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Offered: 4/28/88
For Today's Calendar 5-2066?

Original sponsor: Rules/House Members of the
Joint Committee on Economic 
Recovery

IN T H E  H OUSE B Y  THE JUDICIARY COMMITTEE 

CS FOR  HOUSE BILL NO* 549 (Judiciary)

IN THE LEGISLATURE O F  THE STATE O F  ALASKA 

FIFTEENTH LE GISLATURE - S E C ON D SESSION

A  BILL

For an Act entitled: "An Act  relating to n ot ic e requirements in the use of

a mortgage or a deed of trust."

BE IT ENACT E D BY T H E  LEGISLATURE OF T H E  STATE O F  ALASKA:

* Section 1. AS 34.20 is amended b y  adding a n e w  section to read:

Sec. 34.20.160. NOTICE OF O TH ER  REMEDIES. (a) When a lender 

uses a note as evidence of an obligation secured by a m ortgage or deed 

of trust, the note must af firmatively advice the mo rt gagor or trustor

and any other party bound by the note if the m o r t g a g e e  or beneficiary

w ants the option to bring suit dir ec t ly  on the note to collect an 

amount owing u nder the note w i t h ou t  first foreclosing the mor tg ag e or 

deed of trust. This option must be. stated ii. writing w i th in  the note 

or as a separate document. If a note executed after the effective 

date of this Act fails to contain the notice specified in this s e c­

tion, the debt secured by the m o r t g ag e or deed of trust m a y  be fore­

closed under AS 09.45.170 - 09.45.220 or AS 34.20.070 - 34.20.135.

(b) If the mortgagee or beneficiary w i sh es  to collect an amount 

owing under the note without first foreclosing the mortgage or deed of 

trust, the following language is sufficient in the note:

The m o r t g ag or  or trustor (borrower) is personally obligated 

and fully liable for the amount due u nd er  the note. The 

mo rt ga ge e or be ne fi c i a r y  (lender) has the right to sue on 

the note and obtain a personal ju dg me nt  against the m o r t­

gagor or trustor for satisfaction of the amount due under

the note either before or after a judicial foreclosure of

-1- CSHB 5 4 9 (Jud)

i
engrossid
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The Finance Committee has considered 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 
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Introduced: 3/28/88 5-2052X
Referred: Community & Regional
Affairs, Labor & Commerce and 
Finance

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) 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 do.ns 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

HB0550A -1- HB 550



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 may reduce the interest rate payable on a

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

18 an interest rate reopener clause. The interest rate reopener clause

19 must

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

21 borrower and the department shall renegotiate the rate cf interest on

22 i.he mortgage within five years of the date of an interest rate reduc-

23 t-on approved by the department under this section;

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

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

26 section;

27 (3) incorporate a call feature reserving to the department

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

29 the borrower and the department are unable to conclude renegotiation

HB 550 -2- HB0550A



of the rate of interest under (') 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.

HB0550A -3- HB 550
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1125 Sunset Drive 
FBlrbonks, Alaska 99701

STEVE FRANK
DISTRICT 20A

Finance Committee P.O. Box V 
Juneau, Alaska 99811 

(907) 4 6 5-37 09

W hile in Ju n e a u

of &epregentattbes(

TO: The House Fi: Committee

FROM: R e p . Steve Frank

RE: House Bill 55v / - / " h n  Act authorizing the 
Department or [Community & Regional Affairs to 
modify the terms of its mortgage loans, and 
providing for an effective date."

DATE: April 25, 1988

House Bill 550 would give the Department of Community & 
Regional Affairs (DCRA) the authority to modify the terms on 
troubled mortgage loans. Unlike other state loan agencies 
such as AHFC and AIDA, DCRA cannot reduce interest rates on 
its loans.

This legislation, developed by the Housing and Banking 
Subcommittee, would charge DCRA to act as a "prudent" lender 
would in working with borrowers. The idea was to keep the 
bill language tight while allowing the department the ability 
to act in its own financial best interest.

The major aspect of this bill is to allow DCRA to 
reschedule principal payments and/or lower interest rates on 
mortgages. While the reduction in interest may be forgiven, 
the principal rescheduling may not. In addition, the bill 
would give the Department the authority to renegotiate the 
interest rate after five years; however, the new interest rate 
cannot be higher than the rate charged on the original note.

DCRA supports this legislation because they see it as a 
way to protect the integrity of the loan fund.

Thank you for your consideration.
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STEVE COWPER, GOVERNOR

DEI*T. O F C O M M U N IT Y  & R E G IO N A L  A F F A IR S
OFFICE OF THE COMMISSIONER

□ M E  36TH AVENUE, SUITE 400

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

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.

C o m m e n t s :

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.



HB 550
April 4, 1988 
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The Housing Assistance Loan program has considered the
financial impact on the Housing Assistance Revolving Loan Fund 
(H A R L F ) 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 less 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 thnt 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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Alaska S’tate legislature
House o f  Representatives

Committee on 
Community & Regional Affairs

Pouch V 
Stale Capitol 

Juneau, Alaska 99811 
(907) 465-4833

April 4, 198S

TO: Rep. Henry Springer, Chariman HCRA

FROM: David C. Harrison, P. A., HCRA

SUBJECT: HB 550 "An Act authorizing the D epartment of
Community and Regional Affairs to m o d i f y  the terms 
of its mortgage loans; and providing for an 
effective date." (H Rules Committee by request)

Section 1. Findings by the legislature indicate a need to 
provide some relief to the distressed real estate market.
It is deemed in the interest of the pro pe rt y owners as w e l l  
as the state to provide reduced interest rates.

