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' Executive Summary

L

In the course of its research, the NSLL has developed and o

tested twelve leading financial techniques that will support energy conservation

efforts in residential structures. The twelve techniques include:

Future aavances clause under open-end mortgages.

Borrowing against existing savings accounts. -

. Home improvement loans U ‘ ;

Variable Rate Mortgages

Second Trusts or second mortgages ,
Variab—le payment mortgages
Balloon payment mortgages

Deferred monthly payments for periods of excessive
energy use (Bubble Mortgage)

~ The renegotiation of terms at sei intervals

: _ , B ' o i
Lower interest rates offered on mortgages in return’

for the lender sharing in equity appreciation of the
property

Graduated payments

Deferred interest loans’

" The testing took place in the context of the pilot feasibility part

of the contract résearch. Pittsburgh, Pennsylvania, the pilot site, has as a direct

result of the NSLL's work, developed their own energy conservation program for

single-family residences. Part of this prongxl'a.m already includes financial

methods being offered by local financial institﬁ'tions designéd specifically to

iv




encourage energy conservation efforts in single-family residences. An .

example of these financial offe'rings can be seen in Attachment D of the

1
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final report.

v'The results embodied in this final report were the product

of a carefully designed research effort. ‘The Scépe of Work was ,br;ke'n iptd
eight specific tasks, inéluding several directed at different financial inno-
vations for the financing of retrofits. After researching all tasks iln depth,
the material was divided into five sécti(.)nsvfor presentation in the final report.
A brief summar& of }these sections include: |

1. Findings |

Initially, various practical retrofits for single-fami_l&
residences were exé,mined for ease of unders‘tanding by lender and hon;e owner,
They were outlined and categorized as, (a) those conservation meaéures whiéh :
could be undertaken by tﬁe home pwnér at nb cost; (b) those retrofits that could
be accbmplished for less than $500, and'v(c) those retrofits costing mofe ‘th:a‘n_

$500.

2. Legal Research

The NSLL provided a unique document listing the permissive
lending authority available .to federal and state-chartered savings and loan
assqci_ations throughput thg fifty stateg and regu_lations implemegtlng such
legislat;on for nine states. A matrix chart w;s developed for réady reference
to six of the major techniques which saviqgs and loan associations will use to

finance energy conservation measures,




In addition to the lending techniques referenced in the chart, all savings

and loaninstitutions‘ may excercise their au.thori‘tj'rto lend funds at very louv
interest, using their.depositor's's'avings accounts as collateral, _;.Tnis compre-
h‘ensive document, which is the only one of 1ts kind in the industry, is"included |
in the final report,

3. Relationship of Utllities to Installation of
. Retrofits. B o .

A l‘general review of what utility companies can and . |
cannot do with respect to tlie inst,ailation' of retrofits was done in order to look
at all_of the various aspects of retrofitting single-farni_ly residences, ; Some
sections of the country have successful programs underway while others have
lacked general consumer acceptance. There have been no e_xaniples to our
knowledge where utility companies nave offered to finance and rnonitor,
programs that included more tnan' attic insulation and clock'thermostats,

4. Financing Techniques Applicable to Retrofits

The tu/elve lending techniques covered in the report offer a
wide lrange of lending authority.‘ Some of tnese techniques exist today and are
directly applicable to vretrofits_. Other tecnn_i_qu_es have been in use for other’
purposes but can be used to finance retrofits. Some are innovative in the

sense that they are presently unused in certain states. Some merely require
implementatlon by regulatlon. Others are untried, but could be readily applied
Variations of these techmques can be expected to develop as energy conservation

programs proceed and lenders adapt their procedures to current needs,
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5. Demonstration of Financing Techniques and
Implications for National Application

N R

fl"he NSLL, lhg.g evidenced by its contract with ERDA,
thgl_: a ;est_cgn be cgpducted inra demonstration gite to dete r;x;ipe the u_tili‘ty_ .
of Moffering innovative financing techniques through members of the financial .
community to encourage energy efficiency in single-family residences. L

! ERDA apd NSI?.L mutually selejctie_d;Pittsburgh as one
of the more typical metropoiitan areas for a case s.t.;u‘dy whose findings could
be translated into a 'na:tibnai'energy program.

Three sé‘écifi‘c finé.hcial t;echniqﬁes were identified and :
developed for use in‘Pittsburgh.'( These same three may have limited or no:
utility 'in any other demonstration site, ‘What is impbrtant is that the selection
of the three techniques was the result of a process that is applicable na't‘ionwi&e.,
Based on extensive research into the legislation, reéulation, and practice of a
variety of financing techrlxiq‘.xe"s,‘T the NSLL de‘velope’d:'a list of 'twei've that have {
merit for use in financing energy ico'nserVation'mafterials for single-family
home owners. "
‘ “ It is entirely possible to carry'bn'a program aimed at
residentail energy efficiency through the efforts of the financial commu-
nity. H'dv}”ever:,' in order to prdvide the best and most éh:o'rough 'test, a lxar'g'e
number of residences encompassing many types of s;fuctur’es and income

levels ‘of home owners should be included. To accomplish this, the widest parti-

cipation by the leadership structure of any ‘community must be encourage to

H
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participate. The inclusion of a diversified leadership base should not obscure

the fact that the core of any such program rests with the financial community
and its ability to finance cbnservation measures in the home,

The experience to be gained from thé single pilot study
in Pittsburgh is i_nvéluable in the formulation of a national energy conservation
plan. Differences in climatic conditions, lending ’préctices, utility s'uper'vision,
aﬁd political structure, vdo however, point up the need for other pﬂot studies
for the development of a broadly based tmly "N:_atiOnal" energy plan., The basie
concept developed for Pittsburgh will have va‘lidity in other communities, b“u:tv
the modifications anticipated for other metropolitah areas should be studied
before a _comprehensi.vevall inclusiye national energy conservation plan for single-

family residences is offered nationwide.
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'ERDA FINAL REPORT

Preface:

The National Savings and Loan League was established
in 1943 as a not-for-profit corporation dedicated to the promotion of thrift
and home ownership. It is an international tradé association representing
the U.S. savings and loan system and serving affiliates in féurteen foreign
_.countries. |
- The trade‘ association activities of the League involve

sponsoring new legislation, keeping its members informed of economic,

- financial, and regulatory matters, and conducting research on the economic -

effects of legislation and regulation on the savings and loan industry. The
Léag'ue also sponsors periodic national and international conferences,
including the Inter-American Savings and Loan Conference, to foster the
dissemination of improved management techniques, Lo make its members
aware of opportunities for profit and service to the community which might
not be widely known otherwise, and to provide a forum for the exchange of
ideas among savings and loan association managers and government officials.
In addition to its-direct represént.ational activities,
the League has entared into various government‘contr.acts in areas where the
particular exp’e rtise of ’our staff or. our network of member savings and los.ln

associations can make a meaningful contribution, These areas have included
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over fifteen years of service to the State Departr;lent (AID) in the establish-
ment of .savihgs iand loan sy’étems'overséas; technical and ﬁnancial monij-
toring‘;)f AI'D, H'c;i'éing Il;vestmént Gdararitg‘r"Pr‘ogra‘.m; élétabli'shniéﬁt}' of

the first Inidén~6pe:1"a£ed:"savihgs and loan association in the United States;
working with fhe Office of Minority ﬁasinéss' .Ehte‘rpris;’é‘ "in(bringihgl together
the fih;nci;l viveadvér‘ish'ipv of a coinmunity with that of the mir;xo'rity l'é';a'dex"sh'ip1 B

to exband businésé obbor’tunliiesr for xilinority gfoubs; asslétidg xﬁinoblty saw/ihgs
and loans in their management and operational problems; provision of advisof&
services tojHiJD ﬁ'lfh ”reéf)ect‘ to fndrﬁgagé servicihg';“ ;and' friost recently,
wsrltﬁlng"'vvl?l::la't(hé Energy Research and Dédelopment Administration to {dentify
tinancial innovations and techniques that can be used -by"ho'meo;vners to finance
at lowest cost various energy ;conservatxdn’measuzies in éinéle?famfly resi-
dences. |

| " To aixppleément the work of its staff, ’the'Le;ague“ has
t‘b.,r.me'd.f ;xi Energy C.ommitteé coénposed' of méiﬁb;rs" seleéied 6hiag'eogra- o

phicazl basia tz» reviewthe 'st:aff flndikngs ’a‘nci to ‘g;wrtc:vide iab:road‘ iﬁdus't":ry’ '

[ e po n \ o .
input to the reports submitted to ERDA,
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 INTRODUCTION

[ ) . S i ) N "'-"e"-:,
For the past several months, the National Savings
. . . . B N ' t . . 4 |
and Loan League has been researching financial techniques which our net-
, nas DERR AR , ) ' .
work of member associations may use to finance energy conservation
' [ : ¢ . A ; i 0

measures in the nation's seventy million housing units. Since only two
o R . B ”3_“',, . R 1 i . : { ) :

%

million or less new housing units come on the market annually, we believe

:
that the area of e‘xisting housing upits is where fhe grea;test impaet rhay
be made. |
Our efforts }h'ave been financed under a short-term
contract by the U.S: Energy Research_anq Develop;nen( Adm‘inistrat_i"on( whi‘cl_l_.
provided for field teeting in one se_lected metropelitan area. Our findiegs -in’
this‘ first phase will form a segment of a netioeal energy )plan. ~ The impor-

tance of research in this area cannot be overemphasized in terms of personal

the economic concepts we have come to accept and

i

~ hardship and in terms of
live by. Energy cests in some areas ef the nation are .al;eady ?exceefling "
the level of mortgage repayments, thus, invalidating originel credit analyses.
and leading to the increased possibility of delinquencies in moxftgagevrepay-v B
ments. Increased unemployxﬁent forced upon us by the severe v;'intexv' is
creating chaos. with the heme owner's budget, |

The ‘m“ajor objective. of phase one of this contract study

has been to develop innovative financing techniques to stimulate and encourage




home “owners to participate in energy c'onservation programs. The Energy

Research and Development Administration is actively promoting the need

for the nation to conserve energy. However, this contract study goes: beyond
the mere recognition of the need to conserve energy and addressed the ways
in which existing technology can be ''taken off the shelf and installed in
single-fajm_lly residences. The methods and techniques necessary to facilitate
tﬁe transfer of technology from the‘ shelf to the home are important because

mere exhortation about the need to conserve energy as a national goal will

* not suffice, The economic self-interest of consumers as well as the financial

institutions providing funds to the consumer must be recognized. -A substantial
demand for ,technologlés that cbnserve energy will be generated when the home

owner understands that the installation of such technical retrofits will mean

'a savings in the amount spent for energy each month.

The lender will respond to economic self-interest as
well as the consumer. A lender will readily make a loan if it is profitable,
In the case of single-family res»idenges the interest of the .finangial community.
is more complex., A home with a mortgage repreéen’t an investmeht to the
mortgage holder, The reality ‘o‘f rising energy costs could place such invest-
ments in jeopardy. The're are already Instances of monthly ‘utility bills
exceeding 'monthly mortgé.’ge payments, In some a}ea's, the rate of bad
collections on mortgage payments has taken a sharp rise during the past few

months. In each case, the cause was Identified as hlgh utility bills, While



there have been no massive defaults on mortgages due to rising energy .-

costs the mortgage holding community, and the savings and loan industry
in particular is very conscious of the impact of rising energy costs and ., ‘
the potential that energy conservation holds for protecting the security -
of home ow'nership. -As the holde; of some 60% of the mortgages in the.
United States, the savings and loan indt_;istry has a real stake in facili-
. tating energy conservation in the home,:
Relatively inexpensive energy coﬁaervation measures
~ taken by home owners can substantially reduce energy consumption. Merely
- nwaving the flag" will not produce the desired results over the long term.
. Identification of dollars and cents savings are necessary to convince the
home owner to carry out energy conservation measures. The savings and
loan industry is prepared to finance energy conservation measures as are
many banks, credit unions and other financial institutions, Our job is to
_make home owners aware of the need to conserve energy and to provide the
financial means for them to do so.
In order to fully develop innovative fvlnan_cing techniques
_necessary to assist the home owner in participating.in energy conservation
programs, the contract wa broken;into sections, or tasks,
Task Ope involved the determination of economic
reference levels against which individual technologies were set. .Thvree

levels are stipulated in the report: Level One - no cost; Level Two - ,lpw




cost or below $500; and Moderate Cost or above $500. Tasks Two through

Five called 'for a thorough examination of fmit_fdihg te'c'hn‘iqués.v' These t‘ech-_‘ . '
niques range from the uniform mortgage instrument which generally provides
for an open-ended mortgage, home imbor\;eméﬂt 1oahs, second trusts,
variable rate ‘mortgages, variable payment mortgage and paé&thrbugh'fechziiques.
“In support of this effort: the National Savings and Loan
League researched the legislation and 'régﬁiait’iohs covering féderal'iy-chvz"lrt‘e'féd
sé?ings ahd loan associations aﬁd legislation for all fifty states for state-
chartered savings'and loans. Regulations foi' selected states were al‘sd‘ researched.
Task Six covers the relationship of utility companies to the
installation of energy conserving retrofits in the home inciuding the posSivbility:
of the utility financing such retrofits. |
Task Se'ven' involves the investigating of the feasibility

of applying innovative financing techh.iqu_e's in a demonsﬁrétibnl téslt'area'.
Pittsburgh, Pennsylvvania was chosen as the pilot area. Pittsburgh contained
the proper mix of crite;‘ia that the National Leag:ue felt was essential. The
biiot site was. best i&éntifiéd as a metropolitan area, éoﬁt#ining,_a good mi;:
ovf.indus.tryv, commerce, and fesidential sectors, tied togét_her- in a cohesive
fashion, | | |

| In the sense §f having to wo;k wi.th only one pilot during
phase one, the National felt that Pittsburgh experiencéd a variety of temper-

‘ature conditions in terms of degree dayé of heating and cooling; 'T};e'. a



L e
5

regulations govgrning fip?._ncial anq b‘utillty activities plus tt}e‘practlce_s )
of those eleme_n,;s, provided the ba‘svis for a fegs;bili;y examination.

| . Task Eigh; Qalls'for t_hg .development of a nationalf_ ‘
program plan fiop {qlplemengipg the innovative financial techniques for
the pilot site. 'Th_e program will ﬁt_hen_in‘clud'e,_ Aailarger 'look‘ for the
possibility qf apglying what wa's‘lea_z:ned in the pilot project to theb nation
as a whql_e, ‘The‘ major point that the League al ready rgcogu;zes in terms
of devising a national plan is the need to recognize the variations in
cqndit_ion_s, ‘cll,imate, lepdmg,_ utility activities, and consumer responses
that exist, The factors to be copside;ed in an eneréy conservation program .
are basically the same around the country, but the variation in those factors |
and the way .the_y interact necessitates a plan flexible enough to address !

itself to any given site, _ o o "1
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FINDINGS

Economic Reference Levels

A review of existing technology indidates three genefé.l
categories in which home owners can undertake energy conservation measures in
their homes. The first category covers those measures whlch may be updertaken
at no cost; the second category covers those measures that may be undertaken
at a cost of $500 or less; the third category lists those measures where an
expenditure of $500 or more is required. Groupings of those measures in the
second category may force total expenditures above $500, and the declsibn to
have work performed by a contractor rather than on a "'do lt.yours‘elf" basis
will likewise have a tendency to boost costs above $500, Ail retrdflt_s in the .
third category assume contractor installation,

Assuming a national program is undertakeﬂ or even é. major
effort in selected metropolitan areas, a simple pamphiet should be prepared for
lenders, utility combanies, real estate brokers 'and_ others to pass out to consumers
§vho wish to reduce tfxeir energy costq. All tﬁ?ee categories of residential ﬁtrofits-

can be easily computed for a particular residence together with a fairly accurate

projection of pay-back time, Generalizations would be misleading and are not

included in this report,

Category I - Energy Saving at no Cost

*  Turndown thermostat to 65 degrees in the day time and 55 degrees at night




during héating gseason. Turn thermostat to 78 degrees or higher in

summer when thermostat controls air conditioning.

Seal fireplace damper when not in use, or close off fireplace with glaéa
door as noted in Category II.
~ Close heating/cooling vents, windows and doors of unused rooms summer
and winter, . Keeb d-fapes closed.

‘Reduce hot wafer thermostat to 140 degrees with dishwasher or 120 degrees
without dishwasher, |

Clean furnace/air conditioner filter on a quarterly basis.

Category Il - Energy Saving at Low Cost

Ihstall time clock thermostat; automatically control temperatures noted
in Category I.

Caulk window and door frames Where they abut éiding or walis; siding
wI;vhere it contacts masonry; seal other apparent cracks or openings from
the outside.

Install storm doors and storm windows: plastic sheeté may be used to.
cover wlndowé where costs are a deterrent,

Ins{ilate attic to the maximum recommended for your region.

[nsulate beneath exposed floor are'b.si when house is raised above groﬁnd
level or living space is situated above unheated Spaée.

‘Consider wall insulation, Three inches or more are recommended, but '




cost of installation on a retrofit basis'may not be warranted.
Weatherstrip doors and windows.

Close off fireplace openings w1th glass doors.

"

Replace furnace/air conditioning filters at least annually and have

furnace cleaned and ad;usted each fall

s ; . . P

Insulate heating and air conditionmg ducts with at least l 1/2" insu-
lation where they run through unheated areas of the residence.
Consider reflective window coatings in areas of high air conditioning

AR heTo ey

loads wtth southern and western exposure.

'll

s

Insure that leaking hot-water faucets are repaired and maintained,

“Category IIl --Energy Savings at Moderate Cost

When circumstances warrant (age and: inefficiency) replacement of
heating/air conditioning units should be considered. 'Gas remains the
chéapest source of space heating fuel in most sections of the country,
but may be unavailable for a new installation or conversion, Oil is ‘generally
“the second least expensive fuel source with electric ’resiStancc heating the
most expensive, Installation of a heat pump becomes a logical, although
somewhat more expensive, alternative to gas or oil.

Solar hot water heating systems are available and should be considered

viable alternatives for new or replacement hot water systems,
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LEGAL RESEARCH

_ An examination of Federal And. state savingé_

and loan association legislatlivon and regulal;ion was undertakep in order
to detefrfxine p‘ossible' loan mechahisms to finance hotr#e enefgy conser-
vation measures. The fiﬁdings staté what is curre;’ntvly permis—vsi-ble in
terms bf specified lending:technique;s. ‘ |

Seven specific r‘nechanisms 'were examined in .order
‘to determine their efficacy for finé.ncing home energy conservaiiqn measures,
The seven techniques are: Open-end morfgages or future advances;‘ Hom‘e
ImperVeAm‘ent_Loans; Second Mortgages; Borrowing against savings; Ba.lloon
'Payment; Variable Ra;te Mortgageé; Variable Paynde_nt M‘(cjrtgages.v These
techniques are used with varying degrees of frequency, home imbrovément
loans and fqture advances being the most widely used. |

The legal research document_' is to be used as a guide*
to assess what funding techniques are permissible under existing 'leg"islat,ion.u
To ascertain what is common in actual practice will require a review of aﬁ
state regulations and a more detailed study of the extent to which existing
regulations are implemented. .

‘The matrix provides a quick reference regarding the
.legal permissibility of sxx specific loan méctiahisms for both Federally- |

chartered and state-chartered savings and loan associations. The matrix

11




‘ does not reflect any degreerf the use of these mechanisms or any details
that are found in the regulations pertaining to Federal or state-chartered

3

savings and loans.
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- ‘Matrix Reference on Federal and State Savings and Loan Association Legislation -- Possible Loan
' Mechanisms to Finance Home Energy Conservation Measures

Federal

Alabama
Alaska
Arizona
Arkansas
California

Colorado

Connecticut -

Delaware
Florida

Georgia

- Hawaii

Idaho
Hlinois
Indiana

lowa

KEY

» : : Variable :
Future Home Balloon  Second Rate - Flexible  Other

Advances Improvement Payment Mortgage Mortgage Payment

+ + ? + - +

+ ? + + ? +

+ + ? - ? ?

+ + + + ? +

? ? ? + ? ?

- + ? ? + -

+ + + - ? ? ?

+ + + + (V.A.) ? +

+ ? ? + + ?

+ + ? - ? ?

? ? + + ? ?

+ + - + ? -

+ + + ? ? ?

+ + + + + +

? ? + ? ? ?

+ + + - ? -
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' | Variable
Future Home Balloon . Second  Rate Flexible Other
Advances Improvement Payment Mortgage Mortgage Payment ~----

Kansas .

o+ + + - o ? + Line of Credit
.. Kentucky + + - - ? - I
- Louisiana + + ? + ? ?
- Maine + + + + ? ?
Maryland ? + + + 2 -
Massachusetts + + + + ? - Note $5,000
Michigan ? + ? ? ? ? o
.Minnesota + + + ? - ?
 Mississippi ? + ? + ? 7
Missouri + + ? + ? ?
Montana + ? ? - ? ?
Nebraska + + ? + ? ?
Nevada ? + + + ? -
New Hampshire ? + + + ? + Note
New Jersey + + ? + 2 9
New Mexico ? + ? + ? ?
‘New York ? + ? + ? ?2° - Line of Credit
North Carolina + + o ? + ? - ? o
North Dakota + ? + + ? -
Ohio + + + + ? ?




4|

' Variable L
. Future Home Balloon Second Rate Flexible Other =
Advances Improvement Payment Mortgage Mortgage Payment

Oklahoma

? + ? + ? ?
Oregon + + + + ? -
Pennsylvania ? + + + - +
Rhode: Island + ? - + ? -
South Carolina * + - ? ? =
South. Dakota ? + ? + ? ?
Tennessee ? + ? ? ? ?
Texas ? + + + + ?
Utah ? + - + ? -
Vermont + + - + - -
Virginia + + ? ? - ?
‘Washington ? + + + ? +
West Virginia ? - - - ? -
Wisconsin + + + + + -
Wyoming ? ? ? ? ? ?



RELATIONSHIP OF UTILITIES TO INSTALLATION OF RETROFITS

Utilities are normally supervised by the Public
Utility Commission of the state in which they sell their serﬂce‘é.' Thus,
gas and electric compahies operate under a variety of different regu-
lations, Oil, coal or other f’uels are supplied b;y private distributor
networks and are not subject to a Public Utility Commission.

Residential units in urban areas of the United States
where winter heating is a normal réquirement are generally not large
heating customers for electric utilities, Heat pumps have only become
popﬁlar sincé about 1967 and these of course generally require electric
resistance heating as back-up. Still the load is minimal. The electric
power demand load for residential units is primarily for air conditioning
units as far ﬁorth in the east as southern Pennsylvania, and more .broa.dly
nationw_ide for electric résldences throughout the United States cannot be
expected to reduce electric power consumption for heating to any great
degree., although much can be accomplished to reduce air conditioning loads.

Our test city, Pittsburgh, for example, has only
12,000 units heated by electricity of which 10,000 units are apartments,

Gas heat is supplied to almost 500,000 customers with oil heat making up
the balance. Accordingly, if we are to gain a major retrofit impact through

the éooperatlon of a utility in Plttsburgh at least we will be endeavoring to

conserve gas heat.




Some gas companies such as Northern States Power

Company in Minneapolis make ceiling insulation loans to customers for
$50 to $500, with no down payment' at 12% interest, Terms vary, but the
program has financed over 14, 000 loans.

Brooklyn New York) Union Gas company makes
similar loans at 12.75%. Washington Gas Company (District of Columbia,
Marylahd, and Virginia) makes insulation loans for customers at 8% as an
add-on to monthly bills with a local company performing the installation.

Winters National Bank of Dayton, Ohio,is making
insulation loans as a community service at 7.5%, stating they will lose
money on every loan, The bank also offers to pay 30% of the insulation cost
to their employees who add extra insulation to their homes. Seattle Trust
and Savings Bank offers a number of energy conservation-type loans at
1/2 to 3/4% below standard rates although a checking account with Seattle T rust
is a prerequisite,

Consolidated Edison of New York City received
permission from the Public Service Commission of New York to offer a
home insulation program which has met with varying success to date, Loans
may range from $150 to $800 at 12% interest and term to three years. In
Pennsylvania, the ""Rosenberg proposal'", which suggests that three conser-
vation methods, namely home insulation, furnace retrofit and automatic

thermostats be developed into a conservation program included in customer

17 -




rates has received widespread attention. The Pennsylvania Utility Commission
has asked their Ildv&fyer‘s to review the légal») a':"sg’e‘:cts of thé p;'OpOSall with a view
to authorize the Public Utilities under their jurisdiction to enter into such a
program for t}}e;; cgstgmgrs. Thg propgsgl is now receiving National attention
and may be adgpted by many states.

The drawback to the program seems to be that it does
not address the many retrofit measuresf pha_t t:he_ home owner may undertgke, gnd
is addressed pri_mapily to users 'orf natural gas, vFurther,qit apbegrs to contem-
plate a17% return on investment which i‘s“xs;\;;vlj)lsxpa{xjai_all_y higl}er than other lenders
would charge :fozj‘hqme:impxjovemeqt loans. It certainly is a useful step in the
right direction, however, and will not be objected to by the average lex}de;'_

because of the_‘ small size of the loan.

In summary, gas and electric utility companies are
acutely aware of the need to improve their image with co,nsumers_:;andiwill , it
is believed, extend their efforts to assist customers tolundgz_ft_a.l;e at least low-
cost retrofits (primaplly insulation) where permitted by their Public Utilify ,

Commissions,
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FINANCING TECHNIQUES APPLICABLE TO RETROFITS

' In considering the Subjeét of financing energy
'ébnéer'vatién measure$ in single family homes, the most important
aspects are the availability of financing and the costs. Obviously,
different areas of the country have different problems - e.g. weather,
financial customs, and a variety of local conditions which may be ‘ﬁni'que .
to tlféareé.. For the present, we have considered in ‘séme depth the
metropolitan Pittsburgh, Pennsylvania area and our comments concerning
varibus fihancing techniques will have special reference to finahéing in’
that area, | |

The laws, and to a degree, the existing practiées ‘

common in other states were reviewed to determine additional finz;,ncial
innovations which'con(ceivably could be readily introduced to i;he Pittsburgh
scene, 'T'w‘_eilve techniques were carefully"studied. Some techniques
exist'today arjd are dir-ectl‘y applicable to ret’rofits.‘ Others 'were
studied spécifically f;)r their pétential use in financing energy retrofits in
single family reéidences. Regardless of the techhique, a key in using the
mortgage instrument is whether the original instrument has to be renego-
tiated or not. The reﬁegotlation of the first mortgage involves a cost which
" must be weighed in‘relativon to the transaction, Some of the following tech-
niques involve reneéotiating the first mortgage and sdme do not. These

financial techniques are:
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Open-end mortgages frequently provide a future advances clause that

offers funds at a’ rate substantially below pre\.r-a.alling rates for home
improvement loans. ‘The mortgage is rehego't'iated with the _rafe 6n Iﬁhe
unpaid balance possibly increased. The new mbnthly payment thus
enabling the bofrowér to 'pay off the mb’rtgage‘uaind the ldan simultaneously at an
attractive rate. |

| ' Fﬁture advances is a‘tyechnique of léng étahding inj
different areas of fhe country. In simple "terms, that expression dgscribés
a praétlce under the terms of the mortgage for makiné,r an at-iditi"c}n‘ail loat; or -
loans to the borrower during the life of the mortgage. Many 'such»prqvisiciqnsv
such askiivu Pittsburgh, | Pennsylvania, limit additional loans to- aﬁ amountiwhich
will not exceed the original amoﬁht of the mortgagve.. Consequently, the
greaté_r the equity of the bdfrower, the'g.reater the amount df {t\ie loan available
to the borrower, In the éase of a,su.l')stantlal retrofit progfarh for a parti-
cular home, financing under this techniqué offers oné of the most ecor;omic
and eaéily carried financing plé.ns presently ava;iléble.i Thié is so becéﬁse, '
one, the interest rate is consider;'-.lbly lésé ﬁ{an the rates for most other
financing schemes,' and since it is spread over the balance of \the term of the
mortgagé, it ié less of a burden thaﬁ shc.n‘ievr tei"m finanding. As braétiéed
in the Metropolitan ?ittéburgh areé., an édjustment in '\the ra£e of interest in
the original loan is increased by approximately 1/2 of 1%, and the rate of

interest for the newly added loan is fixed at the going rate of interest charged
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on new real estate mortgage loans. Then for slmplicity s sake, a weighted

=pped o ; »
average is worked out which includes the adjusted rate of the original loan
and the rate charged for the additlonal loan,
i 'a‘Q ..

An important aspect of future advance financing is its

[

ready availabihty. v This is particularly true in Pennsylvania where the
practice has been described by well informed officials as 'a way of life",
Here is a ready—made tool which, in appropriate circumstances, gives the
home owner a ready source ef economical financing for improving his home
while at the same time incoreorating energy conservation features of special -
importance and significance. | L | |
One aspect to financing energy conservation through the
use of the future advance technique bears special comment. -Many savings
and loan assoeiations make use of the secondat'y mortgage market through the
Federat National Mortgage Associatien (FNMA) and the Federal Home Loan
Mortgage Corporation (FHLMC). Under existing regulations of both of these
organizationvs, once a saviugs and loau has sold its mortgage to either of them the
principal of the mortgage cannot be increased. Believing that it is ineonsistent
for quasi-gevernmental agencies to inhibit the practice of future advances for
energy conservation, contacts have beeh made with these agencies in the hepe
that their positiens will be modified. Such a modification would be he]pful

in encouraging savings and loans which remain as servicing agents for both

FHMA and FHLMC to process such advances, following the sale of the mortgage
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" to these entities.’

Borrowing Against Existing Savings Accounts' or certificates of deposit in

order to securefunds at a minimum rate of'interest This technique is

useful in areas where a tradition of thrift and savings exists and savings
are being accumulated for long term purposes such as education. With-
out touching those savings, a person may pledge all or part of his sa.vings 'i
as collateral for a loan frorn the association. Asa general rule, a loan upv

to ninety percent of the collateral may be obtained Persons having passbooks

o o

or certificate accounts physwally turn over such passbooks or certificates

which are held in custody by the association as collateral for repayment of

the loan. The rate of interest is generally 1-1/29% above the rate paid by the

association for the savings account For instance, if a passbook is pledged and
the association is paying 5-1/4% interest to the saver, he will pay interest at
the rate of 6-3/4% on the loan. Such rates, considerably below those for

home improvement loans, makes this technique very attractive for financing
energy conserving retrofits. c

Home Improvement Loans are available in practically all states. These loans

can be for short terms or up to 15 years, and_for va_rying amounts up to
$l‘0,0_00. They are particularly appropriate for financing retrofits and c_ould;w
be offered at less than their generally prevailing rate shonld the _institution
destre to emphasize energy conservation loans.‘ FHA insured home improve-

ment loans insure the lender up to 90% of any loss. A conventional home
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improvement loan may be made without FHA or other government insuran,ce...._ o
| The interest rates on all home improvement loans are
higher than mortgage loans because lenders are permitted todiscount in H
advance the interest to be paid, or add on to the principal loan the amount of
interest over the life of the loan. By either method the true interest rate
may be almost double the rate specified in the note For example, a 6% rate,.
with either the discount or add-on technique could be an effective rate of
10 to 11%. In the case of small loans, there is a reluctance by lenders to go
through the refinancing technique of future advances._ As a r_esult,. in the case
of loans of $500 to $1, 000, the availability of home improvement loans is
advantageous to the home owner even if he has to pay a higher_interest rate.
The_ practice of discounting or add-on to the face amount of the loan is not
unusual.. Automobile loans operate in this manner, and installmentpurchas__es .
through reputable department stores? Sears-Roebuck, Montgomery Ward and
others, often involve an annual rate of interest from 12 to 18%. Accordingly,

for storm windows, insulation, and other minor retrofits involving amounts

under $1, 000, the home improvement loan would be the most practical,

The Variable Rate Mortgage is another financing method gaining importance

in single family residential ‘financing. vUn_der its terms, thel borrower and_ lender
agree to raise or lower the interest rate of the mortgage loan in accordance
with some fixed index at specified intervals but with a limit as to the ,maximum

increase, which is generally in the 2% to 2-1/2% range. Thus, a 7% rate could
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could not in any event exceed 9-1/2%. The initial advantage to the borrower

is that the interest rate he will pay at the outset of the mortgage will be
lower, as much as 1/2% to 1% lower, than the"prevailing rate. The advantage
t0‘th_e lender is that the yield will approz;iniaté“the going rate of intgrest over
the life of thg mortgage. As a result, applicants for additional loans find it
much less expensive to obtain funds for energy retrofits or for other purposes
using their residence as collateral.

Second Trusts or Second Mortgages are useful where the amount to be

borrowed is sizeable, and the borrowér does not wish to refinance under

his first trust. While Federal savings and loan associations are required to lend
their funds on the security of first mortgage liens, they may make second mort-
gages if they hold the first lien. State-chartered savings and loans, in some
states, are permitted to make second mortgage loans. Such loans generally
have a higher rate of interest than first rhortgages and also shorter maturity
‘periods. Conseﬁuently, they aré less favorable than first mortgage loans under
which additional loans, (future advances) may be made. If the cost Qf a retrofit
program ’is substantial, a second mortgage loan may be more desirablle than

a home improvement loan, as they are usually less expensive and have longer
maturities. | |

Variable Payment Mortgage is an instrument which uses the concept of reduced

monthly payments during the early years of the mortgage term, gradually

increasing over the life of the mortgage at predete rmined périods by which time
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the mortgage is repaid as though it had had equal monthly paymgnts. If the
early payments va.re ,established"at lless than the accrued interest charges, it
is kndwn as. neg’ativé amortization and caus_els the‘outstanding principal to
: _:i'ncreaseduring the early yez;_rs qf the term.‘ ICare must be taken to insure
| that the loan principal does not expeed the a_pprai.sed' value of the property
in terms of vth_e mortgage to value rel_atlonship‘.’ ~ |

A variation of this concept employes a recalculation
of the principal balance after each payment to account for.inflation with the
moﬁgage -reamor.fizéd over the remainder of the term.

' Variable payment mortgages may also be adjusted so
that lower monthly payments occur toward the end of the mortgage térm.
This could be used to accomodate reduced income during retirement years.
| The variable payment technique might be used to make
energy conserving purchases attractive by lessening the immediate impact of
increased debt service,

A Balloon Payment Mortgage provides for lesser payments during the life

of the loan with the balance of the loan due and payable at the end oif the period.
This may be an excellent type of financihg if one knows he will have sufficient
savings to pay off the balloon payment at the end of the mortgage term, since
monthly payments are substantially lower. Federal savings and loans may
participate in this type of lending so long as the monthly payments include

partial amortization,
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Deferred Monthly Payments (Bubble Payment Mortgage) for periods of-& -

excessive energy costs with the a‘r'n-c‘)h:xitlbf Atﬁ’g'défei"rged‘p‘ayr’hent's}"b;'i;hgg o
paid off over & set period. This technique has 'th'é*;d:isé.d.\;ai;t;gg of disrupting
the lender's cash=flow, making it 1658 popular with londers, Nonetheless,
lenders are accustoméd to providing forbearance to borrowera in times of
hlgﬁ area ﬁh’emﬁ‘l’bym'eht,"se rious family illness or :‘ciit'hé;'isfﬁoft term financial
disasters affecting the home owner, Thus, partial deferment of monthly
mortgage payments during short term excessive energy costs are possible.
For exa;nple , average monthly degree days are well known in all areas. In
Pittsburgh, degree days for Ja_puary are 1,144 and for_ February 1,000. June
July and August are under 100 degree days. Assuming that degree heating
days in Pittsbu.rgh exceed the norm by more than 10%, the lender could auto-
matically reduce the monthly mortgage payment by the amohnt in excess of
10% as determined by degree days. The unpaid excess could be repaid the
lender in June, July, and August when energy costs for heating is not a factor.

The Renegotiation of Terms at Set Intervals (Canadian Rollover) is an instrument

‘that has some of the same advantages of variable rates but is fairly uncommon
in the United States., The renegotiation period is usually at five yéar intervals.

Lower Interest Rates can be offered on mortgages in return for the lender

sharing in equity appreciation of the property. The return for the lender would

be in a portion of the capital gain realized when the property was sold.
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Gradué.ted Payments ;which would inc rense'periodi_callyz ona predeter.niined

basis whiie the interest rate remained fixed.

Deferred Interest Loans with a fixed mterest rate and payments for a set

imtial period that would be below prevailing rates, After the initial period .
the payments would increase to fully amortize the loan over the remaining :

term.“ This has disadvantages for the"l_ender as it disrupts his cash-flow. .
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TESTING INNOVATIVE FINANCIAL TECHNIQUES IN A DEMONSTRATION SITE

In its injtial r_'esvearc.h‘,wthe NSLL conducted a broad investi-
gation of financvial instrﬁments throughout the country to determine whether there
are finahci’né téchniqﬁés, requiring Fn'o public subsidies tﬁat could be used to retro-
fit homes at lower.costs to the consumer than generally available, After work was
completed, the NSLL deVeldped a list of .twelve.innovative financial techniques (See
Exhibit I) that were introduc.:ed‘and accepted by financial institutions and are now
particularly applicable to the financing of energy conserving retrofits. These
techniques may not prove equally beneficial and probably could not be applied
uniformly under all 'cixjcumsta}nces. Their utility varies around the country
depending on local conditions as determined by regulation and financing practiceé.

In accordapce with the- program planned under its R&D
contract with ERDA , the NSLL then considered the prospect of testing these
innovative financing techniques by meané of demonstration in a geographic area
that is repreééntativé of'regions with particularly difficult problems in this energy
crisis.,

Selection

NSLL selected Pittsbul'gh as its site for the pilot feasibility
effort called for under the contract for a number of reasons. It is a-major metro-
politan area tied vtogether by a commonality of economic interests supported by
community-minded businesses and trade unions, and has a history of accomplish-

.ments in organizing a.nd conducting community-wide programs to advance the area's

common interest,
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FINANCIAL TECHNIQUES

The twelve financial techniques that will suppoi‘,t'ene'rgy conservation efforté

in residential structures are:

Fu'ture advances clause under open-ended
mortgages " ,

Borrowing against 'existing‘sa\}ings accounfs
Home improvementvlvo.ans |

Variable rate mortgages

Second trusts or second mortgéges
Variable payment mortgages

Balloon payment mortgages

Deferred monthly paymenté for periods of
excessive energy use (Bubble Mortgage) -

The renegotiation of terms at set intervals
Lower interest rates offered on mortgages
in return for the lender sharing in equity
appreciation of the property

Graduated payments

Deferred interest
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Financial Techniques for the Demonstration Site.

- The initial step involved analyzing the curre,ni finianqga.i -
practices in the Pittsburgh area. This review included a féasibilipy analysis,
Qf'thg .fagplica;tioq rof_ the re‘.c‘:ommencéléd Welye ihnova'tive'financingLtechn‘iquesf‘., ‘
As a -x_"e-sult{ of thé.t work, three of the twelve fi“nancia'l innovations were 'identified
as techniques which would be successful in Pittsburgh. These.tpree financial . . '

techniques are:

Epergy Saver Loqp_s—fa'mbd{ifiqatiqn of home

improvement loans, but Cart"ying'a lower rate
of interest.

The Future -Adv'aqce Clause in an ope‘n-’ended R

mortgage would provide funds for ret;ofits at
long term mortgage rates with a single mort-.
gage pay;ﬁent. _This is considerable lower than
the horhe imprbvement loan rate.

Loans Collateralized by existing savings accounts

an:l certificates of deposit providing low cost loans
to porrowers, generally 1 1/2% above the rate being
paid to depositors on their account. o

Context for Testing Financial Techhiques

The NSLL concluded that the best and most comprehensive

test for tpesé financial techniques was to employ them in a community-wide energy
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conse rvafion program for single-family residences conducted by a broadly
representatls)e body of the commuxiity.. The object was to incre'a‘s'e' the é'nef‘gy ‘
efficiency of ‘such residences and decrease eﬁe’rgf ﬁra'stle‘i.“While savings s;nd
loan institutions would ;;'rov'idé the major focus for offering’the various financial
techniques, the plan would include a wider range of institutions in the Cthmu}iit&
which would be dedicated, to penétrating the widest possible éegﬁler;t of single-

1 o . -

family residential housing, -

Housing Stock

| ' pittsburgh is an older city typical of a large number of
metropolitan areas in the United States. Its total housing'stock exceeds 806, 000
units of which 782,500 are currently occupied. Home ownership accounts for'
68. 7% of the total, Most of the houéing in Pittsburgh‘(75%') is more than 15 years
old. This means relatively well built housing with very minimal insulation.‘

A survey completed in April 1977 indicates that at"lea_st ;1‘00,000 units are energy
deficient. (See Exhibit II) a |

Fuel

« Pittsburgh'is primarily ‘reliant on’'natural gas for space
heating with almost 700, 000 homes tsing gas as a primary fuel, Oil is a distant
second, accounting for only 64,000 units; electricity is a minor source accounting
for approximately 21,000 units; and coal and other fuel 'sdurces account for less

.

than 17, 000 units.

Plan | ’

The NSLL plan for a home fuel conservation program

*Standard Metropolitan Statistical Area
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- EXHIBIT 11
"PITTSBURGH HOUSING, 1974

Type of Unit , * iw.,. . - Occupied Housing Units
Owner Occupied - o : , 537,700 - (68.7%)
Renter Occupied o S ' . 244,800 '

| Total Occupied 782,500
Structure Age ' (Owner) Occupied Housing Units
Constructed after 1970 . 28,600
Constructed 1960 - 1970 84,500
Constructed prior to 1960 424,600

Almost 75% of all owner occupied units are
15 or more years old.

Home He’a.ting Fuel . ' (Ali) Occupied Housing Units
Utility Gas ' ' 678,500
‘Bottled Gas - o ' 1,200
Fuel 0il ' o ' 63,900
Electricity 21,300
Coal ' ‘ 16,700
‘Air Conditioning - . (All) Cccupied Housing Units
Central System : _ - 82,200

Room Units 172,000



involved not only an assessment of the problem, but a careful study of the

various leadership elements in Pittsbu'rgh and the vrole each could most
beneficially undertake. It carefufly considers the political forces required
to stimulate, coordinate and implement the program. The private financial
community will supply the necessary funds for normal consumer retrofit loans
and to support the moderate income level in those instances where subsidized
interest rates serve to leverage community development funds; the .corpor.ate
community would be willing to contribute technical assistanée and where possible
would support the low income group throuéh donations of materials; the utilities
would assist in energy audits and retrofit inspection as well as providing a moni-
toring service to assess energy savings; and the private non-profit organtzatlons
such as labor unions, neighborhood assistance groups, minority and ethnic organ-
izations, and major organizations such as the Chamber of Cpmmerce a_nd in
P.ittsburgh,' the Allegheny Confer’epce, would carry out key roles. The major
needs, naméiy, consumer stimuiu;A financial availability and a trained and eqﬁipped'
del_ivery system will work together to carry out the planned communi‘ty-wlde
conservation prograrﬁ.

The work of the NSLL has brou.ght together the essential
elements in Piitsburgh to produce an effective action program.' The manner in which
NSLL structured the Pittsburgh Plan lends itself to a chronological 'pre'se‘ntatio‘n.

JANUARY 1977

Financial Community
NSLL research team met with lenders of the financial

community. First Federal Savings and Loan Association of Pittsburgh, with
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assets in excess of one-half billion dollars has been a leader in community ="

action programs for many years and willingly assisted the team in their
effort to stimulate a broad segment of Pift’é:burgh's leadership as to what the
NSLL plan could do for the Greatet Pittsburgh area,

Public Sector

o ‘Starting with the political leadership, the plin was
explained to: the Assistant to the Mayor; the Director of the Urban' Redevelopment
Authority; Director, City Planning Department; and Director, City Manpower
Commission. Similariy, details of the plan were disciissed with Congressman
Moorhead who expressed great bersbnal' lhterest and provided guld‘a"nlce ‘to the
team,

Utilitles © ¢
"'Two major utilities were contacted on'the first Pittsburgh -
' trip; ‘P‘eéplé's Natural Gas C‘orlnpé.ny,“'Whe.z;'e' the proposed plan was discussed ' -

_ $4ith the Vice President for Marketing; the General Manage'r for Marketing and "

the Director, Industrial Marketing. Representing Duquesne Light were the' Vice
President, Marketing and Customer Service and the Manager for Residential
Marketing. =~

Corporations

A number of corporate entities were informed of the = "
League's Plan, among them were Westinghouse, Pittsburgh Plate Glass, U.S.
Steel, and Alcoa Building Products Company. Next, the plan was explained -

to several private non-profit groups such as the Allégheny Conference, the

34



Neighborhood Housing Services, Action Housing, and the Carnegie-Mellon

Institute.

FEBRUARY 1977

Research on the specific problems of Pittsburgh continued.
Degree days of heating and cooling, and mean temperatures were plotted. (See
Exhibit IITa, IIIb, & IIIlc) Mean temperature peaks at 75°in midsummer. It there-
fore becomes obvious that any additional home retrofits beyond those warranted
for heating become superfluous and would not provide a cost effective savings.

A second visit provided the opportunity to brief an additional
group of the Pittsburgh leadership including officials on the plan.

Supportive Elements

The Chamber of Commerce indicated its support of the plan

and agreed to host organizational meetings. Additional elements of the financial

community were contacted leading to the support of the Western Pennsylvania League

and a consortium of twenty-three financial institutions which had previously joined

in a community-wide effort to eliminate the stigma of !'red-lining" in Pittsburgh.

The Allegheny County Commissioners voted to support the plan and directed the

County Planning Office to devote manpower and resources to its implementation.
MARCH 1977

Local Adoption of the Plan

The President of the Chamber of Commerce called a
general meeting in early March to discuss the Plan presented by the NSLL.

Special attention was given to the NSLL's concern that specific functions be
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Monthly a4 Annual Heating Degree Day Normals EXHIBIT Illa
- for the City of Pittsburgh
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Monthly and Annual Couling Negree NDay Normals EXHIBIT IIIb
for the City of Piusburgh
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Average Mcan Temperature Taken From a 30-Year EXHIBIT Illc
Sample Record for the City of Pittsburgh T
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assigned to specific institutions or individuals. At this time, Allegheny County

A%

officials formally accepted the role of coordinator with the Chamber of Commerce

continuing in.a supporting role. Basic decisions were made to define the para-

.
.

