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OFFICE OF THE COMMISSIONER /

/
□ P.O. BOX B

STEVE COWPER, GOVERNOR

JUNEAU. ALASKA 99311-2100
PHONE: (907) 465-1700

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

April 4, 1988

POSITION PAPER

RE: House Bill 550

SPONSOR: Rules Committee by request of the House Members of the 
Joint Committee on Economic Recovery.

Program Effects:

This bill would allow the department, under the Housing 
Assistance Loan Program, to modify loan terms, such as the 
interest rate and maturity date, when a borrower is 
experiencing financial distress. This authority already exists 
in other State assisted housing loan programs so this 
legislation would make this program consistent with these other 
State housing loan programs.

Comments:

This bill would correct an inconsistency between the provisions 
of the Housing Assistance Loan Program and other State housing 
loan programs, such as those offered by the Alaska Housing 
Finance Corporation. This would give the Housing Assistance 
Loan Program more options when assisting a distressed borrower 
to maintain his or her home and credit rating. It would help 
reduce the maintenance, legal, and resale costs that the 
Housing Assistance Loan Program experiences every time it 
cannot save a loan and has to accept the security, such as the 
real property, rather than repayment of the loan amount.

The Housing Assistance Loan Fund has currently about 1400 
outstanding loans. Of these, 45 are in foreclosure, and 
another 100 are delinquent in payments. Of these 
delinquencies, the department estimates between one third and 
one half would be able to take advantage of the loan 
modification provisions proposed by this legislation.
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The Housing Assistance Loan program has considered the 
financial impact on the Housing Assistance Revolving Loan Fund 
(HARLF) due to the resultant reduction in the average interest 
rate the portfolio earns brought about by lowering the interest 
rate charged to the borrowers. This loss in income, when 
averaged over the total portfolio, will not impact the loan 
fund. In addition the department feels that any loss in income 
due to the reduction in interest income may be offset by 
reducing the number of non-performing loans by turning them 
into performing loans. When a borrower goes into default and 
does not make the required loan payments, the HARLF receives no 
income from that loan. If the department can immediately work 
with that borrower and renegotiate loan terms which are 
acceptable to the State and the borrower, the State will suffer 
a smaller reduction in income than if it becomes necessary to 
go to foreclosure and liquidate the security.

The department strongly supports this legislation. It is in 
the best interests of both the state and the borrowers under 
this program to implement this statutory change.
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Offered: 5/6/88
Referred: Finance

5-2052N

Original sponsor: Rules/House Members
Of The Joint Committee 
On Economic Recovery

BY THE COMMUNITY AND REGIONAL
1 IN THE HOUSE AFFAIRS COMMITTEE

2 SENATE CS FOR HOUSE BILL NO. 550 (C&RA)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act authorizing the Department of Community and

7 Regional Affairs to modify the terms of its mortgage

8 loans; and providing for an effective date."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. FINDINGS. The legislature finds that

11 (1) some residents of the state who have obtained mortgage loans

12 from the Department of Community and Regional Affairs have mortgages with

13 payment obligations that exceed their present ability to make the required

14 payments;

15 (2) the Department of Community and Regional Affairs does not

16 have statutory authority to reduce interest rates;

17 (3) the costs of foreclosure and resale, including legal ex-

18 penses, publication costs, maintenance costs, repair and renovation costs,

19 sales expenses, closing costs, and costs due to sale in a distressed mar-

20 ket, may be very substantial;

21 (4) it may be in the department's and state's best direct finan-

22 cial interest to avoid foreclosure by modifying loan terns including re-

23 scheduling principal payments, reducing interest rates and payment amounts,

24 and adjusting maturity dates to induce existing owners to remain in title

25 to the property and maintain active management of the property.

26 * Sec. 2. AS 44.47 is amended by adding a new section to read:

27 Sec. 44.47.525. MODIFICATION OF LOANS. (a) Notwithstanding

28 AS 44.47.410(a) and (b) and 44.47.520(b), on mortgages that it has

29 financed under AS 44.47.360 - 44.47.560 the department may, by loan

HB0550b -1- SCS HB 550(C&RA)
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1 modification, reschedule principal payments or reduce interest rates,

2 or both, if the department finds that

3 (1) a loan modification would result in the likelihood that

4 the loan would pay to maturity and induce the borrower to remain in

5 active management and ownership of the property; and

6 (2) the loan modification would be

7 (A) in the best financial interest of the department

8 and the state; and

9 (B) considered prudent by private lending standards

10 taking into account the financial circumstances of the borrower

11 and other costly alternatives such as foreclosure.

12 (b) Rescheduling of the borrower's repayment of principal under

13 (a) of this section provides an interim payment adjustment and is not

14 intended to affect the obligation of the borrower to repay the princi-

15 pal amount on the mortgage loan.

16 (c) The department

17 (1) may reduce the interest rate payable on a mortgage

18 under (a) of this section only if the modification contains an inter-

19 est rate reopener clause; the interest rate reopener clause must

20 (A) require that, if the interest rate is reduced, the

21 borrower and the department shall renegotiate the rate of inter-

22 est on the mortgage within five years of the date of an interest

23 rate reduction approved by the department under this section;

24 (B) specify the date by which the borrower and the

25 department are to renegotiate the rate of interest under (A) of

26 this paragraph;

27 (C) incorporate a call feature reserving to the

28 department the right to demand repayment of the entire principal

29 amount due if the borrower and the department are unable to

SCS HB 550(C&RA) -2- HB0550b
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1 conclude renegotiation of the rate of interest under (A) of this

2 paragraph; the department may not use the call feature incor-

3 porated under this subparagraph to demand repayment of the entire

4 principal amount due before the date determined under (B) of this

5 . paragraph;

6 (2) may not approve a rate of interest under this section

7 that is less than six percent.

8 (d) An interest rate reduction approved by the department under

9 this section cancels the borrower's obligation to pay the amount due

10 that is attributable to the difference between the original interest

11 rate and the interest rate reduction for the period of the rate re-

12 duction.

13 (e) When an interest rate is renegotiated under (c) of this

14 section, the renegotiated rate may not exceed the interest rate orig-

15 inally charged on the loan.

16 (f) The department shall adopt regulations prescribing the terms

17 and conditions of and the procedures applicable to loan modifications

18 made under this section.

19 * Sec. 3. This Act takes effect July 1, 1988.

HB0550b -3- SCS HB 550(C&RA)
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Alaska H>tate legislature
ARLISS STURGULEWSKI, Chairman 
TIM KELLY, Vice Chairman 
RICK HALFORD 
MIKESZYMANSKI 
FREDZHAROFF

P 0. BOX V 
JUNEAU, ALASKA 99811 

(907) A65-4989

££>enate
Community antr Regional Affairs Committee

May 3, 1988

Members,
Senate Community and Regional Affairs Committee 

Staff
Seratft Community and Regional Affairs Committee

RE: HB 550 - "An Act authorizing the Department of
Community and Regional Affairs to modify the terms of 
its mortgage loans; efd."

This bill would allow DC&RA to modify Housing Assistance loan 
terms, including interest rate and maturity date when the 
borrower is in financial distress. This will make the HAD 
program consistent with other state assisted home loan programs 
which already have this authority.