Sec. 2 AS 44..47 as amended relates to m o d i f i c a t i o n  of 
the interest on loans under AS 44.47.360 - 44.47.560 -
please see attached statutues for your references.

Intent of this bill is that D C RA  m a y  by loan modification, 
reschedule principal payments or reduce interest rates or 
both, if the department finds it creates conditions that the 
loan w o u l d  pay to m a t u r i t y  and induce the bor ro we r to remain 
in active management and ownership of the p r o pe rt y and the 
loan modi f ic at io n w ou ld  be in the best financial interest of 
the department and the state; and considered prudent by
private lending standards taking into account the financial 
circumstances of the borr ow e r and other costly alternatives 
such as foreclosure.

If this bill passes, it w o u l d  provide conditions for
rescheduling of the borrower's repayment of p ri ncipal under 
conditions h e re in  w h ic h is not intended to affect the 
o bligation of the borrower to repay the pr in cipal amount on 
the mortgage.

Provides that the department (DCRA) may reduce the interest 
payable on a m ortgage if the m o d i f i c a t i o n  contains an
interest rate opener clause w h e r e b y  if the interest rate is 
r educed the borrower and the department shall r en egotiate 
the rate of interest on the m o r t g a g e  w i t h i n  five years of 
the date of an interest rate reduction appr ov e d b y  the 
d e p a r t m e n t . . Also, to specify the date «the parties are to 
r e ne go ti at e  the rate of_ interest per conditions c on tained 
h e r e i n  and to • -%corporat«r^« call feature^ceBierving DCRA the



right to demand repayment of the entire principal amount due 
if the borrower and DCRA are unable to conclude renegotia­
tion of the rate of interest.

Conditions are placed on DCRA under the date call feature of 
this bill.

The interest rate reduction approved by DCRA under this 
section cancels the borrower's obligation to pay the amont 
due that is attributable to the difference between the 
original interest rate and the interest rate reduction for 
the period of the rate reduction. Benefit is accrued to the 
borrower because of reduced interest rate as negotiated.

Renegotiated interest rate may not exceed the original 
interest rate charged on the mortgage.

Regulations prescribing terms, conditions and procedures 
applicable to loan modification must be made by DCRA.

Effective date of this bill is July 1, 1988.
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44.47.565 S t a t e  G o v e r n m e n t § 44.47.565

(5) "rural" means
(A) a community with a population of 4,500 or less in the first or 

second judicial district of the state;
(Bl a community with a population of 4,500 or less in the third 

judicial district of the state th a t is more than 100 nautical miles from 
the conforming boundary of jurisdiction of the Municipality of 
Anchorage; or

(C) a community with a population of 4,500 or less in the fourth 
judicial district of the state that is more than 35 nautical miles from 
the conforming boundary of jurisdiction of the City of Fairbanks;

(6> "rural housing" means housing, whether or not it is 
nonconforming housing, that is located in a rural area of the state. 
(§ 73 ch 106 SLA 1980; am § 50 ch 113 SLA 1982; am § 7 ch 128 SLA 
1984»

Effect of am endm ents. — The 1982 
amendment added paragraph; >5' and ■ 6>.

The 19N4 amendment rewrote 
graph <5>

para-

A rticle 9. Local B oundary  Commission.
Section Section
565 Local boundary commission 575. Quorum

577. Boundary change 
579. Expenses
581 Hearing' on boundary changes

567
569
571
573

Powers and duties 
Meetings and hearings 
Minutes and records
Notice of public hearings 583. When boundary change takes effect

Sec. 44.47.565. Local b o u n d a ry  com m ission. There is in the 
department a local boundary commission. The local boundary commis­
sion consists of five members appointed by the governor for overlapping 
five-year terms. One member shall be appointed from each of the four 
judicial districts described in AS 22.10.010 and one member shall be 
appointed from the state at large. The member appointed from the state 
at large is the chairm an of the commission. (§ 7 ch 64 SLA 1959; am 
§ 5 ch 200 SLA 1972; am § 100 ch 59 SLA 1982)

Revisor'6 notes. — Formerly AS 
It- ?50. Renumbered in 1980.

C. oss references. — For further provi 
sions relating to the Io c b I boundary com 
mission and to annexation by local action 
see AS 29.68010. As to appointment 
qualifications, and terms of office of mem 
bers of departmental boards, councils, or

commissions, see AS 39.05.060.
Effect o f am endm ents. — The 1982 

amendment substituted "judicial districts 
described in AS 22 10.010" for "major 
senatorial election districts" and inserted 
"member shall be appointed" in the third 
sentence
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R*vi»or'« notes. — This section was 
reorganized in 1983 to alphabetize the 
defined terms.

Effect o f am en dm ents. — The 1981 
amendment added the definition of "child 
ca rt facility."

The 1983 am endm ent substituted "a 
person" for "any person" in the definition 
of "child." added "or a minor who has a 
developmental disability” to the end of 
that definition, and added the definition of 
"developmental disability "

Secs. 44.47.320 — 44.47.350. The Temperate Social Activities 
Revolving Loan Fund. [Repealed, § 72 ch 113 SLA 1982.]