M

meters of the program to be undertaken, - <

' o
MRS

Energy Comfnittee Formed

) The group \;Nhic:h fofmed the nucleus of the Pittsburgh
Energy Cbmmittee decided to limit its ;.ctivities to sinélg4fgmily resfdences
both ‘-owner or renter occupied with multi-family housing a’ ééég,nd prié)flf&'.
Commeréial and'qulic estab}ishmants wer; s_e.t,:as"ide for qonsi;ie_?ation i# -‘the"
second phaseof the program. »

| A p»;'ivate‘ly'ﬁmded grbup, Am;rlcané 'fo\f E‘nevrgy |

Iﬁdepende.nce were present at this meeting and stated an interest in working ..
withuthe Comnﬁtteé in the ar?a of coﬁsumer awarep'ess. )
| Additional local meetings were'heid in March,
culminating in a call for a b;oadened general meeting-in April.

3

APRIL 1977 -~

Implémentatibn '

The .now form’alized Energy Committee of.Pitt;burgh
met 6n April 6 to reviewvand commqu on an outline prepared by the County that
would lead to a detailed pian of implementafion of energy conservation retrofits.
All elements ;af the.‘.Le:;.g-ue plan had ‘t'>een assessed and assimilated into the
County plan with modifications to regﬁect available resources and funding.

The several utility companies of the area were well
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represented and expressed concern as to equal treatment between states and

regions. What would happen if the Pittsburgh area undertook a serious program

.
conservation measures? Should they await the President's energy message?

of conservation and the neighboring regions across the river in Ohio took no
The NSLL team counciled that the effort underway need not

await the President's energy message, ‘and that efforts planned to date should go

/ forward with dispatch. At this point, the utihty representatwes agreed to develop

MAY 1977

.{,v':" energy use data essential to a comprehensive program.
At a meeting, called by the President of the Chamber of

s -

| Commerce on May 11, the active participants in the Pittsburgh Energy Committee
grew to over twenty-five members requiring a breakdown into smaller unit com-
mittees charged with specialized functions, (See Organization Chart, Exhibit IV)

Action Plan
The County presented a first draft of its action plan based on the

concepts fostered by NSLL Comments on the plan and the role of the key parti-

cipants are scheduled for May 23 with the next Committee meeting scheduled for

early June,

State Participation '
Representatives of the Pennsylvania Governor's Energy

Council presented their program of assistance to the Counties and municipalities

and states that their low-income pilot effort would take place in Allegheny County

where they believed it would make the greatest impact in concert with the program

fostered by NSLL.
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Long Range Goals

B The ibﬁg ‘r;hgé goals for th.e é‘.reater Pittsburgh program
are impressive, yet attainable. Based on the statistics developed earlier a
five year program for Pittsburgh would requlre retrofittmg of 80,000 units per
year for five years. If the average cost per unit did not exceed $1, 000, the
total program cost would amount to $400 000 Despite the high cost, more
immediate problems exist in the dehvery system and secondly, in the material
supply system, | . C

Impact Project

‘In an effort tocreate animmediate impact, the NSLL
urged that a pilot implementation project be undertaken almost immed'iatelv..t:
Accordingly, the County plans to launch its first 1mpact project In July in
neighborhoods mutually selected by the County and the City Us1ng data now -'
available on census track tapes the Carnegie Mellon Instltute will prov1de a
critical path analys1s of the housmg stock and problems likely to be encountered
in retrofitting all housmg units in the selected area(s) One or more commumties
representing all income levels W1ll be selected in order to provide a testing |

g

ground for the several fmancial techniques and funding sources to be used

Income Levels
| Income levels of the home owners will identify the financial
approach to lbe taken, namelv
B 1, Low Income,l belovv?$6, 000--will be

financed by public fund's’supplied from
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~ existing federal, state or local sources. "
2. Moderatg Incomé, between $6, 000--
and $14 , 000_—>-_v'v‘ill be privately financed, but
an interest subsidy suppiied from public
éo’uroes willlp‘r'ovide an incentive along the
lines of_the HUD 235 interes; b;ubsidy program,
3. Incoxhe Levels abo{ie $i4,000—-@i11 be
finaﬁc;ed entirely by private financial insti-
tutions us.i‘ng oneé of the three or more tech-
niques bermissible fn the Pittsburgh area.
Operations |
The operational plan for the test neighborhood(s) will be

presented to the Energy Committee in Juﬁe for review and commeﬁt. In draft,
the plan propdses to make use of existing neighborhood civic groups to organize
a block-to-block effort, Churc,hes, schools and other piaées of public assembly
‘\;v.ill be used as '.'N‘ei‘gh'borhood éity Halis" to acquaint home lowners of. the need
for various retrofits; the utility comapnies will hold neighborhood Seminaps;
labor unions and contractor groups will train workers to ihétall Vr‘etrofits; Publbic
Health inspectors will make energy audits in the low inéome sector; méssages

' showing the need for retrofits will be prepared by the County and sent home byv
school children; volunteers will be asked to serve as energy block wardens able
to direct home owners to thé specific_-guidanée they need;> financial institutions

in the area will be prepared to p'rovide ene‘rngSaving loans, as First Federal
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Savings and Loan Association of Pittsburgh has already started and to work with

the County on the interest subsidy program; corporate entities will be asked to-
donate retrofit materials for low-income famiiies.' . ©ok
JUNE 1977

Participant Roles -

One of the more important features of the Pittsburgh
energy plan presentation at the June meeting will be the assignment of definite
roles to major participants. Incorporating the recommendations of the League,
functions are belng assigned to steering committees who will be: responsible for specific
actions, During June, these actions include:

Financial Institutions--First Federal Savings and Loan
Assoclation of Pittsburgh is working with the Western Pennsylvania Savings and
Loan League to'c.omplete the imple mentétion of programé for offering energy

conservation.loans by NSLL members. Membership in the Western Pennsylvania

League includes all of the savings and loans in the Greater Pittsburgh area. As
a result, the availability- of ene‘rgy conservation loans are uniform throughout'the
area. |

Utilities- -the savings and loans are holding meetings with
executives of the four principal utilities (People's Gas, Equitable Gas, Columbia
Gas, and the Duquesne Light Company) in order to finali ze programs for the utilities
to train personnel to conduct residential energy audits and inspections,

Thp part of the plan calling for utilities to use their computer

records to monitor energy savings after the installation of retrofits is being spelled
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out at this time, This action is in keeping vwith the agreement made by the
utilities at the April meeting. The savlngé an& loans are using these compu--
tations in discussing loans with custpmé rs and in promoting the energy loan
program.

Corporate Entities--Alcoa Building Products and
Pittsburgh Plate Glass with their specialized experience will provide technical
assistance relating to energy conserving retrofits. This assistance will be
similar to the "Summary of Potential Savings' prepared specifically as part
of the NSLL's program by Alcoa Bt;ildlng Products. (See Attachment E) The‘
actual savings that specific retrofits gccount for and the estimated payback
perlogls involved will be emphasized. (See Exhibit V)

Later, this information will be given to other
participants in the program, particularly the savings and loans. The savings and
loans will in turn use this information in marketing energy conservation loans.

Public Sector Organizations--during June, the
planning departments of the Office of the Mayor and Allegheny Countyvaré meeting
with the Chamber of Commerce to coordinate roles and responsibilities for opera-
ting in the initial designated neighborhoods. |

Members of the Pittsburgh University community are
providing technical assistance on program planning incorporating the results of
completed studies on retrofit cost/savings conducted in the Greater Pittsburgh
area, Specificé.lly, ‘Carnegle-Mellon Instituté is providing a ériticél péth data
analysis for thev first designated program areas, |

Members of the Advanced Building Studies Program at
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Savings Analysis - Pittsburgh

Fuel | - Costs Heating Efficiency
Natural Gas = $2.37 MCF . 85%
- Fuel Oil ‘ .48 gal.- 65%

Electricity o ' .54 KWH - 95%

Installation of R-19 Insulation to an Uninsulated Attic
would produce the following savings:

Natural Gas . $.20/year/sq. ft.
Fuel 0il ".30/year/sq. ft.
‘ Electric v .96/year/sq. ft.

Approximate installed cost for R- 19 is $.30 per sq.ft.

Savings of $.01 to $.03 additional would be forthcoming if R-30 was installed
at a cost of $.45 per sq. ft.

Installation of R-1l to Partially Insulated Attics |
(2" or less) would produce the following savings:

Natural Gas . $.042/year/sq. ft.

Fuel Oil - .065/year/sq.ft.

Electric .204/year/sq. it.

Installation of R-11 is $.18 per sq. ft.

Addition of Storm Window or Door
would produce the following savings:

Natural Gas $ 5.06/year/window

Fuel Oil - 7.70/year/window
 Electric 24,30/year/window

Installation cost would be $30.00 to $50.00 per unit
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Carnegie-Mellon University are providing technical information on costs and

cost savings of 'vai'i.c.ms retrofits used in conjunétion with the rehabilitation
projeété '(i:'i';eyéhav.e carried out in various Pittsburgh neighborhoods. This
informatibp is being coordinated with the technical information provided by
corporate entities and utilities for use’”b& the savings and loan associatiéné in
carrying out the financing aspgcts of thg program.,

The Ch;mber of Cémfnercé and the savings and loans’
are meeting with local builders and contractors to take full advantage of the
commonality of structures and equipment in nelghborhoods originally built by
the same contractor. The sim;larity in design and age of t’he_stru'cturés Wm
speed retréfifting techniques within the area,

Trade Union representatives are being brought into

the program at this stage as an integral part of the delivery system. The unions

will train woz;kers for the actual retrofit crews,

JULY 1977

The energy impact program for the Pittsburgh area is
commencing Jﬁly 5, following extensive media coverage for the selected area(s).

The objective of the impact program is to test all facets of the planned loné__ ,
range program among all income levels. ‘
' The financial institutions in the selected area have a full time
energy saver loan officer avajlable; the Carnegie-Mellon Institute analysis provides
computer‘ printouts identifying generalized income groupings; the technical assistan

work completed by the utilities, manufacturers of retrofit materials, and the aca-

demic community is in the hands of the financial community for direct use with
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customers; the delivery system, composed of Action Housing, Neighborhood

Housing Services, and local contractors begins the actual retrofit of homes

~ in the selected area(s).

The NSLL is meeting with the major functional groupings:
financial i.nstitutions,vutilities, corporate entities, public sector, and delivery
systems to ensure that the linkagesvbetween the various aspects of the program
are made, The NSLL is making su(re that all essential background materiai
has been passed on to the functional ofganizations that will be dealing with the -
public face to face.

The plan for this phase is a series of shori seminars
between the NSLL and each functional group. The primary goal will be to

reinforce the total plan concept and the importance of all the work, not just the

. specialized functions of any one group.

By the end of July, every phase of the program will be

in operation to some degree in the initial selected areas.
AUGUST 1977

The program implementation hegins in July continues on
in August. As problems surface, they will be addressed by those most closely
involved. The NSLL plays the important role of adjusting problem areas to the
total program ensuring the integrity of the program and its goals as a whole,

The savings and loan associations are adjusting their
approach to the public as the response of the public is encountered.

The corporate entities, utilities, and academic institutions

48



are responding to specific informational requests that the public is making on

the savings and l.'oan institutions, the various parts of the delivery system and
the public sector.

The NSLL and the energy committee is determining if
these needs are being adequately handled bilaterally between functional groups
and ensuring that duplication of requests do not occur, The Committee itself
~ is functioning as a clearing house for this purpose,

SEPTEMBER - DECEMBER 1977

Implementation of the pilot program continues in the
designated area and the goals set are échieved.

As the heating season approaches and then begins, the
various functional elements are staffed at levels necessary to meet ingreasing
demand.

The savings and loans anq the utilitive‘s are coordinating
the feedback on energy savings from installed retrofits, This information is
then fed into the ongoikng informational and.marketi‘ng aspect of the program.

The public sector and corporate entities have completed
the plan of corporate material donations to the low income portion of the program.

The NSLL is meeting with the Pittsburgh energy committee
to use the program in the initial designated areas as the base for moving into the -
total program of retrofitting 80,000 units each year. (See Milestone Chart,
Exhibit VI)

National Application

The NSLL, has evidenced by its contract with ERDA,
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| .that a test c;an be COnducted ina demonstratibn site to d_etermi'n‘e‘ the utility

of offerjpg innovative financing technicfues thr§ugh mémbers gf the financial
community to encourage energy eft'icie-ncy iqdhgle-famil& residenc»esv. No
sector 'oi' t}'}e’financial community _iS as: well equipped or ihtér_ested in providihg
finance for residential ret;;ofits as js tile s_a,v_ix;ugs and loan industry. Even sg;lall

unprofitable loans for retrofits serve to secure their portfolio of home mortgages.

i

'fhree specific financial techniques were identified andv
developed for use in Pittsburgh., These same three may have limited or minor
significance in any othef demonstration §ite. What is importanf is that the
selection of the three techniques was the result of a process that is applicable’
nationwide, Based on e.xten_sive fesearch into:the legislation, reg'ulati'on,
and practice of a va riety of financing techniqués, the NSLL developed a list of
twelve that have merit for use in fiﬁcpaipg energy conservation r'nate'ria.ls foi'
single-family home owners, Based on its research, the NSLL can identify and
develop the most effective financing techniques for any dexﬁonstration site. in
the country.

The INSLL believes that in any site, the members of
the local financial community provide the best focal point for any energy conser-
vation program aimed at single-family residences. The community-minded sa(rings
and loan associations have frequently acted as the "door opener' for community-
wide progi‘ams related to hbusing.

| ‘Wh.ereas it is pdssible to carr.y ona prvogram aimed at

res'idéntial energy efficiency through the efforts of the financial community, the
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widest participation by the leadership structure of any community must be-
encqura‘.ged to part_lc;ipate. The in"clusi_bn of diversified lea&é rship elements
- "'Will. n-ot'obs.cure the fact that -thé éére of any such program rests with the -
financial community and the methods av\.railabl'e 'tﬁrough them to facilitate the

objective of maximizing the energy efficiehcy'of single-family residential housing.
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United States

ATTACHMENT A

Congressional Record

PROCEEDINGS AND DEBATES OF THE Q §*# concres

Vv,
of America S, FIRST SESSION
Vol 123 WASHINGTON, TUESDAY, APRIL 19, 1977 No. 64
SAVINGS AND LOAN LEAGUE AT «ouly added to the problem of soaring energy  to $300.000 per eqilvalent of one barrel of
“ ORK IN PIT'ISBURGI ON Dprices. Over the past ten yenrs utility hills  of) per day.

ENERGY CONSERVATION
HON. WILLIAM S. MOORHEAD

OF PENNSYLVANIA
1IN THE HOUSE OF REPRESENTATIVES
Tuesday, April 19, 1977

Mr. MOORHEAD of Pennsylvania. Mr,
+ .er, with good cause, many institu-
tions in our society are now examining
their activities with an eye toward energy
conervation.

One of the most significant nquiries is
being conducted by officlal; of the Na-
tional Suvings and Loan Lengue.

Lengue oflicials have recently been at
work in Pittsburgh on preliminary plans
for a pilot energy conservation project.
‘Taey expect fo cooperate with Pittsburgh
husiness, labor and government officluls
10 Mashioning a plan to aid current home-
o ners and new buyers to guarantee that
thelr houses are energy eflicient,

Suceess in Pittsburgh will allow NSLI,
officials to design similar plans, honed to
local conditlons and local resources, in
other parts of the Nation.

1 am cnclosing in the Recorp at this
time an article from the league's publi~
cation, the Journal, on NSLL's energy
contervation efforts.

Tie IMpACT or e EnNvmcy CRISIS oN THE
8. & L. INDUSTRY
(8, Thomas G. Bolle, Senlor I'roject Analyst,

NSLL Office of Government Lialson, and

Itehard C. Knight, Vice Prestdent, Govern-

ment Liatson)

Increaslug coneerns abhout CHLERY COlSOryvi-
tlon have recently been eatapulled into the
Stitus of an emergency, with drought tu the
West, crippling cold iIn the South accom-
panled by snow, frigid conditlons in the east-
ern half of the country including twelve feet
ol necumulated snow in upstate New York.

‘The severs wenther conditions have pluced
A preal pressure on energy supplles, partie-
vliniy netural pas, Some industeind and con, -
moralud fachiities have had o Shut down, re-
Sultiog In temporw y unemployment, Schouls
bave been closed for varying periods of time
and homeowners are urged by Prezident Car-
e to turn thelr thermontals down in order
to conserve.

CHISIS UAS FOCUSED ATTENTION

The napnitude of the weather crists hns
fovnsed attention on large Issuey, such ns
the overall impact on the economy and the
Jroblems of energy supply and distribution,
Ihevever, concerns of the Individual home-
cverer and the elfect Weat rislog utidity rates

ave on the financial security of homes and
someowners are just as hiaportant.

I'iis 18 of great tmportance to the savings
and loan industry, the holder of aApproxi-
mately 60 per cent of the morlgages in thig
¢ty The recent wenther conditions have

w
bt

hinve increased faster than any other costs
directly affecting homes—in some cnses ay
much as 150 per cent.

Martpage lenders are alrendy aware of the

et that rising wtitte rarew Luve on the
securlty of thelr investment. The Increase
in utllity rates ealls in{o question the tra-
ditlonnl methods of credlt evaluation for
prospective mortgapors., The impact of en-
ergy costs on the ability of homeowners to
meet mortgage payments is already showing
up in sudden increases in bad collection
figures for some industry members. These
figures are not bnsed on the recent bad
wenther conditlons of Junuary but on the
comparatively mtlder months of Novembher
and December. While bad collection figgures
are not synonymous to total defaults, they do
dramatieatly symholize the problem of energy
cosls for the mortyage holder.

« ANSWERS BEING BOUGHT

What {s the answer. or Is there an answer?
Shurt of emergency action by the federal ove
ernment the lender must 100k to loeal con-
ditfons and to the regulations under which
he operates. There Is great variety In state
legisintion and regulation that governs state
chartered savings and loans, Stmtlarly, the
regulation of the utitities varies from state Lo
stnte. In addition, the inclinatlon of the util«
ities to particlpate in energy conservation
programs aiso varies. For instance, in the
state of Washinglon, the utilities are barred
by regulation from financing energy con-
sarvation retrofits in single family restdences.
In Minnesota, one major utiity is financing
home owners who wish to purchase lnsulu-\
tlon. In Pennsyivania, the uttlities are not
now particlpating in any such program butg
some of the savings and loan associations
are rendlly making home Improvement loans
down to amounts in the mid-hundreds,

LOCAL CONDITIONS DICTATE TFRMS

In short, the lender must consider and
operate in terms of the opportunities and
constraints which face him in his Industry
and {n lght of the locnl conditions that
exist, If any natlonal energy conservation
programs are to be forthcoming, they must
recognize the differences that exist around
the natton with respect to all of the factors
that must be consldered for an cffective pro-
gram. These include: climate; financing leg-
tsiation, regulation, and practice, utiiity
regulation and practice; and the interreln-
tionship of all of the varlous elements.,

The weather that the natlon hns experi-
enced may be unhusunl but the fact of rising
utility rates {8 quite real and the effect of
those rising rales wlil not pass with the
spring thaw. The rise in utility rates 18 a
reflection of exlsting and projected cost of
continuing to supply energy for the natlon.
Taking {nto account new sources stich as the
North Sen and areas off the shore of the U.8.
mainland, the cost in the 1080's for new
fnclittics to produce gas and ol will range
between $10,000 and $50,000 for un extrn
barrel equlvalent per day, For Heetricity,
which doeg not burn fuel diractly, the cost
of a total system, including installatlon ns
well ns generation could range from $160,000
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COST WILL CONTINUE TO RISE

Such figures are hard to relate to the
Individual homeowners but the trend Is’
cienr, Energy In the foreseeable fulure g o~
tng o be expensive and the cost will continue
to rise, '

Both "of the common alternatives for
meeting our future energy needs, either by
continulng to expand our capacities for
power generation or by conacrving cnergy,
involve capliinl-intenslve technology, whether
s & nuclear power plant or solar hewtng
sysiem. However, low level technologtes are
avaliable that can be applied to existing
housing tn order to mnke homes more energy
efliclent. Insulatlon, storm windows, storm
doors, heat pumps, ete., will not stop rising
energy rates but they will slow the fncreases
that the homeowner pays per month, by minx.
imizing onergy efMciency within the Lome.
For the lender, such technleal fiaes do pnotl
take away the uancertaiowy of the offeel of
rising energy costy, but they cin mittpnte
tho effcct and make the morigage investment
sound,

IMPACT SIHOULD BE CONSIDERFD

Associntions should consider the potential
impact of rising energy costs and take a
hord look al policles regarding hoe fime
provement loans and other finnncing ve-
hicles, Insulation and storm windows may
not cost ennugh to make a lonn profitable
but the cost of dealing with the eflects of
rising energy rates may put such conshder-
atlons into a new perspeetive. Other  fi-
nancing instrumenta should be cxamined
g well, Lo see if In & glven aftuation a par-
tleulnr instrument enn bho used that helps
the homeowner meet hily monthly obtyattons
and helps the mortgage holder to i1 ure hils
investment,

Part of our research hins Included an int-
tial feasibility pliot atudy to determine it
AR energy conservution program for slngles
family residences 18 of Interest on a metro.
polltan-wide basis, Pittsburgh was sclected
88 the Initial pllot site and meetings have
been held with the varlous segments of the
city’s leadership In the hope that Pittsburgh
would follow through with an energy con-
servation progrom, with the Natlonal Savings
and Loan League and FRDA assisting as best
fits the needs of the city and the resources of
the two organizations. '

In support of energy conservation meas-
ured, the Nationnl League has entered into a
resenrch contract with the U.S. FEnergy Re-
search and Development Administration to
identity the varfous financial techniques that
homeowners may use to carry out energy
retrofita, The League has also formed nn
energy commitice to oversee the stnfl re-
search and (o participate in the finnl report
to ERDA. Consldering the fact that Industry
economists are projecting o #4 billion draw-
down {n accumulnted savings due to in-
crensed utllity costs in the current year, it
behooves the tndustry to be alert to how our
businesses arc affected by the energy crisis,

S ——————
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ATTACHMENT B

FEDERAL NATIONAL MORTGAGE ASSOCIATION

JAMES E. MURRAY
SENIOR VICE PRAESIDENT ANO GENERAL COUNSEL

February 25, 1977

Mr. Simon H. Trevas
Gailor & Elias

700 E Street, S.E.
Washington, D.C. 20003

Dear Mr. Trevas:

I am replying to your inquiry regarding a possible change in
FNMA's policy with respect to "future advances" made under
the. security instrument to finance a homeowner's purchase of
devices, materials or services relating to energy conserva-
tion. It is assumed that the substantial question of lien
priority, which makes the future advance an impractical option
in many jurisdictions, is set aside as a consideration in our
response. I would also note that the uniform FNMA/FHLMC
mortgage form for single-family mortgages contains a future
advances clause and that a home mortgage submitted to FNMA
under which a future advance has been made and repaid is not
thereby rendered ineligible for purchase.

FNMA would certainly consider a change in policy with re-
spect to home mortgages held in portfolio if appropriate
changes in applicable law and practice are forthcoming. Our
concern with future advances is grounded in the impractica-
bility of dealing with these obligations under current con-
ditions. Apart from the lien priority issue, future advances
are subject to diverse, arbitrary restrictions on the total
amount of advances that can be made. Evaluation of the risk
of making an advance tends to be expensive, as the cost of
the improvement being financed must be analyzed in relation
to the current market value of the secured property. The
lender must be satisfied that the overall loan to value ratio
resulting after the future advance is made will be an accept-
able risk. 1In effect, an up-dated appraisal of the property
may be necessary. '
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Mr. Simon H. Trevas

A further concern would be the mortgage insurance implications
of future advances which would have to be explored. I am un-
certain whether the use of a future advances clause is acceptable
to mortgage insurers and, if so, what coverage to the lender
might be available. It is likely that the interest rate on the
future advance, reflecting market conditions at the time of the
advance, would differ from the rate of the original note. The
possible usury or other legal restrictions of this practice
would have to be considered on a Jurlsdlctlon-by~3urlsdictlon
basis.

From the standpoint of the secondary market, sufficient incen-
tives would be required for FNMA Servicers to incur the costs
of making the advances on behalf of FNMA., Any such incentives
could have the effect, of course, of reducing potential savings
to the borrower that the future advance device may offer as
compared to a refinancing of the outstanding loan. FNMA itself
would have to consider the additional costs which a program of
future advance obligations would entail. As an example, it is
my understanding that the current FNMA accounting system would
not readily accommodate such practlces.

I have indicated the practical basis for our current policy.

This does not preclude the further exploration of a new approach
to this financing device under different circumstances. We would.

be pleased to consider new proposals which may emerge from your
study.

James E. Murray
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Th ortgage
| rporatlon

‘November 11, 1976

Simon A. Trevas, Esguire
GAILOR & ELIAS

700 E Street, S. E.
Yashington, D, C. 20003

Dear Mr. Trevas:

[t was a pleasure speak1ng with you several days ago concerning The
Mortgage Corporation's "future advances" policy.

As a recap of our distussion, the following provisions reflect the Cor-
poration's policy with regard to future advances (Sellers' Guide Conventional
Mortgages):

1.305 Future Advances

a. Advances Made Prior to Purchase. FHLMC will purchase
Home Mortgages in whole or in part as to which future advances
have been made prior to the Delivery Date provided that: (i)
such advances have been consolidated with the outstanding
principal amount secured by the mortgage and that such secured
principal amount, as consolidated, bears a single rate of
interest and term of repayment, and (ii) the lien securing
such consolidated principal amount is express]y insured as
having first lien prinrity by a title insurance policy or in
an endorsement thereto insuring the mortgagee's interest.

b. Advances Made After Purchase. As to Home Mortgayes
purchased in part only by FHLMC, FHLMC hereby consents to
Seller making future advances provided: (i) the mortgage con-
tinues to be a valid first lien after the advance; (ii) that
as of the time such advance is made, Seller reaffirms the
warranties and representations contained in this Guide relative
to the Home Mortgage and to Becrrower: and (iii) as between
FHLMC and Seller, Seller agrees that such advance and tne
interest and other charges thereon shall, in all regards and
for all purposes relative to FHLMC or its successors and assigns,
be subordinate in right of payment to the interest in such
mortgage purchased by FHLMC, and FHLMC's right to payment of
the principal, interest and other sums due FHLMC shall be prior
in all respects to any right to payment of Seller in connection
with such advances.
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Simon A. Trevas, Esquire
November 11, 1976
Page Two

The Mortgage Corporation, itself, cannot make:future: advances. The
Corporation's enabling Act (P.L. 91-351) grants no such authority to

it nor does the legislative history of that statute reveal congressional
intent to impute such authority to the Corporation.

I am hopeful that the foregoing has been responsive to your question. If
I can provide you with any further information, please let me know.

Very truly yours,

‘j%?r::; C.’§6?ii:ow
Associate_Genera] Counsel

MCS:blp

CC: Henry L. Judy ' S v "f'-”"
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ATTACHMENT C

~ Legal Review of Federal and State
~ Savings and Loan Lending Authority

National Savings and Loan League
Washington, D.C,

Contract §E (49-18) 2156
Energy Research and Development Administration
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Legal Review of Federal and State Savings and Loan Lending Authority

"l‘he legal review was undertaken in response to I:ask
number two of the subjéct cohtract and accurawly' describes the lending
authorities provided by statute to Federal and state-chartered savings and
loan associations, In all instances, législation must he implemented by regu-
lations issued eipher by the Federal Home Loan Bank Board in the case Aof
Federal associations or by the State in the case of state-chartered asso-
ciations. Legislation and regulations of the tyvpe rescarched herein are
‘primarily permissive in nature with the result that legislation is not always
implemented .by regulation and associa‘tions may not always usc the full
authority granted them by regulations,

For this review, in addition to the smlul.t;.s, regulations
‘were reviewed [or Federal associations and for the states of Pennsylvania,
-Florida, Texas, California, Georgia. Illinois, Maryvland, New Jerseyv, New
York and Missouri. The extent to which lending authorizations become common
practice can only be determined when an indepth study of lending practice is
undertaken in a given area. For example, some savings and loan associations
rhay specialize in home improvement loans while another in the immediate
vicinity may make no home ;nupr()\'c*nwﬁtnt loans whalso_«"'vcr.

The dev("]opme-nt of an operiational encrgy plan for a state
or political subdivision thercof will require further legal review of the regu-

lations issucd to implement state savings and loan statutes in other than the ten
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states noted above.” For Federal associations and for the states where
regulations have been reviewed, this document will serve as an invaluable
reference manual.

. ) .
¢ .

s
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FEDERAL SAVINGS AND LOAN ASSOCIATIONS

AND

FEDERAL LOAN INSURANCE/GUARANTY PROGRAMS

P L . o
N

A review of the Home Owner's Loan Act of 1933, as. amended,.
12 U.S.C. §§1461-1468 (1969), and of the Federal Home Loan Bank
Board regulations promulgated pursuant thereto, was undertaken
to determine the availability of financial mechanisms which
could be used by federally-chartered savings and loan associations
to provide financing to homeowners wishing to undertake energy’
conservation measures at a cost lower or with more payment flexi-
bility than would be afforded by a conventional home or consumer
loan. Various categories of such financial mechanisms and their
availability under federal law and regulation are dlscussed in
Section I of this memorandum,. :

Section II of this memorandum is concerned with cértain of
the federal loan insurance and guaranty programs authcrized by the
National llousing Act as amended, 12 U.S.C. §51701-1750y (1969),
and by the Servicemen's Readjustment Act of 1944, as amended, 38
U.S.C. §§1801-1824 (1959) and with the regulations promulgated
pursuant thereto. Under such programs, state-chartered savings
and loan, building and loan or savings associations, or coopera-
tive banks, as well as federally~chartered savings and loan
associations, may obtain federal insurance or guaranties for
qualified loans to gqualified borrowers, subject to the terms and
conditions set forth in each of the above two Acts and in the
applicable regulations. Generally, the state savings and loan
association statutes or codes exempt loans so insured or guaran-
teed from the loan-to-value limitations, percentage of assets
limitations or loan terms, payment plans or sccurity requirements
that are otherwise applicable to the loans made by associations
chartered and operating in such states. The loan insurance and/or
aquaranty programs described in Section II1 below are those deemed
to bhe the most uscful with respect to financing homeowner energy
conservation mecasures. The discussion of these programs contained
herein is concerned primarily with the requirements for loan
eligibility under cach of the respective programs, rather than
with the technicalities of the contract of insurance or guaranty
between the association and the applicable federal agency or with
the insurance/guaranty claim procedures prescribed by the various
sets of rugulations.
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I. FEDERAL SAVINGS AND LOAN ASSOCIATIONS

A. Variable Rate Mortgages

Neither the Home Owners' Loan Act of 1933, as amended,
(hereinafter "the Act") nor the requlations promulgated pursuant
thereto by the Federal Home Loan Bank Board (hereinafter "regula-
tions") expressly authorize or prohibit the use of variable rate
mortgage instruments by federally-chartered savings and loan
associations (hereinafter "associations") in connection with
loans secured by home or residential property. Certain sections
of the regulations, however, substantially restrict an associa-
tion's ability to use such instruments in conjunction with _
installment loans secured by home or combination home and busi-
business property and with flexible payment loans secured by

‘single-family dwellings.

The regulatory definition of "installment loan" states
that, for loans secured by home or combination home and business
property, "...no required payment after the first payment shall
be more, but may be less than any preceding payment." 12 C.F.R.
§541.14(a) (1976). The regulatory definition of "flexible pay-
ment loan" states that each required payment to be made during
the initial period of such a loan is to be made in an amount

+++. NOt less than one-twelfth of the annual
‘interest rate times the unpaid principal
balance of the loan and such rate is not [to
be] increased during such initial period
unless pursuant to a subsequently negotiated
agreement. '

The flexible payment definition further provides that "...no
required payment after theend of such initial period shall be
more but may be less, than the first required payment after the’
end of such initial period." Id. §§541.14(c) (3), (4)(1976).

These definitions preclurde an association from using a
variable rate mortgage instrument in conjunction with a loan
written on either an installment or flexible payment plan from
implementing interest rate increases by increasing the amount of
the required monthly loan payments. Accordingly, as stated by
the Federal Home Loan Bank Board ("FHLBB") in its memorandum
ruling #T-56: ¢

Fedcral associations exercising their rights
under [interest rate adjustment] clauses may
only extend the maturity of the loan. Memo-
randum T-56, FHLBB Office of Examinations and
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Supervision (Feb. 12, 1974) (Ehphasis in the
original). 1/

1/ Memorandum Ruling #T-56 is still controlling for loans
secured by home or combination home and business property
although on February 14, 1975, the Federal Home Loan Bank

Board ("FHLBB") published proposed regulations which would

have expressly authorized associations to adjust the interest -
rate charged on a loan secured by improved real property by
either adjusting the amount of the required loan payments or

by adjusting the term of the loan to 35 years or by a combina-
tion of the two. The FHLBB proposals would have amended certain
sections of the existing regulations (i.e., the sections defining
"installment loan", "partially amortized loan" and "flexible
payment loan") so as to permit such adjustments and would have
added new sections setting forth both general conditions for

the use of variable interest rate provisions by associations

and specific restrictions as to their use in conjunction with
single-family dwelling loans. 40 Fed. Reg. 6870~74 (1975).

“On November 5, 1975, the FHLBB published a resolution
stating that, effective December 8, 1975, federal associations
would be permitted to implement changes in the interest rate
charged on installment loans secured by multi-family or commer-
cial property by changing the amounts of the required monthly
payments. This permission was reflected by an amendmént of the
regulatory definition of "installment loan" so that the ban on
a required monthly payment in an amount creater than any pre-
vious monthly payment contained in that definition was made
applicable only to loans secured by home or combination home
and business property.

With respect to its February proposals which would have
granted associations similar authority with respect to loans
secured by improved real property other than multi-family or
commercial property (i.e., loans secured by home or combination
home and business property), the FHLBB stated:

Although the Board continues to believe
such loans should be permitted, it has
determined to take no further action

‘at this time to permit such loans be-
cause of the substantial Congressional
opposition to the proposal. Those
provisions of the proposal not imple-
mented by this Resolution are therefore
withdrawn. 40 Fed. Reg. 51414-15(1975).
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. Even this one available means of implementing 1nterest rate'
increases is not unrestricted, however. The regulations provide
that neither installment loans nor flexible payment loans secured
by home or combination home and business property may be written
for terms in excess of 30 years. 12 C.F.R. §545.6-1(a) (1976).

An association using a variable rate mortgage 1nstrument with
either a flexible payment or an installment loan may therefore
implement interest rate increases by means of loan term extensions
only to the extent that the original loan term was for a period

of less than 30 years. ‘

At least Qne commentator has concluded that the combination
of the regulatory ban on increases in the required monthly loan
payments and the 30-year maximum term limitation contained in
the regulations "...effectively preclude([s] the use of adjustable
interest rates by federal [savings and loan associations]" 2/

B,'“_Segpnd'Mo;tgageé. o

The Act.provides that "...associations shall lend their
funds only on the security of their savings accounts or on the
security of first liens upon real property..." 12 U.S.C. §1464
(c¢) (Supp. 1975). Similarly, the regulations preface the section
describing the real estate lending powers of federal associations
by stating that associations may "...make the following types of
loans on the security of first liens on improved real estate..."
12 C.F.R. §545.6~1(1976). The phrase "loans on.the security of
first liens" is defined in the regulations as meaning:

... loans on the security of any instrument...
which makes the interest in the real estate
described therein...specific security for the
payment of the obligation secured by such
instrument: Provided, the instrument is of
such nature that, in the event of default, the
‘'real estate...could be subjected to the satis-
faction of such obligation with the same priority
as a first mortgage.or...deed of trust in the.
Jurlsdlctlon where the real estate is located.
Id., §541. 9(a)(1976)

¢
i

2/ ,"Adjustable Interest Rates in Home Mortgages- A.Reéon-
sideration:, 1975 WlS. L. Rev, 742.
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. A 1971 opinion of the FHLBB General Counsel interpreting
the above definition, however, permits an association to make
a second loan secured by the same real estate as secures a first
mortgage or deed of trust held and owned by the a55001at10n, if
there are no intervening llens. The Opinion, states that-

A second secured loan to a borrower presently

indebted to the association under a loan secured

by a first mortgage on the 'same property as would
secure the second loan, would not result in a

second lien, provided that the association retains

the first loan and there are no intervening liens.

In these circumstances no other party would have
priority over the association upon foreclosure, and
the second loan would result in a (permissible)

first lien. 3/ : : : !

In addition, associations may make loans secured by liens
on primarily residential real property which are not "permissible
first liens" .pursuant to, and subject to the conditions contained '
1n, §545.6-26 of the regulations. Section 545.6-26 (designated
"non-conforming secured loans") was promulgated in order to 1mple-
ment the provision of §l464(c) of the Act whlch states:

Subject to such prohlbltlons, llmltatlons and
conditions as the Board may prescrlbe, any...
- association may invest in loans...upon the
security of...real property...used for pri-
marily residential purposes...that do not com-
ply with the limitations and restrictions in
this subsection [(e.q., the §l464(c) provision
stating that dssociations may make loans only
on the security of their savings accounts or
on the securlty of first liens upon real
estate)...l2 U.S.C. §l464(c)(Supp ’1976)

Section 545.6-26 of the regulatlons ‘provides that associations
meeting a scheduled items test (or securing approval for an excep-
tion) -and a net worth test may invest amounts not in excess of 2%
of their assets and additional amounts ".'..equal to one percent (or
fraction thereof) of assets for each percentage point (or fraction
thereof) of net worth in excess of the greater of (i) 5 percent of
withdrawable accounts or (ii) [required] net worth...", in loans
secured by residential real property which are not otherwise
authorized. An association's total investment in such non-conform-

ing secured loans may at no time exceed an amount equal to 5% of

3/ Op.G.C. (10/22/71) as quoted in FHLBB Annotated Manual of
. Statutes and Regulations, 4719, n.6 at 118 (Rev.ed. 1976).




its assets, however. Loans where "...the security interest is
not a first lien..." are among those which §545.6-26 expressly
authorizes qualified associations to make (12 C.F.R. §545.6-
26 (a) (1976)), provided that the amount loaned does not exceed
"...the value or the purchase price of the security therefor,
whichever is less, at the time the investment is made." 1d.,
§545.6-26(e) (1976) .

C. Flexible Payment Mortgages

The regulations authorize associations 4/ to make loans
secured by single family dwellings with flexible payment terms.
The borrower must certify in writing that he/she occupies or in
good faith intends to occupy the dwelling securing such a loan
as his/her principal residence. The payments on such loans are
to be made as follows:

During an initial period of the loan term (not to exceed
five years), the borrower need make only monthly payments of
interest, with each such payment to be in an amount not less
than one-twelfth the annual interest rate times the unpaid
principal balance of the loan. Following this initial period,
monthly payments sufficient to retire the debt, both principal
and interest, within the balance of the loan term must be re=-
quired. The amount of the first such required payment following
the initial period must be fixed at the beginning of the loan
term and no payment required to be made subsequent to such first
payment may be required in an amount more, but may be required
in an amount less, than the amount of such first payment. The
loan agreement must describe the payment schedule. 12 C.F.R.
§541.14(c) (1976).

Uninsured flexible payment loans secured by single-family
dwellings are subject to no percentage of assets limitations
unless they (a) are made in amounts in excess of $55,000, (b)
are made in amounts in excess of 80% of the value or of the
purchase price of the security property, or (c) are secured by
property located beyond the association's regular lending area.

Flexible payment loans may not be made for terms in excess
of 30 years (Id., §545.6-1(a) (1976)) and may not be made for
amounts in excess of 75% of the value of the security property,
except under the following conditions:

4/ The regulations state that "[a)ny Federal association which
has charter X..." may make the monthly installment loans, flexible
payment loans, loans without full amortization, other installment
loans and partially amortized loans described in §545.6-1(a),
secured by such real property and subject to such other terms and
conditions as prescribed by that section. A subsequent section
of the regulations provides in addition that:

cont. LI ]
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1) Such loans may be made in amounts in excess of 75% of
the value of the security property if the members of an associa-
tion so authorize, but may not be made in excess of (a) 80% of
the value of the security property if the loan is not insured or
guaranteed; (b) the maximum percentage of value acceptable to the
insuring agency if the loan is insured; or (c) 80% of the value
of the security property, plus the amount guaranteed, if the loan
is guaranteed. Id., §545.6-1(a) (1) (1976).

2) Such loans (secured by single-family dwellings) may be
made in amounts in excess of 80% but not in excess of 90% of the
value of the security property if, inter alia:

* * *

(ii) The amount of the loan does not exceed the lesser
of: (a) $55,000, or $68,750 with respect to single~-
family dwellings in Alaska, Guam and Hawaii, (b) 90
percent of the value of the real estate securing the
loan or (c¢) 90 percent of the purchase price of such
security property:;

(1ii) The loan contract requires that...the eguivalent
of one-twelfth of the estimated annual taxes and
assessments on the real estate security be paid monthly
in advance to the association,

(iv) The borrower...has executed a certification in
writing stating...that no lien or charge upcn such
property, other than the lien of the association or
liens or charges which will be discharged from the
proceeds of the loan, has been given or executed by the
borrower or has been contracted or agreed to be 8o
given or executed...;

...any Federal association which has a charter in any
form not inconsistent with the provisions of §§545.6
to 545.6~13 [i.e,, Charter K (rev.), Charter N or
Charter S, but not Charter E] may upon authorization

by its board of directors make...[a]ny loan that a
Federal association which has Charter K may make
under 554516-1011 I_d.l’ 554506-3(1976)l

Since Charter E is no longer used by any federal association,
all federal associations may make the flexible payment loans
described in section I.C. of this memorandum, as well as the
loans described in sections I.B, I.D and I.E, subject to the
approval of their respdctive boards of directors.
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(v) If the loan is sought or assumed for the purpose

of enabling a purchaser to acquire the security property,
the vendor or vendors have executed a certificate in
writing [with the same contents as the. borrowers
certificate described above]...;

(vi) If the loan is sought or assumed for the purpose
of enabling a purchaser to acquire the security proper-
ty, the purchaser and vendor...have jointly executed a
certification in writing stating the purchase price of
the security property..., [and] -

* * %

(viii) The aggregate of the principal amount of the
association's investment in flexible payment loans [in
amounts in excess of 80 percent of the value of the
‘security property]. ‘(exclusive of loans with respect
to which the unpald pr1nc1pal balance has been reduced
to-an amount not in excess of 80 percent of the value
‘or purchase price, whichever is less, determined at the
time the loans were made) does not exceed 5 percent of
the association's assets. Id., §545.6-1(a) (4) (1976).

3) Such loans may be made in amounts in excess of 90%
but not in excess of 95% of the value of the security property if

the requlrements set forth herein at 2(b)-2(f), supra, are met
and if, in addition:

(a) The amount of the loan does not exceed the lesser .
of: (a) $42,000, or $50,000 with respect to single-
family dwelllngs in Alaska, Guam and Hawaii, (b) 95 -
percent of the value of the real estate securlng the
loan, or (c) 95 percent of the purchase price of such
securlty property, [and]

(b) Either -

l)...[A])s long as the unpaid balance of such a
loan is in excess of...90 percent of the value or
purchase price of the real estate security, which-
ever is less, determlned at the time the loan was
made, that portion of the unpaid balance of the
loan...in excess of an amount equal to 80 percent

of such value or purchase price...is guaranteed or
insured...; or

2) The association establishes and maintains a
specific reserve with respect to such loan equal

to one percent of the principal balance thereof
until... [it] has been reduced to an amount not in
excess of 90 percent of the value or purchase. '
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priée of the real estate security, whichever is
less, determined at the time the loan was made.
Id., §545.6-1(a) (5) (1976) .

D. Balloon Payment Mortgages..

1. Unamortized Loans.

The Act authorizes associations 5/ to make loans
secured by first liens on home and combination home and business
property without requiring amortization of principal but re-
quiring payments of interest at least semiannually. Such loans
may be made in amounts not in excess of 80% of the value of the
security property and for terms not in excess of 18 months. The
aggregate amount of all such loans made by an association may not
at any one time exceed an amount equal to 5% of the association's
assets. 12 U.S.C. §l464(c)(Supp 1976) .

The regulations both qualify and expand the above
authority. They provide that loans so secured may be written
without requirlng payments of principal, but requiring payments
of intecrest at least semiannually and may be made in amounts not
in excess of 50% of the value of the security property and for
terms not in excess of 5 years. In addition, if the members of
the association so authorize, unamortized loans may be made, in

amounts not in excess of 50% of the value of the security proper-,

ty and for terms not in excess of 5 yecars. In addition, if the
members of the association so authorize, unamortized loans may be
made in amounts not in excess of 60% of the value of the. security
property and for terms not in excess of 3 years. The regulations
state that an association, with the approval of its members, may
use up to 5% of its assets to make unamortized loans in amounts
not in excess of 80% of the value of the security property and
for terms not in excess of 18 months but such loans must be made
for the purpose of facilitating the trade-in or exchange of the
home or combination home and business property. 12 C.F.R.
§545.6~1(a) (3) (1976).