In this packet is a zero fiscal note, a position paper from the 
department strongly supporting the bill, a memo from Max 
Gruenberg, House Chair of the Joint Committee on Economic 
Recovery, a House Research report on the ability to restructure 
state assisted mortgage loans, and a bill history.
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OFFICE OF THE COMMISSIONER /•:V-

April 4, 1988

POSITION PAPER

STEVE COW PER, GOVERNOR

□ P.O. BOX B
JUNEAU. ALASKA 99911-2100 
PHONE- (907) 465*700

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

RE: House Bill 550

SPONSOR: Rules Committee by request of the House Members of the 
Joint Committee on Economic Recovery.

Program Effects:

This bill would allow the department, under the Housing 
Assistance Loan Program, to modify loan terms, such as the 
interest rate and maturity date, when a borrower is 
experiencing financial distress. This authority already exists 
in other State assisted housing loan programs so this 
legislation would make this program consistent with these other 
State housing loan programs.

Comments:

This bill would correct an inconsistency between the provisions 
of the Housing Assistance Loan Program and other State housing 
loan programs, such as those offered by the Alaska Housing
Finance Corporation. This would give the Housing Assistance
Loan Program more options when assisting a distressed borrower 
to maintain his or her home and credit rating. It would help 
reduce the maintenance, legal, and resale costs that the 
Housing Assistance Loan Program experiences every time it 
cannot save a loan and has to accept the security, such as the 
real property, rather than repayment of the loan amount.

The Housing Assistance Loan Fund has currently about 1400 
outstanding loans. Of these, 45 are in foreclosure, and 
another 100 are delinquent in payments. Of these
delinquencies, the department estimates between one third and 
one half would be able to take advantage of the loan
modification provisions proposed by this legislation.
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The Housing Assistance Loan program has considered the 
financial impact on the Housing Assistance Revolving Loan Fund 
(HARLF) due to the resultant reduction in the average interest 
rate the portfolio earns brought about by lowering the interest 
rate charged to the borrowers. This loss in income, when 
averaged over the total portfolio, will not impact the loan 
fund. In addition the department feels that any loss in income 
due to the reduction in interest income may be offset by 
reducing the number of non-performing loans by turning them 
into performing loans. When a borrower goes into default and 
does not make the required loan payments, the HARLF receives no 
income from that loan. If the department can immediately work 
with that borrower and renegotiate loan terms which are 
acceptable to the State and the borrower, the State will suffer 
a smaller reduction in income than if it becomes necessary to 
go to foreclosure and liquidate the security.

The department strongly supports this legislation. It is in 
the best interests of both the state and the borrowers under 
this program to implement this statutory change.
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State of Alaska
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JU N E A U . A L A SK A  99811 
(907)465-3718 
465-4968/4986

914 C L A Y  C O U R T  
A N C H O R A G E , A L A SK A  99503 

(907) 276-6844

SENATE COMMUNITY AND REGIONAL AFFAIRS COMMITTEE

FROM: MAX F. GRUENBERG, JR., HOUSE CHAIR
JOINT COMMITTEE ON ECONOMIC RECOVERY

DATE: APRIL 28, 1988

RE:' JOINT COMMITTEE LEGISLATION 
I would appreciate your consideration of the attached 
legislation at your earliest convenience. HB 550, "An Act 
authorizing the Department of Community and Regional Affairs 
to modify the terms of its mortgage loans; and providing for 
an effective date" was developed and considered by the Housing 
and Banking subcommittee and the members of the House side of 

, the Joint Committee on Economic Recovery and introduced at the 
House members' request by the House Rules Committee.

This bill has also been heard and passed by the House 
Community and Regional Affairs and Labor and Commerce 
Committees. On April 27 HB 550 passed the House unanimously.

HB 550 would modify the terms of DC&RA mortgage loans to rural 
Alaskans by reducing interest rates, thus allowing more 
flexibility to the Department's loan program.

I hope you can speedily schedule this bill before your 
committee to enhance its chances of passing this session.

If you have any questions please give Tom Begich of my staff a 
call at 465-3718 or 465-4968 or contact Representative Steve 
Frank, the designated House floor manager for the bill, 
directly.

T h a n k s .

. House Majority Leader

C O M M IT T E E S

H O U S E  H E A L T H , E D U C A T IO N  
A N D  S O C IA L  SE R V IC E S 

H O U S E  JU D IC IA R Y
h o u s e  r u l e s  Representative Max F. Gruenberg, Jr.

" L District 11 
Spenard, Upper Midtown Anchorage

MEMORANDUM .. - . "
TO: SENATOR ARLISS STURGULEWSKI, CHAIR

attachment

. House Majority Leader 

COMMITTEES 

HOUSE HEALTH, EDUCATION 
AND SOCIAL SERVICES 

HOUSE JUDICIARY 
HOUSE RULES 

MEMORANDUM 

State of Alaska 

Representative Max F. Gruenberg, Jr. 
_ · '· District 11 

. Spenard," (!pper Midtown Anchorage 

TO: SENATOR ARLISS STURGULEWSKI, CHAIR 
SENATE COMMUNITY AND REGIONAL AFFAIRS COMMITTEE 

FROM: MAX F. GRUENBERG, JR., HOUSE CHAIR .$~ 
JOINT COMMITTEE ON ECONOMIC RECOVERY //ff 

. . 
DATE: APRIL 28, 1988 

RE: JOINT COMMITTEE LEGISLATION 

P.O. BOX V 
JUNEAU, ALASKA 9981 l 

(907) 465-3718 
465-4968/ 4986 

914 CLAY COURT 
ANCHORAGE, ALASKA 99503 

(907) 276-6844 

I would appreciate your consideration of the attached 
legislation at your earliest convenience. HB 550, "An Act 
authorizing the Department of Community and Regional Affairs 
to modify the terms of its mortgage loans; and providing for 
an effective date" was developed and considered by the Housing 
and Banking subcommittee and the members of the House side of 

~the Joint Committee on Economic Recovery and introduced at the 
House members' request by the House Rules Committee. · 

This bill has also been heard and passed by the House 
Community and Regional Affairs and Labor and Commerce 
Committees. on April 27 HB 550 passed the House unanimously. 

HB 550 would modify the terms of DC&RA mortgage loans to rural 
Alaskans by reducing interest rates, thus allowing more 
flexibility to the Department's loan program. 

I hope you can speedily schedule this bill before your 
committee to enhance its chances of passing this session. 

If you have any questions please give Tom Begich of my staff a 
call at 465-3718 or 465-4968 or contact Representative Steve 
Frank, the designated House floor manager for the bill, 
directly. 

Thanks. 

attachment 
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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: A u t h o r i t y  to re st ru c t u r e  m o r t g a g e  loans
(Work order 5-2012)

TO: R e p r e s en ta ti ve  Steve F r p n k
ATTN: R i c k  Solie

FROM: J a ck  Chenowet
I._ .. 1 ” Legisla ti ve

Y o u  hav e asked for a  r e v i e w  of the a b i li ty  of the state 
agencies that m a n a g e  r es id en ti a l m o r t g a g e  lending p r o g ra m s 
to restructure those loans u n d e r  current law.

