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THE SENATE

STATE OF NEW YORK
EARL W. BRYDGES ALBANY
TEMPORARY PRESIDENT

April 16, 1970
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“ % Honorable Robert R. Douglass
- &P Counsel to the Governor
The Capitol
Albany, New York

Dear Mr, Douglass:

The Senate and Assembly have now passed S.8582-~C and
9208~A (A.I. 6593~A) which are before the Governor for his
consideration. There is an additional chapter amendment,
S.9383, a copy of which is enclosed,

As you know, this is Senator Brydges® program to create
the state of New York mortgage agency. It is explained in
the enclosed memorandum in support of the legislation.

For your information, the legislation has been extensively
reviewed by Hawkins, Delafield and Wood (Gerard Fernandez, Jr.),
who have come to grips with the constitutionzl issues and are
intimately familiar with its bending provisions. Dick and
Merle~Smith (B. B. Ted Thomas, Jr.), who are handling the Battery
Park City bond issue, have reviewed the salability of the bonds;
it is thedir opinion that they are salable.

These bills are emergency legislation. See e.g., p. 4,
lines 10~15; p. 15, lines 27~28; p. 16, lines 1~20 (S.8382«C);
and the floor debate in both houses. We have eliminated, to the
greatest extent possible, any benefit to a private undertaking.
It is, therefore, our opinion that a court would uphold the
validity of the legislation under both the state and federal
constitutions.



Honorable Robert R. Douglass
Page 2
April 16, 1970

I have had extensive conferences with the Internal Revenue
Service, including a trip to Washingcon on April 10, 1970. The
enclosed chapter amendment embodies their suggestions.

The IRS has taken the position that one-half of one percent
is the maximum differential between the agency's bonding rate and
the rate of return which the agency or the state or any of its
subdivisions may receive, or which the agency may control by the
legislation, without violating the arbitrage provisions of the
1969 Tax Reform Act. This would preclude the agency from issuing
tax exempt bonds for the purpose of purchasing mortgaiges, the
proceeds of which would be reloaned by the selling banks to corw
porate borrowers on multiple dwelling mortgages; the spread in such
circumstances might approximate three percent.

The IRS makes clear that this is only their current position
which is subject to change. It is our hope that ultimately the
IRS will agree that such a spread, paid over by the banks to the
capital grant low rent assistance fund, does not constitute
arbitrage.

In the meantime, bond counsel and the financial consultant
agree that, under the statute as dratfted, the agency can issue a
series of bonds for the purpose of purchasing mortgages, the
procceds from which the selliing banks will agree to reloan to
individual borrowers. This bond issue will qualify for a revenue
ruling that the income is exempt from federal taxation. We have
reason to believe that this ruling can be received expeditiously.

The agency can then issue another series of bonds for the
purpose of purchasing mortgages, the proceeds from which the
selling banks will agree to reloan to corporate borrowers for
multiple dwellings. This second bond issue would not be tax
exempt; nor would it have fo be. Such non-tax exempt bonds should
sell, we are informed, for between eight and nine percent. The
banks will still be able to put the money out at the going rate.

We urge favorable consideration on these bills.

Yours very truly,
:' »; - : :) : i \ . —vv’l { :'\
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R WO - N ST §

|

{
Robert S. Amdursky

Assistant Counsel to the
Senate Temporary President
RSA:tr
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S. Int. 8582C Mr. Brydges March 31, 1970
and related Chapter

Amendment MEMORANDUM

RE: AN ACT to amend the public authorities
law and the tax law in relation
to providing increased avail-
ability of residential mortgage
funds and to establish state of
New York mortgage agency, and
making an appropriation therefor,

Purpos= of tte Bill:

- To create a state of New York mortgage agency for the purpose of increasing
the availability of funds for residential mortgages in the state.

Summary of Provisions of the Bill:

This bill creates the state of New York mortgage agency, a public authority
authorized to sell bonds, which should be tax exempt, up to $750 million. The
proceeds ¢f the bonds will be used to purchase mertgages from banks within the
state. The purchase price will be computed by discounting the mortgages at the
same rate of interest as the agency pays on its bonds. As a condition of the
purchase, the selling banks will be obligated to reinvest the pwoceeds in new
mortgages within a time period set by the agency. The new mortgages may be on
one- and two-ifamily houses and multiple dwellings. New mortgage loans on multiple
dwellings may be made only to corporations, and not more than forty percent of
the total funds made available by the agency may be loaned on multiple dwellings.
The interest rate payable by individual and corporate horrowers will generally
be the same as that on comparable mortgages to such borrowers. However, 1f the
agency pays more than six and one-half percent interest on its bonds, individuals
will get the funds at not more than one percent more than the agency pays. The
agency should require only a minimal staff. An appropriation of $400,000 is made
to the agency.