Article 8. Division of H ousing A ssistance.
Section
360 Division of housing assistance cre­

ated
365 Director and deputy director 
370. Powers of director 
380. Housing assistance loan fund 
382. Home ownership assistance fund 
385. Eligible locations 
390. Limitations on use of housing assis­

tance loan fund 
395. Operating loss reserve account 
400. Security for loans 
410. Interest on loan6 
420. Title
430. Restricted title loss reserve account

Section
440. F ire insurance 
460 Loan origination and servicing 
470. Appraisals 
475. Energv audit exemption 
480 Toll-free telephone number 
490. Assistance b> division personnel 
500. Demonstration projects and informa­

tion
510. Regional allocation 
520 Loans for non-owner occupied 

housing 
530 Annual report 
560 Definitions

CroBB re feren ces. — For provisions on 
the Alaska Housing Finance Corporation, 
see 1 8 .5 6 .0 1 0 -  18.56.210.

E dito r's  notes. — As to legislative

findings relating to the Division of 
Housing Assistance, see $ 72. ch. 106. SLA 
1980, in Temporary and Special Acts and 
Resolves

Sec. 44.47.360. Division o f housing ass is tan ce  c reated . There is 
created in the department the division of housing assistance. (§ 73 ch 
106 SLA 1980.)

Sec. 44.47.365. D irector and  depu ty  d irec to r. The director and 
deputy director of the division are in the partially exempt service under 
AS 39.25. (§ 73 ch 106 SLA 1980)

E dito r’s notes. — For legislative 
findings relating to the division of housing 
assistance, eee i 72, ch. 106, SLA 1980 in

the  1980 Temporary and Special Acts and 
Resolves.

Sec. 44.47.370. P ow ers o f d irec to r. The director may
(1) adopt regulations in accordance with the Administrative Proce­

dure Act (AS 44.62) to implement AS 44.47.360 — 44.47.560;
(2) make and execute agreements, contracts, and other instruments 

necessary or convenient in the exercise of the director’s powers and 
functions under AS 44.47.360 — 44.47.560;

145



§ 44.47.380 A la sk a  S t a t u t e s § 44.47.380

(3) purchase or participate in the purchase of nonconforming and 
rural housing mortgage loans in accordance with AS 44.47.360 — 
44.47.560;

(4) purchase or participate in the purchase of loans for building 
materials for nonconformi" and rural housing in accordance with AS 
44.47.360 — 44.47.560;

(5) procure insurance against loss in connection with the director’s 
functions under AS 44.47.360 — 44.47.560;

(6) acquire real or personal property, or an interest in real or 
personal property, by purchase, transfer or foreclosure, when the acqui­
sition is necessary or appropriate to protect a loan in which the division 
has an interest; sell, transfer and convey that property to a buyer; and, 
if the sale, transfer or conveyance cannot be effected with reasonable 
promptness or at a reasonable price, rent or lease the property to a 
tenant pending the sale, transfer or conveyance;

(7) do all acts necessary, convenient or desirable to carry out the 
powers expressly granted or necessarily implied in AS 44.47.360 — 
44.47.560;

(8) originate and service direct loans made to qualified buyers in 
accordance with AS 44.47.360 — 44.47.560. (§ 73 ch 106 SLA 1980; am 
§ 15 ch 115 SLA 1981; am §§ 36, 37 ch 113 SLA 1982)

Effect o f am en d m en ts . — The 1981 The 1982 am endm ent, inserted "and 
amendment added paragraph (8). ru ra l"  in paragraphs (3> and (4).

Sec. 44.47.380. H ousing  ass is tance  loan  fund. There is created 
in the department, as a revolving loan fund, the housing assistance 
loan fund consisting of money appropriated to it by the legislature and 
repayments of principal on loans made or purchased from the assets of 
the fund. The director shall administer the housing assistance loan 
fund in accordance with AS 44.47.360 — 44.47.560 and shall use the 
money in the housing assistance loan fund to originate, purchase, or 
participate in the purchase of

(1) nonconforming and rural housing mortgage loans;
(2) loans made for building m aterials for nonconforming arid rural 

housing;
(3) loans made for renovations or improvements to nonconforming 

and rural housing;
(4) loans made for the construction of owner-occupied 

nonconforming and rural housing other than loans to builders or 
contractors or loans th a t compensate an owner for the owner’s labor or 
services in constructing the owner’s own housing. (§ 73 ch 106 SLA 
1980; am § 6 ch 115 SLA 1981; am § 38 ch 113 SLA 1982; am § 12 ch
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Effect o f am endm ents. — The 1981 places in the second sentence, and inserted
amendment added "originate" preceding "and ru ra l” in paragraphs (1M4).
"purchase" in the second sentence of the The 1983 amendment, inserted "as a 
introductory language and added para- revolving loan fund" in the first sentence,
graph (4t added the language beginning "and

The 1982 amendment substituted repayments of principal" to the end of that
"housing assistance loan fund" for sentence, and deleted the former second
"nonconforming housing loan fund" in one sentence concerning deposit of interest on
place in the first sentence and in two loans.

Sec. 44.47.382. Hom e ow nership  assistance  fund, (a) There is 
created in the Department of Community and Regional Affairs, the 
home ownership assistance fund consisting of money appropriated to it 
by the legislature. Money in the fund shall be used solely to assist 
persons of lower and moderate income to purchase or construct sin­
gle-family homes financed under AS 44.47.360 — 44.47.560 by 
providing a subsidy to those persons.

fbi The subsidy provided by this section may not exceed the amount 
that is necessary to reduce the annual interest rate paid on the mort­
gage loan to six percent.

(c) A mortgage loan that is subsidized from the home ownership 
assistance fund may not exceed $*20,000.

(d) The division shall adopt regulations that establish maximum 
income-to-loan payment ratios for persons who apply for a subsidy 
under this section.