T he sources 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  loan p r o­
grams are:

—  loans m a d e  u n d e r  one of the v a r io us  h o u s i n g  a s s i s­
tance programs by the A l a s k a  H o u s i n g  F i n an ce  C o r p o r a t i o n  
u n d e r  authority of A S  18.56; ]_/

—  loans'made f r o m  the H o u s i n g  A s si st a n c e  L o a n  Fund and 
the Ho me ow ne r sh ip  A s s i s t a n c e  Funds by the Divi si o n of H o u s­
ing A ss is ta nc e of the D e p a r t m e n t  of C o m m un i ty  a n d  R e g i o n a l  
A f f ai rs  under the au th o ri ty  o f  A S  44.47.360 - 44.47.560. 2 /

T h o u g h  their total n u mb er s are s ig ni f i c a n t l y  b e l o w  the 
n u m b e r s  of loans m a d e  b y  each of the entities m e n t i o n e d  
above, loans for resid en t ia l purp os es  m a y  also be m a d e  b y

—  the A l as ka  Per ma ne nt  F u n d  Corporation;

—  the c o mm issioner of revenue, a c t in g in the c a p a c i t y
o f  tr e asurer of the state's re ti re m e n t  systems for the p e n­
sion fund surpluses of the P ub li c E mp l oy m e n t  Re ti r e m e n t  S y s­
te m  and the Teachers' Retir em en t System.

" Restru ct ur in g o f  m o r t g a g e  loans" is u s u a l l y  u n d e r s t o o d  to 
m e a n  at least one of the following:
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MEMORANDUM February 29, 1988 

SUBJECT: 

TO: 

FROM: 

•Authority to restructure mortgage loans 
(Work order 5-2012) 

Representative Steve Frpt1.k 
ATTN: Rick Solie 

Jack Chenowet .___...._.,,,.,, 
· Legislative 

POUCH Y SfAf( CAPIIOC. 

JUNEIIU. Al ASIC A 99811 

907 4t>S-3800 

You have ·asked fot ·a review of the ability of the state 
agencies that •manage residential mortgage lending programs 
to restructure those loans under current law. 

The sources of the principal residential mortg~ge loan pro­
grams are: 

-- loans made under one of the various housing assis­
tance programs by the Alaska Housing Finance Corporation 
under authority of AS 18.56; 1/ 

. -- loans -made fr·om the Housing Assistance Loan Fund and 
the Homeownership Assistance Funds by the Division of Hous­
ing Assistance of the Department of Community and Regional 
Affairs under the authority of AS 44.47.360 - 44.47.560. 2/ 

Though their total numbers are significantly below the 
numbers of loans made by each of •the entities mentioned 
above, loans for residential purposes may also be made by 

-- the Alaska Permanent Fund Corporation; 

-- the commissioner of revenue, acting in the capacity 
of treasurer of the state's retirement systems for the pen­
sion fund surpluses of the Public Employment Retirement Sys­
tem and the Teachers' Retirement System. 

"Restructuring of mortgage loans" is usually understood to 
mean at least one of the following: 
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—  forbearance ar ra ngements or a g r e e m e n t s , authorizing 
the b o r r o w e r  to reduce or s u s pe nd  regu la r  m ortgage payments 
for a stated period; or,

—  m o d i f i c a t i o n  o f  the terms of a mortgage, including
—  r e d u c t i o n  of payments o f  principal

—  w i t h o ut  a f f e ct in g the total debt o b l i g a­
tion of the m o r t g a g o r  on the m o r t g a g e  loan; or

—  accom pa ni e d b y  a c on comitant r e d u c ti on  in 
the total debt ob l ig at io n of the m or tg ag or  on the 
m or tg a g e  loan;
—  r e d u c t i o n  of the interest payment payable on 

the loan; or
—  d e la y or p o s t po ne me nt  of the due date of the 

m o r t g a g e  obligation.

A l a s k a  Hous in g Finance C or 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 us in g  Finance C o r p o r a t i o n  enjoys wide latitude 
as to h o w  it m a y  address delinquent loans and those that may  
b e c o m e  delinquent. In the e n u m e r a t i o n  of the general powers 
o f  the corporation, AS 18.56.090(11) provides that the 
c o r p o r a t i o n  may, "for its . . . corporate purposes":

consent to the m o d i f i c a t i o n  of the rate o f  interest, 
time of p a y m e n t  of any installment of p r in cipal or 
interest, or any other terms, of the mo rtgage loan, 
m o r t g a g e  loan commitment, c o n s t r u c t i o n  loan, temporary 
loan, contract or agreement of any 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 il e this statutory language sets n o  limits, there are some 
p r a c t i c a l  constraints.

A H F C  p r i n c i p a l l y  finances its programs through the use o f  
b o n d  proceeds. AS 18.56.110 g e n e r a l l y  prescribes l i m i t a­
tions applicable to the bonds a n d  notes of the corporation. 
A S  18.56.110(f)(3) authorizes the co rporation to "covenant 
as to the use  a nd d is po si ti o n of any and all payments o f  
p r i n c i p a l  and interest r e c ei v ed  b y  the corporation on m o r t­
gage loans . . .  or other investments held by the c o r p o r a­
tion." U n d e r  AS 18.56.120,

The p l e d g e  of assets or revenue of the corporation to 
the p a y m e n t  of the principal or interest on a ny 
o b li ga ti on s  of the agency is v a l i d  a n d  binding from the 
time the p l e d g e  is made and the assets or revenue are

. '.. . . . . . . . .. . . ' . 
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-- •forbearance arrangements or agreements, authorizing 
the borrower to reduce or suspend regular mortgage payments 
for a stated period; or, 

modification of the terms of a mortgage, including 
-- reduction of payments of principal 

-- without affecting the total debt obliga-
tion ·of the mortgagor on the mortgage loan; or 

-- accompanied by a concomitant reduction in 
the total debt obligation of the mortgagor on the 
mortgage loan; 
-- reduction of the interest payment payable on 

the loan; or . 
-- delay or postponement of the due date of the 

mortgage obligation. 

Alaska Housing Finance Corporation mortgage loans: 

The Alaska Housing Finance Corporation enjoys wide latitude 
as to how it may- address delinquent loans and those that may 
become delinquent. In the enumeration of the general powers 
of the corporation, AS 18.56.090(11) provides that the 
corporation may, "for its ••. corporate purposes": 

consent to the modification of the rate of interest, 
time of payment of any installment of principal or 
interest, or any other terms, of the mortgage loan, 
mortgage loan commitment, construction loan, temporary 
loan, contract or agreement of any kind to which the 
~orporation is a party; 

While this statutory language sets no limits, there are some 
practical constraints. 

AHFC principally finances its programs through the use of 
bond proceeds. AS 18.56. 110 generally prescribes limita­
tions applicable to the bonds and notes of the corporation. 
AS 18.56. 110(f)(3) authorizes the corporation to "covenant 
as to the use and disposition of any and all payments of 
principal and interest received by the corporation on mort­
gage loans ••• or other investments held by the corpora­
tion." Under AS 18.56.120, 

The pledge of assets or revenue of the corporation to 
the payment of the principal or interest on any 
obligations of the agency is valid and binding from the 
time the pledge is made and the assets or revenue are 
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immediately subject to the lien of the pledge w i t h o u t  
physical d elivery or further a c t .............

