u a r y  29, 1988

SUBJECT:

TO:

FROM:

A u t h o r i t y  to r e s t r u c t u r e  m o r t g a g e  loans 
(Work o r d e r  5-2012)

R e p r e s e n t a t i v e  S t e v e  Frptfik 
ATTN: R i c k  S o l i e

J a c k  C h e n o w e t  
L e g i s l a t i v e

Y o u  h a v e  a s k e d  for a r e v i e w  o f  the a b i l i t y  of  the s t a t e  
a g e n c i e s  t h a t  m a n a g e  r e s i d e n t i a l  m o r t g a g e  l e n d i n g  p r o g r a m s  
to r e s t r u c t u r e  t h o s e  l oans u n d e r  c u r r e n t  law.

T h e  s o u r c e s  of the p r i n c i p a l  r e s i d e n t i a l  m o r t g a g e  l o a n  p r o­
gra m s  are:

-- l o ans m a d e  u n d e r  o n e  o f  the v a r i o u s  h o u s i n g  a s s i s­
ta n c e  p r o g r a m s  b y  the A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n  
u n d e r  a u t h o r i t y  of AS 18.56; ]_/

-- l o ans m a d e  f r o m  the H o u s i n g  A s s i s t a n c e  L o a n  F u n d  a n d  
the H o m e o w n e r s h i p  A s s i s t a n c e  F u n d s  b y  the D i v i s i o n  o f  H o u s­
ing A s s i s t a n c e  of the D e p a r t m e n t  o f  C o m m u n i t y  a n d  R e g i o n a l  
A f f a i r s  u n d e r  the a u t h o r i t y  of A S  4 4 . 4 7 . 3 6 0  - 4 4 . 4 7 . 5 6 0 .  2/

T h o u g h  t h e i r  t o t a l  n u m b e r s  are s i g n i f i c a n t l y  b e l o w  the 
n u m b e r s  o f  loans m a d e  b y  e a c h  of the e n t i t i e s  m e n t i o n e d  
above, l oans for r e s i d e n t i a l  p u r p o s e s  m a y  al s o  b e  m a d e  b y

—  the A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n ;

—  the c o m m i s s i o n e r  of rev e n u e ,  a c t i n g  in the c a p a c i t y  
of  t r e a s u r e r  of the s t a t e ' s  r e t i r e m e n t  s y s t e m s  for the p e n­
sion  f u n d  s u r p l u s e s  of  the P u b l i c  E m p l o y m e n t  R e t i r e m e n t  S y s­
t e m  a n d  t h e  T e a c h e r s '  R e t i r e m e n t  System.

" R e s t r u c t u r i n g  of m o r t g a g e  l o a n s "  is u s u a l l y  u n d e r s t o o d  to 
m e a n  at l e a s t  one of  the f o l l o w i n g :
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-- f o r b e a r a n c e  a r r a n g e m e n t s  or a g r e e m e n t s ,  a u t h o r i z i n g  
the b o r r o w e r  to r e d u c e  or s u s p e n d  r e g u l a r  m o r t g a g e  p a y m e n t s  
for a s t a t e d  p e r i o d ;  or,

-- m o d i f i c a t i o n  of  the t e rms of  a m o r t g a g e ,  i n c l u d i n g  
-- r e d u c t i o n  of  p a y m e n t s  of p r i n c i p a l

-- w i t h o u t  a f f e c t i n g  the t o t a l  debt o b l i g a­
t i o n  of  the m o r t g a g o r  on  the m o r t g a g e  loan; or

—  a c c o m p a n i e d  b y  a c o n c o m i t a n t  r e d u c t i o n  in 
the t o t a l  d e b t  o b l i g a t i o n  of  the m o r t g a g o r  on the 
m o r t g a g e  loan;
—  r e d u c t i o n  of the i n t e r e s t  p a y m e n t  p a y a b l e  o n  

the loan; or
-- d e l a y  or p o s t p o n e m e n t  of the due da t e  o f  the 

m o r t g a g e  o b l i g a t i o n .