To compute the purchase price of a mortgage to be acquired by the agency,
its unpaid principal balance is discounted at the same rate of Interest as the
agency pays on its bonds. Thus, 1f the agency were to bond at seven and one-half
percent, it would purchase a mortgage having an unpaid principal balance of
$10,000, an interest rate cf five percent and a remaining term of ten years for
$8,935. The regular five percent interest payments on the acquired mortgage,
plus the $1,165 accretiun to principal (the difference between $10,000 and $8,935)
would result in a yield to the agency of seven and one-half perceut on its
investment o. $8,935. If the same mortgage yielded seven ani one-half percent
interest, the agency would pay $10,000. In no event will the agency pay more
than the unpaid principal balance of the mortgage. ‘

The rate of discount set by the bill is mandated by the 1969 Federal Tax
Reform Act, which denies federal income tax exemption to state bonds the proceeds
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of which are invested in obligations yielding a materially higher rate than the
rate of interest paid on the bonds., By setting the discount rate at the same
rate at which the agency bonds, interest on the agency's obligations should be

exempt from federal income tax, fuch a tax exemption is considered necessary fo
the success of the program.

Congonant with the leglslative intent to effect an immediate impact,
participating banks will be required to quickly invest the proceeds in new
residential mortgages. Commitments for the new mortgages must be made within
30 days after the banks receive the funds; the loans must be consummated within
such period as the agency approves.

The rate of interest payable by individuals on the new mortgages will be
at the "going rate" for comparable wortgages.l However, if the rate at which the
agency discounts the mortgages acquired from the bank (which is the same rate
which the ageucy pays on its bonds) exceeds six and one-half percent, the interest
rate payable oy individuals mav be not in excess of the discount rate plus not
more than one percent. Thusz, 1f the agency bonds at seven percent, individual
borrowers will pay not more than eight percent. A rate in excess of seven and one-
half percent will be justified under these circumstances because, if the agency's
bonds sell at such a high rate, money from private banking sources will be virtually
unavailable. Moreover, the interest rate ..11 still be less than the rate on funds
made availlable by the federal government under its FHA and VA programs.

New mortgage loans to corporate borrowers for multiple dwellings will also
bear approximately the usual market rate of interest.l 1In today's market, that
rate might be ten to eleven percent. The banks will have recelved the new money
at the agency's bonding rate, e.g., between six and seven percent. In order to
prevent the banks from getting a windfall and raising a ''gifts and loans" problem
under the state constitution, the legislation requires the bank to annually pay
into the capital grant low rent assistance fund the difference between the in-
terest it in fact receives on its new mortgages and the interest it would have
received if the interest had been computed at the discount rate plus not more
than one percent. The capital grant low rent assistance fund suBsidizes the
rents of low-income families 1iving in middle-income apartments. Thus, the
legislation should enable a substantial number of low-income families to occupy
units in middle~income apartments.

The inducement to banks to participate in the program is set by the bill at
not more than one percent of the discounted unpaid principal balance of the
mortgages sold to the agency. This amount must cover the costs of selling all the
old mortgages and of making the new ones, as well as inducing the bank to make
new mortgage money available.

1 70 prevent borrowers from receiving a "windfall" and perhaps an unconstitutional
gift in the form of '"'cheap money"”, banks are required to lend to borrowers at
substantially the same rate they are charging on comparable mortgages.

Under the Private Housing Finance Law, up to 20% of a Mitchell-Lama project may

be leased by a local housing agency and subleased to low-income families whose
rents are subsidized by the capital grant low rent aseistance fund.

(" ck



The agency is designed to require only a minimal staff, It is expected
that it will aequire fa.rly large blocks of mortgages covered by comprehensive
warranties by the selling banks. Therefore, no detalled examination of the
individual mortgage, mortgagor or security is either necessary or envisioned.
Mortgages acquired by the agency will continue to be serviced by the selling
banks which will receive a credit against their franchise tax equal to the value
of the services rendered. Mortgagors whose mortgages have been transferred
will not be affected in any way; indeed they will not be aware of the tranafer.