~ Unamortized .loans secured by homes or combination home and
and business property (except those made in amounts not in excess
of 80% of the value of the eecurlty property, for terms not in
excess of 18 months and made for the purpose of facilitating the
trade-in or exchange of such property) may be made subject to no
percentage of assets limitations, provided that they (a) are made
in accordance with the applicable term and loan-to-value limita-
tions, (b) arec made for amounts not in excess of $55,000, if
secured by single- famlly dwellings or are made for amounts not in
excess of the maximum amounts per family unit prescribed in §207
(c) (3) of the National Housing Act, if secured by home or combi-

nation home and business property other than single-family dwellings

5/ See N.4, supra.
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and (c) are secured by propérty located within the association's
regular lending area. Id., §545.6-7(a) (1976). :

2. Partially Amortized Loans

The regulations provide that an association 6/ may make
a loan for a term of less than 30 years which is repayable in full
in a lump sum at the end of the loan term but which also requires
‘monthly payments of interest and principal to partially amortize
the loan. Such monthly payments must be made in amounts not less
than would be required to fully amortize a loan of the same amount,
interest and principal, within a 30 year loan term. 12 C.F.R.
§541.14(b) (1976). Such loans may be made on the security of
"other dwelling units, 7/ or combinations of dwelling units,
-including homes, and business property involving only minor or
.incidental business use." (Id., §545.6-1(b) (1976)) and may not be
made for amounts in excess of 80% of the value of the security
property. Id., §545.6-1(b) (2) (ii) (1976). '

E. Other Installment Loans.

The regulations provide that an association 8/ may make an
amortized installment loan secured by home or combInation home and
business property with payments required on other than a monthly
basis. Such loans ' -

...may be made with interest payable at least semi-
annually and with regular periodic principal install=-
ments payable at least annually in an amount sufficient
to retire the debt, interest and principal, within 15
years. 12 C.F.R. §545.6-1(a) (2) (1976).

Such loans may be made in amounts not in excess of 75% of the
value of the security property unless a higher percentage of value
limitation has been authorized by the members of the association,
but in no event may such loans be made in excess of: ‘

1. 80 percent of the value, if loan is not... insured
or guaranteed...;

2. The maximum percentage of the value acceptable to -
the insuring agency, if an insured loan; or

6/ Sce N.4, supra. o
7/  The regulations define the phrase "other dwelling units" as
meaning "...real estate upon which is located or which comprises
or includes...[a] structure or structures designed primarily for
residential use and consisting of single-family dwellings or
dwelling units for more than four families in the aggregate..."
Id., §541.10-3(a) (1976). :

8/ See n.4, supra.
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3. 80 percent of the value, plus the amount guaranteed
if a guaranteed loan. Id., §545.6-1 (a)(1976)

Such loans are subject to no percentage of assets limitations
if. they are (a) made in amounts not in excess of $55,000 if secured
by single- famlly dwellings or are made for amounts not in excess
of the maximum amounts per family unit prescribed in §207(c) (3)
of the National Housing Act, if secured by home or combination
home and business property other than single-family dwellings (b)
are made in accordance with the applicable loan-to-value limita-
tions set forth above and (c) are secured by property located
within the association's regular lending area. Id., §545.6-7(a)
(1976) . '

F. Home Improvement Loans.

The Act provides that associations may use up to 20% of their
assets to make both home improvement loans insured pursuant to the
National Housing Act, as amended, or insured or guaranteed pursuant
to the Servicemen's Readjustment Act, as amended, and to make
"...other loans for property alteration, repair or improvement,
including the construction of new structures related to resi-
dential use of the property." 12 U.S.C. §1464(c) (Supp. 1975).

Such loans may not be made in amounts in excess of $10,000 if not
insured or guaranteed. The Act further provides that:

without regard to any other provision of this
subsection, but subject to such prohibitions,
limitations and conditions as the Board may by
~regulation prescribe, any...association may
make...any loan not exceeding $10,000 for the
repair, equipping, alteratlon, or 1mprovement of
any real property. Id.

The regulations promulgated to implement §1464(c) of the Act
provide that any federal association having a charter in the form
of Charter K (rev.) or Charter N, upon the approval of such a loan
plan by its board of directors, and any federal association having
a charter in the form of Charter K amended by the addition of
section 14.1 to such charter, may invest up to 20% of its assets

in loans "...with or without security, for property alteration,
repair, improvement, or for the equipping of any residential real
property..." located within its regular lending area, subject to

the terms and conditions set forth in the regulations. 12 C.F.R.
§545.8(a) (1976) .

Such loans nust be evidenced by notes or other written
evidences of debt. The net proceeds of all loans made by an
association for the same property alteration, repair or improve-
ment may at no time exceed $10,000. The agyregate outstanding
unpaid net proceeds of all loans made by an association for the
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equipping of any one property may not exceed $10,000 nor may the.
outstandlng aggregate amount of all loans made by an-association.
for the equipping of residential real property exceed an amount ..
equal to 5% of its assets. Property improvement and equipping
loans are to be repayable in equal weekly, biweekly, monthly, bi-.
monthly or guarterly installments, except that the first and/or
final installment may be required in an amount not less one-half
nor more than one and one-half times the amount .of the regular |,
installment. Such loans may not be made for terms in excess of 15
years and 32 days.

In addition to these property merovement and equipping
1oans, an association having a charter in one of the forms listed
above and meeting both a net worth test and a scheduled items test
(or securing FHLBB approval for an exception therefrom), may, upon
the approval of such a loan plan by its board of directors, use up
to 2% of its assets (or up to 5% if certain other conditions are
met) to make: -

...loans directly for constructing, adding to,
improving, altering, repairing, or egquipping,
or furnishing what is or what is expected to
become residential real property, where the
association relies substantially on the borrow-
.er's general credit standing and forecast of
-income, with or without security, or the
association relies on other assurances for
repayment . (including a third party guaranty or
similar obligations). Id., §545.6-8(c).

Such loans may not be made with respect to residential real property
located beyond an association's regular lending area and must be
fully documented with respect to such things as the loan's purpose,
the source and reliability of repayment, the borrower's reputation
and capacity, -and such other information as may be necessary to
establish the soundness of the.loan. Id.

In the future, associations may also be granted the authority
to make loans for property repair, alteration or improvement,
subject to the same rules as presently govern the making of con-
struction loans by associations. On November 10, 1976, the FHLBB
published proposed amendments to the regulatlons which would
authorize associations to make property repair, alteration and
1mprovement loans, secured by home, combination home and business
property or by multi-family dwellings, which could be made in
amounts of up to 80% of the value of the security property, for
terms not in excess of 18 months (or, if the loan is secured by a
multi-family dwelling, not in excess of 36 months) and with princi-
pal deferred until the end of the loan term. Interest on such
loans would be payable semi-annually. An association would also
be permitted to combine such a property improvement loan and any
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type of authorized permanent, long-term loan (i.e., monthly
installment, flexible payment, other installment, partially
amortized or unamortized loan) into a single loan. If an assoc-
iation so combines two such loans into one, "...the term of the
permanent loan shall be considered to begin at the end of the term
allowed for ... alteration, repair or improvement." 41 Fed. Reg.
49639. The FHLBB has requested that interested persons submit
written comments on its proposal by December 13, 1976. 1Id.

G. Future Advances.
Neither the Act nor the regulatlons promulgated thereunder

contain' any provisions concerning the making of mortgages to
secure future advances.

II. FEDERAL LOAN INSURANCE/GUARANTY PROGRAMS

A. Properﬁy Improvement Loans

1. National Housing Act - Title I

Section 2 of Title I of the National Housing Act, as
amended, (12 U.S.C. §1703) (hereinafter "the Housing Act") pro-
vides that: -

The Secretary [of the Department of Housing
- and Urban Development (hereinafter "the
Secretary")] is authorized and empowered..
to insure...financial institutions [which
are subject to supervision and examination
by a Federal agency or by any State and]
which the Secretary finds qualified by
experience or facilities and approves as
eligible for credit insurance, against
losses...as a result of loans and advances
of credit...for the purpose of...financing
alterations, repairs and improvements upon
or in connection with existing structures...
and the building of new structures...upon
real property...by the owners thereof.
12 U.S.C. §1703(a) (Supp. 1975).

The Housing Act specifically-provides that the

"alterations, repairs and improvements" to be financed by the
loans granted insurance "...may include the provision of energy
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conserving improvements or the installation of solar energy
systems." 9/ 1d.

The loans to be insured may not exceed $10,000 in amount
(if for other than a dwelling to be occupied by two or more fami-
lies) and may not exceed 12 years and 32 days in term (if for
other than a structure to be used exclusively for agricultural
purposes). The rate of interest charged on such loans may not
exceed the maximum rate set by the Secretary at such level as he
finds necessary to meet the loan market. Id., §§1703(b), 1709-1
(Supp. 1975). 1In addition, the items to be financed must "...sub=-
stantially protect or improve the basic livability or utility of
[the] properties [to be repaired, improved or altered]...."
If a loan has been granted insurance under Title I of the Housing
Act, the lending institution may claim for up to 90% of any sub-
sequent loss on that loan. Id. §1703(a) (Supp. 1975).

The regulations promulgated by the Department of Housing
and Urban Development (hereinafter "HUD regulations") pursuant to
the Housing Act, both reiterate the requirements set forth in that
Act and prescribe additional terms and conditions for insured
property improvement loans. The HUD regulations provide that the
note evidencing such a loan must include an acceleration clause
and must be repayable in equal biweekly or monthly installments
(unless a different payment schedule is approved by the Federal
Housing Commissioner). The note may provide for a first or a
final payment in an amount not less than one-half nor more than
one and one-half times the amount of the regular installment,
however. 12 C.F.R. §§201.2(b), (c) (1976).

Before making an improvement loan to be insured under
the provisions of Title I of the Housing Act, the insured lender
must obtain a credit application (on the form prescribed by the
Federal Housing Commissioner) executed by the borrower and must
also either obtain a commercial credit report on the borrower or
itself conduct an investigation of the borrower's credit. The
credit information upon which the lender relies "..,.must... clearly
show the borrower to be solvent, with reasonable ability to pay
the obligation and in other respects a reasonable credit risk."
Id. §201.5(a) (1976). '

If such a loan is to be made in an amount of §$7,500 or
less, the taking of security for the loan is left to the discre~
tion of the insured lender. 1If, however, the loan is to be made

%/ Both the definition of "energy conserving improvements" and

he definition of "solar energy systems" contained in the Housing
Act provide that such improvements/systems must be "... in conform-
ity with such criteria and standards as shall be prescribed by

the Secretary in consultation with the National Bureau of Stand-
ards. 12 U,S5.C. §1703(a) (Supp. 1976).
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in an amount in excess of $7,500, exclusive of financing charges,
the loan must "...be secured by a recorded lien upon the improved
property." Id., §§201.2(f), 201.5(f) (1976). '

' With respect to the rate of interest which may be charged
on such loans, the HUD regulations state that the maximum financing

charge (including interest) that an insured lender may collect on

such a loan is 12% per annum. Such regulations also provide that:

Finance charges for individual loans shall
be made in accordance with the tables of
calculation issued by the [Federal Housing]
Commissioner. Id., §201.4(a) (1976).

No points or discounts may be collected on a loan insured under
Title I of the Housing Act but, if the lender takes a mortgage or
other security instrument to secure payment of the loan, the
lender may collect, in addition to the permitted financing charge,
certain expenses actually incurred by it in connection with the
loan transaction, provided that these expenses are not paid from
the loan proceeds and are not included in the amount of the note.
These additional permitted expenses are as follows: "...recording
or filing fees, documentary stamp taxes, title examination charges
and hazard insurance premiums." Id., §201.4(b) (1976).

An insured loan for the repair, alteration or improve-
ment of residential or other than agricultural real property may
be refinanced (with or without additional advances) and still be
covered by insurance, provided that the refinanced loan meets all
applicable improvement loan requirements. Such a loan may be
refinanced:

...for an additional period not in excess
of 7 years and 32 days from the date of
the refinancing, provided that the term
of the new note does not extend beyond

12 years from the date of the original
note. Id., §201.9(1976). '

2, Title 38 U.S.C. Ch, 37 - Servicemen's Readjustment
Act of 1944

Title 38, U.S.C. Ch, 37 (hereinafter "chapter 37") is a
continuation and restatement of title III of the Servicemen's
Readjustment Act of 1944. It provides that:

Any loan to a World War II or Korean
conflict veteran [having a total service
of 90 days or more and discharged under
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honorable conditions 10/], if made for
any of the purposes, and in compliance
with the provisions, specified in' this
chapter is automatically guaranteed by
the United States in an amount not more
than 60 per centum of the loan if ([it]...
is made for any of the purposes specified
in section 1810 of this title. 38 U.S.C.
§1803(a) (1) (Supp. 1975). 11/ |

A loan made to a veteran "[t]o repair, alter or improve...a

dwelllng owned by him and occupied by him as his home "is one of
the loans which §1810 of chapter 37 states shall be automatlcally-
guaranteed, provided that, inter alia:

a) the proceeds of such loan will be used
to pay for the property...improved;

. . .

b) the veteran is a satisfactory credit
risk; ’ ' '
c) the nature and condition of the property.

is such as to be suitable for dwelling pur-.
poses (38 U.S.C. §1810(b) (1959));

d) the loan to be paid by the veteran for
such...repairs or alterations does not

exceed the reasonable value thereof as deter-
mined by the Administrator [of Veteran Affairs];
and...

e) Such repair, alteration, or improvement
.substantially protects or improves the basic
livability or utility of such property. 1Id.,
§1810(b) (Supp. 1975). :

10/ If a veteran's discharge or release from service was under ,
conditions other than honorable, he may apply to the Administrator-
of Veteran's Affairs for a certificate of eligibility for chapter
37 loan guaranty or insurance. 38 U.S.C. §1802(c) (1959).

11/ Pursuant to the provisions of §1818 of chapter 37 and of
§36.4349 of the Veterans Administration regulations, any veteran,
who served on active duty for more than 180 days after January 31,
1955, and who was charged or released from such duty on other than'
dishonorable conditions, is eligible for all loan guaranty bene- '
fits set forth in chapter 37.
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In addition, §1810 provides that the amount of guaranty entitle-
ment available to a veteran for all of the loans described therein
may not exceed $17,500, less any entitlement previously used by
the veteran. Id., §1810(d) (Supp. 1975). Loans made pursuant to
§1810 will only be.automatically guaranteed if they are made by
financial institutions (e.g., national banks, insurance company
credit unions or building and loan associations) which are

subject to examination and supervision by a federal agency or by

- any State, or other lenders approved by the Administrator of
Veteran Affairs (hereinafter "the Administrator"). Id., §1802(4) (Supp.
1975).. Further, such loans will not be automatically guaranteed
unless the veteran certifies that he occupies the property as his
home at the time of the loan closing. Id., §1804(c) (Supp. 1975).

Chapter 37 also contains a provision authorizing the
insurance of loans for property alteration, repair or improvement.
Section 1815 provides that:

Any loan which might be guaranteed under
the provisions- of this chapter, when made...
by -any financial institution subject to
examination and supervision by an agency

of the United States or of any State may,
in lieu of such guaranty be insured by the
Administrator under an agreement whereby he
will reimburse any such institution for
losses incurred on such loan up to 15 per
centum of the aggregate of loans so made...
by it. Id., §1815(a) (Supp. 1975).

Insured or guaranteed improvement loans to veterans may
be made with such payment terms and conditions as the parties to
the loan may agree, provided that the terms and conditions are in
accordance with the regulations promulgated by the Administrator.
No loan guaranteed or insured pursuant to chapter 37, however, may
have a term in excess of 30 years and 32 days. The interest rate
charged on such loans may not exceed the maximum rate set by the
Administrator at such level as he finds the loan market demands.
Id., §§1803 (c) (1), (d) (1) (Supp. 1975). \

The regulations promulgated by the Administrator pursuant
to chapter 37 of title 38 (hereinafter "VA regulations") set forth
additional requirements for such loans. They provide that all
such loans made for a term in excess of 5 years must be amortized, !
with periodic payments of approximately equal size required. The
payments must be such as to reduce principal not less often than
annually during the life of the loan. The amount of the final
installment of any guaranteed or insured loan may not be more than
two times the average amount of the regular installments. 38
C.F.R. §36.4309(a) (1975). The interest charged on any loan made
after March 30, 1976 pursuant to the provisions of chapter 37 may

79



not exceed 8 1/2% per annum on the unpaid principal balance. 4l
Fed. Reg. 14864 (April 8, 1976). The lending institution may
collect no additional charges or fees from the borrowing veteran
other than those specifically authorized in the regulations, e.g.,
recording fees, appraisal fees and hazard insurance premiums. -1d.,
§36.4312 (1975).

The amount of the guaranty for any one loan made pursuant
to §1810 of chapter 37 for the purpose of the repair, alteration
or improvement of residential property may not exceed 60% of the
original principal amount, or $12,500, whichever is less. Id.,
§36.4302(a) (1) (1975).

In addition, the VA regulations prescribe both reasonable
value and security requirements for loans to be guaranteed or
insured pursuant to §1810 and §1815 of chapter 37, respectively.
Section 36.4336 of the VA regulations provides that no loan made
for the alteration, repair or improvement of property will be
eligible for a guaranty or insurance if the cost to the veteran
exceeds the reasonable value of such property, as determined by
the Administrator. With respect to the security required for such
loans, §36.4351(a) of the VA regulations provides that if such
loans are made for amounts in excess of $1,000 and in excess of
40% of the value of the property to be altered, repaired or
improved, the loan must be secured by a first lien upon such
property. If such loans are made for amounts in excess of $1,000,
but not in excess of 40% of the value of the property which is to
benefit from the loan proceeds, the loans must be secured by
either a first or second lien upon such property. Loans made in
amounts of $1,000 or less need not be secured.

Guaranteed or insured loans may be "...extended in the-
event of default, to avoid imminent default or in any other case
where the prior approval of the Administrator is obtained." If
such a loan is extended, the rate of amortization for such ex-
tension may not be "...less than sufficient to fully amortize at
least 80 percent of the loan balance so extended within the maxi-
mum maturity prescribed for loans of its class" unless the Admin-~
istrator approves a different rate. Id., §36.4314 (1975).

B. Experimental Financing: Graduated Payment Mortgages

Pursuant to §308 of the Housing and Community Development Act
of 1974, which amended the National Housing Act by adding a new
§245, entitled "Experimental Financing" (12 U.S.C. §17152-10),
mortgage loans written with amortization rates corresponding with
anticipated borrower income may be insured by the Secretary of

Housing and Urban Development. The new §245 provides that the
Secretary
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...May insure on an experimental basis
under any provision of [title II of the
Housing Act]...mortgages and loans with
provisions of varying rates of amortiza-

. tion corresponding to. anticipated varia-
tions in family income to the extent he
.determines-such mortgages or loans...
have promise for expanding housing
opportunities.... 12 U.S.C. §1715z-10
(Supp. 1975). :

The aggregate principal amount .of the mortgages ‘insured pursuant
to this experimental program "...may not exceed 1 per centum of
the outstanding principal amount of mortgages and loans estimated
to be insured during any fiscal year under (title II of the Act]."
Id.

The Graduated Payment Mortgage Insurance program promulgated
by the Department of Housing and Urban Development pursuant to
§245 of the Housing Act was scheduled to become effective on
November 1, 1976. The graduated payment loans are to be insured
pursuant to §203 ("Mutual Mortgage Insurance and Insured Home
Improvement Loans") and §234 ("Condominium Ownership Mortgage
Insurance") of the Housing Act and must meet all of the require-
ments for those insurance programs other than those from which
they are specifically exempted. Five payment plans have been
authorized for insured graduated payment loans. Three of the
plans permit monthly mortgage payments increasing annually over a
period of five years at rates of 2 1/2, 5 and 7 1/2%, respectively.
The remaining two plans permit ten years of increasing payments at
2% and 3% annually. The monthly payments during each year are to
remain level, however. Starting in the sixth year (for the five
year plans) or the eleventh year (for the ten year plans) the
monthly mortgage payments are to remain level for the remainder of
the loan term, in amounts sufficient to retire the debt, interest
and principal, within such term. 41 Fed. Reg. 42948 (September
29, 1976). '

The Graduated Payment Mortgage Insurance program is limited
to owner-occupant mortgagors and to single family dwelling units.
Such loans may not be made for terms in excess of 30 years and may
not be made in principal amounts in excess of the lesser of (a).
the loan-to-value limitation prescribed by §203 or §245 of the HUD
regulations, whichever is applicable, or (b) "...$45,000 for a
one-family residence or unit minus the amount of deferred interest
capitalized, computed by dividing $45,000 by the highest outstand-
ing balance factor [as determined from the tables of calculation
published by the Secretary]..." HUD Handbook 4240.2, Section 245
Experimental Financing Program (October 27, 1976).
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The minimum downpayment required for such loans in most cases
will be greater than that required for standard level payment
mortgages. Since the payments in the early years of such loans
will frequently not be sufficient to fully cover the interest due
on the loan, the outstanding principal of such loans will increase.
In such situations the additional downpayment will insure that the
outstanding mortgage balance will at no time exceed the amount
that could be authorized for standard, level payment mortgage
loans insured under §203 or §234 of the Housing Act. Id.

C. Experimental Housing Mortgage Insurance Program

Loans for energy conservation improvements may be eligible
for federal insurance under the Experimental Housing Mortgage
Insurance program if they are of such a nature as to be eligible
for insurance under §203 ("Mutual Mortgage Insurance and Insured
Home Improvement Loans"), §213 ("Cooperative Housing Insurance"),
§220 ("Rehabilitation and Neighborhood Conservation Housing
Insurance"), §221 ("Housing for Moderate Income and Displaced
families") or §234 ("Condominium Ownership Mortgage Insurance") of

the Housing Act. Section 233 (12 U.S.C. §1715x) of the Housing
Act provides that:

...the Secretary is authorized to insure...
mortgages (including home improvement loans,
and including advances on mortgages during
construction) secured by properties including
dwellings involving the utilization and testing
of advanced technology in housing design,
materials, or construction, or experimental
property standards for neighborhood design if
the Secretary determines that (A) the property
is an acceptable risk...[or] (B) the utiliza-
tion and testing of the advanced technology...
will provide data or experience which the
Secretary deems to be significant in reducing
housing costs or improving housing standards,
quality, livability or durability... 12 U.S.C.
§1715x(a) (1) (1969).

Although loans must meet the eligibility requirements for loans
insured under the various Housing Act Title II programs named
above in order to be eligible for experimental housing insurance, -
such loans need not meet the acceptable risk tests applicable to
loans insured under other programs. 24 C.F.R. §233.5(a) (1) (1976) .
In addition, the Federal Housing Commissioner is authorized to set
1imits on the amounts of such loans by taking the percentage of
value limitations set forth in the various other Housing Act title
II insurance programs and applying those limitations in order to
determine the maximum amount for which an insured experimental
housing loan may be written, as follows:
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1. [loans for new construction:]...Such percentage
shall be applied to the [Federal Housing] Commissioner's
estimate of the cost of replacing the property using
. comparable conventional...materials and construction,
"' or of using advanced housing technology..., whichever
is lesser; ' ‘

2. [loans for repair or rehabilitation:J...Such
percentage shall be applied to the sum of the
Commissioner's estimate of the value of the pro-
perty before repair or rehabilitation;: plus...the
lesser of either the Commissioner's estimate of the
cost of replacing the improvements using comparable
conventional designs [or] materials...or of using
advanced technology...; [and]

3. [Home improvement loans:]...The limits shall

be determined on the basis of the Commissioner's

estimate of the cost of replacing the improvements

using comparable conventional designs [or] materials:

»..0r of using advanced technology...whichever is

the lesser. Id., §233.5(a) (z) (197s6).
The dwelling to be constructed, repaired or improved from the _
loan proceeds must be approved for experimental housing insurance
prior to the beginning of such construction, repair or improve-
ment. Id., §233.15(c) (1976). Further, the borrower/mortgagor
must execute an agreement or covenant permitting "...the Com-
missioner to make inspections and technical observations of the
experimental features of the project" before a loan will be
granted insurance under the experimental housing program. id..
§233.30(1976).
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ALABAMA

A review of Alabama savings' and loan association law,
Code of Alabama title 5,§§211-262 (1958) as amended (here-
inafter the "Code") was undertaken to determine the avail-
ability of financial mechanisms which could be used by
savings and loan associations (hereinafter "association")
in Alabama to provide financing to homeowners wishing to
take energy conservation measures at a ‘cost lower or with
more payment flexibility than would be afforded by a
conventional home or consumer loan. Various categories
of such financial mechanisms and their availability under
Alabama law are discussed below.

A. Variable Rate Mortgages

i -

Although the Code neither expressly authorizes nor
prohibits the use of variable rate mortgages, an interest
ceiling of 8 percent per annum on loans evidenced by a
written contract (Code Ala. title 9, §60 (1958)), severely

restricts their use. Nevertheless, the Code authorizes

the Commissioner of Savings and Loan to approve any plan for
a real estate loan which is otherwise permitted under the
Code. Id., title 5, §231 (1958). It would appear that the
Commissioner could, pursuant to that authority, approve the

"use of a variable rate mortgage.

B. Second Mortgages

The Code requires that every real estate loan be secured
by a mortgage "constituting a first lien, or the full equiv-
alent thereof," and securing the original loan and each and
every subsequent advance and loan by the lending association.
It appears that the Code would permit an association to make
additional loans secured by a mortgage on the same real
property provided that no other lender has an intervening

lien which would be senior to such association's lien. Code
Ala. title 5, §231 (1958).

cC. Flexible Payment/Balloon Payment Mortgages

In addition to the power to make direct reduction home
loans, an association may make "other real estate loans,
whether amortized or unamortized". Code Ala. title 5, §230
(1958). Associations may not use an aggregate amount exceed-
ing 30% of their capital in making such loans. Id.

Further, as noted in part A above, real estate loans may
be made on any plan approved by the Commissioner of Savings

and Loan. Id., title 5, §231 (1958).
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Any state-chartered association may also make any loan
which such association could make were it operating as a
federally-chartered association. Id., title 5, §261 (1958).:
Among such loan plans are flexible payment and unamortized
mortgages. E ' .

/
D. Home Improvement lLoans

: There is no specific reference to home improvement loans
in the Code. Presumably all such loans must be secured by
mortgages on real estate which meet the requirements generally
applicable to mortgages on real estate. As has been noted

above, loans secured by such mortgages may be made on either

amortized or unamortized loan plans.

E. Future Advances

1. . The Code provides that a mortgage constituting a
first lien may secure the original loan "and each and every
subsequent advance and loan" by the association to the bor-
rower. Code Ala. title 5, §231 (1958). ' '

2. The Uniform Mortgage Instrument for Alabama contains
a non-uniform covenant which provides for future advances as
follows:

Upon request of Borrower, Lender, at
Lender's option prior to release of

this Mortgage, may make Future Advances
to Borrower. Such Future Advances, with
interest thereon, shall be secured by -
this Mortgage when evidenced by promis-
sory notes stating that said notes are
secured hereby.
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- : ' ALASKA"

: A review of the Alaska Savings Association Act, as amended,
Alaska Stat. §§06.30.495 -06.30.605 (1962), was undertaken to
determine thé availability of financial mechanisms which could
be used by savings -associations and savings and loan associations
in Alaska to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more payment
flexibility than would be afforded by a conventional home or
consumer loan. Various categories of such financial mechanisms
and their availability under Alaskan law are discussed below. 1In
addition, the terms prescribed by Alaskan law for non-insured
property improvement loans are also set forth.

v

A. Variable Rate Mortgages

The Alaska Savings Association Act (hereinafter "the Act")
while neither expressly authorizing nor prohibiting the use of
variable rate mortgage instruments by savings associations or
savings and loan associations (hereinafter "associations"),
does limit the practicality of such instruments wﬁen used in
conjunction with loans written on a direct reduction payment
plan. The definition of such "direct reduction loans" contained
in the Act states that: o |

... the initial loan contract shall not provide
for a monthly installment of an .amount larger
than a previous monthly installment .... '
Alaska Stat. §06.30.910(4) (1962).

An association could thus not write a loan contract that provides
for increases in the amount of the required monthly installments
in order to implement interest rate increases pursuant to a
variable rate clause. The Savings Association Act does permit4

associations to collect increased interest pursuant to a
variable rate clause by extending the term of a direct reduction
loan, subject to the 30 year maximum term limitation applicable
to such loans.- ' -

The rate of interest that could be charged by an associa-
tion on a loan in a principal amount not in excess of $100,000,
pursuant to a variable rate clause, could not exceed the maximum
legal rate established by Alaska's interest and usury statutes.
Such statutes provide that: | ‘
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No intcrest may be charged by express agree-
ment of the parties in a contract or loan
committment which is four percentage points
above the annual rate charged member banks
for advances by the 12th Federal Reserve
District that prevailed on the 25th day of
A the month preceding ‘the commencement of the

e calendar quarter during which the contract
or loan commitment 'is made. 'Id., §45.45.010
(6) '(Supp. 1975)., ‘+ - o a

v -

B. -Second Mortgages

‘Real estate loans secured by mortgages or. deeds of trust
that create other than a first lien (or the equivalent thereof)
against the security property are not authorized. The Alaska
Savings Association Act provides that "every real estate. loan
shall'be secured by a mortgage, trust deed or other instrument.
constituting a first lien, or the equivalent of a first lien,
upon the real estate securing the loan." Alaska Stat. §06.30.554%
(1962). The Act is silent as to whether two or more instruments
creating successive liens upon the same real property, .one of
which is the first mortgage and all of which are owned by the
same association, are collectively deemed to constitute the
"equivalent of a first lien" for the purposes of §06.30.555 of
the Alaska Statutes. '

C. Flexible Payment/Balloon Payment Mortgyages

In addition to specifiéally authorizing associations to mako
dircct reduction home loans in amounts not in excess of $45,000,
the Savings Association Act provides that an association may use a..
aggregate amount not exceceding 30% of its assets at the time of
use, or a larger amount with the approval of the commissioncr, fnr
other loans, including the following: I

1. Home loans of any amount, which arc not dircct-
reduction home ioans, regardless of where the home property

sccuring the loan is situated; and
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ARIZONA .

- A review of the Arizona Savings & Loan Code, as amended,
2 Ariz. Rev. Stat. §§6-401 to 6-494 (1975) was undertaken to
determine the availability of financial mechanisms: which
could be used by savings associations or savings and loan
associations in Arizona to provide financing to homeowners
wishing to take energy conservation measures at a cost lower
or with more payment flex1b111ty than would be afforded by a
conventional home or consumer loan. Various categories of
such financial mechanisms and their availability under Arizoi.a
law are discussed below. In addition, the terms prescribed by

Arizona law for non-insured property improvement loans are
also set forth.

A. vVariable Rate Mortgages

The Arizona Savings & Loan Code (herelnafter "the Code")
neither expressly authorizes nor prohibits the use of variable
rate mortgage instruments by savings associations or savings
and loan associations ("associations"). Assuming that the
absence of specific provisions on point does nbt preclude the
use of such instruments, an Arizona association using a
variable rate mortgage in conjunction with a loan written on a
direct reduction payment plan could implement interest rate
increases by increasing the amount of the required regular
payments on the loan or by increasing the loan term. The
interest rate charged by an association on a loan secured by a
one or two family dwelling could at no time exceed a rate of

10 percent per annum, however, since that is the maximum interest

rate permitted for loans so secured by the Arizona interest and
usury statutes. 14 Ariz. Rev. Stat. §§44-1201, 44-1202 (Supp.
1975).

B. Second Mortgages

An association is authorized to make a loan secured by
improved real estate which is subject to a prior lien, if (a)
the prior lien exists in favor of the associaéion; or (b) the
amount of the prior lien is deducted from the amOunt;pf the loan
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and is retained by the association to pay such lien; or (¢)
the prior lien is fully provided for in the cloSing of the loan
transactioh..'Z Ariz. Rev. Stat. §6-447(c) (1975). » '
" The Code does not place a. specific limitation on the
amount of loans made on the security of real estate previously
 encumbered but provides generally that direct reduction loans
secured by real estate may be made in amounts not in excess of
66 2/3 percent of the appraised value of the property mortgaged,
unless the loan is insured or unless the withdrawable capital of
the lending association is insured by the FSLIC. 1In the latter
instance, such real estate loans may be made in amounts not in
excess of the percentage of the appraised value of the security
property established by regulation. Id., §4-448(1).

c. Flexible Payment Mortgages

Pursuant to Section 6-446(9) of the Code, authorizing state-
chartered savings and loan associations to "make any loan or -
investment now or hefeafter authorized for federal savings and
loan associations...," associations in Arizona may make loans
secured by single family dwellings with only payments of interest
required during an intitial period not to exceed five years. The
required payments following the initial period must be in amounts
sufficient ﬁo retire the debt, both interest and principal, with-
in the balance of the loan term. 12 C.F.R. §§541.14(c), 545.6-1

(a) (1) (1976) .

D. Balloon Payment Mortgages 4
1. (Straight Mortgages). An association may make a real

estate loan without requiring full amortization. Such loans may .
be made either (a) for a term not to exceed five'years and in an
amount not to exéeed 50 percent of the ‘appraised value of the

security; or (b) for a term not to exceed threce years and in an

amount not to exceed 60 percent of the appraised value of the
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security. Interest on such 1oans must be payablc not lcss oftenv
than semi- annually 2 Ariz.’ Rev. Stat §6 488( )(1975)

' 2; (Partlal Amortlzatlon) ‘ Pursuant to Sectlon 6 446(9)
of the Savrngs and Loan Codé (giving state- chartered assocra-
tions the authority to make such loans as federal assoc1atlons
are authorized to make), Arizona savings and loan assocmatlons
could make a loan repayable in full in a lump sum at the end of
the loan term (such term being less than 30 years) but also
requiring partial amortization through regular monthly payments
of principal and interest, in amounts not less than would be
- required to amortize the entire loan of the same amount within a
30 year loan term. 12 C.F.R. §541.14 (1976).

E. Future Advances

1. The Arizona Savings and Loan Code states that a loan
contract may provide for "additional or future advances to be
made at the option of the parties up to a total amount stated
in the recorded security instrument." 2 Ariz. Rev. Stat.
§6~449(c) (2) (1975).

. 2. The Uniform Mortgage Instrument for Arizona contains:
a non-uniform covenant providing for future advances as follows:

Upon request of Borrower, Lender, at Lender's
option prior to release of this Deed of Trust
may make Future Advances to Borrower. Such
Future Advances, with interest thereon, shall
be secured by this Deed of Trust when evidenced
by promissory notes stating that said Notes are
secured hereby.

F, Home Improvement Loans

An association may make loans for the purpose of the repair,
improvement, rehabilitation or alteration of existing structures
or in connection with the building of new structures. Any such
loans net secured, guaranteed, or insured by the United States
or an instrumentality thereof shall be limited in installments,
terms and amount as established by the superintendent of bank's
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‘rules and regulétions. The ohtstanding aggregate unpaid
balances of all such loans may.not exceed an amount equalvto
25% of the lending associationfs assets. 2 Ariz. Rev. Stat.
§6-445(3) (Supp. 1975). |
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ARKANSAS

i

A review of Arkansas savings and loan association
law, Arkansas Statutes Annotated §§67-801 to-868 and §§67~
1801 to -1862 (1966) (hereinafter the ''Statutes'), was under-
taken to determine the availability of financial mechanisms
which could be used by savings and loan; ‘or building and
loan associations (hereinafter "association") in Arkansas
to provide financing to homeowners wishing to take energy
conservation measures at a cost. lower or with more payment
flexibility than would be afforded by a conventional home
or consumer loan. Various categories of such financial
mechanisms and their availability under Arkansas law are
discussed below. )

A, Vafiable Rate Morﬁgages

Although the Statutes neither expressly authorize

‘nor prohibit the use of variable rate mortgages, the Supreme

Court of Arkansas has held that an increase in the interest
rate on a note is valid where the increased rate is not in
excess of the maximum legal rate. Red Bud Realty Co. wv.
South, 153 Ark. 380, 241 S.W. 21 (1922). The maximum rate
of interest on loans generally, is 10% per annum. Ark. Const.
Art., 19, §13. '

The Statutes do not prescribe mortgage loan terms
and conditions, but rather direct the Savings and Loan Associa-
tion Board to issue rules and regulations relating thereto.
Ark. Stat. §67-1819 (1966). Presumably, the Board could
authorize a variable rate mortgage plan in which the increase
in the rate of interest is realized through an increase in the
amount of the periodic payment and/or an extension of payments
within the loan term.

B. Second Mortgages -

An association may make loans secured by a second,
or other junior, mortgage on improved real estate provided
the association owns all prior liens encumbering that real
estate. Ark. Stat. §67-830 (1966). :

On real estate loans generally, no association may
make loans in the aggregate to any one borrower in excess of:
$5,000 if the association's assets.do not exceed $50,000;
$10,000 if assets do not exceed $200,000; $15,000 if assets
do not exceed $500,000; $25,000 if asscts do not exceced
$2,500,000; 1% of assets if assets exceed $2,500,000, 1Id.,
§67-831 (1966). | -
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C. Flexible Payment/Balloon Payment Mortgages

As noted in part A above, the Statutes do not
prescribe terms and conditions for mortgage loans. However,
the Statutes do authorize the Board to adopt rules and regula-
tions empowering a state-chartered association to make any
loan that a federal association doin% business in Arkansas
is authorized to make. Ark. Stat. 7-1858(5) (Supp. 1973).
Among loans authorized for federal associations are flexible
payment and unamortized mortgages.

D. Home Improvement Loans

There is no specific provision for home improvement
loans in the Statutes. Presumably, the Savings and Loan .
Association Board would issue regulations relating to such
loans, provided that the loans are accompanied by a transfer
and pledge of shares or units issued by the association or
secured by a mortgage on improved real estate. Ark Stat.
§67-830 (1966).

E. Future Advances

Although no reference to future advances was seen in
the Statutes, the Uniform Mortgage Instrument for Arkansas
contains a non-uniform covenant which provides for future
advances as follows: '

Upon request of Borrower, Lender, at Lender's
option prior to release of this Mortgage,

may make Future Advances to Borrower. Such

Future Advances, with interest thereon, shall
be secured by this Mortgage when evidenced by
promissory notes stating that said notes are

secured hereby.
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CALIFORNIA

A review of ‘the California Savings and Loan Association Law,
as amended, Cal. Fin. Code §§5000~9717, 11000-11709 (1968) and
of the regulations promulgated thercunder was. undertaken to
determine the availability of financial mechanisms which could be
used by savings and loan and building and loan associations
("Associations") in California to provide financing to homeowners
wishing to take cnergy conservation measures at a cost lower or
with more payment flexibility than would be afforded by a conven-
tional home or consumer loan. Various categories of such
financial mechanisms and their avallablllty under wlsconSLn law
are discussed below.

A - Variable Rate ‘Mortgages -
oL : ! : - S -
California associations are expressly permitted to
use variable interest rate clauses in mortgage contracts, deeds
of trust, real estate sales contracts or any notes or negotiable
instruments used in connection therewith, when the purpose of
such documents is "... to finance the purchase or construction
of real property containing four or fewer residential units or
on which four or fewer residential units are to be constructed
Cal. Civ. Code §1916.5 (West Supp. 1976)

In order for an increase in the interest rate pursuant
to a variable rate provision to be valid, the:variable rate
provision must be contained in ‘the security document or any
evidence of the debt issued in .connection therewith, and such
document or documents must also contain the following provisions:

l. A requirement that when an increase in
interest is required or permitted by a move-
ment in a particular direction of a prescribed
standard, an identical decrease is. required in
the .interest rate by a movement in the opposite
direction of the;prescrlbed standard

2. The rate of 1ntcrcst shall change not

more often than once during any semiannual o

period, and at least six months shall elapse

between any two such changes.

. i

"3. 'The change in the interest rate shall not

exceed one-fourth of 1 percent in any scmi-

annual period, and shall not result in a rate

more than 2.5 percentage points greater than

the rate for the first loan payment due aftcr
~,the c1051ng of the loan.

-4. The rate of interest shall not change
during the first scemiannual period.




5. The borrower is permitted to prepay the
loan in whole or in part without a prepayment
.- charge within 90 days of notlflcatlon of any:
;_lncrcasc in lnterest.

| 6. A statement attached to-the security docu-
" ment and to any. evidence of debt issued in '
connection therewith printed or written in a
size equal to at least 10-point bold type,
con51sL1ng of the. follow1ng language

leOTICl TO BORROWER: THIS DOCUMFNT CONTAINS
PROVISIONS FOR A VARIABLE INTEREST RATE.
Id., §§1916.5(a) (1)-(6) (West Supp. 1976).

Section 240 of the Regulations of ‘the California Savings and- -
Loan Commissioner (hereinafter "Regulations") sets forth further
requirenents concerning the use of variable rate prov131ons in
mortgage instruments. Thet:standard on which changes in’ the
interest rate are Lo be based must be: . ; -
e thc last published welghted average cost
of savings, borrowings and Federal- llome. Loan
Bank advances to California members of the
Federal Home Loan Bank of San Francisco as
computed from statistics tabulated by the
Federal llome Loan Bank of San Francisco. -...-
Regulations of the Savings and Loan ‘
Commissioner, 10 Cal. Admin. Code, ch. 2,
§240.2(a) (West Supp. 1976). '

Associations are to effcecct interest rate changes:

... in such manncr as to maintain the same
margin above or bhelow the initial interest
rater of such note as the last published
standard: is above or below the.last published
standard at the date of such note.. Id.,
§240.2(b) (West Supp. 1976).

The Regulations also provide that "[d]ecreases [in the interest
rate] shall be mandatory and increases shall be optional with
the Lender." Id., §240.2(b)(7) (1975). In addition, the

Regulations state that:

The fact that an association may not have
invoked a permissible increase, in whole
or in part, shall not be decmed -a waiver of
thé association's right to invoke said




increase at any time thereafter within the
limits imposed by ... [the Regulations].
Id., §240.2(b) (8) (West Supp. 1976).

Associations are required to give notice to borrowers at least
30 days prior to the cffective date of an interest rate increase.
Id., §240.5 {1975). 1In order to implenient changes in the interest

"rate pursuant to a variable rate clause, associations may:

... (a) change the amount .of monthly nayment
of an amortized loan, or (b) with consent of
the borrower, reduce or extend the maturity
date, or (c) a combination of both (a) and
(b), provided that the loan shall be paid in
full in regular monthly installments by the

. end of the maximum amortization period '
allowed ... [by law] at the time the instru-
ment was executed. Id., §240.3 (1975).

B. Second.Mortgages'

The California Savings and Loan Association Law (hereinafter
"the Law") provides that each real estate loan made by an associa-
tion must be secured by a first mortgage or deed of trust upon
real property. Cal. Fin. Code §7102(a) (West Supp. 1976). Under
certain conditions, associations may make real estatc loans
secured by other than what "in fact" are first mortgages or
trust deeds, however, since the Law also states that if an
association owns two or more mortgages or deeds of trust creating

"... successive liens ... upon the same real property ... and -
one is in fact a first mortgage or first dced of trust ...",
such mortgages or deeds of trust "... shall collectively be
deemed a first mortgage or trust deed. ..." Id., §7103 (West
1968). __'

The Law does not place a specific limitation on. the amount
that may be loaned on the security of mortgages or deeds of trust
upon real property which are not "in fact" first mortgages or
deceds of trust. It does provide generally that "[aln associaticn
may make amortized loans on the security of residential real
property ... in an amount not in excess of 80% of the appraised
value of such real property." Id., §7153 (West Supn. 1976). '
Associations are also authorized to make loans on the
security of real property in amounts in excess of 80% of the
appraised value of such property if certain conditions are met.
Among these conditions is a recquirement that the borrower make

a certification in writing that

[therc is] no lien or charge upon the
property other than the lien of the associa-
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tion, or liens or charges which wiil he dige
charged from the proceeds of the loan. ..."
Id., §§7153.2(e), 7153.8 (Deering Supp. 1976).

C. Balloon Payment Mortgages

If at least 90% of the unpaid principal of all of its loans
then in force are amortized loans, an association may make loaus
without requiring amortization of principal. Such loans may be
made either in an amount not to exceed 60% of the appraised value
of the security property and for a term not in excess of three
years or in an amount not to exceed 70% of the appraised
value of the security property and for a term not to exceed two
yearss Such unamortized loans may not be extended at the end
of their term but they may be refinanced as amortized loans.

Cal. Fin. Code §§7154, (West Supp. 1976), 7170 (West 1968).

D.  Flexible Payment Loans*

Except to the extent that they are permitted to refinance
an unamortized loan as an amortized loan at the end of the
original loan term [Cal. Fin. Code §7174 (West Supp. 1976)],
California associations are not permitted to make loans secured
by improved real property with flexible payment terms. The Law
provides that if loans so secured arc amortized and are not
(a) made to finance construction or (b) secured by one-to-four
family residential property acquired by the borrower as a trade-
in or exchange to facilitate the sale of another such property,:
the first monthly installment of such a loan which includes pay-
ment of principal must fall due within three months after the
date of the loan. Id., §7151 (West Supp. 1976).

* Section 235.7 of the Regulations authorizes associations to
make "combination permanent and construction loans" that are, in
effect, loans with flexible payment terms. Pursuant to that
section, an association may combine an unamortized loan for the
purpose of construction on residential real property (the term
of ‘'which may not exceed 3 years) with an amortized loan securcd
by such residential recal property (the term of which may not
exceed 30 years) intoa single loan. The first monthly install-
ment of the amortizcd loan that inclues principal must be made
within 3 months after the end of the censtruction term. Section
235.7 expires "by operation of law on the 6lst day after the
final adjournment of the 1975-76 regular session of the Legisla-
ture." Regulations of the Savings & Loan Commissioner, 10 Cal.
aAdmin. Code, ch. 2, §235.7 (1975).
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E. Home Improvement Loans

o - ' . Co .
-Associations are authorized to make loans or advances of

credit, secured.or unsecured, "... for the purpose of financing
repairs, alterations, improvements or equipment, except S
furnishings, on residential real .property. ... Cal, Fin. Code.