(e) In this section, "persons of lower and moderate income” means 
individuals considered by the division to require assistance under this 
section because of inadequate income or other limited personal 
financial resources, taking into consideration

(1) the amount of total income available for housing needs;
(2) the size of the family;
(31 the cost and condition of available housing;
(4) standards established in various federal programs for 

determining eligibility based on income;
(51 the ability to enter the private housing m arket and to pay 

market amounts for decent, safe, and sanitary housing; and
(6) other factors considered relevant by the division. (§ 13 ch 102 

SLA 1983;
Sec. 44.47.385. E ligible locations. Not more than 20 percent of the 

total amount appropriated to the housing assistance loan fund may be 
allocated in communities other than those defined in AS 44.47.560(5). 
(§ 17 ch 115 SLA 1981; am § 39 ch 113 SLA 1982; am § 18 ch 102 SLA 
1983)

§ 44.47.382 S t a t e  G o v e r n m e n t  § 44.47.385

Effect o f am endm ents. — The 1982 The 1983 amendment rewrote thiB  sec- 
amendment, in subsection (a), substituted tion.
"housing assistance loan fund" for 
"nonconforming housing loan fund" and 
inserted "and rural" in two places.
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Effect o f Amendment*. — The 1981 
A m e n d m e n t a d d e d  " o r ig in a te d  o r"

preceding "purchased in whole" once in 
subsection (a) and twice in subsection (bi.

Sec. 44.47.410. In te rest on loans, (a) The interest rate on a mort­
gage loan originated or purchased in whole or in part under AS 
44.47.380 for a nonconforming housing that is not rural housing is 
one-quarter percent more than the interest rate, as determined undpr 
AS 18.56.098(g)(1) — (4), on a mortgage loan purchased under A s 
18.56.098(a) from the proceeds of the most recent applicable issue of 
taxable bonds before the origination or purchase of the mortgage loan 
originated or purchased under AS 44.47.380.

(b) The interest rate on a mortgage loan originated or purchased in 
whole or in part under AS 44.47.380 for rural housing is one percent 
less than the interest rate, as determined under AS 18.56.098(gKl i —
(4), on a mortgage loan purchased under AS 18.56.098(ai from the 
proceeds of the most recent applicable issue of taxable bonds before the 
origination or purchase of the mortgage loan originated or purchased 
under AS 44.47.380. (§ 73 ch 106 SLA 1980; am § 21 ch 115 SLA 1981; 
am § 41 ch 113 SLA 1982; am § 16 ch 102 SLA 1983)

Effect o f  am endm ents. — The 198] 
amendment rewrote this section.

The 1982 amendment designated the 
former provisions of this section as subsec­
tion (a), inserted "for nonconforming 
housing tha t is not rural housing" and sub­
stituted "AS 18.56.098(a)" for "AS 
18.56.098(g)” in th a t subsection, and 
added subsection (b).

The 1983 amendment, substituted 
"one-quarter percent more than" for 
"equal to" in subsection (at and the lan­
guage beginning "one percent less than 
the interest rate" for "lO-l-^ percer.*" at 
the end of subsection (b).

Sec. 44.47.420. Title, (a) Before the director originates or pur­
chases a nonconforming or rural housing mortgage loan in whole or in 
part, the director may require a borrower to show m arketable title  to 
real property offered as security for the loan to be purchased.

(b) A borrower may show marketable title to real property for the 
purposes of (a) of this section

(1) by purchasing title insurance from a title insurance company- 
authorized to do business in the state; or

(2) by delivering to the director a copy of a letter of intent signed by 
an authorized representative of the United States Department of the 
Interior which shows the transfer of title to the property from the 
United States government to the borrower if

(A) the borrower is an Alaska Native; and
(B) title to the property was originally transferred from the United 

States government, directly or indirectly, to the borrower under federal 
law.

(c) For the purposes of this section, a deed which federal law 
prohibits or limits the power to transfer or encumber and which would 
otherwise constitute marketable title to real property is considered
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marketable title to real property if the United States Bureau of Indian 
Affairs or another appropriate federal agency waives immunity under 
the federal law from foreclosure or other alienation of the real property. 
(§ 73 ch 106 SLA 1980; am § 22 ch 115 SLA 1981; am § 42 ch 113 SLA 
1982)

Effect of am endm ents. — The 1981 
amendment added "originates or" 
preceding "purchases a nonconforming" in 
subsection (ai.

The 1982 amendment 
rural" in subsection la).

inserted "or

Sec. 44.47.430. R estric ted  title  loss reserve account, (a' There is 
established in the division the restricted title loss reserve account. The 
restricted title loss reserve account consists of money appropriated to 
it by the legislature and shall be administered by the director.

(bi The director may withdraw money from the restricted title loss 
reserve account in an amount equal to the loss to the division on a 
nonconforming or rural housing mortgage loan originated or purchased 
in whole or in part by the division if marketable title to the real 
property used to secure the loan was shown in accordance with AS 
44.47.420(bK2>. Money withdrawn from the restricted title loss reserve 
account under this section shall be deposited in the housing assistance 
loan fund. (§ 73 ch 106 SLA 1980; am § 23 ch 115 SLA 1981; am § 43 
ch 113 SLA 1982)

Effect o f am endm ents. — The 1981 
amendment added "originated or" 
preceding "purchased in whole" in the first 
sentence of B u b se rtio n  (b).