A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n  m o r t g a g e  l o a n s :

T h e  A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n  e n j o y s  w i d e  l a t i t u d e  
as to h o w  it m a y  a d d r e s s  d e l i n q u e n t  loans a n d  t h o s e  that m a y  
b e c o m e  d e l i n q u e n t .  In the e n u m e r a t i o n  of the g e n e r a l  p o w e r s  
of t h e  c o r p o r a t i o n ,  A S  1 8 . 5 6 . 0 9 0 ( 1 1 )  p r o v i d e s  that the 
c o r p o r a t i o n  may, " f o r  its . . . c o r p o r a t e  p u r p o s e s " :

c o n s e n t  to the m o d i f i c a t i o n  o f  the r a t e  of interest, 
t i m e  o f  p a y m e n t  of a n y  i n s t a l l m e n t  of p r i n c i p a l  or 
i n t e r e s t ,  or a n y  o t h e r  terms, of the m o r t g a g e  loan, 
m o r t g a g e  l o a n  c o m m i t m e n t ,  c o n s t r u c t i o n  loan, t e m p o r a r y  
loan, c o n t r a c t  o r  a g r e e m e n t  of  a n y  k i n d  to w h i c h  the 
c o r p o r a t i o n  is a party;

W h i l e  th i s  s t a t u t o r y  l a n g u a g e  sets n o  limits, t here are some 
p r a c t i c a l  c o n s t r a i n t s .

A H F C  p r i n c i p a l l y  f i n a n c e s  its p r o g r a m s  t h r o u g h  the u i e  of  
b o n d  p r o c e e d s .  A S  1 8 . 5 6 . 1 1 0  g e n e r a l l y  p r e s c r i b e s  l i m i t a­
tions a p p l i c a b l e  to the b o n d s  a n d  n o t e s  of the c o r p o r a t i o n .  
A S  1 8 . 5 6 . 1 1 0 ( f ) ( 3 )  a u t h o r i z e s  the c o r p o r a t i o n  to " c o v e n a n t  
as to the u s e  a n d  d i s p o s i t i o n  o f  a n y  a n d  a l l  p a y m e n t s  of 
p r i n c i p a l  a n d  i n t e r e s t  r e c e i v e d  b y  the c o r p o r a t i o n  o n  m o r t­
ga g e  l o a n s  . . .  or o t h e r  i n v e s t m e n t s  h e l d  b y  the c o r p o r a­
tio n . "  U n d e r  A S  18.56.120,

T h e  p l e d g e  o f  a s s e t s  or r e v e n u e  of the c o r p o r a t i o n  to 
the p a y m e n c  of the p r i n c i p a l  or i n t e r e s t  o n  any 
o b l i g a t i o n s  of the a g e n c y  is v a l i d  and b i n d i n g  f r o m  the 
t i m e  the p l e d g e  is m a d e  a n d  the a s s e t s  or r e v e n u e  are
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i m m e d i a t e l y  s u b j e c t  to the l i e n  o f  the p l e d g e  w i t h o u t  
p h y s i c a l  d e l i v e r y  or f u r t h e r  a c t ..............

So it is to the c o v e n a n t s  t h a t  s u p p o r t  the u n d e r l y i n g  b o n d  
i s s u e s  r a t h e r  t h a n  to p r o v i s i o n s  of s t a t e  l a w  t h a t  one m u s t  
l o o k  to d e t e r m i n e  w h e t h e r  A H F C 's v a r i o u s  m o r t g a g e  l o a n  p r o­
grams p e i m i t  r e s t r u c t u r i n g  o f  o u t s t a n d i n g  loans. O n e  m u s t  
a l s o  c o n s i d e r  the a g r e e m e n t s  bet 7e e n  A H F C  and, on  t h e  o n e  
hand, a g r e e m e n t s  e n t e r e d  in t o  w i t h  the F e d e r a l  N a t i o n a l  
M o r t g a g e  A s s o c i a t i o n  (and s i m i l a r  e n t i t i e s )  c o v e r i n g  s a l e s  
of  m o r t g a g e s  a n d  loans and, o n  the o t h e r  hand, a g r e e m e n t s  
w i t h  the c o r p o r a t i o n ' s  o w n  m o r t g a g e  s e l l e r / s e r v i c e r s . E a c h  
of  t h e s e  g r o u p s  of a g r e e m e n t s  m a y  i n c l u d e  p r o v i s i o n s  
l i m i t i n g  t h e  c o r p o r a t i o n ' s  f l e x i b i l i t y  in r e s p o n d i n g  to d e­
fa u l t s  a n d  p o t e n t i a l  d e f a u l t s  b y  the b o r r o w e r s .