,§7184 (West Supp. 1976). Any one such loan or advance may not
exceed §$10,000 in amount for the: same property improvement, .
repair or alteration. Any one such loan or advance for, the
equipping of real property shall not exceed $10,000 when
aggregated with the balance of all outstanding equipment loans
relating to the same real property.. Such loans may not be made
for periods in excess of fifteen years. The aggregate amount , .
of all such loans made by an association may not exceed an amount
vequal. to 20% of its assets. '

F. Future Advances ,

128

|
|
|
|
|
| AN ; : :
| - Although the Law contains ne provisiong concerning the
} making of mortgages to secure future advances, the Uniform
| Mortgage Instrument for California contains a non-uniform
| covenant providing for future advances as follows:
: Upon request of Borrower, Lender, at
Lender's option prior to release of this .
Deed of Trust, may make Future Advances
to Borrower. Such Future Advances, with
interest thereon, shall be secured by this
Deed of Trust when evidenced by promissory
notes stating that said notes are secured
- hereby. ‘ . : : '
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COLORADO

A review of the Colorado Savings and Loan Law, as amended,
4 Col. Rev. Stat. 1973, §§11-40-101 to 1l1- 46-103 .(1974) ,. was
undertaken to determlne the avallablllty of financial mechanisms
which could be used by savings and loan associations ("associa-
tions") in Colorado to provide flnan01ng to homeowners wishing
to take energy conservation measures at a cost lower or with =
more payment flexibility than.would ke afforded by a conven--
tional home or consumer loan. Various categories: of such
financial mechanisms and their: avallablllty under Colorado 1aw
are dlscussed below. - i !

't

A. Varlable Rate Mortgages

The Colorado Savings and Loan Law (hereinafter "the Law")‘
neither expressly authorizes nor prohibits the use of variable
rate mortgage instruments. It does, however, limit the :
practicality of their use in conjunction with loans written on
a .direct reduction payment plan. Section 11-41-119(3) (a) of
the Law (designated "[d]irect reduction installment loans")
provides that."[n]o. 1nstallments may be' required which are
larger than prior installments. 4 Col. Rev. Stat. 1973
§11-41-119(3) (a) (1974) . :

Under the’ prov1s1ons of this section, an assoc1atlon wish-
ing to use a variable rate mortgage in conjunction with a direct
reduction installment loan would be precluded from increasing
the amount of the requlred regular installments in'order to
1mplement interest'rate increases pursuant to a variable rate
prov151on. An association in Colorado could, however, realize
increases in the interest rate charged on a ]oan by extending
the term of the loan, subject to the 30 year maximum term
limitation established by the Act for such 1. .ns. Id.

The interest rate that could be charged on a loan by an
association pursuant to a variable rate provision would not be
subject to any statutory restrictions. . The Law provides that

an "... association may charge, contract for, and recover such
rate of interest as may be provided in the notes or other
evidences of indebtedness ..." (Id., §11-41-115(1) (1974))
and further provides that "[n]o interest that may accrue to an
association. shall be deemed usurious ...." Id., §ll- 41 115(4)
(1974).

B. Second Mortgages

In addition to providing that associations may make loans
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to their "... membefs—i/ secured by first lien trust deeds or
mortgages upon improved real estate", the Law also states that
associations may make "... additional loans or advances on the
same property secured by additional encumbrances [which] shall
be decmed to be first liens for the purposes of [the Law] ...
unless an intervening lien has been recorded." 4 Col. Rev.
Stat. 1973, §11-41-119(1) (1974).

The Law places no specific limitations on the amount that
an association may loan on the security of a second mortgage.
It provides generally that direct reduction installment loans
secured by improved recal estate "... may be made for amounts
not in excess of eighty percent of the appraised value of the
tendered security ..." (Id., §11-41-119(3) (a) (1.974)) and that
loans without full amortIzation so secured "... may be made
for an amount not in excess of fifty percent of the appraised
'value of the property ...." Id., §11-41-119(3) (b) (1974).

C. Flexible Payment Mortgages

Although a flexible payment plan is not among those which
the Law expressly states may be used in connection with loans
secured by real estate, the Law does provide that:

Any association operating under articles 40

to 46 of this title may make any type or

kind of loan ... that a federal savings and
loan association may at any time be authorized
to make by any law, rule, regulation, decision
or order which is or may be applicable to
.federal savings and loan associations. 4 Col.
Rev, Stat. 1973 §11-41-119(4) (Supp. 1975).

Pursuant to this section, an association in Colorado may make &
loan (secured by a single family dwelling) with flexible payment
terms, as follows: During an initial period of the loan term
(not to exceed 5 years) the borrower is required to make only
payments of interest on the loan. Following such initial
period, the loan payments are to be made on a direct-reduction
basis with the borrower required to make regular, periodic
payments in amounts sufficient to retire the debt, both interest
and principal, within the balance of the loan term. 12 C.F.R.
§§541.14(c), 545.6-1(a) (1) (197s6).

D. Balloon Paymeni Mortgages

An association may make a loan secured by improved real
estate without requiring full amortization of principal but

.1/ A person borrowing from an association is, by definition,
n member of that association.
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requiring payments of interest at least annually. Such a loan
may be made either in an amount not in excess of 50% of the
appraised value of the securlty property and for a term not in
excess of five years or in an amount not in excess of 60% of
the appralsed value of the security property and for a term
not in excess of three years. The aggregate amount of all
such loans made by an association may not exceed an amount
equal to 10% of the association's assets. 4 Col. Rev. Stat.
1973 §11-41-119(3) (b) (1974). ‘

E,. Home Improvement Loans

The Law provides that an association may make a loan for
. the repair, equipping, alteration and improvement of real
property. Such loans may be made in principal amounts not in
excess of $5,000 and are otherwise

... .8ubject to such restrictions, limitations,
prohibitions, conditions and provisions as the
[savings and loan] commissioner may from time
to time, by rule or regulation ... prescribe.
4 Col. Rev, Stat, 1973, §1l1-41-118(6) (1974).

F. Future Advances

1. Associations are authorized to make "... additional
advances secured by the original encumbrance if the original
loan contract makes proper provision therefor." 4 Col, Rev.

Stat. 1973, §11-41-119(10) (1974).

2, The Uniform Mortgage Instrument for Colorado contains
a non-uniform covenant providing for future advances as
follows:

Upon request of Borrower, Lender, at Lender's
option prior to release of this Deed of
Trust, may make Future Advances to Borrower.
Such Future Advances, with interest thereon,
shall be secured by this Deed of Trust when
evidenced by promissory notes stating that
said notes are secured hereby.
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. CONNECTICUT

"A review of Connecticut building or savings and loan associa-~
tion law, General Statutes of Connecticut §§36-172 to 36-193 (1975)
(hereinafter the "Statutes") was undertaken to determine the
avallablllty of financial mechanisms which could be used by bu11d1ng
or savings and loan associations (hereinafter "association") in
Connecticut to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more payment
flexlblllty than would be afforded by a conventional home or consumer
loan. Various categories of such financial mechanisms and thelr-
avallablllty under Connecticut- law are discussed below.

- A. Variable Rate Mortgages.

-Although variable rate mortgages are not expressly authorized,
the Statutes contain nothing that would bar or substantially re-
strict their use. Since the Statutes do not prohibit loans from
being repaid in unequal’ 1nstallments, an association could increase
the amount of the periodic payment in order to realize the in- )
creased interest rate. Gen. Stat. Conn. §36-178 (1975).

Loans, secured by a mortgage on real estate in Connecticut,
in excess of $5,000, are exempt from usury provisions. This exemp-
tion facilitates the use of variable rate mortgages. Id., §37-9

- (1975).

B. Second Mortgages.

An association may make second mortgages which are guaranteed
by the administrator of veteran's affairs or insured in accordance
with the Serviceman's Readjustment Act of 1944. Such loans are:
subject to statutory and regulatory limitations. Gen. Stat. Conn.
§36-178(1) (1975). '

C. Flexlble Payment Mortgages.

The Statutes provide for what mlght be described as an
inverted flexible payment mortgage. The payment of principal due
on any mortgage loan may be waived upon majority vote of an
association's board of directors provided the principal indebted-
ness of such loan is 50% or less of the reappraised value of the
secured property. Interest on any such loan must be paid at
least semiannually. Gen. Stat. Conn. §36-178(h) (12) (1975).

Additonally, the Statutes direct the bank commissioner to
promulgate rules and regulations in substantial conformity with
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those promulgated by .the Federal Home Loan Bank Board. Id.,
§36-178g. .(1975). Such regulations would, presumably, include -
the power to make .flexible payment mortgages.: : : :

D. 'Balloon»Payment Mortgages,v

An association may make secured loans not exceeding.50% of.
theappraised -value of the property which require payments of
interest only, at least semiannually. The term of such.loans may
not exceed 5 years nor may more than 2% of an association's
total assets be apportioned to the aggregate unpaid balance of
such loans. Gen. Stat. Conn. §36-178(h) (9) (1975).

A

E.v 'Home Improvement Loans/Personal Loans. .

An association may make unsecured : loans for purposes of home
. improvement. The amount of such loan may not. exceed $10,000 nor.
may the term exceed ten years and thirty-two days. Gen., Stat.
Conn, §36 ~178F. (1975)

, An assoc1atlon may also make unsecured personal loans,
evidenced by a note of debt, not in excess of $5,000 to any- single
borrower. Such personal loans require consecutive installments of
principal repayments to be made either weekly or monthly and

the loan term may not exceed sixty months and thirty-two days.

The interest rate on personal loans may not exceed 1% per month.:
Id. §36 178 (aa) (1975).

. The aggregate amount of home 1mprovement, personal and
education loansmay not exceed 8% of an association's assets, Id.,
-§36-178a. (1975). o ‘ ~

F. Future Advances.

1. The Statutes provide that additional sums, evidenced by
a note or notes secured by a mortgage, may be advanced to the
mortgagor. Such advances may at no time exceed the original
amount of indebtedness nor may the terms of repayment of the:
advances extend beyond the maturity of the orlglnal mortgage.
Gen. Stat Conn. §36-178(h) (7) (1975).

2. The Uniform Mortgage Instrument for Connecticut contains
a non-uniform covenant whlch prov;des for future advances as
follows~ -

Upon request of Borrower, Lender, at
Lender's option prior to release of
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this Mortgage, may make Future Advances

to Borrower. Such Future Advances, with
interest thereon, shall be secured by thls
Mortgage when evidenced by promissory v
notes stating that said notes are secured-
hereby. At no time shall the principal
~amount of the indebtedness secured by

this Mortgage exceed- the original amount
of the Note nor shall the maturity of .
Future Advances secured hereby extend
beyond. the time of repayment of the Note.

3. Advancements may also be made by writing open- -end
rortgages in accordance with the provisions of Gen. Stat. Conn §49 -2
(1975) Such provisions appear to be more restrlctlve than those
¢f subdivisions 1 and 2 of this part F. - :
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DELAWARE

: A review of Delaware building and loan association
law, 5 Delaware Code Annotated §§1701-2011 (1974) (hereinafter
""Code'") was undertaken to determine the availability of finan-~
cial mechanisms which could be used by building and loan or
savings and loan. associations (hereinafter '"association') in
Delaware to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more
payment flexibility than would be afforded by a conventional
home or consumer loan. Various categories of such financial
mechanisms and their availability under Delaware law are '
discussed below. : ‘

A. Variable Rate Mortgageé.

Although the Code does not expressly authorize the
use of variable rate mortgages, the Code authorizes the payment
of direct reduction loans in ''unequal' installments, a favor-
able factor in the use of variable rate mortgages. 5 Del. Code
Ann. §1905(a) (1974).

The Code further enhances the feasibility of variable
rate mortgages by its indexation of interest rates.

"[Blorrower may agree to pay, and any
lender may charge and collect from such
borrower, interest at any rate agreed.

upon in writing in excess of 6% per

annum, but not in excess of 4% over

the discount rate charged by the Federal
Reserve Board of Governors to its member
banks.'" 6 Del. Code §2301(a) (Supp. 1975).

Additionally, an association may charge a borrower,
whe agrees in writing to such a charge, a premium of 3% of the
original amount of the loan. 5 Del. Code Ann. §1906(b) (1974).
A premium paid pursuant to this section is not deemed usurious,
although when added to interest paid upon the loan it exceeds
the legal rate of interest. Id.-

B. Second Mortgages

: Not more than 50% of the shareholders' invested capital
in any association doing business in Delaware may be ''loaned on
real estate security on other than first loans'"., 5 Del. Code
Ann. §1912 (1974). The Codec does not specify dollar or asset
limitations to any one borrower or on the same real estate.
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C. Flexible Payment/Balloon Payment Mortgages,-

Although the Code discusses only direct reduction

loans, it invites a liberal interpretation of permissible
lending plans:

"Building and loan associations incor-
porated under this Code or any other law
of this state may make direct reduction
or other loans upon bonds. . ." (emphasis
added). 5 Del. Code Ann. §1905(a) (1974)

: It should be noted initially that the term '"bonds"
appears from the context to mean the written instrument
evidencing the debt; in other states the term ''promissory
note'" might be used.

The only qualification on "other" loans, as well as
on direct reduction loans, are that they be secured by a mort-
gage on real estate, and that they be restricted territorially.
Additionally, any state-chartered association may become a
member of a Federal Home Loan Bank. All powers and privileges
granted thereunder to federally-chartered associations are
extended to state-chartered members. Id., §1909 (1974).
Presumably, such federal powers as the ability to grant
flexible payment mortgages and unamortized mortgages would
be extended to state-chartered associations.

D. Home Improvement Loans.

The Code provides that an association may make
direct reduction loans for the repair, alteration or improve-
ment of real estate when the loan is evidenced by a note or
bond issued under the National Housing Act. The association
is further authorized to make such loans in an amount and on
terms that may be acceptable to the Federal Housing Administra-
tion. Although the Code is not clear on this point, it appears
that an association may make such loans only on real estate
with respect to which it holds a mortgage securing an earlier
loan. 5 Del. Code Ann. §1905(b) (1974).

E. Future Advances.

1. Any mortgage may be written to sccure future
advances., The total amount of existing indebtedness and future
advances outstanding at any one time may not exceed, excluding
sums advanced to protect the security of the mortgage, an amount
specified in the mortgage. All future advances must be made
within five years of the date of executien of the mortgage.

25 Del. Code Ann.§2118 (Supp. 1975).
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2. 'The Uniform Mortgage Instrument for Delaware
contains a non-uniform covenant Whlch ‘provides for future
advances as follows:

"Upon request of Borrower, Lender, at
Lender's option prior to release of this
Mortgage, may make Future Advances to
Borrower. Such Future Advances, with
interest thereon, shall be secured by
this Mortgage when evidenced by
promissory notes stating that said

notes are secured hereby. At no time
shall the principal amount of the
indebtedness secured by this Mortgage,
not including sums advanced in accordance
herewith to protect the security of this
Mortgage, exceed the original amount of
the Note."

107 -




FLORIDA

A review of the Florida Savings Association Act, as
amended, 19 Fla. Stat. Ann. §§665.011 - 665.717, 665.53 -
665.64 (1966) was undertaken to determine the availability
of financial mechanisms which could be used by savings
associations  or saviugs and loan associations
in TFlorida to provide financing to homeowners wishing
to take energy conservation measures at a cost lower or with
nmore payment. flexibility than would be afforded by a conventional
home or consumer loan. Various categories of such financial
mechanisms and their availability under Florida law are discussed
below. .

A. Variable Rate Mortgages

The Florida Savings Association Act (hereinafter "the Act"),
while neither expressly authorizing nor prohibiting the use of
variable rate mortgage instruments, does limit the practicality
of their use in conjunction with certain direct-reduction loans
in 'which a savings association or savings and loan association
(herecinafter "association") is required to invest at least 60%
of its non-liquid assets. The definition of such direct-reduction
loans provides not only that such loans may not be made for terms
in excess of 30 years, but also that: '

«++ the initial contract ... shall not
provide for any subsequent monthly install-
ment of interest and principal in an amount
larger than any previous monthly install-
ment ,... 19 Fla, Stat. Ann. §665.021(4)
(1966) .

Accordingly, an association wishing to use a variable rate
mortgage instrument in connection with a direct-reduction loan
of the type mecting the Act's 60% of non-liquid assets invest-
ment requirement would be substantially limited as to the mecans
by which it could realize interest rate increases pursuant to
the variable rate clause. It would be precluded from incrcasing
the amount of the required monthly installment and could extend
the loan term only to the extent that the original loan term was
less than 30 ycars. . '

The Florida Savings Association Act does permit associations
to make loans on plans other than the dircctsrqduction plan
described in the Act, however, if such other loan plans are
approved by the Florida Department of Banking and Finance., 18 Fla.
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Stat. Ann. §665.391 (Supp. 1975). It may therefore be possible
for a state-chartered association to use a variable rate
mortgage instrument in conjunction with a loan plan that would
offer the association greater flexibility in terms of the
methods that it may use to collect interest increases pursuant
to the variable rate provision than is possible under the '
direct-reduction loan plan defined in the Act.

B, Second Mortgages

Real estate loans secured by mortgages or deeds of trust
that create other than a first lien (or the egquivalent thereof)
against the security ;roperty are not authorized. The Florida
Savings Association Act provides that:

Every real estate loan shall be secured by a
mortgage, deed of trust or other ... instrument
constituting a first lien or claim, or the full
equivalent thereof, upon the real estate
securing the loan. 19 Fla. Stat. Ann., §665.
391(4) (supp. 1975).

The Act is silent as to whether two or more instruments
creating successive liens upon the same real property, one of
which is the first mortgage and all of which are owned by the
same association, are collectively deemed to constitute the
"full equivalent" of a first lien for the purposes of §665.391
(4) of the Florida statutes.

c. Flexible Payment/Balloon Payment Mortgages -2/

The only real estate loan plan specifically provided for
in the Act is direct reduction. Associations may be permitted
to make loans secured by real estate with other than direct
reduction terms, however, since the Act provides that:

Real estate loans eligible for investment
under this Act may be written ... upon

any other loan plan approved by the depart-
ment [of banking and finance]. 19 Fla.
Stat. Ann. §665.391 (Supp. 1975).

2/ Although mortgages with balloon payment terms are not
expressly provided for in the Florida Savings. Association Act,
2 definition of balloon mortgages and requirements as to their
sontents (as well as exemptions therefrom) are contained in
chapter 697 ("Instruments Deemed Mortgages ...") of the Florida
Statutes,. 19 Fla. Stat. Ann. §697.05 (1966).
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D. Future Advances

1. An association is authorized to make a mortgage to
secure not only existing indebtedness but also to secure future
advances. Such advance$s are to be made at the option of the
parties up to a total amount stated in the mortgage. 19 Fla.
Stat. Ann. §665.391(5) (Supp. 1975). The advances must be made
within twenty years from the date of the mortgage. 1Id.,
§697.04 (1966). ' ' ' .

b2, The Uniform Mortgage Instrument for Florida contains
a non-uniform covenant providing for future advances as follows:

Upop request of Borrower, Lender, at Lender's -
option within twenty years from the date of

this mortgage, may make Future Advancés to
Borrower. Such Future Advances, with interest
thgreon, shall be secured by this Mortgage when - -
evidenced by promissory notes stating that said
nopes.are secured hereby. At no time shall the
pr%nc1pal amount of the indebtedness secured by
this Mortgage, not including sums advanced in
accordance herewith to protect the security of
this Mortgage, exceed the original amount of the:
Note plus U.S. $ ' S

E. Home Improvement Loans

. Savings associations are. authorized to make property
improvement loans pursuant to the provisions of any title of’
the National Housing Act (12 U.S.C.A. §1701 et seg.) and may.
make other loans, subject to any limitations as to the maximun
loan amount prescribed by the Department of Banking and
Finance, secured or unsecured, to homeowners for the maintenacs,
repair, alteration, modernization, landscaping, improvement,
furnishing or equipment of their properties. 19 Fla. Stat. Ann.
§665.381(4) (Supp. 1975). ‘ '
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GEORGIA

A review of the Georgia Code provisions concerning the
operation of building and loan associations, 14A Code of
Ga. Ann.§§41A-3501 to 41A-3529 (1974), and of the regulations
promulgated thereunder by the Georgia Department of Banking
 (hereinafter '"regulations') was undertaken to determine the
availability of financial mechanisms which could be used by
building and loan associations in Georgia to provide financing
to homeowners wishing to take energy conservation measures
at a cost lowér or with more payment flexibility than would
be afforded by a conventional home or consumer loan. Various
categories of such financial mechanisms and their availability
under Georgia law are discussed below. '

A. Variable Rate Mortgages

The building and loan association provisions of. the
Georgia Code and regulations necither expressly authorize
nor prohibit the use of variable rate mortgage instruments.
The regulations do, however, limit the practicality of their
use by building and loan associations (hereinafter "associa-
tions'") in conjunction with conventional installment home
loans having terms in excess of 36 months. Section 80-4-1-.10
(2) of the "Rules and Regulations of the State of Georgia'

provides that the contract for such a lcan '"...shall not
provide for any subsequent installment of an amount larger
than any previous monthly installment.'" 2 Rules and Regs.

of Ga. §80-4-1-,10 (1976). Pursuant to this section,

an association would be precluded from making a contract |
for such a loan that provided for increases in the required.
monthly installments in order to implement interest rate
increases. An association in Georgia could, however,
realize increases in the interest rate charged on such .a
loan by extending its maturity date, subject to the 25
year maximum term limitation established by the regulations.
1d. '

The interest and usury provisions of the Georgia Code
also place restrictions on an association's use of variable
rate mortgage instruments. Pursuant to such provisions, an
association could at no time charge an interest rate in
excess of 9% per annum on a loan secured by a first
mortgage on recal property. 17 Code of Ga.Ann. §57-101.1
(Supp. 1976). .

B. Second Mortgages

An association is authorized to make a loan sccured
by a mortgage on real estate which is "junior to a prior
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mortgage' on such real estate if the association owns
and holds the prior mortgage. 2 Rules and Regs. of Ga.
§80-4-1-.10(4) (L976). The aggregate amount loaned by
an association on the security of the prior and- junior
(first and second) mortgages on any one property may not
exceed an amount,K equal to 807% of the fair market value
of such property, unless Federal Housing Administration
insurance or a guarantee under the provisions of the
Servicemen's Readjustment Act of 1944 has been obtained
for one or both of such loans. Id., §80-40-1-.10(5)
(1976). —

C. Flexible Payment Mortgages

Real estate loans with flexible payment terms are
not specifically provided for in either the building and
loan association provisions of the Georgia Code or in the -
regulations. The regulations do provide, however, that:

An association may make...any and

all loans specifically authorized

to be made...in this State by Federal
Chartered Savings and Loan Associa-
tions providing such association meets
all of the conditions and requirements
set forth with reference to such
lending by Federal Associations. 2
Rules and Regs. of Ga. §80-41-.10(7)
(1976) .

Since the regulations of the Federal Home Loan Bank
Board ("FHLBB'") permit federally-chartered associations
operating in Georgia to make boans having flexible payment .
terms on the security of single-family dwellings, associa-
tions chartered in Georgia may also make such flexible
payment loans, subject to the terms and conditions set
forth in the FHLBB regulations. 12 C.F.R. §§541..4(c),
545-6-1(a) (1) (1976). A

D. Balloon Payment Mortgages

1. (Unamortized loans). The Georgia building and
loan association regulations permit associations to make
home loans written on a conventional installment payment
plan for amounts not in excess of $35,000 and for terms
not in excess of 25 years. The regulations also provide
that associations may use up to 45% of their assets (or
more with the approval of the Georgia Building and Loan
Commissioner) to make certain real estate loans of other
types including, inter alia, loans having a non-installment
(unamortized) payment pIlan. Beyond the general limitations
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apparently applicable to all real estate loans (e.g.,

no loans may be made in excess of 80% of the value of

the security property), however, the regulations prescribe
no conditions. or terms for such non-installment loans. 2
Rules and Regs. of Ga. §80-4-1-.10(3) (d) (1976).

2. (Partial amortization). Pursuant to the section
of the regulations permitting stace-chartered associations
to make any loan which federally-chartered savings and
loan associations operating in Georgia are permitted to
make, subject to the same conditions and requirements
applicable to the federally-chartered associations, an
association in Georgia may make loans secured by real
estate which are payable in a lump sum at the end of the
loan term but which also require partial amortization of
principal, subject to the terms and conditions prescribed
for such loans by the FHLBB regulations. 12 C.F.R. §§541.1
545.6-1(a) (3) (i) (1976).

E. Home Improvement Loans

Neither the building and loan association provisions
of the Georgia Code nor the building and loan association
regulations specifically authorize associations to make
secured or unsecured loans to homeowners for the repair,
alteration or improvement of their properties, unless such
loans have been insured pursupant to Title I of the National
Housing Act or insured or guatanteed pursuant to Title III
of the Servicemen's Readjustment Act of 1944. 2 Rules
and Regs. §§80-4-1-.10(4), (6) (1976).

Pursuant to the regulatory provisions permitting
state-chartered associations to make any loans which
federally-chartered: savings and loan associations operating
in Georgia are permitted to make, however, associations in
Georgia may make uninsured, unguarantced property improve-
ment loans, secured or unsecured, to homeowners subject
to the terms and conditions set forth in the FHLBB regula-
tions. 12 C.F.R. §545.8(1976),

F. Future Advances

1. Although the Georgia Code contains no substantiv.
requirements for the making of mortgages to secure future
advances, the Code does state that:

The operation of "open-end" clauses
contained in real ecstate mortgages.. .
which clauses provid[e] that such
“instruments...secur{e], in addition

to the debt therein named or described,
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‘any other debt or obligation that
may be or become owing by the
mortgagor...is limited to other
debts or obllgatlons arising ex
contractu [out -of ‘a contract]..
between the original parties to
such security instrument. .20 Code
of Ga.Ann. §67-1316" (1967).

The Unlform Mortgage Instrument for Georgia

contains a non-uniform covenant providing for Future
Advances as follows

LUpon request of Borrower, Lender,

at Lender's option prior to release

of this Mortgage, may make Future

Advances to Borrower. Such Future

Advances, with interest thereon, shall

be secured by this Mortgage when
evidence by promissory notes stating that
said notes are secured hereby.
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HAWATI : i

A review of Hawaii savings and loan association law,
Hawaii Revised Statutes §§407-1 to 407-114 (1968) (hereinafter
the "Statutes") was undertaken to determine the availability
of financial mechanisms which could be - used by savings and loan,
and building and loan associations (hereinafter "associations")
in Hawaii to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more pay-
ment flexibility than would be afforded by a conventional home:
or consumer loan. Various categories of such financial mecha-
nisms and their availability under Hawaiian law are discussed
below. '

A, Variable Rate Mortgage.

The Statutes neither expressly authorize nor prohibit the
use of variable rate mortgages. Generally, the Statutes provide
only for direct reduction loans. However, the terms and condi-
tions prescribed in the Statutes for repayment of such loans
would not preclude the use of variable rate mortgages. The
option of implementing the variable rate through an increase in
the amount of the periodic payment and/or an extension of payments
within the loan term would appear to be available. H.R.S.
§407-83 (1968).

While there is no limitation specifically"applicabie'to
interest rates on mortgages, the interest ceiling on written
- contracts in Hawaii is 12% per annum. H.R.S. §478-3 (1968) .

B. Second Mortgage.

The Statutes state that every real estate loan must be
secured by a mortgage or other instrument constituting a first
lien or the full equivalent thereof. H.R.S. §407-83 (1968).

The Section goes on to state that:

.+ [E]lvery such mortgage or other instru-
ment shall create, and preserve to the
association a first lien, which shall
equally secure the original loan and
.each and every subsequent advance and
loan in any amount and for any purpose

. by the association to the borrower. No

- subsequent loan to the borrower by any
other person shall establish an interven-
ing lien, which shall disturb the first
lien of such association as security for
every advance and loan made to the
borrower. ...
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The' above quotation suggeéts tha£ an association can make a
loan secured by a second mortgage provided that the association
holds all prior liens on the property in guestion.

Loans on home property in general may not be made in excess
of 80 percent of the unencumbered appraised value thereof
(H.R.S. §407-84 (Supp. 1975)), but there does exist the authority
for making loans greater than the amount if certain conditions
obtain. (See H.R.S. §407-84.)

: The total amount, however, that may be loaned by an associa-
tion on any home property may not exceed $75,000. H.R.S. §407-92
(Supp. 1975). '

- C. Flexible Payment/Balloon Payment'Morfgages.

The Statutes require that all mortgage loans be repaid on
a direct reduction basis.. H.R.S. §407-83 (1968).

. However, H.R.S. §407-46 (1968) permits an association to
become a member of a Federal Home Loan Bank. Any association
becoming a member thereof acquires all powers, not in conflict
with state law, which are granted through the Federal Home Loan’
Bank Act and the regulations of the Federal Home Loan Bank Board.
Since the terms and conditions of flexible payment and unamortized .
mortgages, two plans authorized for members of a Federal Home
Loan Bank, appear to contravene state law, the state of Hawaii
may reject such plans.

D. Home Improvement Loans.

Home improvement loans may be made without the security of
a lien provided they do not exceed $5,000 or the maximum amount
allowed federal associations, whichever is greater. The loan
must be evidenced by a written instrument. Each loan must be
repayable in regular monthly installments within a period of five
years. H.R.S. §407-89 (1968).

E. Future Advances.

1. H.R.S. §407-83 (1968) implicitly recognizes the
authority of an association to make future advances, provided
such advances are secured by a mortgage constituting a first
lien or the full equivalent thereof:

[E]very such mortgage or other instru-

ment shall create, and preserve to the
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association a first lien, which shall
equally secure the original loan and
each and every subsequent advance and.
loan in any amount and for any purpose
by the association to the borrower.
(Emphasis added.)

The Uniform Mortgage Instrument for Hawaii contains a

non-uniform convenant which provides for future advances as

follows:

Upon request of Borrower; Lender, at.
Lender's option prior to release of
this Mortgage, may make Future.
Advances to Borrower. Such Future
Advances, with interest thereon, shall
be secured by this Mortgage when
evidenced by promissory notes stating
that said notes are secured hereby.
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IDAHO

A review of Idaho savings and loan association law, Idaho
Code Annotated §§26-1801 to 26-1945 (1967) (hereinafter the
"Code"), was undertaken to determine the availability of
financial mechanisms which could be used by savings and loan
associations (hereinafter "associations") in Idaho to provide
financing to homeowners wishing to take energy conservation
measures at a cost lower or with more payment flexibility than
would be afforded by a conventional home or consumer loan.
Various categories of such financial mechanisms and thelr avail-
ability undex Idaho law are dlscussed below.

A. Varlable Rate Mortgages.

Although the Code nelther expressly authorlzes nor prohlblts

‘the use of variable rate mortgages,- little therein restricts their
use. Except for one unamortized plan, all loan plans authorized

by the Code require payments of principal and interest either in
equal monthly installments over a term of thirty years or in
equal annual, semiannual or quarterly installments over a term

of twenty years, provided that such installments are sufficient to

- amortize the full debt, both principal and interest within the

term provided. Idaho Code Ann. 26-1936(1) (1967). If the
variable rate mortgage were to be implemented, the increase in the
rate of interest might then be realized through an extension of

- payments within the loan term.

Addltlonally, the dlrector of the Department of Finance is
authorized to approve "any other plan." 1Id., §26-1931 (Supp.
1976)

The Code provides an interest ceiling of 12% per annum on
loans generally, which exceed $10,000 and are made by a corpora-
tion organized for profit. Although §28-22-105 did not specify
whether an association would come within the definition of a
corporation organized for profit, it would appear that an associa-
tion should benefit from this higher interest ceiling. 1Id.,
§28-22-105 (Supp. 1976). An association, in addition, may make a
reasonable charge for fees and services incidental to the making
of the loan, which charge is not c0n51dered interest. Id.,
§26-1932(1) (Supp. 1976).

B. Second Mortgages.

An aSSOClatlon may make a real estate loan secured by a
second mortgage if all prior liens are owned by such association.
Idaho Code Ann. §26-1935(4) (1967).
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The Code provides no specifics regarding dollar or asset
limitations on second mortgages. There are, however, limita-
tions on the total amount which may be loaned to any one borrower.
An association may make a loan to any one borrower provided that
the sum of (1) the proposed loan and (2) the total balances of all
outstanding loans owed by.the borrower does not exceed the lesser
of (a) 10% .of such association's savings liability or (b) the
sum of such association's reserves for losses and undivided
profits. Notwithstanding the above rule, a loan may be made if.
the sum of the proposed loan and balances of all outstanding
loans owed by the borrower does not exceed $100,000. I4d.,
§26-1935(13) (1967). o . - .

Similarly, no association may make any. one direct real
estate loan on existing property in an amount exceeding $25,000
or 1% of the association's savings’liability, whichever is greater.
The director of the Department of Finance may authorize higher
dollar or asset limitations. Id., §26-1935(9) (1967).

C.,,'Flexible,Payment Mortgages.

Although all loan plans require equal and regular payments
of principal and interest (with the exception of one unamortized
plan), the director of the Department of Finance is authorized
to approve "any other loan plan." 1Idaho Code Ann. §26-1931
(Supp. 1976). ‘ o

Further, a state-chartered association may make any loan
or investment which such association could make were it in-
corporated and operating as a federally-chartered association.
Id., §26-1934 (Supp. 1976). Among loan plans authorized for
federally-chartered associations is the flexible payment mortgage.

D. Balloon Payment Mortgages.

Real estate loans without any amortization of principal are
permitted provided the interest is payable at least semi-annually
and the term of the loan does not exceed 5 years. Idaho Code
Ann. §26-1936(1) (a) (1967). : :

E. Home Improvement Loans.

Loans for purposes of improving and equipping the home may
be made pursuant to any title of the National Housing Act,
secured or unsccured, not to exceced $5,000 and repayable in monthly
installments over a period not to exceed 62 months. Idaho Code
Ann. §26-1930(3) (1967).

The interest ceiling on loans not in excess of $10,000 is
10% per annum, Id., §28-22-105 (Supp. 1976).
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Future Advances.

1, Any mortgage to'seCUré futurefadvances may be made,
at the option of the parties, up to a total amount stated ih
the mortgage. Idaho Code Ann. §26-1931(5) (Supp. 1976).

2. The Uniform Mortgage Instrument for Idaho contains
a non-uniform covenant providing for future advances as follows:

Upon request of Borrower, Lender, at Lender's
option prior to full reconveyance of the
Property by Trustee to Borrower, may make
Future Advances to Borrower. Such Future
Advances, with interest thereon, shall be
secured by this Deed of Trust when

evidenced by promissory notes stating that
said notes are secured hereby.
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ILLINOIS

A review of the Illinois Savings and Loan Act of 1955,
as amended, Illinois Statutes Annotated, 32 §§701-944 (Smith-Hurd
1970) (hereinafter the "Statutes") and the regulations
promulgated thereunder was undertaken to determine the
availability of financial mechanisms which could be used by
building and loan or savings and loan associations (hereinafter
"association") in Illinois to provide financing to homeowners
wishing to take energy conservation measures at a cost lower
or with more payment flexibility than would be afforded by
a conventional home or consumer loan. Various categories of
such financial mechanisms and their avallablllty under Illinois
law are discussed below.

A. Variable Rate Mortgages.

The Statutes implicitly authorize the use of variable
rate mortgages in a provision which states that an association
may, ‘at any time

. « .enter into a written agreement with
the borrower to modify, in any manner not
inconsistent with the provisions of this
Act, the terms of a loan as to the amount,
time, or method, of the payments to be
made, the interest rate, and any other
provision of the loan contract;. . .

Ill. Stat. Ann. 32 §796(b) (1970).

Further, the Statutes provide that "no interest, premium,
or interest on such interest or premium, or charge which may
accrue to an association under the provisions of this (Savings
and Loan) Act, shall be deemed to be usurious." Id. 32 §800
(Supp. 1976) -

The variable rate mortgage could, then, be implemented

~through an increase in the amount of the periodic payment and/
. Oor an extension of payments within the loan term.

B. Second Mortgages.

The Statutés provide that an association may make a loan
on real estate which is subject to a prior lien if such
association holds the prior lien. Ill. Stat. Ann. 32 §793(c) (1970).

Although the Statutes provide no dollar or asset limitations
for second mortgages uniquely, the Statutes do stipulate that
no association may at any one time hold loans in an amount
equal to or in excess of 10% of the association's total withdrawable
accounts or an amount equal to the total net worth of the
association, whichever is less. Id4., 32 §806 (Supp. 1976)
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C. Flexible Payment Mortgages.

The Statutes authorize the board of directors of each
association to specify the terms on which loans to members
may be made. Ill. Stat Ann. 32 §794 (Supp '1976) .

. In addition, a . varlatlon on- the flex1ble payment mortgage is
suggested in the Statutes by the following: : S

"When the balance of a loan being repaid
under the direct reduction of principal
plan does not exceed 40 percent of the
value of the security therefor, and the
loan has:been reduced by periodical
payments over a period .of not less than
3 years to the extent that the unpaid
balance does not exceed 50 percent of:

. the amount originally secured, the board. ..
of directors may agree in writing with the"
borrower: that for a period not to exceed-

3 years, no payments need be made on the
unpaid principal amount of the loan. . .".
Id., 32 5796(a) (1970)., .

Flex1ble payment mortgage - plans authorlzed for federally-
chartered associations would,presumably, be authorized for
state-chartered associations which are members of a Federal
Home Loan Bank since the Statutes provide to such members the
powers and privileges of federally-chartered associations.
Id., 32 §706(c) (1970).

D. Balloon Payment Mortgages.

Unamortized mortgage loans may be made in accordance with
the following schedule: maximum term of 5 years, maximum
ratio of loan to appraised value 50%; 4 years, 60%; 3 years,
80%¥. Interest on such loans must be paid not less often than
semi-annually. No association may make such loans in excess
of 15% of such association's total assets. Ill. Stat. Ann.
32 §794(d) (Supp. 1976).

E. Home Improvement Loans.

Unsecured loans for the purpose of repair, improvement
or equipment of real estate or for any other purpose may be
made by an association. Such loans are limited to $15,000
for each borrower; must be repaid over a period of 15 years or
less in substantially equal installments not less frequent than
semi-annually; and the aggregate unpaid balance of such loans
may not exceed the percentage of asset limitation on the
association established by the Commissioner of Savings and Loan.
Ill. Stat. Ann. 32 §791(5) (c) (Supp. 1976).
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F. Fufure Advances}

'l. The Statutes provide that mortgage loan contracts
may provide for future advances to be made at the option of .
. the parties up to a total amount stated in the mortgage
instrument. Il1l. Stat. Ann. 32 §795(c) (4) (Supp. 1976).

2. The Uniform Mortgage Instrument for Illinois contains
a non-uniform covenant which provides for future advances as
follows: = o L e

Upon request of Borrower, Lender, at
Lender's option prior to release of this
Mortgage, may make Future Advances to :
Borrower. Such- Future Advances, with -
interest thereon; shall -be secured by this
Mortgage when evidenced by promissory notes
stating that said notes are secured hereby.
At no time shall ‘the principal amount of
the indebtedness secured by this Mortgage,
not including sums advanced in accordance -
herewith to protect the security of this
Mortgage, exceed the original amount of
the NOte plus,US vsuccooouo-ooqnoooocnoo




INDIANA

A review of Indiana building and loan association law,
Burn's Indiana Statutes Annotated §§28-1-21-1-to 28-1-21-45
(1974) (hereinafter the "Statutes"), was undertaken to
determine the availability of financial mechanisms which
could be used by building and loan, rural -loan and savings,
or guaranty loan and savings associations (hereinafter
"association") in Indiana to provide financing to homeowners
wishing to take energy conservation measures at a cost lower
or with more payment flexibility than would be afforded by a
conventional home or consumer loan. Various categories
of such financial mechanisms and thelr avallablllty under
Indiana law are discussed below.

A, Variable Rate Mortgages

Although the Statutes neither expressly authorize
nor prohibit the use of variable rate mortgages, nothing
contained in either the building and loan, or interest
and usury laws would preclude their use. The Statutes
permit a direct reduction loan plan with a maximum term
of 30 years. Ind. Stat. §28-1-21-23(b)(2) (Supp. 1976).
The variable rate mortgage might be implemented via the-
direct reduction loan plan with the option of an increase
in the amount of the periodic payment and/or an extension
of payments within the 30 year loan term.

B. Second Mortgages

The Statutes state that the primary obligation evidencing
a real estate loan must be secured by a mortgage or other
instrument which constitutes a first lien on the real estate
unless the association already holds a first mortgage upon the
real estate. Ind. Stat. §28-1-21-25(a) (supp. 1976).

The Statutes do 'not provide dollar or asset limitations
on second mortgages specifically. - On real estate loans
generally, the loan to value ratio may not exceed 80%, except,
where certain conditions obtain, the loan to value ratio may
be increased to a maximum of 95%. 1Ind. Stat. §28-1-21-25(b)
(1)-(5) (Supp. 1976).

C. Flexible Payment Mortgages

The only mortgage loan plans specifically authorized by
the Statutes are amortized and unamortized plans. Flexible
payment mortgages may be permitted, however, since the
Statutes authorize state-chartered associations to exercise
all powers conferred upon federally-chartered associations.
Ind. Stat. §28-1-21-2(4d) (Supp. 1976).
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D. Balloon Payment Mortgages

An association may make a loan secured by real estate
without requiring amortization of principal but requiring
payment of interest at least semiannually. The term of
such a loan may not exceed 5 years. Ind. Stat. §28-1-21~-
23(b) (3) (Supp. 1976).

E. Home Improvement‘Loans'

There is no specific provision for home improvement
loans in the Statutes. Presumably, such lo~ns must be
made on the security of a mortgage or a pledge of shares
and in accordance with such mortgage payment plans and
asset limitations as are imposed on general real estate
loans. _

F. Futufe Advances

Although no reference to future advances was seen in
the Statutes, the Uniform Mortgage Instrument for -Indiana
.contains a non-uniform covenant whlch provides for future
advances as follows:. :

Upon request of Borrower, Lender, at Lender's
option prior to release of this Mortgage, may
make Future Advances to Borrower. Such
Future Advances, with interest thereon, shall
be secured by this Mortgage when evidenced

by promissory notes stating that said notes are
secured hereby. At no time shall the
principal amount of the indebtedness secured
by this Mortgage, not including sums advanced
in accordance herewith to protect the security
of this Mortgage, exceed the original amount
of the Note plus USS$.....

1
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IOWA -

A review of Iowa savings and loan association law,; Iowa
Code Annotated §§534.1-.70 (1970), (hereinafter the "Code")
was undertaken to determine the availability of financial -
mechanisms which could be used by savings and loan, building
and loan and savings associations (hereinafter “"association)
in Iowa to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more pay-
ment flexibility than would be afforded by a conventional home
. or consumer loan. .Various categories of such financial
mechanisms and their availability under Iowa law are discussed
below. S : : S

A, Variable Rate Mortgages.

Although variable rate mortgages are neither expressly
authorized nor prohibited by ‘the Code, an interest ceiling of
9% per annum, Iowa Code Ann. §535.2 (Supp. 1976), rather
restricts their use. }

However, there are other factors provided in the Code
which would make such loan plans feasible. Loan terms as pre-
scribed by the Code are such that the variable rate could be
implemented through an increase in the amount of the periodic
payment or an extension of payments within the term of the loan.
Either option could be implemented through a direct reduction
plan, which plan may have a maximum term of 30 years. Id., -
§543.21(2). (1970). : ' ‘

Further, the following provision enhances the feasibility
of variable rate mortgages: :

"Real estate loans may be made as authorized
by this chapter or upon any other loan plan
approved by the supervisor (of banking)."

Id., §534.21(1) (supp. 1976).

B. Second Mortgages.

The Code states that every real estate loan must be secured
by an instrument constituting a first lien upon the real estate.
Iowa Code Ann. §534.21(6) (1970). The Code neither defines nor
provides any comment on what "constitutes" a first lien.

The limit on first mortgaée real estate loans is $50,000.

Id., §534.21(3) (Supp. 1976). Additionally, an association may
use an aggregate amount not exceeding 40% of its assets to make
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loans in excess of the $50,000 limitation. Several qualifica-
tions attach to such loans. 1Id., §534.21(4) (1970).

C. Flexible Payment Mortgages. s

t

i

The Code provides only for direct reduction and unamortized
loan plans. . Iowa.Code Ann. §534.21(2)~ (1970). However, the'
supervisor of banking may authorize the use of "any other plan.
Id. Hence, a flexible payment mortgage may very well be :
authorlzed by the supervisor.

Further, powers (including the power to grant flexible"
payment mortgages) granted federally-chartered Associations, not
in conflict with state law, are extended to state~-chartered
associations. Id., §534.21 (Supp. 1976).

D. Balloon Payment Mortgages.
M

An unamortlzed loan plan is authorized by the Code. Such
loans may not exceed 50% of the value of the ‘real estate,
maturity may not exceed 5 years and interest must be paid at
least semiannually. Loans not in excess of 60% of the value of
the real estate and not exceeding 3 years in maturity may also
be made. Iowa Code Ann. §534.21(2) (1970).

E. Home Improvement ,Loans. '

An unsecured. property improvement" loan, not in excess of
$5,000 and amortized to mature within 8 years, may be made. No
more than 15% of an association's assets may be so invested.

Iowa Code Ann. §534.19(6) (Supp. 1976).

F. Future Advances.

1. The Code prov1des that any mortgage made by an associa-
tion may be made to secure future advances. Such future advances
are to be made at the option of the parties up to a total amount
stated in’ the mortgage. Iowa Code Ann. §534.21(7) (1970).

2. The Uniform Mortgage Instrument for Iowa contains a
non-uniform covenant which prov1des for future advances as follows:

¥

Upon request of Borrower, Lender,,at‘Lender's‘
option prior to release of this Mortgage,

may make Future Advances to Borrower. Such
Future Advances, with interest thereon, shall
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be secured by this Mortgage when evidenced
by promissory notes stating that said notes
are secured hereby. At no time shall the
principal amount of the indebtedness
secured by this Mortgage, not including
sums advanced in accordance herewith to

- protect the security of this Mortgage, ex-
‘.ceed the original amount ¢f the Note. o
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KANSAS

A review of the Kansas Savings and Loan Code, as amended,
2 Kan., Stat. Ann. §§17.5101-17.5823 (1974) was undertaken to
determine the availability of financial mechanisms which could
be used by savings and loan associations ("associations") in
Kansas to provide financing to homeowners wishing to .take
energy conservation measures at a cost lower or with more pay-
ment flexibility than would be afforded by a conventional home
or consumer loan. Various categories of such financial
meihanisms and .their availability under Kansas law are discussed
below.