Statement Iin Support of the Bill:

Privately financed construction of one~ and two-family residences and
privately developed multiple dwellings has come to a virtual standstill in New York.
The absence of new housing starts, coupled with the inadequate supply of existing
units, has substantially increased the pressure on the already overtaxed housing
market. Housing is in extremely short supply; the price of those units which
are available has been driven upward by the seller's market. In addition, there
has been relatively little turnover of existing units. This lack of new con-
struction and of movement within the housing market is threatening to have serious
consequences, not only on the construction industry, but on the State's economy
generally.

One major cause of this housing freeze has been the unavailability of
private financing. This condition, in turn, results from the fact that banks
lack currently available funds to invest in mortgages. To meet this rapidly
developing crisis, the new agency is designed to free up to $750 million of banks'
funds for new residential mortgages.

it is the legislative intent that the new agency will be established,
operating and issuing its bonds as quickly as possible. It is expected that by
Spring 1970 it will be purchasing existing mortgages from banks within the state.



STATE OF NEW YORK
DEPARTMENT OF Law

Louis J.LerkowiTz ALBANY 12224

ATrvoaney GENERAL

MEMORANDUM ¥FOR THE GOVERNOK

Re: Scnate 8582-C v
Senate 9Z203-~-A

The purpose of these bills is to pump additional
mortgage money into the market in order to stimulate new
residential construction in the State. The bills are to
take effect immediately.

. Senate 9208-A merely makes a few incidental changes
in Senate 8582-C. Both bills should be considered together.

The bills create a new corporate governmental agency
of the State to be known as the State of New York Mortgage
Agency. Succinctly stated, its primary function will be
‘to purchase from baniks existing mortgages on residential
New York real estate upon the agreement of the banks to
reinvest the proceeds of such sales in new mortgages on
residential New York real estate. The banks which sell
mortgages to the Agency shall continue to service the mort-
gages so sold.

I believe that it would have much better served the
stacted legislative purpose ii a bank selling a mortgage to
the Agency were raquired not only to reinvest the proceeds
of the sale in new mortgages on New York residential real
estate, but to invest an additional equivalent sum in such
new mortgages from other bank funds. This would double the
amount of money being pumped into the new mortgage market
by reason of the Agency's operations. This, however, can
await action at the next session of the Legislature. I
would n ¢ delay operation of the Agency on this account.

I find no legal objection to these bills.

Dated: Way 7, 1970 )
— Respectfully submitteqd,

i
S Z .
Louls (3./1Erddvtrz ! g

Attorne¥ General
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April 2, 1870

Robert R. Douglass
Stephen Lefkowitz

SUNNY MAY - State of New York Mortgage
Agencv Act; Senate 8582-C

The following are the points which I think should7f‘yl

be noted in comnnection with the above bill:

1. The bill provides that the three directors to
be appointed by the Governor must be appointed within 10
days of the effective date of the bill.
immediate effective date.

2. Mortgages to multiple dwellings are 1imitedktb§:
40% of all rew mortgages which can be made by banks from the

The bill has an

proceeds of the sale of their 714 mortgages to the agency.
This is apparently required for Assembly passage.

2, Under some circumstances, i.e. when

the 1nterest
rate paid on bonds of the agency exceed 6 1/2%, banks are '

permitted to make new mortgage loans at an interest rate in

on the agency's debt service reserve fund.

case that

appropriations sufficient to cover the following year's debt
This bill, however, would permit
the agency, in its own discretion, to fix the amount of qtate;
make-up which it reguires, not limited to the following year's
I have pointed this out to Thnrng§4

service on agency bonds.

debt service on the bonds.

excess of 7 1/2%.