T h e s e  a g r e e m e n t s  n o t w i t h s t a n d i n g ,  A H F C  does a u t h o r i z e  l o a n  
m o d i f i c a t i o n s  u n d e r  c e r t a i n  c i r c u m s t a n c e s .  T h e  c o r p o­
r a t i o n ' s  s e l l e r / s e r v i c e r  m a n u a l  i d e n t i f i e s  t h o s e  as l i m i t e d  
to i n s t a n c e s  in w h i c h  the m o r t g a g o r ' s  i n c o m e  h a s  b e e n  
p e r m a n e n t l y  a f f e c t e d  b y  a c c i d e n t  or i l l n e s s ,  or i n  w h i c h  the 
m o r t g a g o r ' s  i n c o m e  h a s  b e e n  r e d u c e d  or e l i m i n a t e d  a l t o g e t h e r  
for a t e m p o r a r y  p e r i o d  a n d  w h i c h  h a s  n o t  r e c o v e r e d  
s u f f i c i e n t l y  to m a i n t a i n  the c u r r e n t  m o r t g a g e .  The 
c o r p o r a t i o n  w i l l  al s o  c o n s i d e r  a m o d i f i c a t i o n  "if the s e r v i­
cer [of t h e  m o r t g a g e ]  f e e l s  th a t  c h a n g i n g  the t e rms o f  the 
m o r t g a g e  w o u l d  n o t  o n l y  c u r e  [a] p r e s e n t  d e l i n q u e n c y  b u t  
al s o  p r e v e n t  f u t u r e  d e l i n q u e n c i e s . "  A H F C  m u s t  g i v e  p r i o r  
a p p r o v a l  a n d  " w i l l  c o n s i d e r  . . . r e a m o r t i z i n g  the debt to 
i n c l u d e  the d e l i n q u e n t  p a y m e n t s  or e x t e n d i n g  the t e r m  o f  the 
loan b y  the n u m b e r  o f  p a s t  due i n s t a l l m e n t s . "  A H F C  Sell e r /  
S e r v i c e r  M a n u a l  sec. 9002.06.

In s u mmary, c u r r e n t  s t a t e  l a w  g e n e r a l l y  a p p e a r s  to p r o v i d e  
s u f f i c i e n t  l a t i t u d e  for the A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a­
tio n  to m o d i f y  loans a n d  l o a n  p r o v i s i o n s  f o r  l oans th a t  a r e  
d e l i n q u e n t  or m a y  b e c o m e  d e l i n q u e n t .  L e g i s l a t i v e  i n i t i a­
tives to a m e n d  the l a w  to r e d e f i n e  or e x t e n d  A H F C ' s  a u t h o r i­
ty n e e d  to b e  c o n c e r n e d  w i t h  p o s s i b l e  c l a i m s  a g a i n s t  i m p a i r­
m e n t  o f  c o n t r a c t s  e n t e r e d  into b y  the c o r p o r a t i o n ,  p a r t i c u­
la r l y  w i t h  b o n d  u n d e r w r i t e r s ,  f e d e r a l  g o v e r n m e n t  a g e n c i e s  
that p u r c h a s e  the m o r t g a g e s ,  a n d  the c o r p o r a t i o n ' s  s e l ler/ 
s e r vicers.

Department of Community and Regional Affairs mortgage loans:
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S t a t e  l a w  a p p l i c a b l e  to m a n a g e m e n t  o f  the d e p a r t m e n t ' s  m o r t ­
ga g e  l o a n  p r o g r a m s  does n o t  s p e c i f i c a l l y  p r o v i d e  the d e p a r t­
m e n t  l a t i t u d e  to r e s t r u c t u r e  r e p a y m e n t  of p r i n c i p a l  a n d  i n­
te r e s t  on  its loans. T h e  d e p a r t m e n t ' s  o w n  r e g u l a t i o n s  a r e  
al s o  s i l e n t  on t h e  point.

T h e  d e p a r t m e n t  h a s  a s s e r t e d  to y o u  th a t  it m a y  n o t  r e d u c e  
i n t e r e s t  p a y a b l e .  Its a s s e r t i o n  s e ems to b e  b o r n e  out by  
the f o l l o w i n g :

-- the i n t e r e s t  r a t e  p a y a b l e  b y  a b o r r o w e r  u n d e r  
t he r u r a l  o w n e r - o c c u p i e d  h o u s i n g  p r o g r a m  is, b y  s t a t u t e  
(AS 4 4 . 4 7 . 4 1 0 ( b ) ) ,  t i e d  to the r a t e  b a s e d  o n  the m o s t  
r e c e n t  A H F C  b o n d  sale;