So it is to the covenants that support the u n d e r l y i n g  b o n d  
issues r a t h e r  than to provisions of state law that one m u s t  
look to determine w h e th er  AH FC's various m o r t ga ge  loan p r o­
grams pe rmit restruct ur in g  of o ut s ta n d i n g  loans. One m u s t  
also consider the agreements b e t w e e n  A H F C  and, on the one 
hand, agreements ente re d into w i t h  the Federal Na tional 
Mortgage A s so ci at i on  (and similar entities) covering sales 
of mo rt gages and loans and, on the other hand, agreements 
w i t h  the corporation's own mo rt ga g e s e l l e r / s e r v i c e r s . E a c h  
of these groups of agreements m a y  include provisions 
limiting the corporation's f l ex ib il i ty  in respo nd in g to d e­
faults a n d  p ot en ti al  defaults b y  the borrowers.

T h es e agreements no t withstanding, A H F C  does au th orize loan 
m o d i fi ca t io ns  un de r c e r ta in  c i r c u m s t a n c e s . The c o r p o­
ration's selle r/ se r vi ce r m a n u a l  identifies those as lim i te d 
to instances in w h i c h  the mo rt g a g o r ' s  income has 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  accident or illness, or in w h i c h  the 
m o rt ga go r' s  income has b e e n  redu ce d or eliminated al to ge th er  
for a temporary p e r i o d  and w h i c h  has not r e c o v er ed  
sufficiently to m a i n t a i n  the current mortgage. The 
c o rporation w i l l  also consider a m o d i f i c a t i o n  "if the s e r v i­
cer [of the mortgage] feels that changing the terms of the 
m o r t ga ge  w o u l d  not only cure [a] present delin qu en cy  b u t  
also prevent future delinquencies." A H F C  must give pr io r 
approval and "will consider . . .. r ea mo rtizing the debt to 
include the delinquent payments or e xt ending the te rm  o f  the 
loan by the n umber of past due installments." AHF C  Seller/ 
Servicer M a n u a l  sec. 9002.06.

In summary, current state law ge ne r al ly  appears to prov id e  
sufficient latitude for the A l a s k a  H o u s in g  Finance C o r p o r a­
tion to m o d i f y  loans a n d  loan provisions for loans that are 
delinquent or m a y  b e co m e delinquent. L eg i sl at iv e i n i t i a­
tives to amend the law to r e d e f i n e  or extend AH FC's a u t h o r i­
ty n e e d  to be c on c er ne d w i t h  p ossible claims against i m p a i r­
ment of contracts e n t e re d  into b y  the corporation, p a r t i c u­
larly w i t h  b o n d  underwriters, federal government age nc i es  
that purchase the mortgages, and the corporation's seller/ 
servicers.

Department of Community and Regional Affairs mortgage loans:
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immediately subject to ~he lien of the pledge without 
physical delivery or further act. • ••. 

So it is to the covenants that support the underlying bond 
issues rather than to provisions of state law that one must 
look to determine whether AHFC's various mortgage loan pro­
grams permit restructuring of outstanding loans. One must 
also consider the agreements between AHFC and, on the one 
hand, agreements entered into with the Federal National 
Mortgage Association (and similar entities) covering sales 
of mortgages and loans and, on the other hand, agreements 
with the corporation's own mortgage seller/service~s. Each 
of these groups of agreements may include provisions 
limiting the corporation's flexibility in responding to de­
faults and potential defaults by the borrowers. 

These agreements notwithstanding, AHFC does authorize loan 
modifications under certain circumstances. The corpo­
ration's seller/servicer manual identifies those as limited 
to instances in which the mortgagor's income has been 
permanently affected by accident or illness, or in which the 
mortgagor's income has been reduced or eliminated altogether 
for a temporary period and which has not recovered 
sufficiently to maintain the current mortgage. The 
corporation will also consider a modification "if the servi­
cer [of the mortgage] feels ~hat changing the terms of the 
mortgage would not only cure [al present delinquency but 
also prevent future delinquencies." AHFC must give prior 
approval and "will consider • • ._ reamortizing the debt to 
include the delinquent payments £E extending the term of the 
loan by the number of past due installments." AHFC Seller/ 
Servicer Manual sec. 9002·. 06. 

In summary, current state law generally appears to provide 
sufficient latitude for the Alaska Housing Finance Corpora­
tion to modify loans and loan provisions for loans that are 
delinquent or may become delinquent. Legislative initia­
tives to amend the law to redefine or extend AHFC's authori­
ty need to be concerned with possible claims against impair­
ment of contracts entered into by the corporation, particu­
larly with bond underwriters, federal government agencies 
that purchase the mortgages, and the corporation's seller/ 
servicers. 

Department of Community and Regional Affairs mortgage loans: 
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State law applicable to m a n a g e m e n t  of the department's m o r t­
gage loan programs does n o t  specifically provide the d e p a r t­
ment latitude to r e s t r u c t u r e  re pa y me nt  of p ri ncipal and in­
terest o n  its loans. The department's own regulations are 
also silent on the point. ‘

The department has a s s e r t e d  to y o u  that it m a y  not reduce 
interest payable. Its. a s s e r t i o n  seems to be borne out by 
the following:

—  the i nterest rate p a ya b le  b y  a borrower under 
the 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 ra m is, b y  statute 
(AS 44.47.410(b)), ti ed  to the rate b a s e d  on the mos t 
r e cent A H F C  b o n d  sale; . ...

—  the interest rate p a y a b l e  by a b or ro w e r  under 
the rural n o n - o w n e r - o c c u p i e d  hous i ng  program is set by 
statute (AS 44.47.520(b)) as an amount not to exceed 
10% percent; the d ep ar tm e nt  advertises that the rate is 
10% percent;

—  the interest rat e p a y ab le  by a borrower under 
the ho me ow n er sh ip  as si st a nc e housing program, the 
i nt erest-subsidy as s is ta nc e program, directs b y  statute 
(AS 44.47.382(b)) that, for qualifying borrowers, the 
subsidy allowable shall be sufficient to reduce the 
actual interest rate p a i d  on the m ortgage to si x  p e r­
cent .

T he n e t  effect of the three.s t at ut es  cited suggests that the 
d ep ar tm en t is w i t h o u t  d i s c r e t i o n  to adjust or r educe i n t e r­
est p a y a b l e  by a b o r r o w e r  u nd er  a ny of the three programs.

T h e  department has also r e p r e s e n t e d  to you that, w h i l e  it 
m a y  adjust payments of p r i n c i p a l  on outstanding housing p r o­
g r a m  loans, its au t ho ri ty  to adjust the payments is limited 
to m o d i f y i n g  current p r i n c ip al  payments without reducing the 
m o r t g a g o r ' s  total debt o bl ig at i on  under the mortgage loan.
In other words, the depart me n t believes that it may reduce 
m o n t h l y  payments, but the reducti on s c orrespondingly serve 
to extend the rep ay m en t o b l i g a t i o n  to an additional period; 
the department m a y  n o t  cancel or forgive a portion of the 
borrower's indebtedness.

Th e source of the de pa rtment's m o r t ga ge  lending activity is 
the housi n g assistance loan fund. That fund is established 
by statute (AS 44.47.380) and was, by a 1983 amendment, made
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State law applicable to management of the department's mort­
gage loan programs .does not specifically providP. the depart­
ment latitude to restructure repayment of principal and in­
terest on its loans. The department's own regulations are 
also silent on ·the point. · -· · ~ 

The department has asserted to you that it may not reduce 
interest payable. Its. ~~sertion seems to be borne out by 
the following: 

--·· the interest rate payable by a borrower under 
the -rural owner-oc·cupied housing program is, by statute 
(AS 44.47.410(b)), tied to the rate based on the most 
recent ·AHFC bond sale; .. 