The 1982 amendment, in subsection (hi.

inserted "or rural" in the first sentence 
and substituted "housing assistance loan 
fund" for "nonconforming bousing loan 
fund" at the end of the 6econd sentence

Sec. 44.47.440. F ire  in su ran ce . Before purchasing or parti­
cipating in the purchase of a nonconforming or rural housing mortgage 
loan, the director may require the borrower to agree to purchase and 
maintain fire insurance for the real property for which the loan is made 
in an amount not less than the outstanding principal balance of the 
loan. (§ 73 ch 106 SLA 1980; am § 44 ch 113 SLA 1982)

Effect of am endm ents. — The 1982 
amendment inserted "or rural."

Sec. 44.47.460. Loan o rig ination  and  serv icing, (a) Before 
purchasing or participating in the purchase of a loan, the director shall 
enter into a loan servicing agreement with the private financial insti­
tution from which the loan is to be purchased.

(b) The director may execute service agreements with private 
lending institutions or with regional native housing authorities estab­
lished under AS 18.55.996 to service loans originated by the division 
or loans originated under AS 18.55.997.
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Sec. 44.47.490. Assistance by division personnel, (at The direc­
tor may establish field offices under this chapter, may hire one or more 
lending officers, and may contract for the services of

(1) real property appraisers who are familiar with rural con­
struction; and

(2> engineers who are familiar with engineering problems in arctic 
and subarctic regions.

(bi The personnel described in (a* of this section may make visits to 
the regions established under AS 44.47.510(a) to provide 
preconstruction and post-construction inspections of real property for 
which loans are originated or purchased by the division in whole or in 
part under AS 44.47.380 and to provide assistance to private financial 
institutions and their borrowers in the regions. Authority for final 
approval of loans may not be exercised by the personnel described in 
this section. <§ 73 ch 106 SLA 19S0; am t 26 ch 115 SLA 19S11

Effect o f am en d m en ts . — The 1951 
amendment substituted "may establish 
field offices under this chapter, may" for 
"6haH" preceding "hire" deleted "at least" 
following "hire." added "or more" 
preceding "lending." substituted "officers" 
for "officer" following "lending” and sub­
stituted "may" for "shall" preceding 
"contract" in the  introductory language of

subsection ia • In subsection ib \  the 
am endment substituted "may" for "shall" 
following "of this section." deleted "regu­
lar” preceding "visits." deleted "each o f  
preceding "the regions established." added 
"originated or" preceding "purchased by” 
and added the second sentence of the sub­
section.

See. 44.47.500. Demonstration projects and information. The 
director may enter into agreements with public and private agencies to 
provide demonstration projects and information concerning housing 
construction in each of the regions established under AS 44.47.510ia). 
(§ 73 ch 106 SLA 1980)

Sec. 44.47.510. Regional allocation, (a) The commissioner of com­
munity and regional affairs, by regulations adopted in accordance with 
the Administrative Procedure Act (AS 44.621, shall establish and may 
amend the boundaries of reasonably compact and contiguous regions in 
the state.

(b) Unless otherwise required by an appropriation, the director shall 
allocate the money in the housing assistance loan fund among the 
regions established under (a) of this section for the purpose of 
originating or purchasing each type of loan described in AS 44.47.380. 
In making an allocation under this subsection, the director shall con­
sider the past and potential lending activity of private financial insti­
tutions in the region as well as the need for loans in the region. The 
director may reallocate the money among the regions as the director 
considers necessarv. (§ 73 ch 106 SLA 1980; am § 27 ch 115 SLA 1981; 
am § 48 ch 113 SLA 1982)
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Effect of amendment*. — The 1981 The 1982 amendment substituted 
amendment added 'originating o r ' "housing assistance loan fund" for 
preceding "purchasing eoch type" in the "nonconforming housing loan fund" in the 
first sentence of subsection (bl. first sentence of subsection (b).

Sec. 44.47.520. Loans for non-ow ner occupied  housing, la 1 In 
addition to the powers authorized by AS 44.47.370 the director may 
adopt regulations allowing the use of money in the housing assistance 
loan fund to make loans for the purchase or development of non-owner 
occupied housing in rural areas of the state.

(b> The rate of interest on a loan authorized by this section may not 
exceed IO-L'2 percent.

<c) The principal amount of loans made for non-owner occupied 
housing under this section may not exceed 20 percent of the total 
principal amount of loans made for nonconforming and rural housing 
under AS 44.47.360 — 44.47.560.

Id' In this section
(11 "development” means the construction of a new residence or the 

repair, remodeling, rehabilitation, or expansion of an existing resi­
dence;

(2) "non-owner occupied housing" means a single-family residence 
or a multi-family residence having up to eight dwelling units, tha t is 
not nonconforming hous'.ng, and is not occupied by the owner; the 
director may modify this definition if the director determines th a t 
there is a special need for non-owner occupied housing and tha t a 
change in the definition is necessary to enable the division to meet tha t 
need. (§ 49 ch 113 SLA 1982)

Sec. 44.47.530. A nnual r e p o r t  To further ensure effective 
budgetary decision making by the legislature, the division shall 
present a complete accounting of the housing assistance revolving fund 
to the legislature by January  10 of each year. The accounting shall be 
audited by an independent outside auditor and shall include a full 
description of all mortgage loan interest and principal repayments and 
program receipts, including mortgage loan commitment fees, received 
by or accrued to the division during the preceding fiscal year, and all 
income earned on assets of the division during that period. (§ 17 ch 102 
SLA 1983)

Sec. 44.47.560. D efinitions. In AS 44.47.360 — 44.47.560,
(1) "director" means the director of the division of housing assis­

tance;
(2) "division" means the division of housing assistance;
(3) "housing" means owner-occupied, single-family housing and 

owner-occupied duplexes;
(4) "nonconforming housing” means housing that does not conform 

to minimum building standards under any state or federal program 
that provides loans for housing purchases;
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SUBJECT:

TO:

FROM:

A ut ho ri ty  to r e s t ru ct ur e mort ga ge  loans 
(Work order 5-2012)

Representative Steve Fr^rtik 
ATTN: R i c k  Solie

Jack Chenowet 
L eg islative

You have asked for a r eview of the ability of the state 
agencies that m a n a g e  residential mort ga ge  lending programs 
to restructure those loans under current law.