-- the i n t e r e s t  r a t e  p a y a b l e  b y  a b o r r o w e r  u n d e r  
the r u r a l  n o n - o w n e r - o c c u p i e d  h o u s i n g  p r o g r a m  is set b y  
s t a t u t e  (AS 4 4 . 4 7 . 5 2 0 ( b ) )  as an a m o u n t  n o t  to e x c e e d  
10% p e r c e n t ;  the d e p a r t m e n t  a d v e r t i s e s  th a t  the r a t e  is 
10% p e r c e n t ;

-- t h e  i n t e r e s t  r a t e  p a y a b l e  b y  a b o r r o w e r  u n d e r  
the h o m e o w n e r s h i p  a s s i s t a n c e  h o u s i n g  p r o g r a m ,  the 
i n t e r e s t - s u b s i d y  a s s i s t a n c e  p r o g r a m ,  d i r e c t s  b y  s t a t u t e  
(AS 4 4 . 4 7 . 3 8 2 ( b ) )  that, for q u a l i f y i n g  b o r r o w e r s ,  the 
s u b s i d y  a l l o w a b l e  s h a l l  b e  s u f f i c i e n t  to r e d u c e  the 
a c t u a l  i n t e r e s t  r a t e  p a i d  on  the m o r t g a g e  to s i x  p e r­
cent.

T h e  n e t  e f f e c t  o f  the t h ree s t a t u t e s  c i t e d  s u g g e s t s  that the 
d e p a r t m e n t  is w i t h o u t  d i s c r e t i o n  to a d j u s t  o r  r e d u c e  i n t e r­
est p a y a b l e  b y  a b o r r o w e r  u n d e r  a n y  o f  the t h r e e  p r o g r a m s .

T h e  d e p a r t m e n t  h a s  Iso r e p r e s e n t e d  to y o u  that, w h i l e  it 
m a y  a d j u s t  p a y m e n t s  o f  p r i n c i p a l  o n  o u t s t a n d i n g  h o u s i n g  p r o ­
g r a m  loans, its a u t h o r i t y  to a d j u s t  the p a y m e n t s  is l i m i t e d  
to m o d i f y i n g  c u r r e n t  p r i n c i p a l  p a y m e n t s  w i t h o u t  r e d u c i n g  the 
m o r t g a g o r ' s  t o t a l  de b t  o b l i g a t i o n  u n d e r  the m o r t g a g e  loan.
I n  o t h e r  wo r d s ,  the d e p a r t m e n t  b e l i e v e s  th a t  it m a y  r e d u c e  
m o n t h l y  p a y m e n t s ,  b u t  the r e d u c t i o n s  c o r r e s p o n d i n g l y  s e r v e  
to e x t e n d  the r e p a y m e n t  o b l i g a t i o n  to a n  a d d i t i o n a l  p e r i o d ;  
the d e p a r t m e n t  m a y  n o t  c a n c e l  or f o r g i v e  a p o r t i o n  o f  the 
b o r r o w e r ' s  i n d e b t e d n e s s .

T h e  s o u r c e  of  the d e p a r t m e n t ' s  m o r t g a g e  l e n d i n g  a c t i v i t y  is 
the h o u s i n g  a s s i s t a n c e  loan fund. T h a t  f u n d  is e s t a b l i s h e d  
by  s t a t u t e  (AS 4 4 . 4 7 . 3 8 0 )  a n d  was, b y  a 1983 a m e n d m e n t ,  m a d e
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a r e v o l v i n g  l o a n  fund. 3/ A  r e v o l v i n g  l o a n  f u n d  is c o m m o n­
ly t h o u g h t  of, a n d  in A T a s k a  l e g i s l a t i o n  h a s  b e e n  n e a r l y  
u n i v e r s a l l y  t reated, as a f u n d  th a t  is c o n t i n u a l l y  e x p e n d e d  
a n d  r e p l e n i s h e d ,  f r o m  w h i c h  w i t h d r a w a l s  a r e  m a d e  as loans 
b u t  w i t h  a c o r r e s p o n d i n g  o b l i g a t i o n  to r e p a y  the f u n d  in 
o r d e r  to k e e p  it intact. k_l L e g i s l a t i v e  a p p r o p r i a t i o n s  for 
s t a t e  r e v o l v i n g  l o a n  f u n d s  a r e  t y p i c a l l y  t r e a t e d  as n o n­
l a p s i n g  a p p r o p r i a t i o n s , a n d  a n y  r e p a y m e n t s  o f  p r i n c i p a l  o n  
loans p u r c h a s e d  or o r i g i n a t e d  w i t h  t h e s e  a p p r o p r i a t i o n s  
s h o u l d  b e  d e p o s i t e d  i n t o  the f u n d  a n d  m a d e  a v a i l a b l e  f r o m  
the f u n d  f o r  s u b s e q u e n t  e x p e n d i t u r e .