-- the interest rate payable by a borrower under 
the rural non-owner-occupied housing program is set by 
statute (AS 44.47.520(b)) as an amount not to exceed 
10% percent; the department advertises that the rate is 
10\ percent; · 

-- the interest rate payable by a borrower under 
the homeownership assistance housing program, the 
interest-subsidy assistance program, directs by statute 
(AS 44.47.382(b)) that, for qualifying borrowers, the 
subsidy allowable shall be sufficient to reduce the 
actual interest rate paid on the mortgage to six per­
cent. 

The net effect of the three . statutes cited suggests that the 
department is without discretion to adjust or reduce inter­
est payable by a borrower under any of the three p;:·ograms. 

The department has also represented to you that, while it 
may adjust payments of_principal on outstanding housing pro­
gram loans, i~s authority to adjust the payments is limited 
to modifying current principal payments without reducing the 
mortgagor's total debt obligation under the mortgage loan. 
In other words, the department believes that it may reduce 
monthly payments, but the reductions correspondingly serve 
to extend the repayment obligation to an additional period; 
the department may not cancel or forgive a portion of the 
borrower's indebtedness. 

The source of the department's mortgage lending activity is 
the housing assistance loan fund. That fund is established 
by statute (AS 44.47.380) and was, by a 1983 amendment, made 
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a re vo lving loan fund. 3/ A  re vo lv in g loan fund is c o m m o n­
ly thought of, and in A T a s k a  legislation has b e e n  n e a r l y  
u n i v e r s a l l y  treated, as a fu nd  that is continually e x p e n d e d  
and replenished, f r o m  w h i c h  w it h dr aw al s are made as loans 
b ut w i t h  a corresponding o b l ig at io n to repay the fund in 
order to keep it intact. 4/ L eg islative appropriations for 
state revolving loan funds are typically treated as n o n­
lapsing appropriations, and any repayments of principal on 
loans p ur ch as ed  or o r ig in a te d w i t h  these appropriations 
s hould be d e po si te d into the fu nd  and m a d e  available fro m 
the fund for subsequent expenditure.

In m y  judgment, the department's repres en ta ti on  to y o u  seems 
to be fully consistent w i t h  its duty to m a i n t a i n  the i n t e g­
rity of the housing a ssistance loan fund as a re volving 
fund. A  red uc t io n in pr in ci pa l payments accom pa ni e d by a 
c a nc el l a t i o n  of a p o r t i o n  of a borrower's indebtedness w o u l d  
compromise the fund bala nc e and the ability of the a g e n c y  to 
use the fund bal an ce  as a source of loans in subsequent 
y e a r s .

Investments of the A l a s k a  P er manent Fu nd  C o r p o r a t i o n :

U nd er  authority g r a n t e d  in A S  3 7 . 1 3 . 1 2 0 ( g ) (16), the c o r p o r a­
tion m a y  invest in

notes secured b y  m or t gages granting a first lien on 
commercial or resi de nt ia l real estate improved b y  
completed buildings [subject to specific mo rt g a g e  
insurance r e q u i r e m e n t s ] v

Like the A l as ka  H o u s i n g  F i n a n c e  Corporation, the A l a s k a  P e r­
mane n t  Fund Co rp o r a t i o n  enjoys br oa d  a ut hority to manage 
investments. The corpo ra ti on  is authorized to "enter into 
a nd enforce all contracts necessary, convenient, or d e s i r a­
ble for purposes of the co rp or at i on ."  (AS 37..13.120(f)).
T he residential mortgages p u r c h a s e d  by the c or poration as 
investments become assets of the corporation subject to the 
c orporation's general asset manag em en t policies.

Since the Permanent Fund C o rp or at i on  regularly receives 
income fr om  sources other than those that support the 
m o r t g a g e  lending activities of AHFC or the Housing 
A s s i s t a n c e  Division, it is not co n strained by the same 
considerations that c i rc um sc ri b e loan management p ra ctices 
of those two entities. W i t h i n  the broad authority of the 
statutes directing its activities, the Permanent Fund

( 

Representati( Steve Frank 
Page 5 
February 29, 1988 

( 

( 

a revolving loan fund. 3/ A revolving loan fund is common­
ly thought of, and in ATaska legislation has been nearly 
universally treated, as a fund that is continually expended 

__ and r~plenished, from which withdrawals are made as loans 
but with a corresponding obligation to repay the fund in 
order to keep it intact.~/ Legislative app~opriations for 
state revolving loan funds are typically treated as non­
lapsing appropriations, and any repayments of principal on 
loans purchased or originated with these appropriations 
should be deposited into the fund and made available from 
the fund for subsequent expenditure. 

In my judgment, the department's representation to you seems 
to be fully consistent with its duty to maintain the integ­
rity of the housing assistance loan fund as a revolving 
fund. A reduction in principal payments accompanied by a 
cancellation of a portion of a borrower's indebtedness would 
compromise the fund balance and the ability of the agency to 
use the fund balance as a source of loans in subsequent 
years. 

Investments of the Alaska Permanent Fund Corporation: 

Under authority granted in AS 37. 13. 120 (g) ( 16), the ,~orpora­
tion may invest in 

notes secured by mortgages granting a first lien on 
commercial or residential real estate improved by 
completed buildings [subjec~ to specific mortgage 
insurance requirements]-;-

Like the Alaska Housing Finance Corporation, the Alaska Per­
manent Fund Corporation enjoys broad authority to manage 
investments. The corporation is authorized to "enter into 
and enfor~e all contracts necessary, convenient, or desira­
ble for purposes of the corporation." (AS 37 .. 13.120(f)). 
The residential mortgages purchased by the corporation as 
investments become assets of the corporation subject to the 
corporation's general asset management policies. 

Since the Permanent Fund Corpo=ation regularly receives 
income from sources other than those that support the 
mortgage lending activities of AHFC or the Housing 
Assistance Division, it is not constrained by the same 
considerations that circumscribe loan management practices 
of those two entities. Within the broad authority of the 
statutes directing its activities, the Permanent Fund 
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Corporation appears to h a v e  ample legal a ut ho r it y to 
structure or restructure loans that are poten ti al ly  or 
actually delinquent.

Retirement Funds i n v e s t m e n t s :

The commissioner of reve nu e m a y  invest the surpluses o f  the 
Public Employees' Retire me n t S y s t e m  and the Teachers' R e­
tirement System in, among other permi s si bl e investments 
specified by law, resid en ti al  mortgages. AS 39.35.- 
1 1 0 ( a ) (10) (for the Public Employees' Retirement System) an d 
AS 1 4. 35 .1 8 0 ( b) (10) (for the T e a c h e r s ' Retire me nt  System) 
authorize the commissioner to in vest in "first lien real 
estate mortgages g u ar a n t e e d  by the federal Veterans A d m i n i s­
tration." AS 3 9 . 3 5 . 1 1 0 ( a ) (11) and (12) and A S  14.35.- 
1 8 0 ( b ) (11) and (12) au t horize i n vestments involving other 
kinds of residential mortgages, subject to specific 
limitations set out in those p ar ag ra ph s  and in AS 39.- 
35.110(e) and AS 14.25.180(e), respectively.