The sources of the principal reside nt ia l  mo r tg a g e  loan p r o­
grams a r e :

-- loans made under one of the var i ou s housing assis­
tance programs by the Al aska Housi ng  Finance Corporation 
under authority of AS 18.56; ]_/

-- loans ma de  from the H o u si ng  Assistance Loan Fund and 
the Homeownership Assistance Funds by the Division of H o u s­
ing Assistance of the D epartment of Co mm unity and Regional 
A ffairs under the authority of AS 44.47.360 - 44.47.560. 2/

T h ou gh  their total numbers are signifi ca nt ly  b el ow  the 
numbers of loans m ad e b y  each of the entities mentioned 
above, loans for residential purposes m a y  also be made by

—  the Alaska Permanent Fun d  Corporation;

—  the commissioner of revenue, acting in the capacity 
of treasurer of the state's retirement systems for the p e n­
sion fund surpluses of the Public Employ me nt  Retirement S y s­
tem and the Teachers' Retirement System.

"Restructuring of m o r tg ag e  loans" is u s u a l l y  unders to o d to 
m e a n  at least one of the following:
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—  forbearance arrangements or agreements, authorizing 
the b o rr o w e r  to reduce or suspend regular mortgage payments 
for a stated period; or,

—  m od i fication of the terms of a mortgage, including
—  re duction of payments of principal

—  without affecting the total debt o b l i g a­
tion of the mcfttgagor on the mortgage loan; or

—  accompanied by a concomitant reduction in 
the total debt obligation of the mortgagor on the 
m o r tg ag e loan;
—  r ed u ct io n of the interest payment payable on 

the loan; or
—  delay or postponement of the due date of the 

m o r t g a g e  obligation.

Alaska Housing Fina n ce  Corporation mo r tg ag e l o a n s :

The A la sk a  Hous in g  Finance Co rporation enjoys wide latitude 
as to h o w  it m a y  address delinquent loans and those that m a y  
become delinquent. In the enumeration of the general powers 
of the corporation, A S  18.56.090(11) provides that the 
corporation may, "for its . . . corporate purposes":

consent to the m o d i f i c a t i o n  of the rate of interest, 
time of payment of a ny installment of principal or 
interest, or any other terms, of the mortgage loan, 
m o r t g a g e  loan commitment, construction loan, temporary 
loan, contract or agreement of any kind to wh ic h the 
corporation is a party;

While this statutory language sets no limits, there are some 
p ra ctical constraints.

AHFC pr incipally finances its programs through the use of 
b o n d  proceeds. A S  18.56.110 g en erally prescribes li mita­
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 
pr i nc ip al  and interest received by the corporation on m o r t­
gage loans . . .  or other investments he ld  by the corpo ra­
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 wit ho ut  
p hysical delivery or further a c t .............

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 whet h er  AHFC's various mortgage loan p r o­
grams p ermit restructuring of ou tstanding loans. One must 
also consider the agreements b e t w e e n  AHF C and, on the one 
hand, agreements entered into w i t h  the Federal National 
M or tg ag e Association (and similar entities) covering sales 
of m or t ga ge s and loans and, on the other hand,-agreements 
w i t h  the corporation's own mortgage s e l l e r / s e r v i c e r s . Eac h  
of these groups of agreements m a y  include provisions 
limiting the corporation's flexibility in responding to d e­
faults and potential defaults b y  the borrowers.

These agreements notwithstanding, AHF C does authorize loan 
m o d if ic a ti on s under certain circumstances. The c o r p o­
ration's seller/servicer m anual identifies those as limited 
to instances in w h i c h  the mortgagor's income has been 
p e r ma ne nt l y affected by accident or illness, or in w h i c h  the 
mort ga go r' s income has been reduced or eliminated altogether 
for a temporary p e r io d and w h i c h  has not recovered 
sufficiently to m a i n t a i n  the current mortgage. The 
corporation will also consider a mo di fi c a t i o n  "if the se r vi­
cer (of the mortgage] feels that changing the terms of the 
m o r t g a g e  w ou l d not only cure [a] present delinquency but 
also prevent future delinquencies." A H F C  must give prior 
approval and "will consider . . . re am ortizing the debt to 
include the delinquent payments or extending the term of the 
loan by the n u mb er  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 C o r p o r a­
tion to m o d i f y  loans and loan provisions for loans that are 
delinquent or may become delinquent. Legislative i n i t i a­
tives to amend the law to redefine or extend AHFC's a u t h o r i­
ty n e e d  to be concerned w i t h  po ss ib l e claims against i m p a i r­
ment of contracts entered into b y  the corporation, p a r t i c u­
larly w i t h  bo nd  underwriters, federal government agencies 
that purchase the mortgages, and the corporation's seller/ 
servicers.

D epartment of Community and Regional Affairs mortgage l o a n s ;
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State law applicable to management of the department's m o r t­
gage loan programs does not specifically provide the d e pa r t­
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 y o u  that it may not reduce 
interest payable. Its assertion seems to be borne out by 
the following:

—  the interest rate payable by a borrower under 
the rural owner-occupied housing p r o g r a m  is, by statute 
(AS 44.47.410(b)), tied to the rate ba se d  on the m o s t  
recent AHFC bo nd  sale;

—  the interest rate payable by a borrower under 
the rural no n-owner-occupied h o u si ng  p r og ra m  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 hous in g  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 p e r­
cent.