A, variable Rate Mortgages

While the Kansas Savings and Loan Code (hereinafter "the
Code") neither expressly authorizes nor prohibits the use of
variable rate mortgage instruments, it contains no provisions
that would substantially restrict their use by associations.
Assuming that the absence of specific provisions on point does
not preclude the use of such instruments, an association in
Kansas wishing to use a variable rate mortgage in conjunction
with a loan written on a direct reduction payment plan could,
pursuant to the Code, implement an interest rate increase by
increasing the amount of the required periodic payments. An
association could also extend the term of such a loan in order
to realize interest rate increases pursuant to a variable rate
provision, provided that the resulting loan term was not in
excess of 30 years. 2 Kan. Stat. Ann. §17-5101l(e) (1974).

Section 16-205 of the Kansas interest and usury statutes
may, depending upon its construction, effectively bar the use
of variable rate mortgage instruments, however. That section
provides:

When a rate of interest or charges is
specified in any contract, that rate

shall continue until full payment is

made .... 2 Kan. Stat. Ann, §16-205

(1974) .

Whether an association may satisfy §16-205 by the inclusion

nf a variable rate clause in the loan contract (thus in effect
'specifying' that the rate of interest to be charged on the loan
shall vary) and accordingly charge different rates of interest
on a loan prior to its full repayment is unclear. If more
specificity is required, possibly the addition of a provision
establishing maxima and minima rates of interest would suffice,




'
1

B. Second Mortgages

_ Real estate loans secured by mortgages or instruments
thiat create other than a first lien (or the equivalent thereof)
i#gainst the security property 'are not authorized. . The Code
provides that: Co ' ' '

Every real estate loan shall be secured by
a mortgage or other instrument constituting
a first lien,or the full equivalent thereof,
upon the real estate securing the loan ....
2" Kan., Stat. Ann. §17-5507 .(Supp. 1975). °

¢
' .

Th.e Code does not define the phrase "full equivalent thereof"
ind is silent as to wliether two or more instruments creating
successive liens upon the same real estate, one of which is the
first mortgage and all of which are owned by’ the lending associa-
tion, would collectively be deenied to constitute "the full
equivalent" of a first lien for the purposes of’'§17-5507.

C. Flexible Payment/Balloon.Payment Mortgages

In addition to authorizing associations to make direct
reduction home loans in amounts not in excess of $55,000, the
Code permits associations to use up to 40% of their assets (or
a larger amount with the savings and loan commissioner's
approval) to make other types of real estate loans, including
the following: '

1. Home loans of any amount, which are not direct
- reduction home loans; and o

2. Other real estate loans, whether amortized or
unamortized regardless of the amount thereof. 2 Kan. Stat.
Ann. §17-550(i), 17-550(3j) " (Supp. 1975). .

Pursuant to this broad authority and subject to both the 40% of
assets limitation and an additional provision which prohibits
an association'from using more than 30% of its assets for loans
of any one of the types permitted pursuant to the "forty per-
cent (40%) of asset lending power", associations could make
loans secured by re¢al estate having either flexible payment or
balloon payment terms. ' '

D. Line of Credit Real Estaté Loans

The Code states that upon the adoption of such a loan plamn
by its board of directors, an association may make:

Line of credit real estate loans for home

property, secured or unsecured, subject
to such prohibitions, limitations and
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conditions as the [savings and loan])
commissioner may prescribe. 2 Kan. Stat.
Ann. §17-5501(t) (c) (Supp. 1975). '

The aggregate amount of all of an association's line of credit
real estate loans may not exceed an amount equal to 3% of its
assets or all of its surplus, undivided profits and reserves.
2 Kan, Stat. Ann. §17-5501(t) (C) (Supp. 1975).

t

E. Home Improvement Loans

The Code provrdes that, upon the adoption of such a loan
‘plan by its board of directors, an association may make:

Simple interest, discount or gross charge

P . loans for property ialteration, repair,
equipping or improvement, without the
security of a lien upon such property,
subject to such prohibitions, limitations
and conditions as the commissioner by
regulation may prescribe.

The aggregate amount of all such property improvement loans
made by an association may not exceed an amount equal to 20%
of the association's assets. 2 Kan. Stat. Ann. §17-5501(t) (B)
(Supp. 1975). ! i -

F. Future Advances

1, The Code states that any mortgage securing a real
estate loan may "provide for future advances up to the original
amount of the mortgage, for any purpose +++s" 2 Kan, Stat.
Ann., §17-5507 (Supp. 1975).

2. . The Uniform Mortgage Instrument for Kansas contains a
non~-uniform covenant providing for future advances as follows:

Upon roquest of Borrower, Lender, at
Lender's option prior to release of this
Mortgage, may make Future Advances to ‘
Borrower. Such Future Advances, with ,
interest thereon, shall be secured by this
Mortgage when evidenced by promissory
notes stating said notes are secured here=-.
by. At no time shall the principal amount
of the indebtedness secured by this Mortgage,
not including sums advanced in accordance
herewith to protect the security of this

. Mortgage, exceed the original amount of the.
note.

!
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lack of consumer safe-guard provisions (e.g., a provision

specifying the index to be used in determining interest rate

charges and provisions setting forth other terms, conditions |
and limitations on such changes) such as those promulgated

by both the California and Wisconsin legislatures in

conjunction with their express authorization of the use

of variable rate mortgage instruments, and also in view

of the Act's effective prohibition of the preferred method

of interest rate increase implementation (as is discussed

below), the latter interpretation seems the more likely one.

Whatever the correct interpretation of §289.451 (1) may
be, it is clear at least that the Act does not expressly
prohibit the use of variable rate mortgage instruments by
associations. It is also clear that the Act contains
provisions which limit the practicality of the use of such
instruments in conjunction with real estate loans written
on a direct reduction payment plan. The definition of
"direct reduction loan" contained in the Act provides that:

+.+.the initial loan contract shall not
provide for any subsequent monthly
installment of an amount larger than

any previous monthly installment...ll Ky.
Rev., Stat. §289.011(4) (1972).

Pursuant to this definition, an association would be
precluded from making a contract for a loan written with
direct reduction payment terms that provided for increases
in the amount of the required monthly installment in order
to implement interest rate increases pursuant to a variable
rate provision. An association in Kentucky could realize
increases in the interest rate charged on such a loan by
extending the term of the loan, however, provided that both
the resulting loan term and interest rate were within the
limitations established by the association's board of
directors or its bylaws, Id., §289.451 (1) (Supp. 1976).

An additional restriction on the use of variable rate
mortgage instruments exists in connection with loans in
principal amounts of $15,000 or less. The Kentucky interest.
and usury statutes provide that the interest charged on such
loans may not exceed a rate of 8-1/2% per annum. 13 Ky.
Rev. Stat. §360.010(1) (a) (Supp. 1976).

Ha Second Mortgages

Real estate loans secured by mortgages or other
Lnstruments not constituting a first lien upon the security
property are not authorized. The Act provides that
"[e]lvery real estate loan shall be secured by a mortgage
or other instrument constituting...a first lien upon the
real estate securing the loan...". 11 Ky. Rev. Stat.
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KENTUCKY

[

A review of the Kentucky Savings and Loan Act, as amended,
11 Ky. Rev. Stat. §§289.010-289.991(1972) was undertaken to
determine the avallablllty of financial mechanisms which
could be used by savings and loan associations ("associations")
in Kentucky to provide financing.to homcowners wishing to take
energy conscervation meausres at a cost lower or with more
payment flexibility than would be afforded by a conventional
home or consumer loan. Various categories of such financial
mechanisms and their availability under Kentucky law are
discussed below.

A. Variable Rate Mortgages

The Kentucky Savings ‘and Loan Act (hereinafter "the Act")
contains a provision concerning direct reduction loans which
states:

The board of directors may or the
bylaws of the association shall
‘prescribe interest rates which may
be variable and may describe the
duration of the loan...ll Ky. Rev.
Stat. §289.451 (1) (Supp., 1976)
Emphasis added).

It is unclear, however, whether the authors of the Act,
by using such language, intended to expressly authorize the
use of variable rate mortgage instruments or whether they
instead merely intended to permit an as sociation's board of
directors and/or bylaws to prescribe a range of interest rates
rather than one specific interest rate for all of an
association's direct reduction loans l/ In view of the

1/ Section 289.461 of the Act (concerning property improvement
loans) uses variable interest rate language similar to
that used in §289. 451(1), supra. - It provides that:

Savings and loan associations may make
property lmprovcment loans...at variable .
rates of interest, but not in excess of

those rates providcd by Title I of the

Federal llousing Act of 1934, as amended,

for insurcd loans...Id., §289,461(2) (a)

(Supp. 1976) (cmphasis added).

As compared with the wording of §289.451(1), the text of
§289.461(2) (a) more strongly suggests that the "variable
rates of interest! language is intended to permit an
association to make loans of the same type at varying
rates of interest (e.g.,one loan at 8% per annum and
another at 8.5% per annum) rather than to permit an
association to vary the rate of interest charged on

any one loan during its term.
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§289.441(3) (1972). The Act does not define the phrase
"constituting...a first lien" and is silent as to whether

two or more instruments creating successive liens upon the
same real property, one of which is the first mortgage and
all of which are owned by the same association, would collec-
tively be deemed to "constitute a first lien" for the’
purposes of §289.441(3).

C. Flexible Payment/Balloon Payment Mortgages

The only real estate loan plan specifically provided
for in the Act is direct reduction. 11 Ky. iev., Stat.
§289.451 (Supp. 1976). The regulations governing Kentucky
savings and loan associations may permit associations to
make real estate loans having flexible or balloon payment
terms, however, since the provision of the Act authorizing
the issuance of such regulations states that:

Notwithstanding any restrictions elsewhere
contained in this chapter, the commissioner
{of banking and securities) may prescribe
.. .regulations authorizing state-chartered
associations to make any loans...under

the same terms, conditions, limitations,
restrictions and safeguards which such
associations could make...were they
operating as federal savings and loan
associations. 1l Ky. Rev. Stat.

§289, 705(1)(1972)

D. Home Improvement Loans

Associations are authorized to make loans to home and/
or property owners for the maintenance, repair, modernization
and improvement of their properties, with or without security.
1l Xy. Rev., Stat. §289.461(2) (a) (Supp. 1976). Associations
may not take any first lien or first mortgage as security
for such loans. Id., §289.461(3) (e) (Supp. 1976). The Act
does not set a maximum amount for such loans made by an
agssociation and not insured pursuant to Title I of the
National Housing Act, as amended, or guaranteed pursuant to
the Servicem’n's Readjustment Act of 1944, as amended, but
does provide that the rate of interest charged on property
loans not so insured or guaranteed "may not exceed $6.00
per $100 per annum and such charges may be made in advance."
Id., §289.461(2) (a) (Supp. 1976). The maximum term permitted
for such loans is 12 years and 32 days. Id.

E. Future Advances

1. The Act provides that...

any mortgage that can be made by an
association under.the provisions of this
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2.

chapter may be made...to secure future
advances to be made at the option of the
parties up to an amount stated in the .
mortgage... 11 Ky. Rev. Stat. P
§289.441(4) (1972). ‘

The Uniform Mortgage Instrument for Kentucky contains a

non-uniform covenant prov1d1ng for future advances as

follows

"Upon request of Borrower, Lender, at
Lender's option prior to release of this
Mortgage, may make Future Advance. to
Borrower. Such Future Advances, with
interest thereon shall be secured by this
- Mortgage when evidenced by promissory
notes stating that said notes are secured
hereby. At no time shall the principal
amount of the indebtedness secured by this
Mortgage, not including sums advanced in
accordance herewith to protect the
security of this Mortgage, exceed the
original amount of the Note plus
U.s.§ . . All Future Advances
secured by this Mortgage shall be due
and payable on or before the maturity
date of the indebtedness evidenced by
the Note." ' :
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LOUISIANA

A review of Louisiana savings and loan association law,
Louisiana Revised Statutes Annotated §§6:701 to £936 (Supp.
1976) (hereinafter the "Statutes") was undertaken to
determine the availability of financial mechanisms which
could be used by building and loan, savings and loan,
homesteuad, or savings associations (herecinafter "association")
in Louisiana to provide financing to homeowners wishing to
take energy conservation measures at a cost lower or with
more payment flexibility than would be afforded by a
conventional home or consumer loan. Various categories
of such financial mechanisms and their availubility under
Louisiana law are discussed below.

A, Variable Rate Mortgages

Although variable rate mortgages are not expressly
authorized, Louisiana savings and loan association law poses
no substantial restrictions on their use. Indeed, the
Statutes declare that:

Loans eligible for investment by an
association ... may be written only upon a
Plan approved by the commissioner [of
state banks] including interest rates

to borrowers, maximum percentage loaned
on appraised value of collateral,
amortization period of loans, and other
phases thereof. La. Stat. §6:824

(Supp. 1976).

It would appear that the commissioner has the authority to
approve a variable rate mortgage plan which would realize the
increase in the rate of interest through an increase in the
amount of the periodic payment.

However, it is not possible to reach any final conclusions
on this point without benefit of either further information
on what plans have in fact been approved by the commissioner
or input from the commissioner's office on what plans would
meet his approval.

Nothing in Louisiana's interest and usury law would limit
an association's ability to use variable rate mortgages. The
Statutes provide that the amount of simple conventional interest
which may be charged on mortgages on immovable property may not
exceed 10% per annum. Further, on those mortgages guaranteed
by the Veteran's Administration or insured by the Federal Housing
Administration, an interest rate within the maximum limitations
set by such agencies may be charged, notwithstanding that such
rate of interest may exceed the state maximum. 1Id, §§9:3503,:
3504 (Supp. 1976).
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B. Second Mortgages

In Louisiana, an association may make loans secured by
second mortgages on properties on which it has an "existing
first mortgage and vendor's privileges'. The aggregate of
all mortgages and vendor's privileges in favor of an :
association may not exceed the amount which the association
i{g authorized to lend on any particular property. La. Stat.
§ 6:834 (Supp. 1976). La. Stat. § 6:822(B) provides that an
assoclation may not make loans in excess of the value of the
real estate which secures the loans.

The Statutes, in addition, provide a formula for limitations
on loans to any one borrower.

No association shall make a real estate
loan to one borrower if the sum of (1)

the amount of such loan and (ii) the total
balances of all outstanding real estate
loans owed to such association by such
borrower exceeds an amount equal to 10%
of such association's savings liability
or an amount equal to such association's
reserves for losses and undivided profite,
whichever is less, except that any loan
may be made if the sum of (i) and (ii)
does not exceed one hundred thousand
dollars. Id., § 6:822(B) (1) (Supp. 1976) .

C. Flexible Payment/Balloon Payment Mortgages

Although the Statues do not prescribe terms and conditions
for mortgage loans, it would appear that the State Bank
Commissioner has the authority to approve flexible azment

"and balloon payment mortgage loans. La. Stat. § 6:82
 (Supp. 1976). The provisions of Section 6:824 are quoted
in part A of this memorandum.

~ Additionally, the Statutes authorize state-chartered
associations to make those loans which are authorized for
federally-chartered associations. Id. § 6:731 (Supp. 1976).

D. Home Improvement Loans

An association may make loans for the repair, modernization
or improvement of property. If secured, such loan may not
exceed $10,000; if unsecured, such loan may not exceed $5,000.
La. Stat. § 6:822(C) (Supp. 1976).

Every loan on home appliances and equipment must be
secured by a mortgage and vendor's privilege thereon. Such

loan may not exceed 90% of the original invoice price,
when new, of the collateral. Id., § 6:833(B) (Supp. 1976) .
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E. Future Advances

l. During the existence of any vendor's pr1v1lege and
first mortgage, an association may'advance money to the ,
borrower for any purpose. The aggregate of such advances;,’
when added to the balance due on the amount of the original -
loan and any other advances, may not exceed the amount of ‘
the original loan. La. Stat. §6:829(Supp. 1976). )

2. The Uniform Mortgage Instrument for Louisiana contains
a non-uniform covenant which provides for future advances as
follows:

Lender may make advances to protect the

security of this Mortgage pursuant to

paragraph 7 hereof and in addition, if "~

this is a Vendor's - Lien Mortgage,- Lender

may at Lender's option prior to release

of this Mortgage and upon request of L e
Borrower, make Future Advances to Borrower. '
Such advances and Future Advances with

interest thereon at the rate of ....percent

per annum shall be secured by this Mortgage. -

At no time shall the principal amount of

the indebtedness secured by this Mortgage,
including advances (to protect the security -

of the mortgage) and Future Advances made
pursuant to this paragraph, if any, exceed the
original amount of the Note plus USS...
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MAINE

A review of Maine savings and loan law, 9-B Maine
Revised Statutes Annotated §§771-772 (hereinafter the
"Statutes') was undertaken to determine the availability of
financial mechanisms which could be used by savings and loan
associations (hereinafter the '"association'') in Maine to
provide financing to homeowners wishing to take energy conserva-
tion measures at a cost lower or with more payment flexibility
than would be afforded by a conventional home or consumer
loan. Various categories of such financial mechanisms and
thelr availability under Maine law are discussed below.

a. Variable Rate Mortgages

Although the Statutes do not expressly authorize the
use of variable rate mortgages, there is no provision under
the Section treating amortized mortgage loans, 9-B M.R.S.A.
§732(3) (1975), which prohibits a subsequent payment greater
than any previous payment. Use of the variable rate
could also be accomplished by including a clause in the
mortgage contract that provides for extension of the maturity
date or by originally making the final payment date of the
contract later than necessary to complete the amortization.

Additionally, there are no usury provisions in the-
Statutes which would preclude the use of variable rate
mortgages. Indeed, a loan made by a financial institution
which is secured by a first mortgage on real estate is not
subject to an interest ceiling, provided that such loan is
not intended as an evasion of the interest limitations imposed
on consumer type loans. 9-B M.R.S.A. §432. (1975).

b, Second Mortgages

Additional loans upon the same real estate may be made
provided that the association holds all prior liens on such
real estate. 9-B M.R.S.A. §732(7) (1975).

The Statutes do not specify dollar or asset limitations
with respect to second mortgages. However, there are general
loan size limitations pertaining to total loans made on the
same real estate and to any one borrower. On the same
real estate the limit 1is 835,000 or 10% of the association's
surplus account, whichever is greater. To any one borrower
the limit 1s $45,000 or 20% of the association's surplus account
whichever is greater. 9-B M.R.S.A. §732(10) (1975).
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. Statutes, the section treating "other prudent loans' grants an

.may not exceed 1% of the association's deposits if made to

W

c. Flexible Payments

While no plans for flexible payments are outlined in the

association the power to make loans which would not otherwise
be legal but for this section, provided the directors of

the association consider them to be 'prudent loans."

9-B M.R.S.A. §736(1l) (1975). Loans made under this authority

any one borrower nor may the aggregate amount of such loans
?ﬁgeeg 10% of the association's deposits. 9-B M.R.S.A. §736(3)
75). : : '

Additionally, an association which is a member of a
Federal Home Loan Bank may exercise all powers and privileges
accorded such members under the Federal Home Loan Bank Act
provided that such association shall at all times be subject

to requirements imposed on associations by state law.
9-B M.R.S.A. §763(2) (1975).

d. Balloon Payments

The Statutes provide for nonamortizing real estate loans
under the following conditions: (1) interest must be payable
at least semi-annually; (2) maturity of loan may not exceed
five years; (3) no loan may exceed 75% of appraised value.
9-B M.R.S.A. §732(4) (1975).  Such loans may not, in the
aggregate, exceed 20% of the association's assets. 9-B M.R.S.A.
§732(5) (1975). -

e. Home Improvement Loans

Home improvements loans may be made when evidenced by
a written note, whether secured or unsecured. Such loans to
any one borrower may not exceed 1% of the association's
deposits and the aggregate amount of such loans may not
exceed 10% of the association's deposits. 9-B M.R.S.A. §734
(1975). Such loans would be subject to the interest limita-
tions imposed on consumer type loans. 9-B M.R.S.A. §432(2)(1975).

f. Future Advances

1. Any mortgage may be written so as to secure future
advances. The total amount of existing indebtedness and future
advances outstanding at any one time may not exceed the amount
specified in the mortgage. 9-B M.R.S.A. §436(l) (1975).
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. © 2.
~-a non-uniform covenant which provides for future advances’
. as follows: - : S

The Uniform Mortgage Instrument for Maine contains

"Upon request of Borrower, Lender, at
Lender's option prior to discharge of this
Mortgage, may make Future Advances to Borrower.
Such Future Advances, with interest thereon,
shall be secured by this Mortgage when
evidenced by promissory notes stating that said
notes are secured hereby, At no time shall the
,grincipal amount of the indebtedness secured
y this Mortgage, not including sums advanced
in accordance herewith to protect the security
of this Mortgage, exceed the original amount
of the Note plus US § L '
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 MARYLAND

A review of Maryland building or savings and loan associa-
tion law, Annotated Code of Maryland Art. 23, §§144-161KK
(1957) as amended (hereinafter the ''Code'"), and
regulations promulgated thereunder was undertaken to determine
the availability of financial mechanisms which could be used by
building or savings'and loan associations, and homestead associa-
tions (hereinafter "association") in Maryland to provide financing
to homeowners wishing to take energy’ conservation measures at a
cost lower or with more payment flexibility than would be afforded
by a,conventional home or consumer loan. Various categories of
such financial mechanisms and their availability under Maryland
law are discussed below. '

A, Variable Rate Mortgages.

Maryland associations are authorized to invest in mortgages
on real estate subject to the Regulations of the Board of B
Building, Savings and Loan Association Commissioners. Ann.

Code Md. Art. 23, §1612(2) (1973).

Although the regulations neither expressly authorize nor
prohibit the use of variable rate mortgages, nothing therein sub-
stantially restricts their use. The regulations provide for an
amortized, 30 year term mortgage plan. Regs. No. 09.05.73(B) (1l).
The option of implementing the variable rate through an increase
in the amount of the periodic payment and/or an extension of
payments within the loan term would appear to be available.

Similarly nothing in the interest and usury law would bar
‘the use of variable rate mortgages. A lender may charge simple
interest on a loan secured by residential property not in excess
of 10% per annum, subject to several qualifications, two of
which require as follows:

The loan is secured by a firgt mortgage
or first deed of trust on any interest in
residential real property;

There is no prepayment penalty in connec-
tion with the loan., -

Ann. Code Md. §12-103(b) (ii)=-(iii) (1973)

Second Mortgages.

An association may make a second mortgage on real property
which is a second lien provided such association holds the first
lien thereon. Ann. Code Md. Art. 23, §161%(a) (2) (1973). Neither the
Code nor the regulations provide dollar or asset limitations
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specifically for second mortgages. However, the aggregate amount
of any loan upon the security of improved residential property may
not exceed 90% of the market value of the security. Regs. No.
09.05.73(B) (1) . '

C. Flexible Payment Mortgages.

1
i

~Flexible payment mortgages, although not provided for in the
Code or regulations, are implicitly authorized for state-chartered
associations which, pursuant to Ann. Code Md. Art. 23, §161Z(e)"
(1973), become members of a Federal Home Loan Bank and operate under

‘the rules and regulations thereof. \

D. Balloon Payment Mortgages.

The regulations provide that unamortized loans may be made
on the security of improved property. Such loans may not exceed
70% of the fair market value of the security and the term may
not exceed 5 years. Regs. No. 09.05.73(B) (3).

E. Home Improvement Loans.

4
'

'An association may make loans, for home improvements, which
may be secured or unsecured, prov1ded that such loans are made
in accordance with the relevant provisions of the National Hou51nu
Act. Ann. Code Md. Art. 23, §le6lZ(a) (5) (1973).

Among the regulatory provisions relating to unsecured owe
improvement loans are the following:

The maximum principal advance for improve-
ments on any single residential property ‘
shall not exceed ($5,000.00). ‘ ‘

Each loan shall be amortized in regular
monthly installments within a term not ex-
ceeding eight years.

The aggregate outstanding principal balancs
of all such loans, exclusive of Title I,
Property Improvement Loans insured by the
Federal Housing Administration under the
National Housing Act, as from time to time
amended, shall not, at any time, exceed
five per cent of the total assets of the
association.

Regs. No. 90.05.52(b)~-(d).
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On such unsecured loans not exceeding $3,500, a rate of simple
interest of 18% per annum may be charged. On such unsecured
loans exceeding $3,500, a rate of simple interest of 12% per
‘annum may be charged. Such rates are subject to several qualifica~-
tions set forth in Ann. Code MAd. §12-103(c) (Supp. 1976).

F. Future Advances.

1.. The Code stipulates that no mortgage may be a-lien
for any sum of money in excess of the aggregate principal sum

?ppearing on the face of the mortgage. Ann. Code Md. §7-102(a)
1973). .

.2 The Uniform Mortgage Instrument for Maryland contains
; non-uniform covenant which provides for future advances as
ollows: : . o

Upon request of Borrower, Lender, at
LenderSoption prior to release of this
Deed of Trust, may make Future Advances
to Borrower. Such Future Advances,
with interest thereon, shall be secured
by. this Deed of Trust when evidenced by
promissory notes stating that said notes
. are secured hereby. At no time shall the .
principal amount of the indebtedness
gsecured by this Deed of Trust, not in-
cluding sums advanced in accordance here-
with to protect the security of this
Deed of Trust, exceed the original
amount of the Note.
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MASSACHUSETTS

A review of the Massachusetts cooperative bank laws, 5B
Ann. Laws Mass., ch, 170, §§1-53 «(1970) was undertaken to
determine the availability of financial mechanisms which could
be used by cooperative banks in Massachusetts to provide
financing to homeowners wishing to take energy conservation
measures at a cost lower or with more payment flexibility than
would be afforded by a corniventional home or consumer loan.
Various categories of such financial mechanisms and their
availability under Massachusetts law are discussed below.

A. Variable Rate Mortgages

While the Massachusetts laws regulating the operations of
cooperative banks neither expressly authorize nor prohibit the -
use of variable rate mortgage instruments, such laws do place
restrictions on their employment by cooperative banks in
conjunction with loans written on a direct reduction plan.

The section of the cooperative bank laws concerning "direct
reduction mortgage loans" provides that such loans shall require
"... fixed monthly payments in substantially the same amount
during the term of the loan ...." 5B Ann. Laws Mass., ch. 170
§23(1) (1970). Pursuant to this section, a cooperative bank
using a variable rate mortgage in conjunction with a direct
reduction loan could only implement an interest rate increase
by increasing the amount of the monthly payments to a very
limited extent. An association could, however, extend the term
of such a loan in order to implement an interest rate increase,
provided that the resulting term did not exceed (a) 30 years if
the loan is secured by "... a dwelling designed to be occupied
by not more than four families and occupied or to be occupied
in whole or in part by the mortgagor" or (b) 25 years if the
loan is otherwise secured. Id., ch. 170, §24(2) (1970).

The interest rate that a cooperative bank could charge on
a loan secured by a first mortgage on real estate pursuant to a
variable rate provision would not be limited by the Massachusetts
interest and usury laws. Such laws provide that for loans so*
secured "... it shall be lawful to pay, reserve or contract for
any rate of interest or discount." Ann. Laws Mass., ch. 107,
§3, ch. 140 §90A (1970). :

B. Second Mortgage

A cooperative bank may make a loan secured by a morfgage
constituting other than a first lien on real estate if the
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. sociation owns all prior liens. 5B Ann. Laws Mass. §23

supp. 1975). The cooperative bank laws place no specific
‘imitation on the amount that may be loaned on the security
of a second mortgage but do provide generally that:

... the principal sum of any loan secured by
a mortgage on any one parcel of real estate
shall when made ... not exceed five percent
of the aggregate amount of the guaranty fund,
surplus and other reserves of the corporation
[cooperative bank] or sixty thousand dollars,
whichever is greater .... Id., ch. 170, §24
(4) (Supp. 1975). -

The cooperative bank laws also provide that
ol

the aggregate liability of any one person
outstanding at any one time on real estate
loans held by [a] ... corporation .
[corporative bank] shall not ... exceed
fifty thousand dollars or three percent of
the share liabilities of such corporation,
whichever is greater .... Id., ch. 170,
§24(5) (Supp. 1975).

c. Balloon Payment Mortgages ("Coﬁmon Form Mortgage Loansﬂ@

A cooperative bank may make a common form mortgage loan _
secured by real estate in an amount not in excess of 75% of the
value of the real estate securing the loan and for a term not
in excess of three years. During the period that the . principal
balance of the loan is in excess of 70% of the value of the
security real estate, the loan must be partially amortized at
an annual rate of not less than 2% of the original amount of -
the loan. Once the principal balance equals or is less than
70% of the value of the security real estate, no amortization
of the loan principal need be required. The aggregate principal
balance of all such loans made by a cooperative bank, not
including loans which have been converted to the "common form"
plan, may not exceed an amount equal to 25% of its assets.
5B Ann. Laws Mass. ch. 170 §23(3) (Supp. 1975). -

D. Flexible Payment Mortgages

A flexible payment plan is not among the réal'estate loan
plans described in the Massachusetts cooperative bank laws.
However, such laws do provide that:
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‘Subject to such requirements or limitations
~as the directors [of -the Cooperative Central
Bank] may determine, the corporation
[cooperative bank], with the assent of the
persons obligated on any loan ... may revise,
amend; modify ... or otherwise change any of ~
the terms, payments or obligations pertain-
ing to such 'loans. ‘5B Ann. Laws Mass. ch.
170, §24(8) (1970). ) ’

It would appear that a cooperative bank could, pursuant to that
section, effectively make a real estate loan with flexible pay-
ment terms by initially writing the loan as a "common form
mortgage" (see C, supra) with no or partial amortization required,
depending upon the principal amount of the loan, and then, at

the end of a period not exceeding three years, convert such loan
to a direct reduction loan.

Cooperative banks may also obtain specific regulatory
authorization to make loans with flexible payment terms. If
twenty-five cooperative banks apply to the Cooperative Central
Bank for the authority to invest in loans other than those
authorized for investment by the cooperative bank laws, the
directors of the Cooperative Central Bank

«o+ Mmay request the commissioner [of bank]
" +es to authorize cooperative banks, not-
withstanding any other provisions of this
chapter [170] or general or special law, to
invest their funds in any such loans or
investments. Id., §26(7) (Supp. 1975).

E. Home Improvement Loans
. “ - '

L. A cooperative bank may make a loan or advance of
credit; secured or unsecured, for the repair, alteration, improve~ -
ment or rehabilitation of improved real property, if the .
cooperative bank holds a mortgage upon the real property to be so
repaired, altered, improved or rehabilitated. The aggregate
amount of such loans outstanding with respect to any one parcel
of property may not exceed $5,000, nor when ' '

«+.. combined with the balances due on
mortgages held by the corporation [cooperative
bank] upon said parcel of real estate, exceed
the value of said parcel of real estate as

then certified by the security committce of .
such corporation .... 5B Ann. Laws Mass. ch.
170, §26(6) (Supp. 1975).
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such loans may not be written for terms in excess of eight
years. The payments on such loans must be made in substantially
equal monthly installments and must be such as to amortize the
loan, interest and principal, within the loan term. 1Id4.

"2, ' A cooperative bank may make a loan, secured or ,
unsecured, to an owner of improved real estate within its lend-
ing area, upon which the cooperative bank holds no mortgages,
for the purposes of financing the repair, alteration, 1mprove—
ment or rehabilitation of such real estate or for the equipment -
of such real estate, under the following conditions provided that:

a. [E)lach such loan shall be evidenced by a
note, and may, in the discretion of such
[cooperative bank], be secured by a mortgage
which shall be a lien on the real estate so
loaned upon;

b. [N]lot less than ninety pe¥cent of the
unpaid baldnce of such loan shall be guaranteed
or insured by a [qualified] mortgage insurance
company ...; [and]. S

" c. [T]he note or mortgage shall provide that
... it shall become due and payable simultaneously
with the transfer of the mortgaged premises or
with the payment of the balance due on any first
mortgage of said premises .... 5B Ann. Laws Mass.
ch. 170, §26(6A) (Supp. 1975).

Such loans may not be made in amounts in excess of $7,500
(exclusive of interest and discount) for any one parcel of rea!
estate, may not be made for terms in excess of ten years and
are otherwise subject to the conditions and limitations
prescribed by the Massachusetts cooperative bank laws for loans
made on the security of first mortgages. Id.

F. Other Loans

Cooperative banks having assets of $5 million or more (and
other cooperatlve banks with the written approval of the
commissioner of banks) may make a loan or a series of loans,
secured or unsecured, to responsible borrowers, evidenced by a
note or some other instrumeht. The amount of interest and other
finance charges that a cooperative bank may collect upon such
loans is established by regulation.  The aggrcgate amount of
such loans made by a cooperative bank to any one person may not
exceed $6,000, exclusive of interest or discount. The excess
of any one person's total obligation over $4,500 must be secured
by a first lien on property having a fair market value of at
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MICHIGAN

A review of the Michigan Savings and Loan Assaciation Act
of 1964, as amended, 17 Mich. Stat. Ann. §§23.540(101) -
23.540(499) (1971), was undertaken to determine the availability
of financial mechanisms which could be used by savings and loan
associations and savings associations ("associations") in
Michigan to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more pay-
ment flexibility than would be afforded by a conventional home
Or consumer loan. Various categories of such financial
mechanisms and their arailability under Michigan law are dis-
cussed below,. '

A. Variable Rate Mortgages

While the Michigan Savings and Loan Assocation Act of 1964
(hereinafter "the Act") neither expressly authorizes nor
prohibits the use of variable rate mortgage instruments, the
Michigan money and interest statutes preclude the use of such
instruments by associations in connection with loans secured by
first liens on real estate. These statutes provide that:

For the period ending on December 31, 1977,
it is lawful for the parties to any note ...
or other evidence of indebtedness ... the
bona fide primary security for which is a
first lien on real property ... to agree in
writing to the payment of any rate of
interest, but no such note, mortgage ... or
other evidence of indebtedness shall provide
that the rate of interest initially effective
may be increased for any reason whatsoever.
14 Mich. stat. Ann. §19.15(1c) (2) (Supp. 1976).

B. Second Mortgages

Although Section 23.540(375) (2) of the Act provides that
"every real estate loan shall be secured by a mortgage or other
security interest constituting a first lien upon the real
estate", a preceding section (§23.540(368e)) states that "no
‘real estate loan shall be made ..." by an association unless,
there is submitted "... a signed appraisal of the real estate
securing the loan, which shall be unencumbered except by prior
liens held by the association." Taking the two provisions
together it appears that the lien upon real estate created by
a second mortgage would be deemed to "constitute a first lien"
upon the real estate for the purposes of §23.540(375) (2) if
the lending association owns not only the first mortgage but
also all other liens or encumbrances that may be upon the real
estate securing the second mortgage.
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least an amount equal to the amount of such excess obllgatlon.
The aggregate balance of all such loans made by a cooperative
bank and outstanding at any one time may not exceced an amount
equal to 10% of its deposits not in excess of fifty million
dollars plus 5% of its deposits in excess of fifty million
dollars. 5B Ann. Laws Mass. ch. 170, §26(8) (Supp.. 1975)

G. Future-Advances

1. The Massachusetts moftgage laws contain a provision -
stating that sums may be advanced subsequent to the recording
of any mortgage on real estate for the purposes of flnancxng°

... Xrepairs, improvements or ‘replacenents to,"
or for taxes or other municipal liens, charges
or assessments on the mortgaged premiscs e
6B Ann. Laws Mass. ch 183, §28A (1970)

The aggregate amount of such sums outstandlng plus the balance_‘
due on the original amount of the indebtedness may not, at any
one time, exceed an amount equal to the amount originally '
secured by the mortgage.

2. The Uniform Mortgage Instrument for Massachusetts
contains a non-uniform covenant providing for future advances
as follows:

For the purposes permitted by appllcable law
and upon request of Borrower, Lender, at
Lender's option prior to release of this.
Mortgage, may make Future Advances to Borrower.
Such Future Advances, with interest thereon,
shall be secured by this Mortgage when.
evidenced by promissory notes stating that
said notes are secured hereby. At no time
shall the principal amount of the indebted-
ness secured by this Mortgage, not including
sums advanced in accordance herewith to protect
the security of this Mortgage, exceed the
original amount of the Note plus U.S. $__ .
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cC. Flexible Payment/Balloon Payment Mortgages

The Act does not specifically prescribe the real estate
loan payment plans that may be used by associations, providing
merely that: ' -

Payments on real estate loans shall be
applied first to the payment of interest
on the unpaid balance of the loan and the
remainder on the reduction of principal.
17 Mich. Stat. Ann. §23.540(374) (1971).

Such language apparently contemplates the use of a direct
reduction payment method (indeed, the Act contains a definition
of the phrase "direct reduction loan"), but does not, on its
face, actually preclude the use of flexible or balloon loan
payment methods.

The rules and regulations promulgated by the Michigan
savings and loan. supervisory authority may describe the loan
payment plans that may be used by associations in more detail
since the Act provides that such authority "... may adopt rules
deemed necessary to enable savings and loan associations to
properly carry on the activities authorized under this [Alct."
17 Mich. Stat. Ann. §23.540(421) (4) (1971).

D. Home Improvement Loans

An association is authorized to make secured or unsecured
loans to home and/or other real property owners for the
maintenance, repair, modernization, alteration or improvement
of their properties. If such loans are unsecured, they may not
exceed $10,000 in amount. The maximum term permitted for such
loans is established by regulation. An association may charge
interest added in advance on any such loan at the rate of 8%
per annum or less, on the entire amount of the loan from the
date of disbursement to the date of maturity or to the date of
the last maturing installment thereof. The Act provides that
the entire amount of such loans, with interest thereon, shall
be repaid by uniform weekly, semimonthly or monthly install-
Tents. 17 Mich. Stat. Ann. §23.540(370e) (1), 23.540(370e) (3)

1971).

E. Other Loans

The Act provides that an association "... may originate
and make secured or unsecured loans not otherwise authorized
by this Act in an amount not to exceed $5,000." 17 Mich. Stat,
Ann. §23.540(355) (Supp. 1976). Such loans are to be repayable
in "... uniform weekly, semimonthly, monthly, quarterly or
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semiannual.installments." Associations may charge interest -
.added in advance on any such loan at'a rate of 8% per annum or
less on the entire amount of the loan. The aggregate amount of
all such loans made by an assocxatlon may not exceed an amount
equal to 10% of its assets. - Id.

F. Future Advances

Although the Michigan. statutes contaln no provisions concern-
ing the making of mortgages to secure future advances, the
Uniform Mortgage Instrument for Michigan contains '‘a non-uniform
covenant providing for future advances as follows:

Upon request of Borrower, Lender, at
Lender's option prior to release of this
Mortgage, may make Future Advances to
Borrower. Such Future Advances, with
interest thereon, shall be secured by

this Mortgage when evidenced by promissory
notes stating that said notes are secured
hereby.
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MINNESOTA

A review of the Minnesota Savings Association Act,
as amended, 5 Minn. Stat. Ann. §§51A.0l to 51A.57 (1970),
was undertaken to determine the availability of financial
mechanisms which could be used by savings associations and
savings and loan associations in Minnesota to provide
financing to homeowners wishing to take energy conservation
measures at a cost lower or with more payment flexibility
than would be afforded by a conventional home or consumer
loan. Various categories of such financial mechanisms and
their availability under Minnesota law are discussed below.

A. Variable Rate Mortgages

The Minnesota "Conventional Home Loan Assistance
and Protection Act" prohibits a savings association or
savings and loan association ("associations") from using
variable'rate mortgages in connection with "conventional
loans". In addition to tying the maximum lawful interest
rate for such loans to the monthly index of U.S. bond yields,
that Act provides that:

Ces a contract rate within the maximum
lawful interest rate applicable to a
conventional loan ... at the time of the
loan closing shall be the maximum lawful
interest rate for the term of the conven-
tional loan. Minn. Laws 1976, ch. 300
(1976 Minn. Sess. L. Serv. 3).

B, Second Mortgages

The Minnesota Savings Association Act (hereinafter
"the Act") provides that:

Every real estate loan shall be secured by
a mortgage, deed of trust or other transac-
tion constituting a first lien or claim,

or the full equivalent thereof, upon the
real estate securing the loan ... 5 Minn.
Stat. Ann, §51A.38.5 (1970).

* The term "conventional loan" is defined as meaning a loan or
advance of credit to a noncorporate borrower in an original
principal amount of less than $100,000 which is not insured
by the Secretary of Housing and Urban Development or
guaranteed by the Administrator of .Veteran Affairs. Minn.
Laws 1976, ch. 300 (1976 Minn. Sess. L. Serv. 3).
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The Act does not deflne the ohrase "full equlvalent
thereof. In many states (and also in the oplnlon of the
General Counsel of the Federal Home Loan Bank Board (Op.
G.C., 10/22/71),** if an association makes a second loan
secured by a lien on real estate and it holds the first
mortgage on that same real estate, the lien securlng the
second loan is deemed to be the equivalent of a first lien
on the real estate, provided that there are no intervening,
liens and that the association retains the first mortgage.
While the Minnesota Act does not so prov1de, a reasonable ,
argument could be made that the lien securing a second loan
made by a Minnesota association under the above conditions
is the full equivalent of a flrst lien, for the purposes of
§51A.38.5.

C. Flexible PaYmeht.Mortgages-

The Savings Association Act specifically describes
only direct reduction and unamortized (balloon) real estate
loan plans and requires that direct reduction real estate
loans on homes or primarily residential property average
annually at least 70% of an association's non-liquid. assets.
5M1nn. Stat. Ann. §51A.37.3 (Supp. 1976).

Associations may be permitted to make real estate
‘loans with other than direct reduction or balloon payment
terms, however, since the Act provides that "[r]eal estate
loans eligible for investment by an association under sections

51A.01 to . 51A.57 may be written ... upon any ... plan
approved by the commissioner [of banks}." Id., §51A.38.1
(1970). In addition, the Act gives the commissioner of

banks "the xlght to pass further regulatlons deemed necessary
to enable savings associations to properly ‘carry on the
activities authorized ..." 1n the Act. Id., §51A.42.3(b)
(1970) (emphasis added) . The Act does not, by its express
terms, give the commission that same authority with respect.
to savings and loan associations.

D. Balloon Payment'Mortgages

Associations may make loans secured by real estate
without requiring amortization of principal but requiring
payment of interest not less frecquently than semiannually.
The term of such a loan may not exceed 5 years. = 5 Minn.
Stat. Ann. §51A.02.24 (1970). Unamortired loans may not
be made for amounts in excess of the valuec of the security
and are otherwise subject to the same linitations as direct
reduction loans. ~ Id., §§51A.37.1, 51A.37.9 (1970).

% x FHLBB.Annotated Manual of Statutes & ecgulations, 1719,
’ n.6 at 118 (Rev. Ed. 1976). :
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E. Home Improvement Loans

Associations may make loans, secured or unsecured
Lo home and/or property owners for the repairs, alteration,
modernization, improvement and equipment of their homes or
property. 5 Minn. Stat. Ann. §51A.37.5 (1970). The
Savings Association Act contains no provisions setting
forth the maximum amount and term permitted for such loans"
,dor prescribing the method of payment that must be used in
connection therewith.

- F. Future Advances

l{'The Minnesota Savings Assoc1atlon Act prov1dec
that "any mortgage that can be made by an assocxatlon may

' be made to ... secure future advances to be made at the
option of the parties" up to a total amount stated in the

mortgage. 5 Minn. Stat. Ann. '§51A.38.6 (Supp. 1976).

: 2. The Uniform Mortgage Instrument for use in.
Minnesota contains a non-uniform covenant prov1d1ng for
future advances as follows: ,

Upon request of Borrower, Lender, at
Lender's option prior to discharge of
this Mortgage, may make Future Advances
to Borrower. Such Future Advances,
with interest thereon, shall be secured
by this Mortgage when evidenced by
-promissory notes stating that said notes
are secured hereby. At no time shall
the principal amount of the indebtedness
secured by this Mortgage, not including
sums advanced in accordance herewith to
protect the security of this Mortgage,
exceed the original amount of the Note
plus U.S. $ |
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MISSISSIPPI

A review of the Mississippi Savings and Loan Law of 1962,
as amended, 18 Miss, Code of 1972 Ann. §§81-11-1 to 81-11-95
(1973) , was undertaken to determine the availability of
financial mechanisms which could be used by savings and loan
associations, building and loan associations and savings
associations (hereinafter "associations") in Mississippi to
provide financing to homeowners wishing to take energy conserva-
tion measures at a cost lower or with more payment flexibility
than would be afforded by a conventional home or consumer loan.
Various categories of such financial mechanisms and their
availability under Mississippi law are discussed below.

A, Variable Rate Mortgages

The Mississippi Savings and Loan Law of 1962 (hereinafter
"the Law") neither expressly authorizes nor prohibits the use
of variable rate mortgage instruments. Assuming that the
absence of specific provisions on point would not preclude an
association's use of variable rate mortgage instruments,
nothing in the Law would substantially restrict an association's
ability to use such instruments in connection with loans written
on a conventional installment (direct reduction) basis, since
the Law contains no provisions that would preclude an association
either from increasing the amount of the required monthly pay-
ments or from extending the term of such a loan in order to
implement interest rate increases pursuant to a variable rate
provision.

The law does provide, however, that "no loan shall be made
in violation of the usury statutes of this state ...." 18 Miss,
Code 1972 Ann. §81-11-31(7) (Supp. 1976). Accoxdingly, an
association using a variable rate mortgage instrument could at
no time charge an interest rate on a loan which, when aggregated 1/
with the other costs constituting the total loan "finance charge"—

_1l/ The Mississippi Code defines "finance charge" for the
purposes of §75-17-1(2) as meaning:

... the amount paid or payable by a debtor

for rcceiving a loan ... including, but not
limited to interest, brokerage fees
points, service charges ... or any other

cost or expense to the debtor for services
rendered or to be rendered to the debtor in
making or arranging ... a loan of money ...
and for other actual services rendered by
the Lender; provided, however ... with
respect to a debt secured by an interest in
land, bona fide closing costs and appraisal

fees ... shall not be included in the finance
charge. 17 Miss, Code 1972 Ann. §75-17-1(9)
(Supp. 1976).
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would result in a yield in excess of 10% per annum. 17 Miss.
Code 1972 Ann. §75-17-1(2) (Supp. 1976).