I n  m y  j u d g m e n t ,  the d e p a r t m e n t ' s  r e p r e s e n t a t i o n  to y o u  seems 
to b e  f u l l y  c o n s i s t e n t  w i t h  its d u t y  to m a i n t a i n  the i n t e g­
r i t y  o f  t h e  h o u s i n g  a s s i s t a n c e  l o a n  f u n d  as a r e v o l v i n g  
fund. A  r e d u c t i o n  in p r i n c i p a l  p a y m e n t s  a c c o m p a n i e d  b y  a 
c a n c e l l a t i o n  of a p o r t i o n  of a b o r r o w e r ' s  i n d e b t e d n e s s  w o u l d  
c o m p r o m i s e  the f u n d  b a l a n c e  a n d  the a b i l i t y  of the a g e n c y  to 
u s e  t h e  f u n d  b a l a n c e  as a s o u r c e  o f  l o a n s  i n  s u b s e q u e n t  
y e a r s .

I n v e s t m e n t s  of the A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n :

U n d e r  a u t h o r i t y  g r a n t e d  i n  A S  3 7 . 1 3 . 1 2 0 ( g ) (16), the c o r p o r a­
ti o n  m a y  i n v e s t  in

n o t e s  s e c u r e d  b y  m o r t g a g e s  g r a n t i n g  a f i r s t  l i e n  on 
c o m m e r c i a l  or r e s i d e n t i a l  r e a l  e s t a t e  i m p r o v e d  b y  
c o m p l e t e d  b u i l d i n g s  [ s ubject to s p e c i f i c  m o r t g a g e  
i n s u r a n c e  r e q u i r e m e n t s ] ;

L i k e  the A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n ,  the A l a s k a  P e r­
m a n e n t  F u n d  C o r p o r a t i o n  e n j o y s  b r o a d  a u t h o r i t y  to m a n a g e  
i n v e s t m e n t s .  T h e  c o r p o r a t i o n  is a u t h o r i z e d  to " e n t e r  into 
a n d  e n f o r c e  all c o n t r a c t s  n e c e s s a r y ,  c o n v e n i e n t ,  or d e s i r a­
b l e  f o r  p u r p o s e s  o f  the c o r p o r a t i o n . "  (AS 3 7 . 1 3 . 1 2 0 ( f ) ) .
T h e  r e s i d e n t i a l  m o r t g a g e s  p u r c h a s e d  b y  the c o r p o r a t i o n  as 
i n v e s t m e n t s  b e c o m e  a s s e t s  of the c o r p o r a t i o n  s u b j e c t  to the 
c o r p o r a t i o n ' s  g e n e r a l  a s s e t  m a n a g e m e n t  p o l i c i e s .

S i n c e  t h e  P e r m a n e n t  F u n d  C o r p o r a t i o n  r e g u l a r l y  r e c e i v e s  
i n c o m e  f r o m  s o u r c e s  o t h e r  th a n  t h o s e  t h a t  s u p p o r t  the 
m o r t g a g e  l e n d i n g  a c t i v i t i e s  of  A H F C  or the H o u s i n g  
A s s i s t a n c e  D i v i s i o n ,  it is n o t  c o n s t r a i n e d  b y  the same 
c o n s i d e r a t i o n s  that c i r c u m s c r i b e  l o a n  m a n a g e m e n t  p r a c t i c e s  
o f  t h o s e  two e n t i t i e s . W i t h i n  the b r o a d  a u t h o r i t y  of the 
s t a t u t e s  d i r e c t i n g  its a c t i v i t i e s ,  the P e r m a n e n t  F u n d
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C o r p o r a t i o n  a p p e a r s  to h a v e  a m p l e  l e g a l  a u t h o r i t y  to 
s t r u c t u r e  or r e s t r u c t u r e  l o ans t h a t  are p o t e n t i a l l y  or 
a c t u a l l y  d e l i n q u e n t .