The net effect of the three statutes cited suggests that the 
department is with ou t discretion to adjust or reduce inter­
est payable by a borrower under any of the three programs.

The department has also represented to y o u  that, while it 
m a y  adjust payments of principal on outstanding housing p r o­
gra m  loans, its authority to adjust the payments is limited 
to mo di fy in g current principal payments without reducing the 
m or tg ag or 's  total debt obligation u nd e r the mortgage loan.
In other words, the department believes that it may reduce 
m o n t h l y  payments, but the reductions correspondingly serve 
to extend the repayment obligation to an additional period; 
the department ma y not cancel or forgive a portion of the 
borrower's indebtedness.

The source of the department's mortgage lending activity is 
the h o us in 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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a revolving loan fund. 3/ A  re volving loan fund is rT'mmon- 
ly thought of, and in A l a s k a  legislation has been 
universally treated, as a fund that is continually u p e n d e d  
and replenished, from w h i c h  w i th dr aw a ls  are ma de  as loans 
but w i t h  a corresponding obligation to repay the fund in 
order to keep it intact. 4/ Le gi s l a t i v e  appropriations for 
state r ev olving loan funds are typically treated as n o n­
lapsing a p p r o p r i a t i o n s , and any repayments of principal on 
loans pu rc ha s ed  or originated w i t h  these appropriations 
should be deposited into the fund and m a d e  available from 
the fund for subsequent expenditure.

In m y  judgment, the department's r e p r es en t at io n to you seems 
to be fully consistent w i t h  its duty to m a i n t a i n  the integ­
rity of the housing assistance loan fund as a revolving 
fund. A  reduction in pr in cipal payments accompanied by a 
c ancellation of a porti on  of a borrower's indebtedness w ou ld  
compromise the fund balance and the abili t y of the agency to 
use the fund balance as a source of loans in subsequent 
y e a r s .

Investments of the A la s ka  Permanent F u n d  C o r p o r a t i o n :

Under authority granted in AS 3 7 . 1 3 . 1 2 0 ( g ) (16), the corpora­
tion m a y  invest in

notes secured by m or tgages gra nt i ng  a first lien on 
commercial or residential real estate improved by 
completed buildings [subject to specific mortgage 
insurance requirements];

Like the A l a s k a  Housing Finance Corporation, the Alaska P e r­
manent F u n d  Corporation enjoys b r o a d  au thority to manage 
investments. The corporation is authori ze d  to "enter into 
and enforce all contracts necessary, convenient, or d esira­
ble for purposes of the corporation." (AS 37.13.120(f)).
The residential mortgages p ur chased by the corporation as 
investments become assets of the corpo ra t io n subject to the 
corporation's general asset m a na ge m en t policies.

Since the Permanent Fund Corporation r eg ul a rl y receives 
income fro m sources other than those that support the 
m ortgage lending activities of A H F C  or the Housing 
Assis ta nc e Division, it is not c on st ra in e d by the same 
considerations that circumscribe loan m an ag e m e n t  practices 
of those two entities. W i t h i n  the b r o a d  authority of the 
statutes directing its activities, the Permanent F un d
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Corporation appears to have ample legal authority to 
structure or restructure loans that are potentially or 
actually delinquent.

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

The commissioner of revenue may invest the surpluses of the 
Public E m p l o y e e s’ Retirement S y st e m and the Teachers' R e­
tirement System in, among other permissible investments 
specified by law, residential mortgages. AS 39.35.- 
1 10 (a )(10) (for the Public Employees' Retirement System) and 
AS 1 4.35.1 8 0(b)(10) (for the Teachers' Retirement System) 
authorize the commissioner to invest in "first lien real 
estate mortgages guaranteed by the federal Veterans A d m i n i s­
tration." AS 39.3 5. 11 0 ( a ) (11) and (12) and AS 14.35.- 
1 8 0 (b )(11) and (12) authorize investments involving other 
kinds of residential mortgages, subject to specific 
limitations set out in those paragraphs and in AS 39.- 
35.110(e) and AS 14.25.180(e), respectively.

As to each of the two retirement programs, the commissioner 
is authorized by law to "do all acts whether or not e x p re ss­
ly authorized w hich are considered n ec es sa ry  or proper for 
the protection of the investments h e l d  in the pension fund." 
AS 39.35.110(d); AS 14.25.180(d).

JBC:bb 
wkb3/047
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FOOTNOTES

]_/ The loans of the Alaska Housing Finance Corpora­
tion may be classified among the following specific loan 
programs:

—  home ownership assistance program (a program to 
provide mortgage subsidies to persons of low and moder­
ate income);

—  mobile home loan purchase program (a program to 
provide low-cost financing for mobile h o m e s ) ;

-- 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 p r o­
vide additional assistance to qualifying veterans 
through a reduced interest r a t e ) ;

2 / The Department of Community and Regional A f f airs' 
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 borrowers for the con­
struction, purchase, or rehabilitation of a multiple 
unit housing project, generally two to eight units, 
though larger under extraordinary circumstances);
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—  home ownership assistance housing (a p r o g r a m  to 
prov id e assistance to persons of lower and moderate 
income to purchase or construct single-family, owner- 
o ccupied dwellings, through the use of subsidized i n­
terest payment s u p p o r t ) .