B. Second Mortgages

An association may make loans on home property secured by
other than first liens if the association owns all "paramount"
liens. 18 Miss. Code 1972 Ann. §81-11-31(1) (Supp. 1976).

The Code places no specific dollar or loan-to-value limitations
on the amount that may be loaned on the security of a second
mortgage but provides generally that such loans are to be made
in accordance with general rules adopted by the Mississippi
Savings and Loan Assocation Board (hereinafter "the Board").
Id., §81-11-31(11) (Supp. 1976). '

C. Flexible Payment/Balloon Payment Mortgages

The Law contains no provisions prescribing the payment
terms that associations may use in connection with real estate
loans. It instead provides generally that an association's
authority to make loans secured by home property or by improved
real estate "... shall be subject to general rules adopted by
the [Bloard." 18 Miss. Code 1972 Ann. §§81-11-31(1), (3), (11)
(Supp. 1976).

Such rules may permit associations to make real estate loans
having flexible payment and/or balloon payment terms to the same
extent as federally chartered associations are permitted to make
them since the Law provides that:

.+. any association organized and operating

in compliance with this chapter shall have

and possess all the rights, powers, privileges,
benefits and immunities of a federal savings
and loan association, under such conditions
and circumstances as determined by the [Bloard,
by general rule. I1d., §81-11-47 (Supp. 1976).

In addition, notwithstanding any other provisions of the
Law, an association is authorized to make any loan, including
a real estate loan, having flexible payment terms if such loan
is insured or guaranteed by a private mortgage guaranty
insurance company licensed to do business in Mississippi. 18
Miss. Code 1972 Ann. §81-11-31(7) (Supp. 1976).
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'E. Future‘Advances

D, Home Improvement Loans

Pursuant to §81-11-31(7) of the Law,— 2/ associations may
make loans,. secured or unsecured to homepwners for the repair,

" alteration, or improvement of thelr propertles if such loans

are insured or guaranteed by the Federal Housmng Admlnlstratlon,f.
the Veteran's Administration or by a private mortgage guaranty '
insurance company authorized to do business in Mississippi.

18 Miss. Code 1972 Ahn. §81-11-31(7) (Supp. 1976). Improvement

loans not so 1nsured or guaranteed are not authorlzed by the

" Law., -

Although the Mississippi Code contalns no provxsmons concern-

'~ ing the making of mortgages to secure future advances,  the

Uniform Mortgage Instrument for Mississippi contains a non-
uniform covenant providing for Future Advances as follows.

Upon request of Borrower, Lender, at:
Lender's option prior to release of this
Deed of Trust, may make Future Advances
to Borrower. Such Future Advances, with
interest thereon, shall be secured by
this Deed of Trust when evidenced by
promissory notes stating that sald notes
are secured hereby.

_2/ Section 81-11-31(7) of, the Law provides in part, that:

Noththstandlng any other prov1s1ons of this
chapter, associations may make any loan which
is insured or gqguaranteed by the Federal
.Housing Administration,,a private mortgage

¢ guaranty insurance company licensed to do

- business in the state, or by the Veteran's
Administration. 18 Miss. Code 1972 Ann.
§81-11-31(7) (Supp. 1976).

. 158



MISSOURI

A" review of the Missouri Savings and Loan Law, as
amended, 18A 'Ann. Mo. Stat. §§369.010-369.369 (Supp. 1976),
was undertaken to determine the availability of financial
mechanisms which could bé used by savings associations and
savings and loan associations ("associations") in Missouri'.
to provide financing to homeowners wishing to take energy ’
conservation measures at a cost lower or with more payment
flexibility than would be afforded by a conventional home.
‘or consumer loan. Various categories of such financial
- mechanisms and their availability under Missouri law are
discussed below. ' : ‘ '

. A. . Variable Rate Mortgages

. i .

The Missouri Savings and Loan Law (hereindfter "the Law")
neither expressly authorizes nor prohibits the use of variable
rate mortgage instruments in conjunction with loans ‘secured by
real estate. Assuming that the absence of specific
provisions on point does not preclude the use of such
ins truments, nothing in the Law would restrict an association's
ability either to increase the améunt of a real estate loan's
periodic installments or to extend such a loan's maturity date
in order to implement interest rate increases pursuant to a

variable rate clause.l/ An association using a variable rate
' mortgage in Missouri could at no time charge a rate of interest
in excess of 10% per annum, however, since that is the '
maximum contract rate permitted by Missouri's interest and
usury statutes. 21 Ann. Mo. Stat. §408.030(Supp. 1976).

1/ It should be noted that the Law places few restrictions or

. conditions of any kind on the making of reallestgtg‘loans
by associations, having delegated that responsibll;py_to the
director of the division of savings and loan supervision
("director"). 18A Ann. Mo. Stat. §§369.229(2), 369.249
(Supp. 1976). Accordingly, the regulations promulgated by
the director should be consulted in order to more cqnc}u—
sively determine the extent to which Missouri associations
may use variable rate mortgage. instruments. The most recent
version of the regulations promulgated pursuant to §369:229
(entitled "Loans") available for our review was issued 1in
1972. As of 1972, the §369.229 regulations,.l;ke the Law,
neither expressly authorized nor prohibited Fh; use of ‘
variable rate mortgage instruments. In addition, the
regulations contained no provisions that woulq precludg )

. or substantially restrict an association's ability to im-

plement interest rate increases if a variable rate mortgage

instrument was to be used by the association in conjunction
with a monthly installment, amortized loan. :

A
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B. Second Mortgages

An association may make a loan secured by a.lien on real
estate which is not a first lien, provided that the association
owns and holds the first lien upon such real estate and that
there are no intervening liens.  18A Ann. Mo. Stat. §69.229 (3}
(Supp. 1976). The Law places no limitation on the amount '
that may be loaned on the security of other than a first lien,
but does provide that: ' ‘ C -

the director of the division of savings and
loan supervision ["director") may from time
to time establish such rules and regulations
in respect to loans as may be reasonably '
necessary to assure that such loans are in
keeping with sound lending practices...

Id. §369.249 (Supp. 1976)._2_}3 '

Ca Flexible Payment/Balloon Payment Mortgagés

- The Law does not prescribe the specific payment plans
that may be used by associations in conjunction with loans
secured by real estate. It provides generally that
associations are permitted to:

Make loans of any type or kind, approved
by the director of the division of
savings and loan supervision, secured

by mortgage or deed of trust constituting
a first lien on real estate...and having
an unexpired term of at least five years
as may be fixed by the director...l1l8A

Ann. Mo. Stat. §369.229(2) (Supp. 1976).3/

2/ As of 1971, the regulations promulgated pursuant to

§369.249 placed no limitations on the amount that may
be loaned on the security of other than a first lien
on real estate.

-~

As of 1972 the regulations promulgated pursuant to
§369.229 contained no provisions authorizing the making

of loans with flexible payment terms but did authorize
the making of unamortized (balloon payment) "term loans"
secured by first liens on single family dwellings,
dwelling units and/or homes. The regulations placed no
limitations on the amount of such loans buf did specify
that they could not be made for terms in excess of § years.

[
R
o
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_ The regulations promulgated by the director in order to
implement §369.299 of the Law may authorize state-chartered
associations to make real estate loans having flexible
payment and/or balloon payment terms to the same extent as
such loans may be made by federally-chartered associations
since the Law states that the director: '

...may by regulation provide that an
association shall have all powers, rights
and privileges which it would have from
time to time if organized and operating
in Missouri as a federal assocation under
the laws of the United States. Id.,
§369.299 (Supp. 1976) .4/ T

D. Home Improvement Loans

Associations are authorized to make loans for the repair,
improvement, rehabilitation or equipping of real estate. Such
loans are to be made "...subject. to such conditions, provisions
and limitations as to amount, period of repayment and
aggregate total amount in relationship to the association's
total assets as are fixed by regulation of the director...".
18A Ann. Mo. Stat. §369.229(2) (2) (Supp. 1976) .5/

E. Future Advances

1. The Law provides that an association may ", ..[mJake any
further advances...for any purpose to the extent authorized
by the deed of trust evidencing the first lien on the
property." 18A Ann. Mo. Stat. §369.229(3) (Supp. 1976)..

4/ No'regulations promulgated pursuant to §369.299 were
available for our review. '

%5/ As of 1971, the "miscellaneous loans" regulations promulgated
pursuant to §369.229 set forth no percentage of assets
“limitations for such loans but did specify that such’ loans
need be evidenced by a promissory note, must be payable in
monthly installments and could not be made for terms in
excess of 7 years. '
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‘non-uniform covenant prov1d1ng for Future Advance.:

follows:

Upon request of Borrower, Lender, at. :
Lender's option prlor to release of. ‘thir,
Deed of Trust, may make Future Advances
to Borrower. Such Future Advances, with

interest thereon, shall be secured by this

Deed of Trugt when evidenced by promissory
notes stating that said notes are secured

‘hereby. At no time shall the principal

~amount ,of the indebtedness secured by .this

Deed of Trust, not lncludlng sums

.advanced in accordance herewith to |

protect the'’security of this Deed Oof
Trust, exceed the orlglnal amount of - the

' Note plus US$
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MONTANA

- A review of Montana building and loan association law, .
Vol. 1 Pt. 2 Rev. Code Mont. 1942, §§7-101 to 7-159 _(1968) was
undertaken to determine mechanisms which could be used by building
‘and loan and savings and loan ascociations ('associations') in:
Montana to provide financing to homeowners wishing to take energy
conservation measures at a cost lower or with more payment flexib-
ility than would be afforded by a ‘conventional home or consumer
loan. Various categories of such ‘financial mechanisms and their
availability under Montana law are discussed below. :

i

A. Variable Rate Mortgages

The Montana laws regulating the operation of building and
loan associations neither specifically authorize nor prohibit the
use of variable rate mortgage instruments by such associations. They
do provide, however, that an association may not charge interest
on a loan secured by real estate "in excess of the maximum legal
rate of interest.'" "Vol. 1, Pt. 2, Rev. Code of Mont. 1942 §§7-113(7)
(Supp. 1975). Accordingly, an association could charge interest
pursuant to a variable rate clause at a rate of not more than- 10%
per annum or nor more than four (4) percentage points in excess of
the discount rate on ninety-day commercial paper in effect at the
federal reserve bank in the ninth federal reserve district ''[Vol. 3,
Pt. 1 Rev. Code Mont. 1942, §47-125 (Supp. 1975)], whichever is.
greater, on a loan in an amount less than or equal to $150,000,
made for the purchase of real estate -

It should be parenthetically noted that on loans, other than
loans for the purchase of real estate, to be repaid in one or more
deferred installments, an association may not charge interest at
a rate in excess of the following schedule: ~

$11 per $100 per year on that portion of the balance
not exceeding $300; '

$9 per $100 per year on that porfion,exceeding $300 but -
less than -$1,000; and '

éf per $100 per year on that portion exceeding $1,000.
Vol. 1,”Pt. 2 Rev. Code of Mont. 1942, §5-527 (Supp. 1973}
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The ability of an association to use variable rate mortgage
instruments may be further restricted by the Montana building and
loan association law provision requiring that (a) when the note or
other evidence of the debt requires payment of a loan in periodic
installments, such note or other evidence of the debt must '"specific-
ally state the actual interest rate charged the borrower upon the
unpaid balance of the principal amount at each periodic payment;"
and (b) when payment of a loan in periodic installments is not
required, ''the note or other evidence of the debt shall specifically
state the actual rate of interest charged the borrower." Vol. 1,
Pt. 2 Rev. Code Mont. 1942, §7-113(13) (Supp. 1975).

B. Second Mortgages

Loans secured by second mortgages on real estate are not
authorized by Montana's building and loan association law. That
law provides that associations may make loans to their members
either on the security of the shares of the association or 'on their
notes secured by first mortgages on improved real estate..."
Vol 1, Pt. 2 Rev. Code Mont. 1941, §7-113(13) (Supp. 1975).

The rules promulgated by the Montana Department of Business

Regulation may permit associations insured by the FSLIC to make loan=

secured by second mortgages on real estate to the same extent that
such loans may be made by federal associations, however, since
Montana's building and loan association law provides that such
insured, state-chartered associations

"...may, in addition to any loan or investment now
permitted, make any real estate loan upon terms and
conditions set by the .department but not to exceed the
authority to make real estate loans granted to savings
and loan associations chartered by the United States,
énd domiciled in Montana, the provisions of any laws
of this state to the contrary notwithstanding. The
additional real estate loans hereby authorized may be
made on the same terms and conditions and subject to the
same limitations as shall from time to time be permitted
by acts of Congress ... or of the [FHLBB] to federally
chartered savings and loan associations domiciled in this
state.'" Id, §7-113.1.

C. Flexibile Payment/Balloon Payment Mortgages.

Montana's building and loan association law does not specify
the payment plans that may be used by associations in connection
with loans by first mortgages on real estate. The, K law states
simply that such loans may be made '"...upon the terms and conditions
which may be provided in [the association's] constitution and by-
laws." Vol. 1, Pt. 2 Rev. Code Mont. 1942, §7-113(13)(Supp. 1975).
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The "terms and conditions' established by the Montana
Department of Business Regulation for loans permitted in addition
to those authorized-in the Code may specifically authorize state-

- chartered associations insured by the FSLIC to make loans secured
by real estate with either flexible payment or balloon payment
terms to the -same extent as they may be made by federally chartered
savings and loan associations. The statutory provision providing
for such additional permitted loans states that: ‘ N

"The additional real estate loans hereby authorized
may be made on the same terms and conditions... as
shall from time to time be permitted by acts of

" Congress...or of the [FHLBB] to federally chartered
savings and loan associations domiciled in this state."
l_di) §7“'113¢1. '

.D. . Home Improvement Loans.

The Montana building and loan association law contains no
special provisions authorizing associations to make loans to home-
owners. for the repair, alteration or improvement of their properties.
No unsecured loans are authorized under such law whatsoever.,

E. Future Advances.

1. Montana law provides that real property may be mortgaged
", ..to secure advances then in contemplation but to be made in
the future. The total amount of all future advances contemplated
and to be subject to mortgage protection must be stated in the
mortgage..." Vol. 3, Pt. 1 Rev. Code Mont. 1942, §52-201(1968).

-2, The Union Mortgage Instrument for Montana contains a
non-uniform covenant providing for future advances as follows:

Upon request of Borrower, Lender, at Lender's option
prior to full reconveyance of the Property by
Trustee to Borrower, may make Future Advances to
Borrower. Such Future Advances, with interest
thereon, shall be secured by this Dced of Trust

when evidenced by promissory notes stating that

said notes are secured hereby. At no time shall the
principal amount of the indebtedness secured by this
Deed of Trust, not including sums advanced in ac-
cordance herewith to protect the security of this
Deed of Trust, exceed the original amount of the
Note plus US$ : L
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NEBRASKA

% ‘A review of Nebraska savings and loan aséociagion law,
Revised Statutes of Nebraska 1943, as amended, §§8-301 to 355

(1974) (hereinafter the "Statutes") was undertaken to deter-
‘mine the availability of financial mechanisms which could be
- used by savings and loan, building and lJoan, or savings associa-
tions (hereinafter "association") in Nebraska to provide finan-

cing to homeowners wishing to take energy conservation measures

at a cost lower or with more payment flexibility than would be

afforded by a conventional home or consumer loan. Various
categories of such financial mechanisms and their availability
under Nebraska law are discussed below. ' '

A. Variable Rate’Mortgages

. Although variable rate mortgages are neither expressly
authorized nor prohibited by the Statutes, nothing contained
therein would restrict their use. An association could realize
interest rate increases pursuant to a variable rate clause by
increasing the amount of the periodic payment and/or an exten-
sion of payments within the loan term since the Statutes
require only that "[playments on real estate loans shall be
applied first to the payment of interest on the unpaid balance
of the loan and the remainder on the reduction of principal."
Neb. Stat. §8-315(1974). The Statutes do not regquire that the

- Payments be made in "equal" regular installments.

~ An interest ceiling of 11% per annum, on loans generally, :
facilitates the use of variable rate mortgages. 1Id., §45-101.03
(Supp. 1975).

B. Second Mortgages

The Statutes would permit an association to make a loan
secured by a second mortgage on real estate provided that all
prior liens are held by such association. Neb. Stat. §8-319(1)
(1974). : -

) Regarding real estate loans generally, the maximum amount
which an association may lend upon improved real estate is 95%
of the "reasonable normal cash value thereof". 1Id.

C. Flexible Payment/Balloon Payment Mortgages

. Mortgage loans authorized by the Statutes require repay-
ment on a direct reduction basis. However, a state-chartered
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association may make any loan that a federal association doing
business in Nebraska is authorized - to make. Neb. Stat. §8-319
(7) (1974).. Among loans authorized for federally-chartered.
associations are flexible payment and unamortized mortgages.

D. Home Improvement Loans.

An association may make unsecured loans to its members- for
property alterations, repairs or 1mprovements. -Any such loan
may not exceed $5,000, and must be repaid in regular monthly
installments within 7 years. Neb. Stat. 58 319(4)(b)(1974)

E. Future Advances

1. Any interest in real property capable of belng
transferred may be mortgaged to ssecure future advances to be
made at the option of the parties up to a total amount. stated
in the mortgage. Neb. Stat. §76- 238 01(1974).

,-2. ' The Uniform Mortgage Instrument for Nebraska contalns.
. a non-uniform covenant which provides for future advances as
follows'

Upon request of Borrower, Lender, at
Lender's option prior to release of
this Mortgage, may make Future Advances
to Borrower. Such Future Advances,
with interest thereon, shall be secured
by this Mortgage when evidenced by
promissory notes stating that said
notes are secured hereby. At no time
shall the principal amount of the
indebtedness secured by this Mortgage,
not including sums advanced in accor-
dance herewith to protect the security
of this Mortgage, exceed the original -
amount of the Note plus U.S. $ .
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NEVADA

A review of Nevada Savings and Loan Association Law, 25
Nev. Rev. Stat. §§673.001-673.850 (1976), was undertaken to
determine the availability of financial mechanisms which could
be used by savings and loan or building and loan associations
in Nevada to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more pay-
ment flexibility than would be afforded by a conventional home
or consumer loan. Various categories of such financial mechanisms
and their availability under Nevada law are discussed below.

A, Variable Rate Mortgages.

Although the use of variable rate mortgage instruments is
not specifically authorized in the Nevada savings and loan associa-
tion statutes, little in those statutes or in the Nevada interest
and usury statutes would preclude or restrict their use by
savings and loan or building and loan associations (hereinafter
"associntions") in connection with loans secured by real estate.

The Nevada interest and usury statutes provide that parties
may agree for the payment of interest at a rate not in excess of
12% per annum, or if the lowest daily prime rate at the three
largest United States banking institutions is 9% or more, the
maximum legal interest rate that may be agreed to be charged is a
rate equal to such lowest daily prime rate plus 3.5%. 4 Nev.
Rev. Stat. §99.050 (1976). The ceiling placed on interest rates
in Nevada is thus not such as would significantly restrict the
use of variable rate mortgage instruments.

Associations could apparently realize increases in interest
pursuant to a variable rate clause by increasing the amount of
the required monthly installment for a real estate loan written
on the direct reduction plan provided that "the loan contract
[does] not provide for any subsequent monthly installment of an
amount larger than any other previous monthly installment in
excess of 50 percent." 25 Nev. Rev. Stat. §673.324 (1976).
Associations could also collect the proceeds from interest rate
increases by extending the term of the loan. Indeed, the Nevada
savings and loan association statutes, while not specifically
authorizing the use of variable mortgage instruments, do appear
to anticipate (and to facilitate) their use. Such statutes
specifically exempt real estate loans "which have been extended
in time solely as a result of variances in intérest rate
during the loan term" from the otherwise applicable 30 year
maximum term limitation. 1Id.
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B. Second Mortgages.

The Nevada savings and loan association statutes provide
that an association may invest any portion of its funds in loans
secured by first lien deeds of trust or mortgages upon real
property. If an association holds the first mortgage or deed
of trust on real property, and if there are no intervening liens,
an association may also make a subsequent loan secured by the
same property since the savings and loan law provides that
"additional loans or advances on the same property, without
intervening liens, shall be deemed to be first liens for the
- purpose of this chapter. ..." 25 Nev. Rev. Stat. §673.276(2)
(1976) . v

The savings and loan law does not place a specific ceiling
on the amount of such additional residential loans or advances but
does provide generally that an association may not make loans on
the security of home or combination home and business property in
excess of 80% of the value of such security property. 25 Nev.
Rev. Stat. §673.327(2) (1976). 1In addition, an association may
make loans secured by a "first lien" on a one-family, owner-
occupied home in amounts in excess of 80% but not in excess of
90% of the value of the security, subject to various conditions
and provided that the total amount of the loan does not exceed
$37,500. Id., §673.328(5) (1976). ‘

C. Flexible Payment Mortgages.

Nevada savings and loan law authorizes associations to use
only direct reduction.or noninstallment (balloon) payment plans
in connection with real estate loans. An association insured by
the FSLIC or an association which is a member of a federal home
loan bank (as an insured association) presumably may also make
real estate loans with flexible payment terms to the same extent
as such loans may be made by federally chartered associations
since §673.225 of the Nevada savings and loan law provides that,
"notwithstanding any other provisions of this chapter," state-
chartered associations so qualified "shall possess the same rights,
powers, privileges, immunities and exceptions which are possessed
by any federally chartered association."

D. Balloon Payment Mortgages.

Loans secured by first liens on real estate may be made
without requiring full amortization of principal but with pay-
ments of interest required at least scmiannually. Such loans may
be made for an amount not in excess of 60% of the value of the
security and for a term not in excess of 5 years, or, if authorized
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by the association's directors, such loans may be made for an
amount in excess of 60% but not in ekcess of 70% of the value of
the security property and for a term not in excess of 3 years.

‘25 Nev. Rev. Stat. §§673.3251, 673.328(4) (1976).

E. Home Improvemeht‘Loans.

Assoc1atlons are authorized to make loans for property
alteratlon, repalr or improvement without securlty if the loan
is accepted for insurance under the provisions of the National
Hou51ng Act, as amended, or for insurance or guarantee under the

provisions of the Serviceman's Readjustment Act of 1944, as
amended, and if:

(a) The net proceeds of any such loan
do not exceed $10,000.

(b) The property is located in the
associations's regular lendlng
area.

(c) Each such loan is evidenced by
onec or more negotiable notes...
or other wrltten evidences of
debt.

(d) The resultlng aggregate amount of
all such loans does not exceed
an amount equal to 15% of the
association's assets.

25 Nev. Rev. Stat. §673.329 (1976)

An association may also make' loans for property repair,
alteration or improvement upon the security of at least a second

‘deed of trust upon the property to be‘altered, repaired or

improved. Such loans may not be made in amounts in excess of
$10,000. -Id.

F. Future Advances.

Although the Nevada savings and loan association statutes
make no reference to future advances, a covenant providing that
a mortgage shall be security for "... any and all additional or
future advances on loans which may be made by the mortgagee to
the mortgagor" is among the covenants which the parties to any

mortgage of real property may agree to adopt by.reference pursuant

to the Nevada statutes concerning "real mortgages." 5 Nev. Rev.
Stat. §106.025(5) (1976).
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In addltlon- the Uniform Mortgage Instrument for Nevada
contains a ‘non- unlform convenant provxdlng for future advances
as follows.

"Upon rcquest of Borrower, Lendcr, ‘at
Lender's option. prior to full reconveyance
of the Property by Trustee to Borrower,
may make Future Advances -to Borrower.

Such . Future Advances,. with interest. there-
on, shall be secured by - this. Deed of Trust
when’ ev1denced by promissory notes statlng
that sald notes are secured hereby.'
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NEW HAMPSHIRE

A review of New Hampshire building and loan association law,
4 N.H. Rev. Stat. Ann. §§393:1 - 393:61 (1968) was undertaken
to determine the availability of financial mechanisms which could
be used by building and loan associations, savings and loan
associations and cooperative banks (hereinafter "associations")
in New Hampshire to provide financing to homeowners. wishing to
take energy conservation measures at a cost lower or with more .
payment flexibility than would be afforded by a conventional home
Oor consumer loan. Various categories of such financial mechanisms

-and their availability under New Hampshire law are discussed

below.

A. Variable Rate Mortgages:’

Although the use of variable rate mortgage instruments is
not expressly authorized by the New Hampshire statutes concern-
ing the operation of building and loan associations, savings
and loan associations and cooperative banks (hereinafter
"associations"), nothing in such statutes prohibits or substan-
tially restricts their use by such associations. Assuming that
an absence of specific provisions on point does not preclude
the use of variable rate mortgage instruments, an association
wishing to use a variable rate mortgage instrument in conjunction
with a loan written on a direct reduction plan would be permitted
under New Hampshire building and loan association statutes to
increase the amount of the required monthly installments in order
to implement an interest rate increase. An association could
also extend the term of such a loan in order to collect increased
interest pursuant to a variable rate provision, provided that the
resulting loan term did not exceed 30 years, the maximum term
permitted for such loans by the New Hampshire building and loan
association statutes. 4 N.H. Rev. Stat. Ann., §393:15 (1968).

Similarly, an association's use of variable rate mortgage
instruments in conjunction with loans secured by first mortgages
on real property would not be restricted by the New Hampshire
interest and usury statutes since such statutes place no limits
on the contract interest rate that may be charged on real estate
loans so secured. 3 N.H. Rev. Stat. Ann., §336.1 (1966).

B. Second Mortgages

Associations holding a first mortgage on real estate "...
may take a subsequent mortgage or mortgages on the same property
provided that there are no intervening liens." 4 N.H. Rev. Stat.
Ann. §393:15 (1968).
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The New Hampshire building and loan association statutes
do not place a specific limitation on the amount that an
association may loan on the security of a second mortgage, per
se, but do provxde generally that:

.+. NO more than thirty thousand dollars

or more than one percent of the assets of
the association, whichever is greater, [may
be] loaned on any one property .... Id.,
§393:18 (Supp. 1975).

C. Flexible Payment/Balloon Payment Mortgages

The New Hampshire building and loan association statutes
provide that loans made by an association on the security of
real estate "... shall be share sinking fund or direct reduc-
tion loans." 4 N.H. Rev. Stat. Ann. §393.15 (1968). The
statutes contain no provisions that would permit an association
to make real estate loans having either flexible payment or
balloon payment terms.

D. ‘Home Improvement Loans

Associations may make loans for the repair, alteration,
improvement or rehabilitation of improved real estate, without
the security of a lien upon such real estate, provided that:

(a) The loan association or cooperative
bank is the holder of the first mortgage on
the property to be improved; (b) the net
proceeds of any such loan do not exceed ten
thousand dollars; (c) each such leoan is
evidenced by one or more negotiable notes;
[and] (d) each loan is repayable on demand
or in regular monthly installments within a
period of ten years. 4 N.H. Rev, Stat. Ann.
§393:15-a(II) (Supp. 1975).

E. Other Loans

An association may make a loan for any purpose, secured ox
unsecured, to any one person in an amount nct in excess of
$5,000. Such loans are to be repayable upon demand or in
regular monthly installments within a period of 5 years. 1If.
the association takes a note payable on demand for such a loan,
the association must demand payment within one year of the date
of the note but may accept a new note in paynent of the demand
note. 4 N,H. Rev. Stat. Ann. §393.15-2(III) (Supp. 1975).
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F. Future Advances

- Although the New Hampshire statutes contain no provisions
concerning the making of mortgages to secure future advances,
. the Uniform Mortgage Instrument for New Hampshire contains a
-non-uniform covenant providing for future advances as follows:

Upon request of Borrower, Lender, at Lénder's
option prior to discharge of this Mortgage,
may make Future Advances to Borrower. Such .-
Future Advances, with interest thereon, shall

1 be secured by this Mortgage when evidenced by
promissory notes stating that said rotes are
secured hereby. At no time shall the principal
amount of the indebtedness secured by this
Mortgage, not including sums advanced in
accordance herewith to protect the security of
this Mortgage, exceed the original amount of

the Note plus U.S. § .




'NEW JERSEY

A review of the New ‘Jersey Savings and Loan Act of 1963

as amended New Jersey Statutes Annotated §§17:12B-1 to
17:12B-243 (1970) (hereinafter the "Statutes") was undertaken
to determine . the avallablllty of financial mechanisms which
‘could be used by savings and loan, building and loan associa-
tions (hereinafter "association") in New Jersey to provide
'-flnan01ng to homeowners w1sh1ng to take energy conservation

- measures at a cost lower or with more payment flexlblllty than .
would be afforded by a conventional home or consumer ‘loan.
Various categories of such financial mechanisms and their

o avallabllity under New Jersey law are dlscussed below. -

A. Varlable Rate Mortgages

- "Although variable rate mortgages are’ nelther expressly

" authorized nor prohlblted by the provisions of the  Statutes
specifically covering the powers of associations to make real - o
estate loans, a chapter of the Statutes covering mortgages on S
real property (whether written by assoniations or other lenders)
implicitly recognizes the validity of varlable rate mortgages

by providing: : ‘

If any mortgage loan or written contract’
or commitment for such loan provides for
‘an_increase. in the rate of interest during
the term of such loan, or after the execu-
tion of a written contract or commitment
for such a loan, the increased rate shall
not exceed 6% per  annum in the case of a

. loan or written contract or commitment

- made before the effective date of this

~act or such rate of interest as may be
authorized by law at the time such loan or
written contract or commitment for such

- loan is made in the case of a loan or writ-
ten contract or commitment for such loan

~made on or after the effective date of this
‘act.. (Emphasis added) N.J. §46:10B-8
(Supp 1976) . :

The Attorney General of New Jersey has apparently recognlzed
thls implicit. grant of authorlty to associations by recently is-
suing a formal opinion which stated that state chartered asso-
ciations may issue variable rate mortgages provided the maximum
term does not exceed a period of 40 years and the maximum
amount of interest does not excéed the applicable usury ceiling
in effect at the time such loan was made. Atty. Gen. F.O. 1976,
No. 13. ‘ ' _
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However, as the quoted portion above indicates, §46:10B-8
(Supp. 1976) substantially restricts the use of variable rate . W
mortgages by limiting any increase in the rate of interest
charged on a mortgage loan to that rate of interest authorized
by law at the time such loan was made. Given the presently
low interest rate of not less than 6% nor more than 9.5%,
per annum, as established by the Commissioner of Banking,
there is little incentive for the lender to use the variable
rate.. Id., §31:1-1 (Supp. 1976). '

J
J
The variable rate could be implemented, nevertheless,
in the absence of any lending restrictions to the contrary,

by either an increase in the amount of the periodic payment

or an cxtension of payments within the loan.term.

B. Second Mortgages

Each loan on real estate must be secured by a mortgage .
thereon which is a first lien. N.J. §17:12B-146 (1970).

The Statutes define a first lien as:

A mortgage upon real property shall be
deemed a first lien notwithstanding the
existence of a prior mortgage or mort-
gages held by the association, or liens
of taxes or assessments which are not
delinquent, building restrictions or
other restrictive covenants or.condi-
tions, leases or tenancies whereby rents
or profits are reserved to the owner,
joint driveways, sewer rights, rights in
walls, rights~of-way or other easements
or encroachments which in the opinion of
an officer of the association, designated
for that purpose by the board, do not
materially affect the security for the
mortgage loan. (Emphasis added.) Id.,
§17:12B-~11 (1970).

The Statutes provide no specifics as to dollar or asset
limitations on second mortgages. On direct reduction real
estate loans generally, the amount of any loan may not exceed
80% of the appraised value of such real estate. Id., §17:12B-
147 (Supp. 1976). With respect to "special reduction loans",
the amount of any such loan may not exceed the following

.percentages of the value of such real estate: where the value

is up to $40,000, 90% and where the value is over $40,000,
80%, Id. §17:12B-150 (Supp. 1976). :
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Additionally, the Commissioner of Banking may authorize
first mortgage loans (such term would appear to comprehend
any mortgage which is deemed a first lien) to be made, by
associations whose accounts are insured by the Federal Sav--
ings and Loan Insurance Corporation, for a greater percentage
of value or for a longer term of  years than is otherwise
limited by the Statutes. However, the Commissioner may not
adopt a regulation which would permit an association to make
any kind of loan or investment which federal associations are
not authorized to make: Id., §17:12B-152 (1970).

C. Flexible Payment Mortgages

The Statutes authorize any association to collect only
interest as required periodic payments during the first 5
years of a mortgage loan. N.J. §17:9A-65.1 (Supp. 1976). 1In
addition, §17:12B-147 (Supp. 1976) appears to permit associa-
tions to vary the amount of each periodical payment by permit-
ting: _

Any association...[to]...reduce the
amount of periodical payments provided
that the amount of the periodical pay-
ments thereafter required shall be
sufficient to pay the balance of the
loan and interest thereon within a
period of 40 years or less from the
time of making such agreement.

In addition, §17:12B-152 (1970) empowers the Commissioner
of Banking to promulgate regulations which would authorize an
association whose accounts are insured by the Federal Savings
and Loan Insurance Corporation "to make any other loan or
investment for a purpose not specifically authorized by [the
Statutes]", but further stipulates that the Commissioner may
not adopt a regulation which would permit an association to
make any kind of loan or investment which Federal associations
are not specifically authorized to make. §17:12B-153 (1970)
of the Statutes instructs the Commissioner,when issuing such
regulations, "to the extent feasible and after giving considera-
‘tion to the financial and economic circumstances and the public
welfare, endeavor to promulgate such rules and regulations in
substantial conformity with similar rules and regulations of
the Federal Home Loan Bank Board as applied to Federal associa-
tions".

D. Balloon Payment Mortgages.

Each straight mortgage loan, the principal of which is re-
payable within 3 years, with no interim amortization‘required,;may
not exceed 50% of the appraised value of the property. An .
association may renew any straight mortgage held by it for not %o
exceed 3 years and 50% of appraised value. The total amount in-
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vested in straight mortgages may not exceed 10%fof an associa-
- tion's assets. N.J. §17:1287l49 (1970) .. ‘

E. Home Improvement Loans.

Unsecured loans for purposes of home improvement ‘may be
made in an amount not to exceed $15,000 per borrower and the .
maturlty may not exceed 15 years and 32 days. Payments must be
made in substantially equal installments. The aggregate of
. such loans may not exceed 10 percent of an assocxation s assets.'
,N J. §17:12B-159 (Supp. 1976). : |

The Commissioner of Banking may provide a rate of interest
. as high as 15% per annum on any such loan. I1d., §17: 123-160
- (Ssupp. 1976). - .

F. Future Advances.

1. The Statutes provxde that an association may make ‘ .
future advances for any purpose expressly or implicitly reserved
or provided for in any mortgage. Any future advance must be -
evidenced by an obligation secured by a mortgage on real estate.

on which the association already holds a mortgage lien. N J.
517 lZB-lSG(a) (1970).

2, The Unlform Mortgage Instrument for New Jersey contains
a non-uniform covenant which provxdes for future advances as
follows: .

Upon request of Borrower, Lender, at
Lender's option prior to release of this
Mortgage, may make Future Advances to

- Borrower. Such Future Advances, with
interest thereon, shall be secured by -
this mortgage when evidenced by
promissory notes stating that said
notes are secured hereby. At no time

. shall Future Advances secured by this
Mortgage, not including sums: advanced
in accordance herewith to protect the
security of this Mortgage, exceed
US $3,500, nor shall such Future
Advances plus the unpaid principal
balance of the Note exceed the orlglnal
principal amount of the Note.
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NEW MEXICO

‘ - A review of the New Mexico Savings and Loan Act, as
amended, 7 N. Mex. Stat. 1953, §§48-15-45 to 48-15-151 (Supp. 1975),
was undertaken to determine the availability of financial
mechanisms which could be used by savings associations and
savings and loan associations ("association") in New Mexico
to provide financing to homeowners wishing to take energy
conservation measures at a cost lower or with more payment
flexibility than would be afforded by a conventional home
or consumer loan. Various categories of such financial
mechanisms and their availability under New Mexico law

are discussed below.

A, Variable Rate Mortgages

The New Mexico Savings and Loan Act (hereinafter "the
Act") neither expressly authorizes nor prohibits the use of
variable rate mortgage instruments in conjunction with loans

secured by real estate. Assuming that the absence of
specific provisions on point does not preclude the use of

such instruments by associations in New Mexico, nothing in

the Act would substantially restrict an association's ability
to increase the amount of a real estate loan's required
periodic installments in order to implement an interest

rate increase pursuant to a variable rate provision. An
- association could also extend the term of a loan secured by
‘real estate in order to realize an increase in the rate of
interest charged on the loan, subject to the 30 year maximum
term limitation established by the Act. 7 N. Mex. Stat.
1953, §48-15-83(C) (Supp. 1975). The rate of interest that

an association would charge on a secured loan pursuant to a
variable rate provision could at no time exceed 10% per

annum, however, since that is the maximum rate permitted by the
New Mexico interest and usury statutes for such loans. '
8 N. Mex. Stat. 1953, §50-6-16 (1962).

B. Second'Mortgages

An association may make a loan secured by a lien other
than a first lien upon real estate provided that every prior
lien of record upon the real estate is owned by or subordinated
.to the association. 7 N. Mex. Stat. 1953, §§48-15-80,
48-15~-83(F) (Supp. 1975). The Act places no specific dollar
or loan to value limitations on the amount that an association
may loan on the security of other than a first lien on real
estate,but provides generally that no loan made upon the
security of real estate upon which is located or will be
located a home, homes or a combination of home and business
. property may be made in an amount in excess of 80% of the
value of such real estate. The Act also states that a loan
made upon the security of a single-family dwelling may be made
for an amount not in excess of 90% of the value of the security
‘real estate if the association meets certain net worth and
percentage of assets requirements and if the dollar amount
of the loan is not in excess of the maximum established by the
New Mexico savings and loan supervisor. 7 N. Mex. Stat.

1953, §48-15-83(A) (Supp. 1975).
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C. Flexible Payment/Balloon Payment Mortgages

The Act does not prescribe the specific payment plans
that an association may use in connection with loans secured
by real estate and thus neither expressly authorizes nor
prohibits the making of real estate loans with flexible and/
or balloon payment terms. The regulations promulgated by
the New Mexico savings and loan supervisor pursuant to the
Act may, however, grant a state-chartered association express
authority to make such loans to the same extent as they
may be made by federally-chartered associations if the state-
chartered association is a member of a federsl home loan bank
and if its assets are insured by the Federal savings and Loan
Insurance Corporation. The Act provides that an association
so qualified shall possess

...8uch additional rights, powers,
privileges, immunities and exceptions

which the supervisor may grant...and provide
for by regulations...[p]rovided...that every
such additional right, power, privilege,
immunity and exception so granted...and
provided for by the supervisor are also
possessed by federally-chartered associa-
tions at the time such regulation is
promulgated. 7 N. Mex. Stat. 1953, §48~15-94
(Supp. 1975).

D. Home Improvement Loans

Assocliations are authorized to make unsecured loans
for the alteration, repair, improvement or equipment of
residential real property, provided that such property is
located in the association's regular lending area and that
the loans are evidenced by notes or other written evidences
of debt. The aggregate amount of all such loans made for
the same property alteration, repair or improvement and the
aggregate amount of the unpaid net proceeds of all loans
made for the equipping of any one property may not exceed
$5,000. Such loans may not have a term in excess of ten
years and 32 days and must be repayable in equal weekly,
biweekly, monthly, bimonthly or quarterly installments except
that the first and final payments may be made in amounts of
not less than 1/2 nor more than 1-1/2 times the amount of
Fhe regular loan installment.

The aggregate amount of all loans made by an association
for the equipping of residential property may not exceed an
amount equal to 5% of the association's assets. The
aggregate amount of all the property improvement loans
(including equipping loans) made by an association may not
exceed an amount equal to 20% of the association's assets.

7 N. Mex. Stat. 1953, §48-15-88(A) (Supp. 1975).
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E. Future Advances

Although the Act authorizes the making of advances to _
protect the security of an association's interest in real property
(7 N. Mex. Stat. 1953, §48-15-84 (Supp. 1975)),°it contains
no provisions concerning the making of mortgages to secure
future advances for other purposes. The Uniform Mortgage
Instrument for New Mexico, however, contains a non-uniform
-covenant providing for future advances as follows:

Upon request of Borrower, Lender at
Lender's option prior to release of this
Mortgage, may make Future Advances to
Borrower, Such Future Advances,

with interest thereon, shall be secured
by this Mortgage when evidenced by '
promissory notes stating that said

notes are secured hereby.
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lNEW YORK

A review of New York savings and loan assocxatxon law, New
York Banking Law §§375-411 (McKinney '1971) (hereinafter the
"Laws") and regulations promulgated thereunder by the Banking -
Board of New York was undertaken to determine the availability
of financial mechanisms which could be used by savings and loan
associations or any corporation organized under or subject to
the provisions of the above referenced law in New York to provide
financing to homeowners wishing to take energy conservation
measures at a tost lower or with more payment flexibility than

- would be afforded by a conventional home oxr consumer ‘loan.

"Various categories of such financial mechanisms and their

availability under New York law are discussed below.

"A. Variable Rate Mortgages

Although the Laws neither expressly authorize nor prohlblt
“the use of variable rate mortgages, the Laws do prov1de some
obstacles to their implementation.

The Laws 1mp11c1tly recognize the right of an association
to increase the interest rate on loans by providing that "if any
loan. ... provides for an increase in the rate of interest during
the term of such loan ..., the increased rate shall not exceed
such rate of interest as may have been authorized by law at the
time such loan ... was made." N.Y. Gen. Obl.Law §5-501(4)
(McKinney Supp. 1976). It is apparent that the limitation on
the amount of any increase in the interest rate is rather
restrictive. The extent of the restriction is made even more
apparent when one notes that the banking board has set the rate
of interest on loans secured by a mortgage on real estate at
8.5% per annum. '3 Rules and Regs. N.Y. §4.1 (1975). This rate
effectively dlscourages the use of variable rate mortgages by
making the established maximum rate so low as to deny any incen-
tive to the lender to 1n1t1ally agree to a lower rate. '

1f the banklng board were to raise the interest ceiling to
a rate which would encourage the use of variable rate mortgages,
the variable rate might be 1mplemented by including a clause in
the mortgage contract that provides for extension of the maturity
date or by originally making the final payment date of the
contract later than necessary to complete the amortization. The
variable rate could not be implemented by an increase in the
amount of the periodic installment payment of interest and prin-
cipal given the. requxrement that the amounts of such payments.
cannot be increased in the case of loans for terms not exceeding
40 years, and in the case of loans. for terms not exceeding 15
years, no subsequent perlodlc payment can be substantially
greater than any previous periodic payment. N.Y. Bank. Law
§§380(1) (a) (2)-(3) (McKinney Supp. 1976).
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B. Second Mortgages

An association may make a lien upon the security of a
mortgage which is not a first lien if all prior liens are owned
by such association. N.Y. Bank Law §380(4) (a) (McKinney 1971)

The Laws specify that whenever loans are made upon the same
real estate, the limitation of amount applicable to the loan is
determined by segregating that portion of the appraised value of
the premises necessary to sustain the prior mortgage. The limita-
‘tion of amount applicable to the additional mortgage is then
determined with reference only to the remaining portion of the
appraised value. Id.

C. Flexible Payment/Balloon Payment Mortgages

1. The partially ‘amortized plan permitted by the Laws
requires payments of principal and interest not less frequently
than annually. The term of such loan may not exceed 15 years.
The contract may require subsequent payments in an amount greater
than any previous payment. Periodic payments of principal may be
less than sufficient to effect full repayment of the principal
within the term of the loan. However, at least 10% of the loan
must be paid within the term of the loan and full repayment of
principal and interest is required at the expiration of the loan
term. N.Y. Bank Law §380(1) (a) (4) (McKinney Supp. 1976).

2, Unamortized loans secured by a mortgage upon real
estate may be made for a term not exceeding 5 years. Payment of
interest is required not less frequently than annually and no
loan may exceed 75% of the appraised value of the real estate.
Id., §380(1) (a) (4-a) (McKinney Supp. 1976).

3. Additionally, those state-chartered associations which
are members of a Federal Home Loan Bank may exercise all powers
and privileges, conferred upon such members by the Federal Home
Loan Bank Act, which are not in conflict with state law. 1Id.,
§382(2) (McKinney 1971).

D. Home Improvement Loans

An association may lend its funds to its members upon their
notes for the purpose of financing home improvements. The amount
of such loan may not exceed $10,000 and the maturity may not
exceed 121 months. The loan must be repaid in equal or substan-
tially equal monthly installments and, regarding the interest on
such loan:

[Tlhe maximum amount [of interest]) ... shall
be six dollars per annum discount per one
hundred dollars of the face amount of the
loan if the maturity thereof does not exceed
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sixty one months and five dollars per annum
discount per one hundred dollars on the face
amount of the loan if the maturity thereof
exceeds sixty one months, but in no event
shall the interest charged as to any loan
authorized by this paragraph exceed a rate
of one per centum per month. N.Y. Bank Law
§380(2) (b) (McKinney Supp. 1976).

E. Other Loans

The Laws authorize an association to engage in line of credit

financing of residential real estate:

A savings and loan association is authorized .
to invest an amount, not exceeding the lesser
of (a) ten per centum of the sum of its
surplus, undivided profits, and reserves or.

(b) one per centum of its assets, in loans or
in interests therein the principal purpose of
which is to provide financing with respect to
... residential real estate within this state,
where (i) the association relies substantially
for repayment on the borrower's general credit.
standing, with or without other security, or
(ii) the association relies on other assurances
for repayment, including but not limited to a
guaranty or similar obligation of a third party,
and, in either case described in clause (i) or
(ii), regardless of whether or not the associa-
tion takes security. N.Y. Bank Law §380-9.
(McKinney Supp. 1976).