R e t i r e m e n t  F u n d s  i n v e s t m e n t s :

T h e  c o m m i s s i o n e r  o f  r e v e n u e  m a y  i n v e s t  the s u r p l u s e s  o f  the 
P u b l i c  E m p l o y e e s 1 R e t i r e m e n t  S y s t e m  a n d  the T e a c h e r s '  R e ­
ti r e m e n t  S y s t e m  in, a m o n g  o t h e r  p e r m i s s i b l e  i n v e s t m e n t s  
s p e c i f i e d  b y  law, r e s i d e n t i a l  m o r t g a g e s .  A S  3 9 . 3 5 . -  
1 1 0 ( a ) (10) (for the P u b l i c  E m p l o y e e s '  R e t i r e m e n t  System) a n d  
A S  1 4 . 3 5 . 1 80(b) ('1 0) (for the T e a c h e r s '  R e t i r e m e n t  System) 
a u t h o r i z e  the c o m m i s s i o n e r  to i n v e s t  in " f i r s t  l i e n  r e a l  
e s t a t e  m o r t g a g e s  g u a r a n t e e d  b y  the f e d e r a l  V e t e r a n s  A d m i n i s­
tr a t i o n . "  A S  3 9 . 3 5 . 1 1 0 ( a ) (11) a n d  (12) a n d  \S 14.35.- 
1 8 0 ( b ) (11) a n d  (12) a u t h o r i z e  i n v e s t m e n t s  i n v o l v i n g  o t h e r  
k i n d s  o f  r e s i d e n t i a l  m o r t g a g e s ,  s u b j e c t  to s p e c i f i c  
l i m i t a t i o n s  set o u t  in t h o s e  p a r a g r a p h s  a n d  in A S  39.- 
35 . 1 1 0 ( e )  a n d  A S  1 4 . 2 5 . 1 8 0 ( e ) ,  r e s p e c t i v e l y .

As to e a c h  o f  the two r e t i r e m e n t  p r o g r a m s ,  the c o m m i s s i o n e r  
is a u t h o r i z e d  b y  l a w  to "do a l l  ac t s  w h e t h e r  or n o t  e x p r e s s­
ly a u t h o r i z e d  w h i c h  a r e  c o n s i d e r e d  n e c e s s a r y  or p r o p e r  for 
the p r o t e c t i o n  of the i n v e s t m e n t s  h e l d  m  the p e n s i o n  f u n d . "  
A S  3 9 . 3 5 . 1 1 0 ( d ) ;  A S  1 4 . 2 5 . 1 8 0 ( d ) .

J B C : b b
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]_/ T h e  loans o f  the A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a­
ti o n  m a y  be  c l a s s i f i e d  a m o n g  t h e  f o l l o w i n g  s p e c i f i c  lo a n  
p r o g r a m s :

-- h o m e  o w n e r s h i p  a s s i s t a n c e  p r o g r a m  (a p r o g r a m  to 
p r o v i d e  m o r t g a g e  s u b s i d i e s  to p e r s o n s  of l o w  a n d  m o d e r­
ate i n c o m e ) ;

-- m o b i l e  h o m e  l o a n  p u r c h a s e  p r o g r a m  (a p r o g r a m  to 
p r o v i d e  l o w - c o s t  f i n a n c i n g  f o r  m o b i l e  h o m es);

-- p l e d g e d  a c c o u n t  m o r t g a g e  p r o g r a m  (a p r o g r a m  to 
a s s i s t  p e r s o n s  w i t h  s u f f i c i e n t  a s s e t s  b u t  w h o s e  i n c o m e  
does n o t  m e e t  the m i n i m u m  m o n t h l y  i n c o m e  r e q u i r e m e n t s  
g e n e r a l l y  a p p l i c a b l e  to t h e  c o r p o r a t i o n ' s  lo a n  p r o­
gra m s  );

—  s e c o n d  m o r t g a g e  l o a n  p r o g r a m  (a p r o g r a m  to p r o­
v i d e  l o w - i n t e r e s t  l oans f o r  h o m e  i m p r o v e m e n t s  or r e h a­
b i l i t a t i o n  in o r d e r  to m a k e  the u n i t s  m o r e  h a b i t a b l e ,  
a n d  to f i n a n c e  s e c o n d  m o r t g a g e s  in o r d e r  to a l l o w  h o m e  
p u r c h a s e s ) ;