2/ A  Jan ua ry  23, 1984, Opinion of the Attorney 
General provides guidance to the Department of Community and 
Regional Affa ir s as to the proper handling of the repayments 
of p ri ncipal an d interest earnings on loans mad e from the 
loan fund before and after the 1983 amendment establishing 
it as a r e volving fund.

4/ "Revolving loan funds provide for the return to 
the fu nH  of repayments by borrowers of the principal (and 
frequently the interest on that principal) w h i c h  was loaned 
to them fro m the fund so that n e w  loans can be made on a 
continuing basis." 1982 Opinions of the A t t o r n e y  General 
#13, N ovember 30, 1982, at page 12.

JBC:bb
wkb3/047
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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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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)



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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££>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.

TO:

FROM:
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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.

21-P1LH
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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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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
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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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—  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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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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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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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
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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 
wkb3/047
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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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—  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.

JBCibb
w k b 3 / 0 4 7
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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.
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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
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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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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
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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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Committee has considered H B  551

"An Act making fiscal year 1988 supplemental operating appropriations for 
the Medicaid program; and providing for an effective date."

RECOMMENDS:

[ ] r e p lace, with <■ _____________________

[ ] attached amendment(s) 

do pass 

[ ] do not pass

[- ] no recommendation

[ ] individual recommendations

[ ] additional referral to the

[ ] the same title -

[ ] a new title

Committee

ADOPTS: letter of intent

ATTACHES NEW FISCAL NOTE(s): 

[ ] fiscal impact

[ ] zero fiscal note

[ ] zero with analysis

SIGNING

] same as previous fiscal note 

published _______________________

] same as previous zero fiscal 

note published ________________

SIGNING OTHER RECOMMENDATIONS:

FURTHER REFERRALS:Date referred':

(11)

3/28/88



Offered: 3/28/88
Referred: Finance

5-2110A

Funding Information 
General Fund § 8,345,000 
Other Funds 10,089.600 

$18,434,600

1 IN THE HOUSE BY THE FINANCE COMMITTEE

2 HOUSE BILL NO. 551

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A  BILL

6 For an Act entitled: "An Act making fiscal year 1988 supplemental operat-

7 ing appropriations for the Medicaid program; and

8 providing for an effective date."

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

10 * Section 1. The sum of $9,940,000 is appropriated to the Department of

11 Health and Social Services, Medicaid nonfacility program, to pay for unmet

12 program costs for the fiscal year ending June 30, 1988, from the following

13 sources:

14 Federal Receipts $4,970,000

15 General Fund Match 4,970,000

16 * Sec. 2. The sum of $8,494,600 is appropriated to the Department of

17 Health and Social Services, Medicaid facility program, to pay for unmet

18 program costs for the fiscal year ending June 30, 1988, from the following

19 sources:

20 Federal Receipts $5,119,600

21 General Fund Match 3,375,000

22 * Sec. 3. The appropriations made by this Act lapse June 30, 1988.

23 * Sec. 4. This Act takes effect immediately under AS 01.10.070(c).
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MEMORANDUM State of Alaska

THRU.

FROM

I'aren Perdue, Deputy Conmissioner 

Department of Health and 

Social Services

DATE

FILE NO.

TELEPHONE NO 

SUBJECT.

Randv Sfuperf Administrative Officer 

Division of Medical Assistance

March 2*, 1988 

465-3355

FY88 Medicaid Balances

The following represents the FY88 Medicaid balances:

Component 3/24 AKSAS 3/21 Checkwrite Balance

$1,677.2 

SI,925.e 
$3,602.9

Medicaid Facility $2,986.4 $1,309.1 $1,677.3

Medicaid Non-Facility $2,574.4 $ 648.8 $1,925.6

The average weekly checkwrite for Medicaid Facility and Medicaid 

Non-Facility are $1,360.5 and $692.7 respectively. Assuming those rates of 

expenditure, the Division of Medical Assistance will be able to meet the 

checkwrite of March 28 and approximately three quarters of the April 4 

checkwrite:

Balance $3,602.9

Less 3/28 weekly $2,053.2

Subtotal $1,549.7

Less 4/4 weekly $2,053.5

Final Balance ($ 503.8)

A  revised program transferring funds from another component would be 

necessary at that time to balance the books. The Division will have to 

suspend claims payments after the checkwrite of April 4 until such time as 

the supplemental funds request is available on AKSAS.
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Offered: 3/28/88
Referred: Finance

5-2110A

#

9

Funding Information 
General Fund $ 8,345,000 
Other Funds 10,089,600 

$18,434,600

1 IN THE HOUSE BY THE FINANCE COMMITTEE

2 HOUSE BILL NO. 551

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act making fiscal year 1983 supplemental operat-

7 ing appropriations for the Medicaid program; and

8 providing for an effective date."

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

10 * Section 1. The sum of $9,940,000 is appropriated to the Department of

11 Health and Social Services, Medicaid nonfacility program, to pay for unmet

12 program costs for the fiscal year ending June 30, 1988, from the following

13 sources:

14 Federal Receipts $4,970,000

15 General Fund Match 4,970,000

16 * Sec. 2. The sum of $8,494,600 is appropriated to the Department of

17 Health and Social Services, Medicaid facility program, to pay for unmet

18 program costs for the fiscal year ending June 30, 1988, from the following

19 sources:

20 Federal Receipts $5,119,600

21 General Fund Match 3,375,000

22 * Sec. 3. The appropriations made by this Act lapse June 30, 1988.

23 * Sec. 4. This Act takes effect immediately under AS 01.10.070(c).
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