As to each of the two r et ir e m e n t  programs, the co mm issioner 
is authorized by law to "do all acts whet he r or n o t  e x p r e s s­
ly authorized w h ic h are c on si de re d  n e c e s sa ry  or proper for 
the protec ti on  of the investments h e l d  in the pensi on  fund." 
AS 39.35.110(d)? A S  14.25.180(d).

JBC:bb 
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Corporation appears to have ample legal authority to 
structure or restructure loans ·that are potentially or 
actually delinquent. 

Retirement Funds investments: 

The commissioner of revenue may invest the surpluses of the 
Public Employees' Retirement System and the Teachers' Re­
tirement System in, among other permissible investments 
specified by law, residential mortgages. AS 39.35.­
llO(a)(lO) (for the Public Employees' Retirement System) and 
AS 14.35. 180(b)(l0) (for the Teachers' Retirement System) 
authorize the commission~r to invest in "first lien real 
estate mortg~ges guaranteed by the federal Veterans Adminis­
tration." AS 39.35. llO(a) (11) and (12) and AS 14.35.­
lBO(b) (ll) and (12) authorize investments involving other 
kinds of residential mortga~;es, subject to specific 
lir1i ta.tions set out, in those paragraphs and in AS 39. -
35. ·:1 o(e) ·and AS 14.25. lBO(e), respectively. 

As to each of the two retirement programs, the commissioner 
is authorized by law to "do all acts whether or not express­
ly authorized which are considered necessary or proper for 
the protection of the investments held in the pension fund." 
AS 39.35. llO(d) ; AS 14.25. 180(d). 

JBC:bb 
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]_/ The loans of the A l a s k a  Hou si ng  Finance C o r p o r a­
tion ma y b e  c l as si fi ed  among the fo ll owing specific loan 
p r o g r a m s :

-- h o m e  own er s hi 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 
pro vi de  m o r t g a g e  subsidies to persons of low and m o d e r­
ate i n c o m e ) ;

—  m o b i l e  ho me  loan 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 ov id e low-cost fi na nc in g  for m o b i l e  homes);

—  p l e d g e d  account 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 ssist persons w i t h  suffic ie nt  assets but w h o s e  income 
does not  m e e t  the m i n i m u m  m o n t h l y  income r eq u irements 
ge ne ra ll y applic ab l e to the corporation's loan p r o­
grams ) ;

-- second m o r t g a g e  loan p r o g r a m  (a p r o g r a m  to p r o­
vide low-interest loans for home improvements or r e h a­
bili t a t i o n  in order to m a k e  the units more habitable, 
and to finance second m o r t g a g e s  in order to a ll ow  home 
p u r c h a s e s ) ;

—  taxable m o r tg ag e p r o g r a m  conventional loan (the 
p ri ncipal AHFC h o m e o w n e r  a ss is ta n ce  program, a pp li c ab le  
to o w n e r - oc cu pi ed  units);

—  tr i- pl ex  and f o u r - p l e x  m o r t g a g e  loan p r o g r a m  (a 
p r o g r a m  to allow the p u r c h a s e  of owner- o cc up ie d tri- 
a n d  f ou r-plex u n i t s ) ;

—  veterans' m o r t g a g e  p r o g r a m  (a prog ra m  to p r o­
vide additional a ss i st an ce  to qualif yi ng  veterans 
t h r o ug h a r e d u ce d in terest r a t e ) ;

2/ The D e pa rt me n t of C o m m u n i t y  and Re gional Affairs' 
loans involve the fo ll ow in g  spec if ic  programs:

—  rural o w n e r - o c c u p i e d  h o us in g (a p r og ra m to p r o­
vide  financing to q u a l i f i e d  b or r owers for the c o n s t r u c­
tion, purchase, or r e h a b i l i t a t i o n  of a housing unit, 
limited to single family units a nd duplexes, for use  as 
the borrower's pr in ci pa l residence);

—  rural n o n - o w n e r - o c c u p i e d  housi ng  (a p r o gr am  to 
p r o v i d e  financing to q u a l i f i e d  borrowers for the c o n­
struction, purchase, or r e h a b i l i t a t i o n  of a m u l ti pl e  
unit h o u s i n g  project, g e n e r a l l y  two to eight units, 
though larger under e x t r a o r d i n a r y  circumstances);

( 
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( 

1/ The loans of the Alaska Housing Finance Corpora­
tion may oe classified among the following specific loan 
programs: 

-~homeownership assistance program (a program to 
provide mortgage subsidies to persons of low ~nd moder­
ate income); 

-- mobile home loan purchase program (a program to 
provide low-cost financing for mobile homes); 

-- pledged account mortgage ·program (a program to 
assist persons with sufficient assets but whose income 
does not meet the minimum monthly income requirements 
generally applicable to the corporation's loan pro­
grams); 

-- second mortgage loan program (a program to pro­
vide low-interest loans for home improvements or reha­
bilitation in order to make the units more habitable, 
and to finance second mortgages in order to allow home 
purchases); 

-- taxable mortgage program conventional loan (the 
principal AHFC homeowner assistance program, applicable 
to owner-occupied units); 

-- tri-plex and four-plex mortgage loan program (a 
program to allow the purchase of owner-occupied tri-
and four-plex units); . 

-- veterans' mortgage program (a program to pro­
vide additional assistance to qualifying veterans 
through a reduced interest rate); 

1/ The Department of Community and Regional Affairs' 
loans involve the following specific programs: 

-- rural owner-occupied housing (a program to pro­
vide financing to qualified borrowers for the construc­
tion, purchase, or rehabilitation of a housing unit, 
limited to single family units and duplexes, for use as 
the borrower's principal residence); 

-- rural non-owner-occupied housing (a program to 
provide financing to qualified b~rrowers for the ccn­
struction, purchase, or rehabilitation of a multiple 
unit housing project, generally two to eight units, 
though larger under extraordinary circumstances); 
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—  h o m e  ownership assist an ce  housing (a p r o g r a m  to 
p r o vi de  assistance to persons of lower and moderate 
income to pur ch as e or co nstruct single-family, owner- 
o c c u pi ed  dwellings, thro u gh  the u s e  of subsidized i n­
terest payment s u p p o r t ) .

3 / A  J a n u a r y  23, 1984, Opin i on  of the A t t or n ey  
G e n e r a l  provides guidance to the De p ar tm en t of Community and 
R eg io n a l  Affairs as to the pr oper h andling of the repayments 
of p ri nc i p a l  and interest earnings on loans made fr om  the 
loan fund b e fo r e and after the 1983 amendment establishing 
it as a r e v o lv i ng  fund.

4/ "Revo lv in g loan funds prov id e  for the retu rn  to 
the funcT of repayments by b or ro we rs  of the principal (and 
freque nt ly  the interest o n  that principal) w h i c h  was loaned 
to th e m fro m  the fund so that n e w  loans can be ma de  on a 
contin u in g b a s is ."  1982 Opi n io ns  of the A t t or ne y General 
#13, N o v e m b e r  30, 1982, at page 12.
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-- home ownership assistance housing (a program to 
provide assistance to persons of lower and moderate 
income to purchase or construct single-family, owner­
occupied dwellings, through the use of subsidized in­
terest payment support). 