-- t a x a b l e  m o r t g a g e  p r o g r a m  c o n v e n t i o n a l  l o a n  (the 
p r i n c i p a l  A H F C  h o m e o w n e r  a s s i s t a n c e  p r o g r a m ,  a p p l i c a b l e  
to o w n e r - o c c u p i e d  units);

-- t r i - p l e x  a n d  f o u r - p l e x  m o r t g a g e  l o a n  p r o g r a m  (a 
p r o g r a m  to a l l o w  the p u r c h a s e  o f  o w n e r - o c c u p i e d  tri- 
a n d  f o u r - p l e x  u n i t s ) ;

-- v e t e r a n s '  m o r t g a g e  p r o g r a m  (a p r o g r a m  to p r o­
v i d e  a d d i t i o n a l  a s s i s t a n c e  tc q u a l i f y i n g  v e t e r a n s  
t h r o u g h  a r e d u c e d  i n t e r e s t  r a t e ) ;

2./ T h e  D e p a r t m e n t  o f  C o m m u n i t y  a n d  R e g i o n a l  A f f a i r s ' 
loans i n v o l v e  the f o l l o w i n g  s p e c i f i c  p r o g r a m s :

-- r u r a l  o w n e r - o c c u p i e d  h o u s i n g  (a p r o g r a m  to p r o­
v i d e  f i n a n c i n g  to q u a l i f i e d  b o r r o w e r s  for the c o n s t r u c­
tion, p u r c h a s e ,  or r e h a b i l i t a t i o n  of a h o u s i n g  unit, 
l i m i t e d  to s i n g l e  i u m i l y  u n i t s  a n d  duple x e s ,  for u s e  as 
t he b o r r o w e r ' s  p r i n c i p a l  r e s i d e n c e ) ;

-- r u r a l  n o n - o w n e r - o c c u p i e d  h o u s i n g  (a p r o g r a m  to 
p r o v i d e  f i n a n c i n g  to q u a l i f i e d  b o r r o w e r s  for the c o n­
str u c t i o n ,  p u r c h a s e ,  or r e h a b i l i t a t i o n  of a m u l t i p l e  
u n i t  h o u s i n g  p r o j e c t ,  g e n e r a l l y  two to e i g h t  units, 
t h o u g h  l a r g e r  u n d e r  e x t r a o r d i n a r y  c i r c u m s t a n c e s ) ;



R e p r e s e n t a t i v e  S t e v e  F r a n k  
P a g e  8
F e b r u a r y  29, 1988

-- h o m e  o w n e r s h i p  a s s i s t a n c e  h o u s i n g  (a p r o g r a m  to 
p r o v i d e  a s s i s t a n c e  to p e r s o n s  of  l o w e r  a n d  m o d e r a t e  
i n c o m e  to p u r c h a s e  or c o n s t r u c t  s i n g l e - f a m i l y ,  o w n e r -  
o c c u p i e d  d w e l l i n g s ,  t h r o u g h  the u s e  of s u b s i d i z e d  i n­
te r e s t  p a y m e n t  s u p p o r t ) .

3 /  A  J a n u a r y  23, 1984, O p i n i o n  o f  the A t t o r n e y  
G e n e r a l  p r o v i d e s  g u i d a n c e  to the D e p a r t m e n t  of C o m m u n i t y  and 
R e g i o n a l  A f f a i r s  as to t h e  p r o p e r  h a n d l i n g  of t h e  r e p a y m e n t s  
of  p r i n c i p a l  a n d  i n t e r e s t  e a r n i n g s  o n  l o ans m a d e  f r o m  the 
lo a n  f u n d  b e f o r e  a n d  a f t e r  the 1983 a m e n d m e n t  e s t a b l i s h i n g  
it as a r e v o l v i n g  fund.

4/ " R e v o l v i n g  l o a n  f unds p r o v i d e  for t h e  r e t u r n  to 
the funcf of r e p a y m e n t s  b y  b o r r o w e r s  of  the p r i n c i p a l  (and 
f r e q u e n t l y  the i n t e r e s t  on  th a t  p r i n c i p a l )  w h i c h  w a s  l o a n e d  
to t h e m  f r o m  the f u n d  so t h a t  n e w  loans c a n  bo m a d e  on a 
c o n t i n u i n g  b a s i s . "  1 9 8 2  O p i n i o n s  of  the A t t o r n e y  G e n e r a l  
#13, N o v e m b e r  30, 1982, at p a g e  12.
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