F. Future Advances

Although no reference to future advances was found in the
Laws, the Uniform Mortgage Instrument for New York contains a
non-uniform covenant which provides for future advances as
follows:

Upon request of Borrower, Lender, at Lender's
option prior to release of this Mortgage, may
make Future Advances to Borrower. Such Future
Advances, with interest thereon, shall be '
secured by this Mortgage when evidenced by
promissory notes stating that said notes are
secured hereby. At no time shall the principal
amount of the indebtedness secured by this.
Mortgage, not including the sums advanced in
accordance herewith to protect the security of
this Mortgage, exceed the original amount of
the Note plus U.S. $ .
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NORTH CAROLINA

A review of the North Carolina building and loan association
statutes, 2B Gen. Stat. N.C. §§54-1 to 54-166 (1975), was under-
taken to determine the availability of financial mechanisms
which could be used by building and loan and savings and loan
associations ("associations") in North Carolina to provide
financing to homeowners wishing to take energy conservation
measures at a cost lower or with more payment flexibility than
would be afforded by a conventional home or consumer loan. A
discussion of these financial mechanisms and thelr avallablllty
under. North Carolina law is set forth below:

A, Variable Rate Mortgages

The North Carolina building and loan association statutes,
while neither expressly authorizing nor prohibiting the use of
variable rate mortgage instruments, contain no provisions that
would substantially restrict their use by associations. Assuming
that the absence of specific provisions on point does not pre-
clude the use of such instruments, a North Carolina association
using a variable rate mortgage in conjunction with a loan written
on a direct reduction payment plan could implement an interest
rate increase by increasing the amount of the required periodic

- payments. An association could also extend the term of such a
loan in order to realize an increase in the interest rate,
provided that the resulting loan term was not in excess of the
maximum term established by the Commissioner of Insurance of
North Carolina. 2B Gen. Stat. N.C. §54-20 (1975).

The interest rate that could be charged by an association
on a home loan _1l/ secured by a first mortgage or first deed of
'trust pursuant to a variable rate mortgage instrument would not
be limited by North Carolina's interest and usury statutes since
the parties to such loans are permitted to "... contract in
writing for the payment of interest as agreed upon by the
parties." 1D Gen. Stat. N.C. §24-1A (1975).

B. Second Mortgages

An association may make a loan secured by a second mortgage
or deed of trust on real estate provided that all prior liens
on such real estate are owned by the association. 2B Gen. Stat.
N.C. §54-19 (1975). 1If the association makes a second mortgage
loan within a year from the date of the making of the first
mortgage on the real estate securing such loan, the amount of
the second mortgage loan may not exceed "... 20% of the original

_1/ The North Carolina statutes define "home" as "... real
estate upon which there is located or there is to be located
one or more single-family dwellings or dwelling units" for the
purposes of §24-1.1A(a). 1D Gen. Stat. N.C. §24.1.1A(e) (Supp.
1975).
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amount of the loan secured. by the first security instrument
on such real property." 1D Gen. Stat. N.C. §24-1.2(b) (Supp.
1975). -

C.. Flexible Payment/Balloon Payment Mortgages

The North Carolina building and loan association statutes
contain no provisions authorizing associations to make real
estate.loans having either balloon or flexible payment terms.
The statutes provide that an associa*mon

... may, unless specifically prohibited
by [its] certificate of incorporation,
constitution or bylaws ... permit borrow-
ing members to repay their indebtedness
by a direct monthly or periodical reduc-
tion of principal method (2B Gen. Stat.
N.C. §54- 20 (1975)),

but are otherwise silent as to permissible loan repayment terms.
Section 54-21.2 of the North Carolina building and loan associa-
tion statutes does provide, however, that:

Subject to such regulations and limita-
tions as the Administrator. of the Savings
and Loan Division [of North Carolina] may
prescribe, any such association is
authorized and permitted to make any loan
or investment permitted to be made by any
federal savings and loan association by
the Congress of the United States, Federal
Home Loan Bank Board and Federal Savings
and Loan Insurance Corporation. 1Id.,

Thus, the regulations promulgated by the Administrator, though
not available to us on this date, may permit associations
chartered in North Carolina to make loans with balloon payment
or flexible payment terms to the extent that such loans may be
made by federally-chartered associations.

D. Home improvement Loans

Associations are authorized to make loans for the improve-
ment, alteration, repair or equipping of real property in
accordance with the rules and regulations governing such loans
promulgated by the Administrator of the Savings and Loan.
Division. Such loans may not exceed §$7,500 in amount and may
be secured or unsecured. The combined total of such improve-
ment loans and of ‘loans secured by nonresidential real property
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o made by an association and outstanding at any one time may not
-exceed an amount equal to 19% of the assocxatxon s assets. 2B
'~ Gen. Stat. N.C. §S4 -21. 4 (1975) : '

"E. " Future Advances

. l. . Section 45-68 of the North Carollna mortgage statutes’
- states that a securlty instrument may secure future advances if
it ' . .

... shows: .

a. That it is given wholly or partiy to
secure future obligations whlch may be ..
incurred thereunder,‘

b. The amount of present obllgations

secured and the maximum amount, 1nclud1ng
present and future obligations, which may
be secured thereby at any one time; [and]

¢. The period within which such future.
obligations may be incurred, which period
shall not extend more than ten years
beyond the date of the security instrument
eess 2B Gen. Stat. N.C. §45-68(1l) (Supp.
1975). : ‘ : '

2. The Uniform Mortgage Instrument for North Carollna
contains a non-uniform covenant providing for future advances
as follows: :

- Upon request of Borrower, Lender, at
Lender's option within ten years of the
~date of this Deed of Trust or any amend-
ments thereto, may make Future Advances L
. to Borrower. Such Future Advances, with -

-.interest thereon, shall be secured by
this Deed of Trust when evidenced by
promissory notes stating that said notes’
are secured hereby. At no time shall the
principal amount of the indebtedness
secured. by this Deed of Trust, not includ-
ing sums advanced in accordance herewith
to protect the security of this Deed of
Trust, exceed the orlgxnal amount of the
note plus U.S. § .
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NORTH DAKOTA .

A review -of North Dakota building.and loan association law,
North Dakota Century Code Annotated §§7-01-01 to 7-08-06 (1975)
(hereinafter the "Code") was undertaken to determine the avail-
ability of financial mechanisms which could be used by savings
and loan, and building and loan associations (hereinafter
"association") in North Dakota to provide financing to home-
owners wishing to take energy conservation measures at a cost '
lower or with more payment flexibility than.would be afforded by
a conventional home or consumer loan. Various categories of such:
financial mechanisms and their availability under North Dakota
law are discussed below. : '

A. Variable Rate Mortgages.

Although the Code neither expressly authorizes nor prohibits
the use of variable rate mortgages, there are several restric-
tions on their use. The Code requires that amortized loans.
be repaid in equal installments and within the time agreed upon.
N.D.C.C. §7-04-13 (1975). Although the amount of the periodic
payment may not be increased, use of the variable rate could be
accomplished by an extension of payments within the loan term.

‘ The 12% per annum ceiling on interest collected on idans
generally by an association facilitates the use of variable
rate mortgages. Id., §7-02-04 (1975).

B. Second Mortgages.

The Code provides that:

"When an association holds a mortgage on
real property which is a first and prior
lien thereon, the association may in-
crease its loan thereon and secure the
same by a second or subsequent mortgage
payable in installments." N.D.C.C.
§7-04-13 (1975).

Regarding the permissible percentage of loan to value for
real estate generally, such percentage as is permitted for
federally-chartered associations is also legal for any federally
insured state~chartered association. Id., §7-04-13 (1975). Any
loan exceeding $20,000 must be approved by two-thirds of the
board of directors of an association. Id., §7-04-16 (1975).
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c. Flexible Payment Mortgages.

Flexible payment plans are not provided for in the Code.
However, powers granted federally-chartered associations are
extended to state chartered associations having insurance of
accounts with the Federal Savings and Loan Insurance Corpora-
tion. 1Id., §7-02-14 (1975). Among such powers would be the
ability to grant flexible payment mortgages.

D. Balloon Payment Mortgages

Unamortized loans which are secured by a mortgage may be
given for a "fixed period." The loan may not exceed 50% of the
cash value of the property. No association may make straight
loans on real property in excess of 10% of such association's
assets. N.D.C.C. §7-04-13 (1975).

E. Home Improvement Loans.

. There is no specific provision for home improvement loans in
the Code. Apparently, such loans must be made on the security

of a mortgage or a pledge of shares and in accordance with such
mortgage payment plans and asset limitations as are imposed on
general real estate loans.

F. Future Advances.

1. Any association may advance funds or make additional
loans to a mortgagor up to the original amount as stated in the
mortgage or $2,500, whichever is less. N.D.C.C. §6-03-05.1
(1975) .

2. The Uniform Mortgage Instrument for North Dakota con-
tains a non-uniform covenant which provides for future advances
as follows: '

For the purposes permitted by applicable
law and upon request of Borrower, Lender,
at Lender's option prior to release of -
this Mortgage, may make Future Advances

to Borrower. Such Future Advances, with
interest thereon, shall be secured by this
Mortgage when evidenced by promissory notes:
stating that said notes are secured hereby.
At no time shall Future Advances secured
by this Mortgage, not including sums
advanced in accordance herewith to pro-
tect the security of this Mortgage,
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exceed US $2,500 nor shall such Future
Advances plus the unpaid principal balance -
of the Note exceed the original amount. of
the Note. _ ' '
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OHIO : .

A review of Ohio building and loan association
law, Ohio Rev. Code Ann. §§1151.01-1151.99, 1153.01 =
1153.99, 1155.01 - 1155.99 and 1157.01 - 1157.99 (1971)
was undertaken to determine the availability of financial
mechanisms which could be used by building and loan
associations in Ohio to provide financing to homeowners
wishing to take energy conservation measures at a cost
lower or with more payment flexibility than would be
afforded by a conventional home or consumer loan.
Various categories of such financial mechanisms and
their availability under Ohio law are discussed below.

A. Variable Rate Mortgages

Although variable rate mortgages are not expressly
authorized, Ohio building and loan association law contains.
nothing that would bar or substantially restrict their use
by state-~chartered building and loan associations.
Associations could realize interest rate increases pursuant
to a variable rate clause by increasing the amount of the
required periodic installments on a conventional loan since
the Code provision concerning such loans states that the
regular periodic payments may be "equal or unequal" as long
as they are sufficient to retire the debt within the contract
period. Ohio Rev. Code Ann., §1151.29(D) (Supp. 1975).

Similarly, nothing in Ohio's interest and usury
law would limit an association's ability to use variable
rate mortgage instruments. The Ohio Code provides that a
building and loan association may assess and collect such
interest and premium on the loans it makes as are. provided
for in its constitution and by-laws and further provides that
"such assessments shall not be deemed usury, although in
excess of the legal rate of interest." Ohio Rev. Code Ann.
§1151.21 (1971). ‘ '

B. Second Mortgages

A building and loan association is authorized to
make second mortgage loans provided that

"it shall not charge, collect or receive
interest, finance charges and penalties in
excess of the maximum rate or amount

which competing lenders, chartered, licensed
or authorized to do business in this state
are permitted to charge by law for the same
type loan. Ohio Rev. Code Ann. §1151.343 (B)
(Supp. 1975). ‘
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The maximum interest rate permitted for second mortgage
loans is 8% per annum computed on the original principal
amount of the loan for the full term of the loan contract.
Id., §1321.57 (Supp. 1975). :

The amount of a second mortgage loan may be
equal to, but not in excess of, an amount that could be
loaned under a first lien on real property. Id., §1151.343
(B) (2) (Supp. 1975). o

The aggregate balance of all second mortgage loans
and of other loans authorized under §1151.343 (e.q., lines
of credit to a builder) made by an association may not exceed
an amount equal to 3% of the association's total assets, if
the sum of the association's permanent stock, general reserves, -
surplus and undivided profits is less than or equal to 5% of
its total assets. If that sum is greater than 5% of its
total assets, the aggregate balance of all second mortgage
loans and of other loans authorized under §1153.343 made by
an association may range from 3% to 10% of the association's
total assets depending on the amount by which that sum '
exceeds the 5% level.

C. Flexible Payment Mortgages

. The only mortgage loan plans specifically
authorized by Ohio building and loan association law are
conventional installment and unamortized plans. Flexible
payment mortgages may be permitted by regulation, however,
since the Code does authorize the superintendent of building
and loan associations to permit state~-chartered associations
to exercise such rights, powers, privileges or benefits as
Federal savings and loan associations doing business in Ohio

are authorized to exercise. Ohio Rev. Code Ann. §1155.18(1971).

'D. Balloon Payment Mortgages

An association may make a loan secured by improved
residential property or a combination of business and
residential property without requiring amortization of
Principal but requiring payment of interest not less often
than semi-~annually, either for a term not to exceed five
years and in an amount not to exceed 60% of the appraised
value of the security or for a term not to exceed two years
and in an amount not to exceed 80% of the value of the
security. = Ohio Rev. Code Ann. §1151.29(C) (Supp. 1975).
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"E. Home Improvement Loans .

A building and loan association may make a loan
"secured by pledge of any negotiable evidence of debt" for
property repair, alteration or:.improvement or for the
equipping of any residential property. ‘Such loans may
not exceed $10,000 in amount nor exceed 15 years and 32
days in term and are to be repayable in regular, periodic
installments, made at least quarterly. The aggregate
‘balance of all such loans made by an association may not -
exceed an amount equal to 20% of the association's assets.
Within that limitation, loans made for the equipping of
residential property may not exceed an amount equal to
5% of the association's assets. . Ohio Rev. Code Ann.
§1151.295(A) (1976 Leg. Bull. 2). ' -

F. Future Advances

a. The Code provides that "... a mortgage may
secure unpaid balances of loan advances made after the
mortgage is delivered to the recorder for record, to the
extent that the total unpaid loan indebtedness, exclusive
of interest thereon, does not exceed the maximum amount of
loan indebtedness which the mortgage states may be
outstanding at any one time." Ohio Rev. Code Ann.
§5301.232(A) (1971). v

‘ ~ b, The Uniform Mortgage Instrument for Ohio contains
a non-uniform covenant providing for future advances as
follows: : S : | -

Upon request of Borrower, lender, at
lender's option, prior to release of
this Mortgage, may make future advances
to Borrower. = Such Future Advances,
with interest thereon, shall-be secured
by this Mortgage when evidenced by
promissory notes stating that said
notes are secured hereby. At no time
shall the principal amount of the .
indebtedness secured by this Mortgage,
exceed the original amount of the Note
* plus U.S. § . :
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' OKLAHOMA

B A rev1ew of the Oklahoma Sav1ngs and Loan Code of 1970,

as amended, 18 Okla. Stat. Ann. §§381.1-381.70 (Supp. 1975),
was undertaken to determine the avallablllty of financial
mechanisms which.could be used by a savings and loan or building
and loan asscciation in Oklahoma to provide financing to Home-
owners wishing to take energy conservation measures at a.-cost
lower -or with more. payment .flexibility than would be afforded by.
aconventional home or consumer..loan. Various ..ategories of.
such, financiadl mechanisms and their avallablllty under the

Oklahoma law are discussed below.,;. Lo S - : L

PRI

. A. Varlable Rate Mortgages.

Although Ok lahoma savings and loan association law does
not expressly authorize the use of variable rate mortgage instru-
ments, nothing in such law would bar their:use or substantially
-restrict their implementation by a savings and loan association.
or. building and loan association .("association"). In fact, the
enabllng provision regardlng loans secured by mortgages on real.
property simply states, in relevant part, that:

[Savings‘and Loan.AssOéiations]wshall have the -

power to make and invest in loans as follows:

%* :‘(' ."* *

2. Loans secured byymortgage.or deed of

‘trust covering real property...:. 18 Okla.

Stat. Ann. §381.57(2) (Supp. 1975).

The pract;crallty of variable rate mortgages in Oklahoma is
limited, however, by the 10% per annum maximum contract interest
rate established by Article Fourteen, Section 2 of the Oklahoma
Constitution. :

B. Second Mortgages

As noted above, 18 Okla. Stat. Ann., §381. 57(2) (Supp.1975)
authorizes associations to make or invest in loans secured by
a mortgage or deed of trust covering property but does not specify
whether or not such mortgage or deed of trust need constitute a
first lien, or the full equivalent thereof, upon the property
securing the loan.  Since a seccond mortgage loan is a loan secured:
by a mortgage on real property, and since therc is no prohibition
of such secqnd mortgages in the savings and loan association law, ,
a reasonable argument could be made that a savings and loan associa-
tion could make such loans. : '
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C. Balloon Payments/Flexxble Payment Mortgages.

: The Oklahoma sav1ngs and loan assoc1atxon statutes contaln
'no requirements or spccmflcatlons as to the real estate loan pay- .
ment terms that may be used by associations. In addition, there .
are no prohibitions with respect to balloon: payments or flex1ble
payments. S : . : ..
, ‘ -
D, 'Home Improvements Loans. . b S
_ - i 4 : -

Associations are authorized to make loans for "the repalr,
equipping, alteration or improvement of real property, secured oOr
unsecured. ..." Such ‘loans may not-be made in amounts in excess:
- of $10,000 unless they are insured or guaranteed under the pro-
visions of the National Housing Act, as amended, or under the
provisions of other laws of the United States.‘ 18 Okla. Stat.
Ann. §381.57(5) (Supp 1975). - o

E. . Future Advances.

Although Oklahoma savings & loan assocmatlon law contalns
no provisions:concerning the making of mortgages to secure future
advances, the Uniform Mortgage Instrument for:Oklahoma contains.
a non"unlform covenant prov1d1ng for future advances as follows-

! . . . .
"Upon request of Borrower, Lender, at -
‘Lender's option prior to release of this
Mortgage, may make future advances to
Borrower. Such Future Advances, with
interest thereon, shall be secured by
this Mortgage when evidenced by
promissory notes statlng sald notes:
are secured hereby.' :
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OREGON

: A review of the Oregon Savings Association Act,
as amended, 5 Ore. Rev., Stat. §§782.002 - 782.656(1975)
was undertaken to determine the availability of financial
mechanisms which could be used by savings associations in
Oregon to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more
payment flexibility than would be afforded by a conventional
home or consumer loan. Various categories of such
financial mechanisms and their availability under Oregon
law are discussed below.

A. Variable Rate Mortgages

: The Oregon Savings Association Act (hereinafter
"the Act") neither expressly authorizes nor prohibits the use
of variable rate mortgages by savings associations (here-
inafter "associations"). The Act contains no provisions
that would either preclude an association from increasing

the amount of the required monthly payment on a conventional
installment loan or from extending the term of such a loan

in order to realize interest rate increases. The interest
rate charged on a loan in an amount not in excess of $50,000
could at no time exceed a rate of 10% per annum, however,
since that is the maximum rate of interest permitted under
Oregon's interest and usury statutes for loans of that size.
1l Ore. Rev, Stat. §§82.010(2), 82.010(4) (1975).

B. Second Mortgages

The Savings Association Act states that associations
may make loans secured by second mortgages if either the
association holds the first mortgage (which it may not sell
until the second mortgage is paid in full) or if the second
mortgage includes an agreement by the borrower to pay the
monetary obligations of the borrower under the first mortgage
and also includes a provision that the association is entitled
to be subrogated to all rights of the borrower under the first
mortgage. 5 Ore. Rev, Stat. §722.322(3) (1975).

The Act also provides that a mortgage shall not be
subject to any prior mortgages, liens or encumbrances against
the property unless the aggregate amount of such mortgages
and any prior mortgages, liens, or encumbrances does not
exceed 100% of the appraised value of the property. 1d.,
§722.322(5) (1975). The Act further provides that:
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A savings association shall lend no more
than five percent of its total assets on
the security of one property or to one
person. However, an association with
assets under $500,000 may lend up to a
maximum of $40,000 in -loans on one property
or to one person. 1 (Id., §722.354(1) (1975).

C. Flexible Payment Mortgages

. . 1 .

The Oregon Savings Association Act does not prescribe
specific loan payment terms that may be used by savings
associations inomnnection with real estate loans. It provides
generally that investments made by an association under the
authority of the "real estate loans" section of the Savings
Association Act must be made "in accordance with sound lending
practices and the rules adopted by the supervisor to carry out
... [the real estate loans] section." 5 Oreg. Rev. Stat.
§722.322(1) (1975) . Accordingly, if such loans are permitted
by the supervisor's rules, an association may make loans
secured by real estate with flexible payment terms.

D. Ballooﬁ Payment Mortgages

Associations may make real estate loans on the
stralght mortgage plan, i.e., with periodic payments. of.
interest required and with the payment of principal to be
made in a lump sum at the end of the loan term. The Savings
Association Act provides that the term of such a "straight
loan" may not exceed five years. 5 Ore. Rev. Stat. §722.322
(2) (1975). No loan-to-value limitatiuns beyond those
generally applicable to all real estate loans! are prescrlbed
for straight loans in the Act.

E. Home Improvement Loans

An association is authorized to make loans, with
or without security, for the alteration, repair or improvement
of real property or for the equipping and. furnishing of
residential proeprty. 5 Ore. Rev, Stat. §§722.334(1),
722.334. (2) (1975). The Savings Association Act specifies
neither the maximum amount that may be loaned under the
authority of the preceding sections, nor the maximum term
for which such loans may be written.

1 The Oregon Savings Association Act provides that, unless
the excess is guaranteed or insured, or an excess reserve
is established, an association may not make a loan upon
the sceccurity of real property in excess of 80% of the
appraised value thereof. 5 Ore. Rev. Stat. §722.322(7)
(1975). No loan upon the security of a mortgage may
exceed 100% of the appraised value of the security.

Id., §722.322(2).
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F. Future‘Advénces

, Although the Oregon statutes relating to savings
‘associations and to mortgages and deeds of trust in general
do not specifically provide for future advances, the Uniform
Mortgage Instrument for Oregon contains a non-uniform
covenant providing for future advances as follows: .

Upon request of Borrower, Lender, at
Lender's option prior to full reconveyance
of the Property by Trustee to Borrower,
' may make Future Advances to Borrower.

Such Future Advances, with interest thereon,
shall be secured by this Deed of Trust when
evidenced by prombsory notes statlng said -
notes are secured hereby.
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PENNSYLVANIA

A review of the Pennsylvania Savings Association Code of
1967, as amended, 7 Pa. Stat. §§6020-1 to 6020-254- (Supp. 2,
1976), and the regulations promulgated thereunder by the '
Department of Banking of the State of Pennsylvania was under-
taken to determine the availability of financial mechanisms
which could be used by savings, savings and loan and building
and loan associations (hereinafter "associations") in '
Pennsylvania to provide financing to homeowners wishing to
take energy conservation measures at a cost lower or with more
payment flexibility than would be afforded by a conventional
‘home or consumer loan. Various categories of such financial
mechanisms and their availability under Pennsylvania law and
regulations are discussed below. .

P

A Second Mortgages

An association may make a loan which is secured by a
mortgage which is not a first lien on the real estate if it
owns all prior liens. 7 Pa. Stat. §6020-141 (Supp. 2, 1976).
The Pennsylvania Savings Association Code (hereinafter "the
Code") does not place a specific dollar limitation on the ‘
amount of such a mortgage, but does state that "[t]he total of
all liens held by an association against real estate shall not
exceed the maximum percéntages of fair market value set forth ...
in the Code for loans secured by rgal estate of that type. I&.

. B Balloon Payment
1. (straight Mortgage). An association may make a
mortgage loan without requiring monthly amortization of

principal, but requiring the payment of interest not less
frequently than semiannually, if the amount of the loan togehter
with the aggregate amount of all other loans held by the associa-
tion on the security of the same property does not exceed an
amount equal to 66 2/3 percent of the fair market value of such
property. Such loans may be written for a term not in excess of
10 years. 7 Pa. Stat. §6020-155(b) (Supp. 2, 1976).
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2. (Partial Amortization). Pursuant to the regulatighs :
~issued by the Pennsylvania DepArtment'of‘Bankihg (hereinafter
"regulations"), an association may make a mortgage loan for a:-
term not exceeding ten years, with not less than 1l percent per
year of_thelloan principal to be amortized within the loan term
on a monthly basis and with‘théfentire balance of the loan due
~and payable at the maturity date. Interest on such loans ‘is -
payable monthly. 10 Pa. Code §31.5(1) (1976). SR

C. Flexible Payments o S

1. The regulations provide that an association may make
a mortgage loan requiring only monthly payments of interest
during the first two years; thereafter, payments on the loan
“are to be made on a direct reduction basis. 10 Pa. Code
§31.5(2) {1976). " o -

2., The regulations also provide that an association may
“make mortgage loans requiring monthly payments of interest and
reduced payments of principal (not less than 1/2 of 1 percent
of the principal per year) for a period of 5 years and there-
after-reéuiring monthly payments on a direct ‘reduction basis.
Id., §31.5(3)(1976). |

D.  Future Advances |
Although the Pennsylvania Savings Association Code contains

no provisions concerning the making of mortgages to secure future

‘advances, the Uniform Mortgage Instrument for Pennsylvania

contains a non-uniform covenant providing for future advances on
the following basis:

Upon request of Borrower, Lender, at Lender's
option prior to release of this Mortgage, may
make Future Advances to Borrower. Future
Advances, with interest thereon, shall be
secured by this Mortgage when evidenced by
promissory notes stating that said notes

are secured hereby. At no time shall the
principal amount of the indebtedness secured
by this Mortgage, not including sums advanced
in accordance herewith to protect the security
of this Mortgage, exceed the original amount of
the Note.
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E. . Variable Rate Mortgages .
Variable rate mortgages are effectively prohibited in

Pcnnsylvania by the statutory provisxon relating to residential -
- mortgage interest rates.. This provzsxon states that,‘"[a]

- contract rate within the maximum lawful interest rate’ applic-
able to a reSidential mortgage at the time of the loan settle-
ment. shall be the maximum lawful interest rate for the term of
the residential mortgage " 41 Pa.Stat. §301(d) (Supp. 42, 1976):

F. Home Improvement Loans

Associations are authorized to make loans for property
repair, alteration and improvement, other than those instred
under Title I of the National Housing Act of 1934, as amended,
on the following terms:

1. . The principal’ amount may not - exceed $lo 000. If the
1oan is in an amount in. excess. of $5,000, it nust be recorded
or filed so as to create a lien posztion against the real
property.

2. Such a loan may not be written for a term exceeding
15 years and 32 days.

‘3. .The interest charged on such loans may not. exceed a
rate of 6% per annum on the declining balance. In addition, a
premium may be charged, not in excess of 1% per annum,

4, Such loans must be paid by regular monthly install-
ments. 7 Pa. Stat. §6020-158(b) (Supp. 2, 1976).

e e
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RHODE ISLAND

A review of Rhode Island building and loan law, General
Laws of Rhode Island §19-22-1 to §19-23-15 (1970) (hereinafter
the "laws") was undertaken to determine the availability of finan-
cial mechanisms which could be used by building and loan associa-
tions (hereinafter the "association'") in Rhode Island to provide
financing to home-owners wishing to take energy conservation
measures at a cost lower or ,with more payment flexibility than
would be afforded by a conventional home or consumer loan.
Various categories of such financial mechanisms and their
availability under Rhode Island law are discussed below.

A. variable Rate Mortgage

The laws neither expressly prohibit nor expressly authorize
the use of variable rate mortgages. Loan repayment terms and
conditions as set forth in the laws, R.I. §19-23-3 (1970),
however, would permit their implementation through an increase
in the amount of payments and/or an extension of payments with-
in the loan terms. : ‘

The Rhode Island interest and usury statutes generally
establish an interest ceiling on loans of 21 percent per annum,
which includes interest and all other amounts for services or
expenses charged to the borrower. That interest ceiling is
well suited to the use of variable rate mortgages. Id.,
§6-26-2 (1970).

B. Second Mortgage

' The laws allow for second and subsequent mortgages where
the association is the holder of the mortgage constituting the
first lien and all intervening mortgages; provided that the
aggregate outstanding and unpaid principal amount of all loans
secured by mortgages held by the associaticn upon the same
property does not exceed the amount loaned where the mortgage
constituting the first lien was made. R.I. §19-23-3 (1970).
The section states further that :

[Nlo greater rates of interest or charges

shall be charged on said second ad subsequent
mortgages than those currently being charged
by the association upon new mortgiges constitu-
ting a first lien. Id.
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S C. Flexible'PaymentS/Bailoon PaymentS‘

The laws, by requirlng repayment of all loans on a dlrect
reduction basis, preclude the use of flexible- and balloon
payments. However, the Director of Business Regulatlon may
- authorize state-chartered associations to lend accordlng to any

plan authorized for federally-chartered assoc1atlon R.I.
- §19~-23-15 (1970)

D. - Home Improvement Loans:

There is no dlstlnct prov151on for home 1mprovement loans
in the laws. It would appear that all loans on real estate,
including those for home lmprovements, must -adhere to the
‘secured, direct reduction payment prov131ons. S

E.  Future Advances

1. Any mortgage may ‘be made to secure future advances.
vThe maximum amount of total 1ndebtedness and future advances
outstanding at any one time may not exceed (exclusive of sums
~advanced to protect the security of the mortgage) the original
~amount of the - loan by moxe than $3, 000. R.I. §34- 25 1 (1970)

2. The Uniform Mortgage Instrument for Rhode Island
contains a non-uniform covenant which provides for future
advances as follows:

Upon request of Borrower, Lender, at Lender s
option prior to release of this Mortgage, may
make Future Advances to Borrower. Such Future
‘Advances, with interest thereon, shall be
. secured by this Mortgage when evidenced by.
‘promissory notes stating that said notes are
" secured hereby. At no time shall the :
principal amount of the indebtedness secured
- by this Mortgage, not including the sums
advanced in accordance herewith to protect
the security of this ‘Mortgage, exceed the
.original amount of the Note plus U.S. $3,000.
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SOUTH CAROLINA

‘A review of South Carolina building and loan association
law, Code of Laws of South Carolina §§8-600 to 8-625 (1962),
as amended (hereinafter the "Code") was undertaken to determine
the availability of financial mechanisms which could be used
by building and loan or savings and loan associations (herein-
after ."association") in South Carolina to provide financing
to homeowners wishing to take energy conservation measures at
a cost lower or with move payment flexibility than would be
afforded by a conventional home or consumer loan. Various
“categories of such financial mechanisms and their availability
under South Carolina law are discussed below. ' '

A. Variable Rate Mortgage.

Although the Cecde does not expressly authorize the use of
variable rate mortgages, a provision of the Code covering interest
charged by mortgage lenders (including associations) appears to
approve the use of variable rate mortgages in a modified fashion.

"[Tlhe lawful initial interest rate on
mortgage loans, once agreed upon, may
not be raised during the life of the
mortgage unless agreed to by the .
borrower and may not be raised in ex-
cess of one percent over and above the
interest rate initially agreed upon...
provided, that in any case where the
interest on such a loan is permitted
to be so increased the borrower shall
be permitted to pay off the loan with-:
out any penalties..." S.C. §8-10(2)
(Supp. 1975). _ .

The option of an increase in the amount of periodic payment
or an extension of payments within the loan term might then be
used to implement the variable rate.

- Regarding the interest ceiling, S.C. §8-3 (Supp. 1975),
provides that, in the case of loans secured by first mortgages
on real estate in an amount of not more than $50,000, the rate of
interest may not exceed 9% per annum; on loans in excess of
$50,000 but less than $100,000 the rate of interest may not
exceed 10% per annum. Additionally an initial service or origina-
tion charge not to exceed 1% of the first $25,000 and 1.5% on any
amount above $25,000 may be charged. Such charge is not
considered interest. Id. §8-10(1) (Supp. 1975).
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B. Second Mortgages.

The Code authorizes associations to make direct reduction
loans secured by a mortgage. §S.C. §8-603 (1962). It is not
specified whether or not such mortgage need constitute a
first lien, or the full equivalent thereof, upon the property
securing the loan. Since a second mortgage loan is a loan
secured by a mortgage, and since there is no prohibition of
such second mortgages in the savings and loan association ‘law,
"a reasonable argument could be made that an assocxatlon could
make such loans.

C.  Flexible Payment/Ballddn Payment Mortgages.

The Code provides that direct reduction loans may be made
by an association upon a resolution of the board of directors:
of such association. §S.C. §8-603 (1962). The Code does not
appear to authorize other mortgage payment plans.

However, the Board of Bank control may by regulation permit
state-chartered associations to engage in any activities
authorized for federally-chartered associations. Id. §8-57.1
(Supp. 1975). Among such activities is the power to grant
flexible payment and unamortized mortgages.

D. Home'Improvement Loans,

An association may make home improvement loans under Title .
I of the National Housing Act in an amount not exceeding $3,500
per loan. However, the State Board of Bank Control may authorize
loans in an amount not exceeding $10,000. The total amount of
all such loans may not exceed 15% of an association's assets.
S.C. §8-603.2 (Supp. 1975).. The interest ceiling on such loans
is 8% per annum. Id., §8-3 (Supp. 1975).

E. Future Advances.

1. Any mortgage upon real estate may be written by an
association to sccure future advances. The total amount of existing
indebtedness and future advances outstanding at any one time may
not exceed the amount specified in the mortgage. S.C. §45-55
(1962) . '

2. The Uniform Mortgage Instrument for South Carolina con-
tains a non-uniform covenant prov;dlng for future advances as
follows:
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"Upon reQuest of Bo:towér, Lender, at-

Lender's option prior to release of this

Mortgage, may make Future Advances to
Borrower. Such Future Advances, with
interest thereon, shall be secured by
this Mortgage when evidenced by
promissory notes stating that said
notes are secured hereby. At no time
shall the principal amount of the
indebtedness secured by this Mortgage.
not including sums advanced in accor-
dance herewith to protect the security
of this Mortgage, exceed the original
amount of the Note plus US § I
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SOUTH DAKOTA

- A review of South Dakota savings and loan association
law, South Dakota Compiled Laws. §§52-1-1 to 52-14-9(1967)
(hereinafter the "Laws"), was undertaken to-  determine the
availability of. financial mechanisms which could be used
by savings and loan, or savings associations (hereinafter
"association") in South Dakota to provide financing to

- homeowners wishing to take energy conservation measures

at a cost lower or with more payment flexibility than would

~be afforded by a ‘conventional home or consumer loan.

Various categories of such financial mechanisms and their

availability under South Dakota law are discussed below.

A. Variable Rate Mortgages

The Laws do not prescrlbe mortgage loan terms and
conditions. Instead, the Laws authorize the Savings and
Loan Board to promulgate,rules and regulations relating
thereto.  S.D. §52-2-8(1967). = Such rules and regulations
were not available for research. However, the Laws contain
nothing that would restrict the use of variable rate -
mortgages. It would appear that, pursuant to the authorlty
granted by §52-2-8 of the Laws, the Savings and Loan Board

- could approve .a variable rate mortgage loan which would
. permit an increase in the amount of the periodic payment
‘and/or an exten51on of payments within the loan term.

On loans generally, the rate of interest charged. may not

-exceed 10% per annum, 1d. §54 3 7(Supp 1976)

‘ B. : Second Mortgages

An association whlch holds a first mortgage on real _
property may increase its loan thereon and secure the same

by a second mortgage. S.D. §52-8-1(1967). The total
indebtedness to the association may not exceed 80% of the
fair market value of the property. Id. ‘

~C. _Flexible Payment/Balloon Payment Mortgages

Although the Laws do not prescribe loan terms and
conditions, the Laws do authorize a state-chartered association
having accounts insured with the Federal Savings and
Loan Insurance Corporation to make any loan which such
associations could make were it incorporated or operating as
a federal association. Such loans, among which are flexible
payment and unamortized mortgages, require the approval of-
the Savings and Loan Board. S.D. §52-8-24 (Supp. 1976).




D. Home improvement Loahs

An association may make unsecured loans for real

- property alteration, repair or improvement orovxded l}

the net proceeds of any such loan ‘may not exceed $5,000
on a single family dwelling and $2,500 per unit on
multi-family dwellings up to a maximum of $15, 000 on a
multi-family dwelling, 2) such loans must be repayable )
in regular monthly installments within an 8 year period,

- 3) no more than 20% of an association's assets may be

invested in such loans, ‘S.D. §52-8-13(Supp. 1976), 4) the
rate of interest on such loans may not exceed 8% per
annum on the amount up to $1,000 and 7% upon the excess. .
Id., §54-5-2(Supp. 1976). ‘

E. Future Advances

Although no. reference to future advances was found in
the Laws, the Uniform Mortgage Instrument for South Dakota

~contains a non-uniform covenant which provrdes for future

advances as follows:

Upon request of Borrower, Lender, at Lender's.
option prior to release of this Mortgage,

may make Future Advances to Borrower. Such
Future Advances, with interest thereon, shall
be secured by this Mortgage when evidenced by
promissory notes stating that said notes are
secured hereby. :
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TENNESSEE

A review of Tennessee savings and loan association law,
Tennessee Code Annotated'§§45—1381 to -1719 (1964) (herein-
after the '"Code"), was undertaken to determine the availability
of financial mechanisms which could be used b savings and

loan associations (hereinafter "associations') in Tennessee

to provide financing to homeowners wishing to take energy
conservation measures at a cost lower or with more payment
flexibility than would be afforded by a conventional home

or consumer loan. Various categories of such financial
mechanisms and their availability under Tennessee law are
discussed below. ' : :

A. Variable Rate,Morggéges.

The Code does not generally prescribe terms and conditions
for mortgage loans, rather it provides that relevant regulations
be established by the Commissioner of Insurance. Tenn. Code
Ann. §§45-1410, -1411 (Supp. 1976).

Nothing contained in the Code would restrict an association
in the use of a variable rate mortgage. The Commissioner's
statutory authority to prescribe loan plans and an interest
ceiling, on loans generally, of 10% per annum (Id., §47-14-104
(Supp. 1976)) combine to make the use of a variable rate
mortgage highly feasible. '

B. Second Mortgages.

‘Although no reference to second mortgages 1s made in
the Code, paragraph (a) of the section of the savings and
loan association law concerning real estate loans, Tenn. Code
Ann. §45-1405(a) (Supp. 1976), is titled “original real
estate loans'". Whether this indicates that original real
estate loans are the equivalent of first mortgage real estate
loans is not clear. A review of the Commissioner's rules and ,
regulations, which were unavailable for research, might indicate
whether or not second mortgages are permissible.

: On real estate loans generally, the Code provides that
no loan may exceed 95% of the value of the real estate
security, or any such lesser percentage as the Commissioner
may provide. Id., §45-1405(a)(l) (Supp. 1976).

Regarding restrictions on real estate loans to any
one borrower, the Code provides that:

209.




“"No association shall make a real estate
loan to one (1) borrower if the sum of (i)
the amount of such loan, and (ii) the total
balance of all outstanding real estate ‘loans
owed by [sic] such assoc¢iation by such
borrower, exceeds an amount equal to ten
percent (10%) of such association's deposit
1iability or an amount nqual to the sum of
such association's surplus, reserves for
losses and undivided profits, whichever
?mog?t is less." 1d., §45-1405(b) (Supp.

C. Flexible Payment/Balloon Payment Mortgages.

~ Although the Code does not prescribe loan terms and ‘
conditions, it does provide, subject to rules and regulations
prescribed by the Commissioner, a state-chartered association
with all the powers of a federally-chartered association.
Tenn. Code Ann. §45-1409 (Supp. 1976). It would appear,
therefore, that flexible payment and unamortized mortgages
would be available to state-chartered associations. ‘

- D. Home Improvement Loans

. An association may make a home improvement loan
pursuant to the provisions of any title of the National
Housing Act. Tenn. Code Ann. §45-1407(b) (Supp. 1976) .

: In addition, subject to rules and regulations
.established by the Commissioner, loans may be made, secured by

a lien on real property or by "appropriate debt insurance,"

for purposes of repair, improvement and equipping the home. Id.

. It should be noted that the Code places certain
‘limitations on the amount of interest which may be charged

on a home improvement installment loan by a federal association.
(See Tenn. Code Ann. §45-1413 (Supp. 1976).) : S

E. Future Advances.‘

Although no reference to future advances was found
in the Code, the Uniform Mortgage Instrument for Tennessee
contains a non-uniform covenant which provides for future
advances as follows:.

"Upon request of Borrower, Lender, at Lender's

. option prior to release of this Deed of Trust,
may make Future Advances to Borrower. Such
Future Advances, with interest thereon, shall
be secured by this Deed of Trust when evidenced
by promissory notes stating that said notes are
secured hereby. At no time shall the principal
amount of the indebtedness secured by this Deed
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of Trust, not including sums advanced in

accordance herewith to protect the security of

. this Deed of Trust, exceed the original amount
of the Note. - e : -
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TEXAS

A review of the Texas Savings and Loan Act (1964), as
amended, Texas Annotated Civil Statutes art. 852a,
§§1.01- 11 18(1964) (hereinafter the "Statutes"), and
regulationsl/ promulgated thereunder was undertaken to
determine the availability of financial mechanisms which
could be used by savings and loan associations (hereinafter
"association") in Texas to provide financing to homeowners
wishing to take energy conservation measures at a cost
lower or with more payment flexibility than would be :
afforded by a conventional home or consumer loan. Various

categories of such financial mechanisms and their availability
under Texas law are discussed below. '

A. ' Variable Rate Mortgages

: The Commissioner of ‘Savings and Loan is directed by the
Statutes Texas Ann. Civ. Stat. art. 852a, §5.04(1964), to

promulgate rules and regulations in respect to loans by
associations :

Neither the regulations nor the Statutes prohibit the
‘use of variable rate mortga "However, §8.1(B)(l) of the
regulations requires that a%l mortgage’ loans be repaid on a
direct reduction basis and be amortized in equal, monthly
installments within a period not to exceed 38 years, except
that a loan may be repaid in equal annual, semi-annual or
quarterly installments if the ?oan period does not exceed
20 years. Therefore, an increase in the rate of interest
pursuant to a variable rate clause could only be realized

" through an extension of payments within the 30 year or 20.
" year maximum loan term.

Similarly, Texas interest and usury law does not restrict
the use of variable rate mortgages. On loans generally, an
interest rate of 10% per annum may be charged. Texas Ann. Civ,
Stat. art. 5069, §1. 02(1964) : o

1/ The Texas Laws and Regulations for Savings and Loan.
Associations were current only through June, 1975.
Subsequent regulations may have been promulgated which
would serve to modify the contents of this memorandum.




B. Second Mortgages

The Statutes permit an association to make a loan which
is not secured by a first lien upon the property described in
the mortgage if every prior lien thereon is owned by such
association. Texas Ann. Civ. Stat. art. 852a, §§5.01(1964),
5.05(4) (Supp. 1976).

Although neither the Statutes nor regulations specify
dollar or asset limitations on second mortgages, real estate
loans generally may not exceed 80% of appraised value. Where
certain conditions obtain, the loan to value ratio may be
increased to a maximum of 95%. Regs. §8.1(C)(1l)-(4).

In no event may an association make a real estate
loan or loans to any one borrower in the aggregate in
excess of $50,000 or the sum of its loss reserves, surplus
and permanent Reserve Fund Stock, if any, or within limits
set by the Commissioner, whichever is greater. Texas
Ann. Civ. Stat . art. 852a, §5.05(2) (Supp. 1976).

cC. Flexible Payment Mortgages

The only mortgage loan plans specifically authorized
by Texas savings and loan association law are amortized and
unamortized plans. However, flexible payment mortgages
would appear to be authorized since art. 852a, §5.16 of the
Statutes permits a state-chartered association to make any
loan authorized for federally-chartered associations.

D. Balloon Payment Mortgages

An association may make real estate loans which do not
require the amortization of principal, provided the interest
is paid at least semiannually. The term of such loan may
not exceed 5 years. Regs. §8.1(B) (1) (i).

E. Home Improvement Loans

An association may make property improvement loans,
secured or unsecured, for repair, modernization and equipment
of real estate. The net amount advanced on any such loan
may not exceed $15,000 and must be repaid in equal monthly
installments of principal and interest within 144 months
from the date the loan is made. Regs. §8.3.
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. UTAH -

: A review of the Utah Sav1ngs and Loan Act of 1961, as
amended, Utah Code Annotated §§7-7-1 to 7-7-37.4 and §§7-13- 1l
to 7-13-74(1971) (hereinafter the “Code") was undertaken to
determine the.availability of financial mechanisms. which could
be used by building and loan or savings.and loan asscoations

" (hereinafter "association") in Utah to provide financing to

~ homeowners wishing to take energy conservation measures at a

cost lower or with more payment flexibility than would be

afforded by a conventional home or consumer loan. - Various

-. categories. of such financial mechanisms" and thelr avallablllty
v under Utah law ‘are discussed’ below. ‘

| A.j Varlable Rate Mortgages

Although the Code nelther expressly authorlzes nor prohlblts<
the use of variable rate mortgages, mortgage loan terms and
. conditions as preséribed by the Code would not restrict their
...use. Utah Code Ann. §7-7-5(a) (2) (1971).  The option of
’1mplement1ng the variable ratemortgageon a direct reductxon‘-
.. plan through an increase in the amount of the perlodlc
payment-and/or by an- extension of payments w1th1n the loan
“term would appear to be avallable.

o Slmllarly, nothlng in Utah 1nterest and usury law would e
_limit an association's ability to use the variable rate mortgage.
‘Indeed, at the invitation of the . Utah ‘Consumer Credit Code
§70B-3-601, and in the absence of savings and loan association .
law to the contrary, a mortgagor and mortgagee may, by agreement,
subject the mortgage loan to the prov1sxons of the Utah Consumer .
Credit Code. The liberal interest provisions contalned thereln

o facxlltate the ‘use of the varlable rate mortgage..

. . B Second‘Mortgages.

It appears that an assoc1atlon may grant a second mortgage
if the effect of such mortgage is to give such. association-"a
first claim against the real estate as securlty for the loan.
Utah Code Ann. §7-7-5(a) (2) (1971). ‘

While the Code provxdes no spe01f1cs regarding dollar or
asset limitations on second mortgages, it does provide general
real estate loan limitations. No more than 80% of the appralsed value
of the real estate may be loaned and no loan may exceed $35,000.° Id.
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C. Flexible Payment Moftgages.