3/ A January 23, 1984, Opinion of the Attorney 
General- provides guidance to the Department of Community and 
Regional Affairs as to the proper handling of the repayments 
of principal and interest earnings on loans made from the 
loan fund before and after the 1983 amendment establishing 
it as a revolving fund. 

4/ "Revolving loan funds provide for the return to 
the funo of repayments by borrowers of the principal (and 
frequently the interest on that principal) which was loaned 
to them from the fund so that new loans can be made on a 
continuing basis." 1982 Opinions of the Attorney General 
013, November 30, 1982, at page 12. 

JBC:bb 
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BILL HISTORY - HOU8B ACTION:____________________
HOUSE CALENDAR; APRIL 27. 1988 - WEDNESDAY

HB 550

HOUSE JOURNAL MARCH 28, 1988
H B 550
HOUSE BILL NO. 550 by the Rules Committee by request of the 
House Members of the Joint Committee on Economic Recovery, 
entitled:

"An Act authorizing the Department of Community 
and Regional Affairs to modify the terms of its
mortgage loans; and providing for an effective
date."

w a s  r e a d .. the first time and referred to the Community & 
Regional Affairs, Labor & Commerce and Finance Committees.

HOUSE JOURNAL APRIL 11, 1988
HB 550
The Community & Regional Affairs Committee has considered: 

HOUSE BILL NO. 550
"An Act authorizing the Department of Community 
and Regional Affairs to modify the terms of its
mortgage loans; and providing for an effective
d a t e . "

Recommending do pass (3): Springer (Chairman), Herrmann,
Cato

No recommendation (1): Collins

A zero fiscal note was published April 11, 1988.

HB 550 was referred to the Labor & Commerce Committee.

HOUSE JOURNAL APRIL 20, 1988
HB 550
The Labor & Commerce Committee has considered:

HOUSE BILL NO. 550
"An Act authorizing the Department of Community 
and Regional Affairs to modify the terms of its 
mortgage loans; and providing for an effective 
d a t e . "

Recommending do pass (2): Davidson, Boucher

No recommendation (3): Donley (Chairman), Ellis, Koponen

HB 550 was referred to the Finance Committee.

( ( 

BILL HISTORY - HOUSE ACTION: 
HOUBR CALENDAR: APRIL 27. 1988 - WEDNESDAY 

HOUSE JOURNAL MARCH 28, 1988 
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Recommending do pass (3): 
Cato 
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Springer (Chairman), Herrmann, 

No recommendation (1): Collins 
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HB 550 
The Labor & Commerce Committee has considered: 

HOUSE BILL NO. 550 
"An Act authorizing 
and Regional Affairs 
mortgage loans; and 
date." 

Recommending do pass (2): 

the Department of Community 
to modify the terms of its 
providing for an effective 

Davidson, Boucher 

No recommendation (3): Donley (Chairman), Ellis, Koponen 

HB 550 was referred to the Finance Committee. 
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HOUSE ACTION APRIL 25, 1988
The Finance Committee has considered HB 550: "An Act authorizing the 
Department of Community a n d  Regional Affairs to modify the terms of its 
mortagage loansr and providing for an effective date."

And recommends: do pass, attaching the same as previous Zero fiscal note
published 4-11-88.

Signing do pass (8): Larson, Goll,- Swackhammer, Boyer, Brown, Davis,
Pourchot, Rieger

( ( 

BOOSE ACTION APRIL 25, 1988 
The Finance Committee has considered HB 550: "An Act authorizing the 
Department of Community and Regional Affairs to modify the terms of its 
_m~~t~gage loa~s; and providing for an effective date." 

.. 
And recommends: do pass, attaching the same as previous Zero fiscal note 

published 4 ~~1-88. ~-

Signing do pass (8): Larson, Goll,· Swackhammer, Boyer, Brown, Davis, 
Pourchot, Rieger 
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HOUSE COMMUNITY S REGIONAL AFFAIRS COMMITTEE - APRIL 8. 1988____________ HB S50
Chairman Springer read the bills on the calendar for the

 day, SB 335 am, SB 336, HB 550 and HB 475. He brought
HB 550 before the committee first.

Rep. Herrmann arrived at 3:06 p.m.

Chairman Springer informed the committee that Rep. Steve 
Frank had been charged with writing the bill. Chairman 
Springer explained that basically, in the "boom" days, 
there were housing assistance programs for residential 
housing in rural areas which included nonconformance loans.
The Dept, of Community and Regional Affairs (DCRA) was 
locked in to the contract and interest rates of these 
loans.

JIM PLASMAN, DCRA, testified in SUPPORT of HB 550. HB 550 
would allow DCRA to help out distressed borrowers to stay 
in their homes through modification of the interest rates 
and rescheduling of principal payments. There were 
currently about 1,400 loans in the housing assistance loan 
program of which 45 were in foreclosure and 100 were 
delinquent in payments. The standards in the bill were 
designed to insure it was not a giveaway program.
Rep. Cato asked if it would reduce the amount to be paid 
over the length of the contract if it was modified.
Mr. Plasman explained that it would reduce the interest 
rate but not affect the principle amount. Rep. Cato also 
wondered if other people, upon passage of HB 550, would 
become delinquent. Mr. Plasman responded that the intent 
was to reduce interest rates of borrowers as dictated by 
the financial circumstances. They wanted to keep people in 
their homes. DCRA felt that 1/3 to 1/2 of those with 
delinquent loans could take advantage of the program. They 
anticipated no fiscal impact except for regulation changes 
(no additional funds required), it would be carried out as 
part of the existing loan program.

Chairman Springer noted that the percentages of people in 
trouble were roughly the same as the Alaska Housing Finance 
Corporation, between 8-15%. He made two observations on 
it: 1) that they should not reward non-responsibility of
people with loans (give incentive to quit trying to meet 
payments by rewarding defaults); and 2) on the flip side, 
they were looking at what would be prudent for the State.

Rep. Frank's position paper emphasized that the major 
aspect of HB 550 was to allow DCRA to reschedule principle 
payments and/or lower interest rates on mortgages. While 
the reduction on interest may be forgiven, the principle 
may not. It would give the DCRA the authority to 
renegotiate the interest rate after five years. The new 
interest rate may not be higher than the interest rate on 
the original note. Chairman Springer felt it was a

( ( 
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renegotiate the interest rate after five years . The new 
interest rate may not be higher than the interest rate on 
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reasonable mechanism. He clarified for Rep. Cato that the 
loans were regular loans, but could include nonconforming 
loans.

REP. CATO made a MOTION to move HB 550 out of Committee 
with Individual Recommendations. There being NO 
OBJECTIONS, it was SO ORDERED.

HOPSE LABOR AND COMMERCE COMMITTEE MEETING - ARPIL 19. 1988_____________ HB 550
Chairman Donley stated the next matter on the agenda was HB 
550, an act authorizing the Dept, of Community and Regional 
Affairs to modify the terms of its mortgage loans.