4. The bill as written contains a State "make-up"

In every other

I know of, the State's obligation is limited to

Edwards and I believe that he will change it.

extent

if

no de

o£

5 The bill wonld require a State make
I
i

-up to

ervice reserve fund had been created by the

i -

&

o/

the

he following year's debt service on the bonds, ever
3
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Rpril 2, 1970

Thorne believes this is necessary to provide security for the
bonds without the need for the agency to set aside a [orticn
of the proceeds of any kond sale for a debt service re¢serve
fund, which, he asserts, would be a wasteful diversior of
bond proceeds. '

6. The bill now would permit the agéncy to make up
its own operating budget, without review by anyone, a d would
require the legislature to appropriate sufficient fun:s to
meet this budget. I have asked Thorne to take this p ovision -
out. He is checklng with bond counsel to determine w ether.
they feel it is important. '

7. The bill permits the agency, in effect, to be
its own paying agent, without the need to use the State
Commissioner of Taxation and Finance. This is unusual, but
Thorne believes it is necessary.

8. There is no doubt that the banks get substantial
benefits under this bill. They may receive up to 1% per
annun as consideration for their participation in the program.
They receive a tax cred;t computed as a percentage of the :
principal balande of “%tgaaes which they have sold to the
agency and which they service for the agency. 1In adcition,
while requiring the banks to pay over to the HFA (for its
low rent lease account) the difference between what ihey

receive in interest on new mortgages and what they would have

received if the interest on such mortgages had been at a dis-
counted rate, plus the additional consideration alloved to th@  ¥
banks, such payments to the HFA must be made only aniuaally.
This, in effect, gives them the use of this money for some
pericd of time, i.e. what the bankers call a “float". I
have discussed all of these things with Thorne, he believes
these various incentives and inducements are necessary to
encourage banks to participate in the program.

I remain extremely apprehensive over the practical
workability of this program. More than anything I am doubt-
ful that it can be set up and operating within the very short
period of time that Thorne believes possible and necessary.
In particular, I question whether necessary IRS rulings,
details of mortgage purchase program, bond resolutions and
bond marketing program can be dene in anything less than 6
to ¥ months. More likcly, it can take closer to a year.

For this rcason, I sugge 2d to Michael Whiteman
that congideration be given to fundinag the agency m1fh suf-
ficient State funds to onable 11 to begin a mortgyace pur-
chasc program without waiting for IRS rulings and bond
resalutions.

Loto e
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- 3 - April 2, 197¢C

My last recommendation is that if and when the
bill is passed and signed, Thorne Edwards be appointed the.
chairman of the agency. He understands the bill and
concept better than anyone else. He seems convinced that 1t'
can be made to work. He is a good lawyer who is quite
knowledgeable about banking. He has more enthusiasm for
the idea than anyone zlse you are likely to find.

SL:dc
cc: Michael Whiteman
+ Lewis Stone
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STATE OF NEW YORK
INSURANCE DEPARTMENT
123 WILLIAM STREET
NEW YORK 10038

RicHARD E. STEWART
SUPERINTENDENT OF INSURANCE

MEMORANDUM TO THE GOVERNOR
RE
TWO BILLS
AN ACT TO AMEND THE PUBLIC AUTHORITIES LAW AND THE TAX LAW IN
RELATION TO PROVILDING INCREASED AVAILABILITY OF RESIDENTIAL

MORTGAGE FUNDS AND TO ESTABLISH STATE OF NEW YORK MORTGAGE AGENCY,
AND MAKING AN APPROPRIATION THEREFOR

INSURANCE DEPARTMENT

Senate ‘ Introduced by:
8582-~C Mr. Brydges

RECOMMENDATION: Approval
STATUTES INVOLVED: Public Authority and Tax Laws
EFFECTIVF., DATE: Immediately

AN ACT TO AMEND THE PUBLIC AUTHCRITIES LAW, IN RELATION TO THE
FUNCTIONS, POWERS AND DUTIES OF THE STATE OF NEW YORK MORTGAGE AGENCY

INSURANCE DEPARTMENT

Sengte Introduced by:

9208-A Rules Committee request
of Mr. Brydges

RECOMMENDATION: Approval

STATUTES INVOLVED: Public Authorities Law
EFFECITVE DATE: Immediately
DISCUSSION:

These are a Governor's Program Bill and the chapter amendment
thereto. The legislation is designed to increase the avallability
of funds for the construction of residentlal housing. This
objective ls accomplished by the creation of a public benefit
corporation (Public Authorities law,new Ti%le 17, Sectlon 2403), the
New York Mortgage Agency ("the Agency") which is authorized and

empowered tc purchase mortgages held by banks which are legal

L
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Senate 8582-C, Senate 9208-4 -

o
|

investments for such banks. PFunds received by the banks from the
Agercy must be reinvested in residentlal property. {Section 2405 (1)
and (7)}. Mortgages will continue to be serviced by the banking
institutions after they are acquired by the Agency (Bill Section 2 -
Statement of Legislative Purpese}. The agency is not required to
record an assigmnment of any mortgage purchased by it from a bank
(Section 2405 %9)}aand administrative detail is minimized. New
Section 2410 provides that neither the State nor any municipalities
shall be lliable on bonds, notes or oth2r obligations of the Ageucy.
Obligations of the Agency are nodét specifically secured by any of

the mortgages but are general obligations of the Agency {Section
2406 (2). This Department's basic interest is limited to Section
234 (Bill pages 2G-30) which provides that bonds and notes of the
Agerncy shall be legal investments for monied corporations, including
insurance companies, as well as governméntal unilts.

There is no requirement in the bill that insurers invest
any portion of their assets in the Agency's obligations. The
bill has a most desirable soclal purpose, increasing the
avallabllity of residential mortgage funds. Some insurers may
wlsn to avall themselves of this investment opportunity. It
should be noted that the l1life insurance industry voluntarily
allocated $1 billion of funds witnin the past year to help meet
the shortage of funds for bullding construction.

From this Department’s standpoint the objectives of the
measures are salutory and we recommend thelr approval.

Respectfully submitted,

g, o
RICHARD E, STEWART
Superingendent of Insurance
Aa 1 f

i

May 6, 1970 S e
Theodore R,
Deputy Superintenden

and General Counsel




Memorandum
STATE OF NEW YOR
K a, 1
Councii of Feonomic Advisers M y l, 1970
TO: Robert Douglass, Counsel to the Governor
FROM: John Morgddy“Eouncil of Economic Advisers

SUBJECT: Council Views on Senate Bills 92084, 8384, 8s82C,
and 93834

A Council response to your request for comments
on the above legislation h&b been delayed because your
reguest was Jjusti now received In the future, such reguests

should be directed to the &Ae;utive Director of the Council
wihic would undertake 1o reply on ucﬂ&if o? the Chairman and
the other Council members In ihis insiance, your raquest
was sent directly Lo Cnu¢iman Hlack.

review have either been

&, the Council will not

“w, but will join 1ts views
intendent of Banks who eXxpects

Since the bill
signed or are aboul to b
comuent separately at th ot
with those of the State S ;e
to submit & statement to you.

e
I
g
B
.&-

JTM:
cc: W lliam T. Dentzer, Jr.
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THIRTY-DAY BILL 7V
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8-201 BUDGET REPORT ON BILLS Session Year: 19,.7.9
SEMNATE |nsnaducted by: 4 ASSEMBLY
T enator DBrydges -
No. (\8525:5;>9208—A and 9353-A No.
Low: Fublic Authorities Sections: Title 17 (new)
Tax 190 (new)

Division of the Budget recommendation on the above bill-

Approve: Veto: X No Objection:

No Recommendation:

2.

Dcio Exominer:

Disposition: Chapter No.

1. Subject cnd Purpose:  To increase the avallability of mortgage funds for New

York State residents by creating the State of New York Mortgage Agency
(nicknamed “"Sammy Mae"¥ whilch would be authorized to issue tax-cxempt
obligations (the total amount outstanding at any given time not to
exceed $750 million) for the purpose of purchasing existing in-State
residential mortgages from in~-State financial institutions to frze funds
for lending on new in-State resldentlal mortgages by these institutions.

Summary of provisions of bill: (NOTZ: This memorandum describe: the

final version of the State of New York Morcgage Agency Act, S.8582-u,
as 1t would be amended by Senate bills 2205-A and 9383-A, two other
30~day bills,)

The bill, which would take effzct lmmediately, would:

{(a) Add a new Title 17 (sections 2400-2423) to Article 8 of the
Public Authorities Law to create the State of New York Mortgage Ageacy,
for the express purpose of purchasing mortgages from financial institu~
tlons to increase the avallabllity of mortgage funds for residential
housing in New York State,

The Agency would:

(1) Have a membership composed of the Superintendent of Banks,
- the State Comptroller {or a member appointed by the
Comptroller), and three other directors appointed by the
Governor subject to confivmation by the Senate (pzge 5,
1ine 20 Shrough page 7, lins 20),

(2) Be authorized to issue bonds and notes (the total amount
outstanding at any glven time not to exceed $750 million)
for the purpose of purchasing existing mortgages from in-St
banks (page 22). These bonds and notes would be secured
by the full faith and credit of the Agency (page 17), but
the bill provides for a State "moral guarantee” of such
obligations (pages 24~25, 28),

(3) Have the power tc enter into contracts with in-State banks
to purchase existing mortgages (until De.ember 21, 197!)
at a price equival=ant to the unpald principal balaace of
the mortgage, discounted to maturity at a rate that will
yield to the Agency the average net interest cost per annum

Ve
B 3 Veto No.