The Code stipulates that any mortgage loan must be made
on either an amortized or unamortized plan. Utah Code Ann.
§7-7-5(a) (2) (1971). )

In addition, since §7-13-74 (1971) of the Code permits
state-chartered associations, which are members of a Federal Home
Loan Bank, to make those mortgage loans authorized for federally-
chartered associations, an approval of flexible payment mortgages
is therein implicitly granted, C

D. Balloon Payment Mortgages. . : - =

The unamortized loan plan approved by the Code requires
payment of interest at least semiannually and full repayment of
principal and interest within 5 years. Utah Code Ann. §7-7-5
(a) (2) (1971).

E. Home Improvement Loans.

Unsecured loans for the improvement, alteration or repair of
property, not in excess of $2,500 per loan may be made by an
association. Such loans are repayable in monthly installments
within 5 years. Unsecured and uninsured home improvement loans
may not exceed 15% of an association's total assets. Utah Code
Ann. §7-7-5(a) (2) (1971). The provisions of the Utah Consumer
Credit Code apply to consumer loans. It is not clear from Utah
savings and loan association law whether property improvement loans
would be considered consumer loans under the Consumer Credit Code.

F, Future Advances.

Although no reference to future advances was found in the
Code, the Uniform Mortgage Instrument for Utah contains a non-
uniform covenant which provides for future advances as follows:

Upon request of Borrower, Lender, at
Lender's option prior to full reconvey-
ance of the Property by Trustee to
Borrower, may make Future Advances to
Borrower. Such Future Advances, with
interest thereon, shall be secured by this
Deed of Trust when evidenced by promissory
notes stating that said notes are secured
hereby.
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. mortgages. :

. VERMONT

- A review of Vermont cooperative savings and loan associa-
tion law, 8 Vermont Statutes Annotated §§1831-1917 (1971),
(hereinafter the "Statutes") was undertaken to determine the
availability of financial mechanisms which could be used by
savings and loan, building and loan, and savings associations
(hereinafter "associations") in Vermont to provide financing
to homeowners wishing to take energy conservation measures at
a cost lower or with more payment flexibility than would be.
afforded by a conventional home or consumer loan. Various
- categories of such financial mechanisms and their availability
under Vermont law are discussed below. . ' '

A,  7VariableABate Mortgages.

. The Statutes expressly prohibiﬁ the use of variable rate

As to any loan...secured by a mortgage
where the lender has the option to.
raise the interest rate above the rate

- then being charged, the lender agrees...
not to exercise such option during the

" term of the mortgage. 9 Vt. Stat. Ann.
§41(a) (1971). ‘ .

B. -~ Second Mortgages. -

,ThevStatutes require that all real estate loans be secured
by a "direct first lien". - 8 Vt. Stat. Ann. §1843(a) (1971).
‘While the Statutes do not provide a definition for the term

"direct first lien", 8 Vt. Stat. Ann. §1851(b) (1971) suggests that
“the lien provided by a second mortgage would be considered-a first
lien for purposes of the Statutes if it is superior to all other .
liens.  Section 1851(b) provides a means by which a second

" mortgagee can acquire a lien superior to .the lien of a first
mortgagee: o : o . SR S

A subsequent mortgage on the same premises .
shall be inferior .to the first mortgage unless
- the second mortgagee in writing notifies the o
first mortgagee of the incidence of his mortgage,
"in which case indebtedness created by the: ;
‘mortgagor to the first mortgagee subsequent

to the notice shall be inferior to the lien of

the second mortgagee. ‘ . o
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C. Flexible Payment/Balloon Payment Mortgage

The Statutes authorize associations to make 4
loans. 8 Vt. Stat. Ann. §1843(a) (1971).
appear to authorize other mortgage payment p
Provision found in the Statute

irect reduction
The Statutes do not

lans, nor was any
s which would authorize state-

D. Home Improvement Loans.

Loans for purposes of improving or equipping the home
might be made in accordance with the Statutes section relating

to consumer installment loans, 8 Vt. Stat. Ann. §1845 (Supp. 1976).

This section states that unsecured loans may be made, not in
excess of $5,000 on any single loan. Further, no more than

15% of an association's gross assets may be invested in such
loans.

E. Future Advances.

1. The Statutes provide that mortgages may be written

to secure a present debt and any future advances. 8 Vt. Stat.
Ann. §1851(1971).

2. The Uniform Mortgage Instrument for Vermont contains

a non-uniform covenant which provides for future advances as
follows:

Upon request of Borrower, Lender, at
‘Lender's option prior to release of
this Mortgage, may make Future
Advances to Borrower. Such Future
Advances, with interest thereon, shall
be secured by this Mortgage when
evidenced by promissory notes stating
that said notes are secured hereby.
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VIRGINIA

A review of the Virginia Savings and .Loan Act of 1972, as
amended, Code of Va. 1950, §§6.1-195.1 to 6.1-195.76 (1973,
was undertaken to determine the availability of financial
mechanisms which could be used by savings and loan associations
in Virginia to provide financing to homeowners wishing to take
energy conservation measures at a cost lower or with more pay-
ment flexibility than would be afforded by a conventional home
or consumer loan. Various categories of such financial
mechanisms and their availability under Virginia law are
discussed below.

A, Variable Rate Mortgages.

Virginia interest and usury law substantially limits the
practicality of variable rate mortgage instruments in that state.
Although the Virginia Code provides generally that loan contracts
for loans secured by a first deed of trust or a first mortgage
on real estate may be enforced at the interest rate stated
therein, notwithstanding the other Code provisions that set
maximum legal interest rates (Code of Vva. 1950, §6.1-330.37(A)
(Supp. 1976), this exemption from the usury statutes specifically

does not apply to loan contracts providing for an interest rate
which:

... varies with any exterior standard or
which cannot be ascertained from the con-
tract without any reference to any exterior
circumstances or documents. Id.,
§6.1-330.37(b) (Supp. 1976).

Instead, the Code states that an interest rate which varies with
regard to any exterior standard "shall not be enforceable in
excess of the rate permitted by §6.1-330.11" (Id.) unless the loan
is made to a corporation, partnership, professional association

or REIT, or is insured by the FHA, VA or any similar federal
organization or is in an initial principal amount of $5,000 or
more and is for business or investment purposes. At present,

the maximum interest rate permitted by §6.1-330.11 is 8% per
annum.

B. Second Mortgages.

The Virginia Savings & Loan Act (hereinafter "the Act")
provides that savings and loan associations may make "loans
secured by first liens on improved real estate" but contains no
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specific authorization for loans secured by second mortgages.
Code of va. 1950, §§6.1-195.34(b), 6.1-195.34(k) (Supp. 1976).
The phrase "loan secured by first lien on real estate" is
defined in the Code as meaning:

... a loan on the security of any instru--
ment...which makes the interest in the real
estate described therein...specific security
for the payment of the obligations secured
by such instrument, provided that the instru-
ment is of such nature that in the event of
default, the real estate described in such
instrument could be subjected to the
satisfaction with the same priority as a
first mortgage or first deed of trust. Id.,
§6. l 195.4(23) (1973).

The Act is silent as to whether a second loan secured by a lien
upon the same real property as secures the first mortgage held.
by the lending association would be deemed to be a "loan secured
by a first lien on real estate" under the preceding definition
if there were no 1nterven1ng liens between the first mortgage
and the lien securing the second loan o

C. Flexible Payment/Balloon Payment Mortgages.i/

The Vlrglnla Savings and .Loan Act does not. spec1f1cally
authorize associations to make real estate loans with either.
flexible payment or balloon payment terms. The Act prov1des that
at least 60% of an association's assets must be invested in loans
that (a) are secured by first liens on improved real estate,

(b) are in amounts within specific loan-to-value limitations,
and (c) have direct reduction payment terms (Code of Va. 1950,
§6.1-195.34(b) (Supp. 1976)), but also allows some flexibility
in that it further provides that an association may invest up to
20% of its assets in "other loans secured by a first lien upon
improved real estate. Id., §6.1-195.354(k) (Supp. 1976). No
particular payment plans a are prescrlbed for such "other loans."

l/ The administrative regulations for Virginia savings and loan
associations may well include provisions concerning real estate
loans written with other than direct reduction terms since the
Code provision granting the Commissioner of Banking regulatory
power to amend or supplement the categories and terms of authorized
loans set forth in the Code, states that its purpose is .to enable
the Commissioner to permit "a State Association to have powers
comparable to those allowed to federal associations" by allowing

~ such 1nvcotments under such terms and conditions as he may deem
necessary. Code of Va. 1950, §6.1-195.35(0) (Supp. 1976).
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D. Home Improvement Loans.

An association may invest up to 20% of its assets in
secured or unsecured loans for maintenance, repair, alteration,
modernization or improvement of improved real estate. Such
loans, if not guaranteed or insured pursuant to the National
Housing Act or the Serviceman's Readjustment Act of 1944, as -
amended, must be payable in monthly installments, may not be '
for a term in excess of $10,000. Code of Va. 1950, §6.1-195.34 (i)
(Supp. 1976). An association may charge interest at a rate of
7% per annum, in advance, upon the entire amount of such loans
and may also impose a service charge not exceeding 2% of th
amount of the loan. Id., §6.1-330.14 (Supp. 1976). '

E. Future Advanées.

Although the Code of Virginia contains no provisions concern-
ing the making of mortgages to secure future advances, the
Uniform Mortgage Instrument for Virginia contains a non-uniform
covenant providing for future advances as follows:

"Upon request of Borrower, Lender, at
Lender's option prior to release of this
Deed of Trust, may make Future Advances to
Borrower. Such Future Advances, with
interest thereon, shall be secured by this
Deed of Trust when evidenced by promissory
notes stating that said notes are secured
- hereby. At no time shall the principal
amount of the indebtedness secured by this
Deed of Trust, not including sums advanced
in accordance herewith to protect the
security of this Deed of Trust, exceed the
original amount of the Note plus US
" .

$ .
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‘WASHINGTON

A review of Washington savings and loan association law,

9 Rev. Code of Wash. §§33.04.010-33.48-250 (1975), was under-
-~ taken to determine the avallablllty of financial mechanisms
“which could be used by savings and loan associations ("associa-
‘tlons") in Washington to provide financing to homeowners wish-
. ing to take energy conservation measures at a cost lower or.
--with more payment flexibility than would be afforded by a
- conventional home or consumer loan. Various categories of such
- financial mechanisms and their availability under Washington
law are discussed below. '

'A. Variable Rate Mortgages

‘. Washington savings and loan legislation neither expressly : .
authorizes nor prohibits the use of variable rate mortgage
instrumerits by savings and loan associations. It contains no

| provisions that would preclude an association from increasing
the amount of the required monthly payment'On a conventional.
installment (direct reduction) loan in order to realize interest
rate increases. The interest rate charged on a'real_estate loan
pursuant to a variablefrate provision could at no time exceed
a rate of 12 percent per annum, however, since that is the
maximum rate of interest permitted under Washington's interest and
. usury law. 9 Rev. Code of Wash. §19.52.020 (Supp. 1975). |

B. Second Mortgage

Pursuant to the Code provision statlng that "notw1thstand—
ing the provisions of this section, an asseociation may make any
- loan which is permitted to a federal savihgs and loan associa-
tion doing business in this state ..." (9 Rev. Code of Wash.
§33.24.100(4) (Supp. 1975)), state-chartered associations in
Washington presumably could make loans secured by'real property,
the security interest of which is not a first lien, subject to
the net worth,-scheduled items and percentage of assets limita-
tions set forth in 12 C.F.R. §545.6-26 (1976). Further, in
accordance with October 22, 1971 opinion'of the FHLBB General
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-term (not to exceed 5 years) the borrower is required to make

-/ construing 12 C.F.R. §541.9,—~/ a state-chartered

Counsel,
association in Washington may make a second loan secured by
real estate upon which it already holds a first mortgage,
provided that the association retains the first loan and that

there are no intervening liens.

C. Flexible Payment Mortgages

Pursuant to the Code provision authorizing state-chartered
associations to make such loans as federal savings and loan
associations are permitted to make (9 Rev. Code of Wash.
§33.24.100(4) (Supp. 1975)), an association in Washington may
make a loan (secured by a single family dwelling) that has the
following payment plan: During an initial period of the loan

only paymenté of interest on the loan. Following such initial
period, the loan payments are to be made on a direct-reduction
basis with the borrower required to make regular, periodic péy-
ments in amounts sufficient to retire the debt, both interest
and principal, within the balance of the loan term. 12 C.F.R.
§§541.14(c), 545.6-1(a) (1) (1976). | |

D. Balloon Payment Mottgages ("Five Year Cycle" Mortgages)

The Code provisions concerning the operations of state-
chartered savings and loan associations permit an association to

_l/ FHLBB Annotated Manual of Statutes & Requlations, 4719,
n. 6 at 118 (rev. ed. 1976) .

_2/ Section 541.9 of the FHLBB regulations defines the phrase
"loans on the security of first liens" as it is used in the FHLBB
regulations setting forth the requirements for real estate loans
made by federal associations. The definition states that that
phrase means "loans on the security of any instrument ... which
makes the interest in the real estate described therein ...
specific security for the payment of the obligation ... provided
that the instrument is of such nature that ... the real estate
described ([therein] ... could be subjected Lo the satisfaction
of such an obligation with the same priority as a first mortgage
«+. in the jurisdiction where the real estate is located." 12
C.F.R. §545.9 (197s6).
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'make a loan secured by improved real estate that does not ..
requlre payments in reduction of principal prov1ded that the
amount of such a loan does not exceed 50 percent of the value
of the security. This loan plan differs from a standard balloon
payment loan plan in that no date certain is established for

the retirement of the debt by a lump ‘sum payment of prlnc1pal.
f.Instead, the Code provmdes that:

No loan upon which payments in reduction of
principal are not being made at least

- annually shall continue for more than five
years, unless, at the expiration of each
five year period it shall be reappraised.
-and the loan reduced to an amount not in
excess of fifty percent of the new appraised
value. 9 Rev. Code of Wash. §33.24.100(1)
_(Supp. 1975). ' : :

The above described loan plan has been termed a "five year
cycle mortgage." '

E. Future Advances

Although the Revised Code of Washington contains no provi=-
sions specifically providing for future advances, the Uniform
Mortgage Instrument for Washington contains a non-uniform
covenant providing for future advances as follows:

Upon request of Borrower, Lender, at Lender's
option prior to full reconveyance of the
property by Trustee to Borrower, may make
Future Advances to Borrower. Such Future
Advances, with interest thereon, shall be
secured by this Deed of Trust when evidenced
by promissory notes stating that :said Notes
are secured hereby.

~ F. Home Improvement Loans

An association may invest up to five percent of its assets
in secured or unsecured loans for home or property repairs,
alterations, additions,or improvements, subject_to the following
' terms and limitations:
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1. The

 $5,000; -
“512.; The

and ‘

3. The
Code of Wash.

prinCipal amount of the loan may not exceed

‘loan is repayable in equal monthly ihstallments;f

term of the loan may not exceed 7 years. 9 Rev,
§33.24.240 (Supp. 1975).
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WEST VIRGINIA

A review of West Virginia building and loan association
law, West Virginia Code §§31-6-1 to 31-6-43 (1975) (herein-
after the "Code") was undertaken to determine the availability
of financial mechanisms which could be used by building and
loan associations in West Virginia to provide financing to
homeowners wishing to take energy conservation measures at
a cost lower or with more payment flexibility than would be
afforded by a conventional home or consumer loan. Various
categories of such financial mechanisms and their availability
under West Virginia law are discussed below.

A. Variable Rate Mortgages

West Virginia building and loan association law neither
expressly authorizes nor prohibits the use of variable rate

mortgage instruments. However, the Code exempts associa-
tions from the operation of the general law in relation to
usury. W. Va. §31-6-17(1975). ‘Additionally, the Code

provides that mortgage loans repaid on a direct reduction
basis may be made in "consecutive monthly installments,
equal or unequal" within 30 years. Id., §31-6-19(1975).
Under such favorable circumstances, an association could
implement a variable rate mortgage by increasing the
amount of the required periodic payment.

B. Second Mortgages

The Code stipulates that no association may take a
mortgage (first or otherwise) or deed of trust upon real
estate unless at least two members of such association's
appraisal committee affirm that such mortgage or deed of
trust affords adequate security. W. Va. §31-6-21(1975).
Further, no association may take a mortgage or deed of trust
upon improved real estate if the amount secured "by such
mortgage or deed of trust, plus any prior liens," exceeds
95% of appraised value thereof. Id., The portion of
§31-6-19 guoted implicitly recognizes the right of West
Virginia associations to make loans secured by second
mortgages. : :

C. Flexible Payment/Balloon Payment Mortgages

The Code provides only for the repayment of mortgage loans
on a direct reduction basis. W. Va. §31-6-19(1975).
However, state-chartered associations whose accounts are
insured by the Federal Savings and Loan Insurance Corporation
are authorized to make any loan permitted to be made by any
federally-chartered association. Among loans authorized
for federal associations are flexible payment and unamortized
mortgages. Id., §31-6-43(1975).
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D. Home Improvement Loans’

There is no specific prOViSion for home improvement
loans in the Code. . Apparently, such loans must be made:
on the security of a mortgage or.a pledge of shares and

in:accordance with repayment. terms and conditions ‘thereof.
(See W. Va. s31 6 19(1975))

E. Future Advances

1. Although no specific prOV1810n regarding future
advances wasfound in the Code, the Code does appear to
acknowledge the advancement of sums. by an aseoc1ation for

. general purposes: _

. Any loan made by a building and loan
association...may be repaid at any time.
Provided, that the member shall pay. ‘

- all sums advanced by the association for
taxes...repairs, or other purposes...

W. Va. §31-6-22(1975).

2. The Uniform Mortgage Instrument for West Virginiah.

'contains a non-uniform covenant. which provides for future :
advances as follows: ‘ S '

Upon request of Borrower, Lender, at Lender 8
option prior to release of this Deed of
Trust, may make Future Advances to Borrower.
Such Future Advances, with interest thereon,
-shall be secured by this Deed of Trust when
‘evidenced by promissory notes stating. that
said notes are secured hereby.

226




F.‘ Future Advances

Although no reference ‘to future advances wasfouno in tHe
Statutes or reqgulations, the .Uniform Mortgage Instrument for
Texas ‘contains a non-uniform covenant which provxdes for
future advances ‘as follows:

© - Upon request of Borrower, Lender, at Lender s
' option. prior to release of this Deed of Trust,

may make Future Advances to Borrower if the
Property is not the homestead of Borrower.
Such Future Advances, with interest thereon,

’ " shall be secured by this ‘Deed of Trust when
evidenced by promissory notes statlng that'

. said notes are secured hereby.

Al
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WISCONSIN

A review of Wisconsin savings and loan association law, 26
Wisc. Stat. Ann. §§215.01-215,88 (Supp. 1975), was undertaken to .
determine the avallablllty of flnan01al mechanisms which could
be used by savings associations, savings and loan associations
or building and loan associations ("associations") in Wisconsin
to provide financing to homeowners wishing to take energy.
~conservation measureés at a cost lower or with more payment -
flexibility than would be afforded by a conventional home or
consumer loan. Various categories of such financial mechanisms
and their availability under Wisconsin law are discussed. below.

A, Variable Rate Mortgages.

Under Wisconsin law, savings and loan associations are
expressly permitted to use variable rate clauses in loan con-
tracts secured by first lien real estate mortgages on owner-
occupied residential property containing not more than four
dwelling units. If a variable rate clause is to be used, the
provisions of the loan contract, the disclosures made prior to the
execution of the loan contract and the content and timing of
notices of interest rate adjustments issued pursuant to the
contract must all be as specified in §138.055 of the Wisconsin

Statutes. Wisc. . Laws 1975, ch. 387, §1 (1976 Wisc. Sess. L.

The index used by an association to determine changes in
the interest rate pursuant to a variable rate clause must be
either the index published by the federal home loan bank of
Chicago based on the cost of all funds to Wisconsin member.institu-
tions or an 1ndex approved by the commissioner of savings and '
loans.  1d.

Changes in the 1nterest rate pursuant to a'variable rate .
clause are subject to the following limitations:

1. The rate may not be changed during the first semiannual
- period of the loan and may be changed not more than once during
any subsequent six-month pcrlod

2. Any~51ngular change in the interest rate may not.
exceed the rate of $1 per $200 for one year computed upon the
declining principal balance and the total variance in such rate
may at no time exceed a rate equal to $2.50 per $100 for one
year computed upon the declining principal balance, greater or
lesser than the rate originally in effect; and
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3. Decreases required by a downward movement of the
prescribed index shall be mandatory; increases permitted by an
upward movement of such index shall be optional with the lender.
Changes in the interest rate may be made only when the pre-
scribed index changes a minimum of one-tenth of one percent.

Id. 0

In addition, the borrower under a loan contract containing
a variable rate clause must be given the right to repay the
loan, in whole or in part, within 90 days of notification of
any increase in the rate of interest, without a prepayment
penalty. Id.

B. Second Mortgages.

An association may make a loan secured by a second mortgage
on real estate provided that the association also holds the first
mortgage on such real estate and provided that thexe have been
no intervening liens. The Attorney General of Wisconsin has
found that a second mortgage under such conditions would consti-
tute a security interest equivalent to that created by a first
lien for the purposes of the statutory provision authorizing
savings and loan associations to make loans on the security of
first liens on real estate. 40D Wisc. Stat. Ann. §428.100, n. 1
(Supp. 1975).

The amount that an association may loan on the security of

a mortgage on real estate is subject to the limits prescribed by
the savings and loan commissioner,

C. Flexible Payment Mortgages.

The only real estate loan plans authorized by Wisconsin's
savings and loan association law are straight mortgage (balloon
payment) and direct reduction. 26 Wisc. Stat. Ann. §215.21
(Supp. 1975).

D. Balloon Payment Mortgages.

Associations may make mortgage loans on existing structures
without requiring monthly amortization of principal but requiring
the payment of interest either monthly or semi-annually, provided
that the aggregate amount of all such loans made by an association
does not exceced an amount equal to 10% of the association's assets,
Such loans may be written either for a term not to excced five
years and in an amount not to exceed 50% of the appraised value
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'of the securlty, or for a term not to exceed three years and
for an amount not to exceed 60% .of the appraised value of the
security. At maturlty, all such loans may be extended for like
periods. 26 WlS. Stat. Ann. §215.21(6) (b) (Supp. 1975).

E,“ Home Improvemcnt -Loans.

Assoc1atlons may make loans for the repair, modernxzatlon,
alteratlon or improvemeat of. ‘real estate and/or the structure.
upon it, in such 1nd1V1dual and aggregate amounts and upon-such’
terms as the savings and loan commissioner may by rule prescrlbe,

~ within the limitations applicable to federal savings and loan

associations. 26 Wis. Stat. Ann. §215.20 (Supp. 1975).

[ . ' S L

F. Futurc Advances.-

‘l An assoc1atlon may make. addltlonal advances to a
borrower (mortgagor) provided. that the mortgage and mortgage
notes provide for such additional advances and. provided that the -
amount of such addltlonad advances does not exceed that specified
in the mortgage. 26 Wis', Stat. Ann. §215. 21(4)(b) (Supp. 1975)

2. The Unlform Mortgage Instrument for Wlscons1n contains
a-non-uniform convenant providlng for future advances as’ follows*
. . , :
- Upon request of Borrower, Lender, at : -
Lender s option prior to release of this - LT
- Mortgage, may make Future Advances to '
Borrower. Such Future Advances, with
interest thereon, shall be secured by this
Mortgage when evidenced by promissory .
‘. notes stating that said notes are secured
‘hereby. At no time shall the principal :
‘amount of .the indebtedness secured by
this Moértgage, not including sums
advanced in accordance herewith'to pro- b
tect the security of this Mortgage. exceed
the or;grnal amount of the Note.' '

Lol
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WYOMING

A review of the Wyoming Guaranty Capital Savings and Loan
Association Act (1959), 5 Wyoming Statutes §§13-279.01 to
279.1(h) (1965) (hereinafter the "Statutes") and related
building and loan association lawl/ was undertaken to deter-
mine the availability of financial mechanisms which could be
used by guaranty capital savings and loan associations (here-
inafter "association”) in Wyoming to provide financing to
homeowners wishing to take energy conservation measures at a
cost lower or .-with more payment flexibility than would be af-
forded by a conventional home or consumer loan. Various :
categories of such financial mechanisms and their availability
under Wyoming law are discussed below.

A. Variable Rate Mortgages

The Statutes neither expressly authorize nor prohibit
the use of variable rate mortgages. However, Wyoming guaranty
capital savings and loan associations, pursuant to §13-279.1
(g) of the Statutes, have the same powers permitted federally-
chartered associations under loan regulations promulgated by
the Federal Home Loan Bank Board.2/ (It should be noted that
the Statutes invest the State Examiner with ultimate authority
to limit or restrict those powers. Id.) Board regulations
prohibit subsequent payments on mortgage loans in an amount
greater than any previous payment. This precludes the imple-
mentation of a variable rate through an increase in the
amount of the periodic payment. However, an association might
realize an increase in the variable rate through an extension
of payments within the 30 year maximum loan term prescribed by
Board regulations.

17 5 Wyoming Statutes §§13-212 to 279 (1965) contain provx-
sions generally applicable to building and loan associa-
tions and specifically applicable to permanent plan and
domestic serial plan associations. However, in a conversa-
tion with the Wyoming State Examiner, it was revealed that
there are presently only 5 state-chartered associations
operating in Wyoming, all pursuant to the Guaranty Capital
Savings and Loan Act. In light of the above information,
the fact that no association is operating as a permanent
plan or domestic serial plan association and the inability
of an association to henceforth organize as such (see 5
Wyo. Stat. §§13-212, 213 (1965)), it was decided to review
laws appllcable to existing associations, i.e., quaranty
capital savings and loan associations. While §13-279.1 (h)
of the Statutes provides guaranty capital savings and
loan associations with all powers authorized pursuant to
§§13-212 to 279 of the Statutes, §13-279.1(g) of the
Statutes provides such associations with all powers permit-
ted federally-chartered associations, which powers are less
restrictive than the former.

2/ See Memo re Federal Savings and Loan Associations.
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Wyoming usury law was.repealed by Wyoming Laws 1971,
ch. 191, §9-103. There is, therefore, no interest ceiling
on loans generally. However, interest exceeding 18 percent
per annum on a loan "primarily secured by an interest in
land" subjects the loan to provisions of the Wyoming Consumer
Credit Code. 5 Wyo. Stat. §40-3-105 (Supp. 1975).

B. Second Mortgages

As noted in part A of this memorandum, a state-chartered
association is subjecc to regulations of the Federal Home
Loan Bank Baord. Such regulations permit an association to
make a second loan secured by the same real estate which
secures a first mortgage or deed of trust held and owned by
the association, if there are no intervening liens. -

The Guaranty Capital Savings and Loan Association Act
authorizes an association to "lend 80 percent of the value
of improved real estate upon which secured loans shall be
made as security."” 5 Wyo. Stat. §13-279.1(g) (1965).

C. Flexible Payment/Balloon Payment Mortgages

The Statutes do not provide for flexible payment or bal-
loon payment mortgages. However, pursuant to an association's
. authority to exercise all powers of a federal association (5
Wyo. Stat. §13-279.1(g) (1965)), an association could make
flexible payment and balloon payment mortgages.

D. Home Improvement Loans

Although the Statutes do not specifically provide for home
improvement loans, an association, pursuant to its authority
to exercise all powers of a federal association, could make
loans for property alteration, repair or improvement in accord-
ance with federal regulations. :

E. Future Advances

No reference to future advances was found in the Statutes.
However, the Uniform Mortgage Instrument for Wyoming contains

a non-uniform covenant which provides for future advances as
follows:

Upon request of Borrower, Lender,
at Lender's option prior to
release of this Mortgage, may make
Future Advances to Borrower. Such
Future Advances, with interest
'thereon, shall be secured by this

Mortgage when evidenced by
promissory notes stating that
said notes are secured hereby.
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NEW! ATTACHMENT D
FIRST FEDERALS

NERGY
SAVER'S

LOAN

Now you can get a preferred interest rate on loans
for home improvements that conserve energy

NOWIS §
THE TIME. |

Conserve energy,
conserve money,
improve your home, &
and increase its value (/85" i
—gave all the way o oy

" ; a more efficient heat-

around. ' 2
First Federal is offering preferred ing system, Then bring the estimates to
rate loans for home improvements to your nearby First Federal office.

Additional insulation,
double-glazed win-
dows, weather strip-
ping, storm windows
and doors, possibly

make your home more energy-efficient,

This is our way of helping tlzxe ener?y ASK AlOU'l" AN

&c&gwaﬂon de ffortt-l;e: vitéal priority for ENERGY SAVER'S LOAN.
urgh and for the nation. )

For the homeowner, it's just plain {f‘::’p;ﬁi:lgg&:’,’;g}::’l:gm:g:m
common sense. Why pay for expensive,  |5ang “and you can take up to twelve
wasted energy when you can use the years fo repay. Meantime, the
same money fo improve your own  {mprovements adg value to your home,

e and they save you money on utility bills.
HERE'S HOW IT WORKS. THAYS & mush betiar way to use

First, get estimates on the energy-saving your meney than to waste it on wasted
improvements your home could use: energy at today's rising fuel costs.

Your family comes first at First Federal

FIRST FEDERAL SAVINGS

Member! FBLI
PITTSBURGH i
SOUTH NORTH
©fies, 435 Forbes Avenus 7, Ghartien V. Offies, Chartiers Valley Shopping Center 5 Narih Milte Oifles, North Hills
©ffies, 601 Liberty Avenue 8. Forl Coush 180 Fort Coueh Rond 8. North Patsburgh Offies, 3819 Callfornia Avenus
©Offies, U.8, Bleel Building O. Offies, 831 Warringten Avenus BAST
©ines, 550 Wood Sireet 10, W, Wi ©mes, §30 Shiloh Birest " ey Gonter
11, Bouthiand Ofies, Souihiand Shopping Genter e e 1o -2
12, South Park Offies, South Park Shops 10, Meareavitie Ofies, 130 Mall Cirole

18, South Bide Offics, South Bide Shapping Center
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AND YOUR
SAVINGS

AND LOAN . 0
WANTS TO HELP Uld pay off b\9

The President’s energy program is vital to the nation and to all of us.
Homeowners are urged to save energy. So make a list of
improvements that will save energy in your home, reduce your
utility bills, air conditioning and heating costs. Then stop in

your nearby Savings & Loan. We'll gladly show you how

to arrange financing on sensible terms.

Merrbers of SAVINGS ASSOCIATION COUNCIL B &

S Bamenge et 10 04 080
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ATTACHMENT E'

" SUMMARY OF POTENTIAL SAVINGS
3 TO BE REALIZED FROM VARIOUS |
RESIDENTIAL RETROFIT ENERGY CONSERVATION MEASURES
o ' f o . , v

INTRODUCTION
The following is a sunmary 5: various residential retrofit
B energy oonserving neasures along with~approximate'calculated

savings that nightibe realized‘if such‘measures were undertaken.. -

The proJected savings which are calculated are based upon
‘_average year round temperature, wind conditions, heme construction‘
| and house age. Exact home location, wind conditions and protection,
ghome construction,‘heating system efficiency and proper use of
'.material can all have an effect, of these typical savings.‘ However,
the savings which are calculated should be representative of average

conditions in the_Allegheny County area.

. The calculated savings-are.tor,heating‘only. If a home is
nalso air conditioned, additional-savings over and above those derived |

 will be realized,

| The five costs used ‘were those which were in use in the Allegheny
| County area as of May l 1977 The calculated annual savings are |
,based upon present energy costs, but no effOrt was made to incorporate
future increase in the cost ot energy.; Such proJected increases should

be taken into account however, in any cost savings analysis.
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Also included in each section is an approXimate'cost for
performing the particular energy conserving measure in question.
These figures are rough approximations of installed costs. Actual

’ costs will vary from house to house.

e .When“warranted,’commentSEOn“theﬁpros'and,cons'of the measure

under consideration will also be listed.

Fuel Costs ‘ e X .

The fuel costs used in each analysis where those in existence.

in Allegheny County as of May 1 1977 They were:

‘Natural Gas - $2,37 MCF
Fuel Oil | 0.48 GALLON

Electricity | 0.054 KWH

Heating System Efficiencies

TThe-folIoning calculations wereiperformed using the“heatiné
system efficiencies listed below. The efficiency for olectric heat
is based upon electric resistance heating., Electric heat pumps

would perform considerably better.

Heating System = ~ Efficiency
Natural Gas | . e5%
Fuel 01l | . e5%
Electric Besistance T 98%
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Energy SavingﬁCalculations

The anticipated average savings calculated for each of the
»various measures was deviced from the following basic formulas:

Annual S Area or Unit S Heating
.Savings ($/yr) --_(U - U1) x (Under Construction) X Factor

Number of Degree Days x 24 x Cost of Fuel
Heating Factor = Energy Content of. Fuel X System Efficiency

Using the cost-and'efficienciesmlisted above the following

heating factors can be. calculated

Heating Factor

Natural Gas . - o o 0.50
Fuel 0il : I - 0,76

Electric : S - 2.40

Air Conditioning Saving_

Although air conditioning savings are not considered in the
following calculations, they would represent an’ additional

approximate savings over and above the heating savings calculated

15% over Natural Gas Heat
10% over Fuel 0il Heat .

4% over Electric Resistance Heat
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ATTIC INSULATION

The savings calculated below are for a regular unfinished

attic with no- floor. Savings are costs would vary somewhat for

'unfinished attics with floors or finished attics depending upon

their size and type of retrofit insulating method used.

\ .

For an attic. with no insulation, the average U-Value would

" be 0.45.
A.

,
I .
,
,
, ) }
?‘—l—* AT

Adding R-

4

Adding R-lQ'Insulation to Uninsulated Attics
The improved insulating capabilities realized by
adding R-19 fiberglass insulation.

AU | - U ' Ung
- 0. ,445 - 0.05
Qqu = 0.40

Based upon the annual savings on a per square foot
basis for each energy source would be:

Natural Gas. -~ $0.20 / year / sq. ft.
Fuel 011 -~ $0.30 / year / sq. ft.
¢Electric , - $O,96 / year /,sd. ft.

The approximate installed cost of such an energy savings

measure would be $0,30 per square foot,

30 Insulation to an,UninnulatedmAttic

The improved insulating capabilities to be realized

by adding R~30 fiberglass insulation,

UhSQ - 0.037

QU - UQ - Unao
AU = 0,413
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'Natﬁral‘Gas --  $0,21 /'year / sq. ft.
Fuel 011  -- $0.31 / year / sq. ft.
Eleétfic'f == $0.99 / year / sq. ft.

The approximate 1nétalled cost of such an energy.
savings measure would be $0.45 per square foot.

'Adding R-11 Insulation to a Partially Insulated Attic

For a partially insulated attic with 2" or less of
insulation, the existing U-Value of the attic would
be approximately 0.14.

The improved insulating capabilities to be realizéd;‘
- by adding additional insulation with a resistance

value of approximately R-11.

Uipi1 ™ 0.055

Au = Uy - p+R1_1

= 0,14 -~ 0.55
AU = 0,085

Based upon this, the annual savings on a per square
foot basis realized by adding insulation in a partially
insulated attic would be:

Natural Gas ~- $0.042 / year / sq. ft.

Fuel O0il -- 0.085 / year / sq. ft.

‘  Electric == 0.204 / year / sq. ft.

The approximafe installed cost of such an energy savings
measure would be $0.18 per square foot.

Adding R-11 Insulation to a Marginally Insulated Attic

For a marginally insulated attic with from 2" to 4"
of insulation, the existing U=Value of the attic would
be approximately 0,008,
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- Savings to be‘réalized by ddding additional insulafion
with a resistance‘value of apprqximately R-11

Uypyy " 0-045

AU = U, = Upn
= 0.08 - 0,045

/ - 0.035
Based upon this; the annual Savings on a pér sqﬁare
foot basis realized by adding insulation to a marginally
~insulated attic would be.

Natural Gas - $0.017’/-ye§r / sq. ft,-

Fuel 0Oi1  -- 0.026 / year / sq. ft.

Electric  -- 0.084 / year / sq. ft.

IMPROVEMENT OF WINDOW AREAS

"The savingé'calculéted below are for.improving‘g;singie. |
giazed window with a leakége‘rate bf”1.45 CFM/foot of créck perimeter
. (Basedﬁupon'recent AAMA'Report:to the Federal Energy Administration).
Savings afe.on a per'window’baSis‘for an average three'fdot widé -

by fourrand one half foot high‘double hung window.

The average U-Value of such a‘windoﬁ-wouid be apprbkimately ,
1.56. o | o |
. A. Adding a Good Quality Storm Window or Door

Adding a good quality storm window which would also
~cut the air leakage through the window area in half

would improve the U-~Value of the window to 0 81.

Therefore; : .

AU'U(,"'"WS" |
- 1,56 -.0.81
AU = 0,75
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Based upon tnis, tne annuai energy snyings on a per
window basis for each energy source would be ‘

‘approximately:

'Natural Gas -- $5.06 / year / window
Fuel 0i1  -- 7.70 / year./ window
Electric ~ -- 24.30 / year / window

‘The approkimate installed cost of a storm window would
be $30 .to $50 a unit depending upon the quality of the

‘unit.

The potential ‘drawback of a storm window is that it
should not be used over an existing window that has

- deteriorated beyond its useful life. ' The adding of
storm windows to a home where basic window units are
- close: to or beyond the wearing out point is really

not going to help as much as. it should. Also, it o

- still leaves a window with the old sash still on the

inside where you have to put up with their poor

"‘d operation, their poor appearance and the annual
H-‘touching of glazing, putty or paint,

4Insta11ation of a Reglacement Window

" The replacement of the old deteriorated window with a
- good. quality insulating replacement window would change
- the U-Value of the window opening to 0.65 (based upon

recent AAMA Report to the Federal Energy Adminietration).

Therefore, the 1mprovement in thermal efficiency would

be:

’ AU - Uo - Uwr

- 1.56 - 0.65
AU = 0.91 '

Based upon this, the annual energy savings on a per
window basis for each energy source would be approximately

‘Natural Gas ~-- $6.15 / year / window
Fuel Oi1 == 9.38 / year / window -
Electric 29,52 / year / window
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The approximate installed cost of a réplacement window
would be approximately $100 to $200 a unit depending
upon the quality of the unit. . o ‘

In addition to the energy savings, the installation of
a replacement window would also yield a painting
maintenance savings of approximgtely'$5;oo / year / window.

. Replacement windows also have other advantages over their
energy saving capabilities. 1In replacement windows, you
can obtain all of the benefits provided by modern well
engineered prime windows; insulating properties, smooth
operation, factory finishes that go years with minimal
upkeep, improved resistance to condensation and for
cleaning ease, units are available with removable tilt-
in sash permitting cleaning from inside the home,

SIDEWALL INSULATION

'The savings calculated below are representative of the approximate
savings that should be realized under‘the1vagious conditions and

retrofit measures cited,

In .the Allegheny County érea, a typical home with non=-

insulated walls would have a U-Value of approximately 0,242,

A, Adding Blown-In or Foamed—-in-Place Insulation Inside
a_Non-insulated Wall ' ( '

There are three basic types of insulation that can be
used for improving the thermal resistance of the cavity
in a non-insulated wall., They are mineral fiber (glass .
fiber or rock wool), cellulosic fiber and ureaformaldehyde
foam., Adding these materials would improve the U-Value

- 0of the above non-insulated wall to: : '

Mineral Fiber s Umf = 0,083
Cellulosic Fiber : Ucf = 0.080
Ureaformaldehyde : Uuf = 0,069
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" The improved insulating capabilities to be realized

by the use of any of these products in a non-insulated
wall would be
‘Mineral Fiber; -
- U=1u, -‘Uhf = 0,242 - 0.083 = 0.159

vCéliulosic Fiber;
U = Uy - Uy = 0,242 - 0,080 = 0,162

Ureaformaldehyde Foam;
U= Uy - Uyg = 0.242 - 0.069 = 0.173

- Based upon these figures, the annual energy savings on-

a per square foot of wall area basis for each of these

mater;als and each energy source would be:

. Annual'Enefgy'Savings Per Square Foot
Qf Wall Area

Mineral Cellulosic ° . Ureaformaldehyde

, | Fiber Fiber Foam
Natural Gas 1$0.079 $0.081 $0.086
Fuel 01l ~0.121 0,123 0.131
Electric 0.381 0.389 0.415

The approximate installed cost of each of these materials’
would be: ,

Mineral Fiber  $0.50 to $0.60/ sq. ft.
Cellulosic Fiber 0.55 to 0.65/ sq. ft.
Ureaformaldehyde 0.75 to 0.90/ sq. ft.

The one. drawback to. either of these systems is the

| 'possibility ‘of having holes in the exterior which may

have to be plugged

Adding Insulated Aluminum Siding in Conjunction With
Blown-In or Foamed-in-Place Insulation Inside a Non-
Insulated Wall

Insulated aluminum siding with a polystyran backerboard
has an R Value of approximately 2.5. Adding this product
to a non-insulated wall to which one of the three internal
wall insulating materials was being added would improve
the U-Value of the wall, to:
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Mineral Fiber . + Insulated Siding : Umfs = 0,069

Cellulosic Fiber . + Insulated Siding : Ucfs = 0.067
“Ureaformaldehyde‘ Foam + Insulated.Siding'{pqus -‘0.059 X

-The improved insulating capabilities to be realized by
.the use of any of these systems on a non—insulated wall
'would be

Mineral Fiber + Insulated Siding,
U= U mfs = 0. 242 - 0,069 = 0.173

Cellulosic Fiber + Insulated Sidi g

»tJreaformaldehyde Foam + Insulated Siding,'
‘@ y U= U, - Uypg = 0.242 - 0. 059 = 0.183

- Based upon these figures, the annual energy savings on
a per square foot basis for each of these systems and
‘each energy source would be:

Annual Energy Savings
Per Square Foot

| Ureaformalde—'
Mineral Fiber + Cellulosic Fiber . hyde Foam and

Insulated Siding Insulated Siding Insulated Siding

' Natural Gas ~ $o0.086 - $0.087. . $0.097

Fuel 011 - 0,131 - 0.133 10.139
Electric © 0.415 o, 426 . 0.440

- The approximate installed cost per square foot of each of
these systems would be: , »

Mineral Fiber ~  + Insulated Siding --,$1.60-$1.7o/qqi,ft;f'
Cellulosic Fiber + Insulated Siding -- 1,65- 1.75/sq. ft.
© _U’reaformaldehYde Foan + -Insulated Siding -~ "1.85- 1;95/sq{fft.rf
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The above costs’ apply only if both the installation

of the insulation materials and insulated siding are
done simultaneously. Doing the insulating operation’

in such a manner reduces the overall cost of installa- -
tion. _ S S A

In addition to the above savings, an additional annual -
maintenance savings of $0.08 per square foot would be
~realized by the application of aluminum siding (per - .
AAMA recent report to the Federal Energy Administration).
This would bring the total potential savings realized
- by using one of these systems to:

TOTAL ANNUAL SAVINGS o o
© PER SQUARE FOOT OF . : o

WALL AREA
o _ 3 Ureaformaldehyde
Mineral Fiber + Cellulosic Fiber + Foam + Insulated.
Insulated‘Siding Insulated Fiber Siding
Natural Gas ~ $0.166 ~ $0.167 $0.177.
Fuel 011 0.211 ~ 0.213 0.219

Electric. . 0,498 0.500 0.520

i

Add to these savings the fact that the home's appearance -
would be improved and its resale value would be higher. . ,
- The combination of the wall insulation and insulated

aluminum siding makes a significant overall advantage.

Adding Insulated Aluminum Siding and Insulating

. Sheathed to a Partially Insulated Wall .

There is really no good efficient economical way to
add insulation to a partially insulated wall, Any
improvement must be made by adding some insulating
materials to the exterior surface of the wall.

Aésuming a wall to be partially insulated with 2" .
of fiberglass. The U-Value of the wall would be
approximately 0.131. ’
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'The improved insulating capabilities to be realized
by the addition of a 1" insulated sheathing. board
(R=5.4) and insulated aluminum siding (R-2 5) to such
a home's exterior wall would be:

U s-0062

U=Us-Us + g

- 0.131 - 0.062
U = 0.069
Based upon these figures, the annual energy savings on

a per square foot of wall area bases for each energy
source would be:

Annual Energy Savings Per
Square Foot of Wall Area

Natural Gas | ~ $0.035
'Fuel Oil o 0.052
" Electric - 0.166

The approximate installed cost of such an installation |
would be about $1.65 to $1.75 a square foot. :

Adding to these savings the $0 08 a square foot repainting.
savings, the total annual square ioot savings would be: -

Total Annual Savings Per
Square Foot of Wall Area

‘Natural Gas | $0.115

Fuel 0il | | 0.132
Electric . 0.246

Such an installation would also have the appearance
'and increased home value advantages presented above.
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' ’ OTHER AREAS FOR ENERGY CONSERVATION

In addition to the three maJor areas mentioned there are

many other areas of potential residential energy conservation

such as:

A. Other Area to Where Improved Insulation Should

o be Considered:
1. Floors over:unheated‘areas;‘
.2; Basement walls
3. Crawl space wall
‘4. Duct work in unheated areas
S. Walls of homes of masonary construction
6. Weatherstripping if replacement windows are

not used -
7. Caulking and Putty--if storm or replacement
~ Windows are not used

B. Servicing, repair or replacement of a home's heating |
system to improve its efficiency I ‘

C. Conservation measures such as reduced thermostat settings, |
reduced lighting, closing off unused space etc.

PUBLICATIONS OF INTEREST

A. In the Bank . . . On Up The Chimney
A Dollar and Cents Guide to Energy Saving Home
‘Improvements. Department of Housing and Urban Develop—

: ment ‘
- 'B. Makin g the Most of Your Eneﬁgz Dollars‘in Home Heating |
' . and Cooling . '
| : ‘U.S. Department of Commerce; National Bureau‘of Standards.



L c.

Retrofittin isting Housing;For Ene‘gy Conservation
An Economic Analxsis ‘ '

Building Science Service U.S. Department of Commerce,‘

ﬂiNational Bureau of Standards

. How to Save Money by Insulating Your Home
| National Mineral Wool Association

"Insulation Manual, Homes/Agartments
:National Association of Home Builders Research Foundation.'
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