Rep. Frank, member of the Housing and Banking subcommittee 
of the Joint Economic Recovery Committee, stated that he 
introduced the idea for HB 550 and assumed the 
responsibility of seeing the bill through. He explained 
that the Department of Community and Regional Affairs had 
the housing assistance division within it and made the 
rural non conforming loans. They established a statutory 
interest rate and if a mortgage loan needed restructuring, 
because the.property could not carry the mortgage payments, 
then the department and the borrower would both be faced 
with foreclosure. If the department decided to foreclose 
(judicial or nonjudicial) they would be faced with 
additional costs. He continued that foreclosure could be 
avoided if the same owner was able to stay in the property, 
manage it and continue to own it through an interest rate 
renegotiation. He stated that a bank would do something 
similar to this concept because it was a prudent business 
practice. He pointed out that HB 550 was not a bail out 
and reiterated that it only allowed renegotiation of 
interest rates in situations that were in the department's 
best interest.

Rep. Frank pointed out that there was a call feature 
included in HB 550 so that if interest rates or 
circumstances change in the next five years the interest 
could be raised back up to the original rate. He 
emphasized that the interest rate could be raised back up 
to the original rate but not greater than the original 
rate. He pointed out that the loans referred to in HB 550 
were actually owned by the state and not like AHFC that had 
to deal with a private mortgage insurer. He continued that 
the loans were similar to the Alaska Industrial Development 
and Export Authority (AIDEA) concept where AIDEA actually 
owned the loans and had the authority to renegotiate 
interest rates and were in fact doing so.

Rep. Ellis asked how the Joint Economic Recovery Committee 
bills fit together and if fairness and equity were the 
watch words regarding HB 550.

Rep. Frank stated that fairness and equity should be the

( ( 

reasonable _mechanism. ~e cl~rified for Rep. Cato that the 
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550, an act authorizing the Dept. of Community and Regional 
Affairs to modify the terms of its mortgage loans. 

Rep. Frank, member -of- the Housing and Banking subcomm;ttee 
of the Joint Economic Recovery Committee, stated that he 
introduced the idea for HB 550 and assumed the 
responsibility of seeing the bill through. He explained 
that the Department of Community and Regional Affairs had 
the housing assistance division within it and made the 
rural non conforming loans. They established a statutory 
interest rate and if a mortgage loan needed restructuring, 
because the.property could not carry the mortgage payments, 
then the department and the borrower would both be faced 
with foreclosure. If the department decided to foreclose 
(judicial or nonjudicial) . they would be faced with 
additional costs. He continued that foreclosure could be 
avoided if the same owner was able to stay in the property, 
manage it and continue to own it through an interest rate 
renegotiation. He stated that a bank would do something 
similar to this concept because it was a prudent business 
practice. He pointed out that HB 550 was not a bail out 
and reiterated that it only allowed renegotiation of 
interest rates in situations that were in the department's 
best interest. 

Rep. Frank pointed out that there was a call feature 
included in HB 550 so that if interest rates or 
circumstances change in the next fiva years the interest 
could be raised back up to the original rate. He 
emphasized that the interest rate could be raised back up 
to the original rate but not greater than the original 
rate. He pointed out that the loans referred to in HB 550 
were actually owned by the state and not like AHFC that had 
to deal with a private mortgage insurer. He continued that 
the loans were similar to the Alaska Industrial Development 
and Export Authority (AIDEA) concept where AIDEA actually 
owned the loans and had the authority to renegotiate 
interest rates and were in fact doing so. 

Rep. Ellis asked how the Joint Economic Recovery Committee 
bills fit together and if fairness and equity were the 
watch words regarding HB 550. 

Rep. Frank stated that fairness and equity should be the 
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objective and that HB 550 was not designed to save the 
homeowner but rather to allow flexibility to the department 
when it was in the state's best financial interest to do 
so. He explained that HB 550 would help induce the 
borrower to stay with the project instead of foreclosing.

Rep. Koponen moved HB 550 to the next committee of referral 
with individual recommendations. There being no 
objections, the motion carried.
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BY THE RULES COMMITTEE BY REQUEST 
OF THE HOUSE MEMBERS OF THE JOINT

1 IN THE HOUSE COMMITTEE ON ECONOMIC RECOVERY

2 HOUSE BILL NO. 550

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act authorizing the Department of Community and

7 Regional Affairs to modify the terms of its mortgage

8 loans; and providing for an effective date."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. FINDINGS. The legislature finds that

11 (1) sor>** residents of the state who have obtained mortgage loans

12 from the Department of Community and Regional Affairs have mortgages with

13 payment obligations that exceed their present ability to make the required

14 payments;

15 (2) the Department of Community and Regional Affairs does not

16 have statutory authority to reduce interest rates;

17 (3) the costs of foreclosure and resale, including legal ex-

18 penses, publication costs, maintenance costs, repair and renovation costs,

19 sales expenses, closing costs, and costs due to sale in a distressed mar-

20 ket, may be very substantial;

21 (4) it may be in the department's and state's best direct finan-

22 cial interest to avoid foreclosure by modifying loan terms including

23 rescheduling principal payments, reducing interest rates and payment

24 amounts, and adjusting maturity dates to induce existing owners to remain

25 in title to the property and maintain active management of the property.

26 * Sec. 2. AS 44.47 is amended by adding a new section to read:

27 Sec. 44.47.525. MODIFICATION OF LOANS. (a) Notwithstanding

28 AS 44.47.410(a) and (b) and 44.47.520(b), on mortgages that it has

29 financed under AS 44.47.360 - 44.47.560 the department may, by loan
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modification, reschedule principal payments or reduce interest rates, 

or both, if the department finds that

(1) a loan modification would result in the likelihood that 

the loan would pay to maturity and induce the borrower to remain in 

active management and ownership of the property; and

(2) the loan modification would be

(A) in the best financial interest of the department 

and the state; and

(B) considered prudent by private lending standards 

taking into account the financial circumstances of the borrower 

and other costly alternatives such as foreclosure.

(b) Rescheduling of the borrower's repayment of principal under 

(a) of this section provides an interim payment adjustment and is not 

intended to affect the obligation of the borrower to repay the princi­

pal amount on the mortgage loan.

(c) The department may reduce the interest rate payable on a

mortgage under (a) of this section only if the modification contains 

an interest rate reopener clause. The interest rate reopener clause 

must

(1) require that, if the interest rate is reduced, the 

borrower and the department shall renegotiate the rate of interest on 

the mortgage within five years of the date of an interest rate reduc­

tion approved by the department under this section;

(2) specify the date by which the borrower and the depart­

ment are to renegotiate the rate of interest under (1) of this sub­

section;

(3) incorporate a call feature reserving to the department 

the right to demand repayment of the entire principal amount due if 

the borrower and the department are unable to conclude renegotiation
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of the rate of interest under (1) of this subsection; the department 

may not use the call feature incorporated under this paragraph to 

demand repayment of the entire principal amount due before the date 

determined under (2) of this subsection.

(d) An interest rate reduction approved by the department under 

this section cancels the borrower's obligation to pay the amount due 

that is attributable to the difference between the original interest 

rate and the interest rate reduction for the period of the rate re­

duction.

(e) When an interest rate is renegotiated under (c) of this 

section, the renegotiated rate may not exceed the interest rate orig­

inally charged on the loan.

(f) The department shall adopt regulations prescribing the terms 

and conditions of and the procedures applicable to loan modifications 

made under this section.

* Sec. 3. This Act takes effect July 1, 1988.
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