T

ate



Public Autho

(%)

(5)

(6)

(7)

(8)

ritles; Tax -2 - 1970

of its bonds issued for ths purpose of financling such
vrchases, expressed as a percentage, plus such percentage
not to sxceed one-half of one per cent) as the Agency may
determine (the aggregate of which is referred to as the
"discount rate®), The extra one-half per cent presumably
would finance the operations of the Agency. The Agency
could not pay more for any mortgage than the unpaid prlneipal
gilangi of the mortgage (page 11, line 17 through page 12,
ne .

Be authorized to contract with such banks to service the
respective mortgages that they have sold to the Agency,
i.e., continue to collect the principal, interest and escrow
payments from the mortgzagor (p.l0, lines 1-4; also see p,.l15,
lines 20-26 and the "statement of legislative purpose) p.34,
lines 16-22),

Be required to submlt to the Governor and the Director of
the Budget, a certificate stating the amount estimated to
be required for malintenance of debt service reserves and
opeiating expenses for the next twelve months, The funds
for these estimated expendltures would be recommended, for-
appropriation in the Executive Budget,and be pald over to
the Agency after audit by, and on the warrant of, the
Comptroller (page 24, 1line 12 through page 26, line 10).

Have the authority to dlscontinue the purchase of mortgages
from banking institutions in the event that the Agency
determines that adeguate mortgage fands are avallable in
regular banking channels (paze 16, line 3~15). Any unused
bond funds could bz invested only in obligations guaranteed
by the State or by the United States (pages 8, 18-19, 23).

Be permitted to foreclose, acquire or take possession of any
property in case of default on any mortgage purchased by the
Agency and be permitted to dispose of the property in a

_ manner whicii would protect the interests of the Agency and

the holders of its bonds and noies (page 10, lines 5-14),

Have the authority to enter into agreements with any
municipality to pay annual sums, in lieu of taxes, on
foreclosed property held by the Agency, the only stipulatlien
being that the annual payment cannot exceed the ar~unt of
taxes last paid on the property (page 10, lines 21-28),

The financial institutions that sell mortgages to the Agency would:

(1) Be rééuiféd to enter into written ccommitments to utilize

such funds for new in-State nmortgage loans within 30
days after the sale of the mortgages to the Agency
(page 12, lines 3-5). The bill requires that the
borrower for multiple duwelling units be a corporation
(page 12, 1ines9ff). Any commitments to lend for a

~
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- Public Authorities; Tax -3 - 1970

(2)

(3)

(v)

multiple dwelling must be approved by the Agency and the
Agency may refuse to approve any commitments to lend for

a multliple dwelling if required by the terms of any bonding
resolution; morsover, mortgage commitments for multiple
dwelling units may not exceed 4O per cent of the purchase price
of all mortgages purchassd by the Agency (page 12, lines9ff).

‘The billl does not, however, provide a definition of
multiple dwelling, which definition will presumably be
determined administratively by the Agency, (See drafting
note a), The definition should exclude at least up to
three-famlly owner-occupied dwellings so that such buildings
in New York City and other large cities in the State are
not precluded from the full benefits of this bill,

Be requlred to loan all funds recelved from the Agency

(through the sale of mortgases) for new residential mortgage
loans on property located in the State, Moritgage loans on

one- and two-{amily residences must be made at a rate of
interest equal to the "discount rate" plus an interest
differential of up to one per cent as determined by the

Agency to be necessary to induce banks to sell mortgages

to the Agency (page 12, lines 10-27), Corporate mortgages

must bear interest "at a rate not substantially lower" than

the rate of Interest charged on comparable corporate

mortgages (page 12, line 27 through page 13, line 3). In ,
the case of such corporate mortgages, it would appear,therefore,
that the financlal institutions would be requlred to return

to the Agency, the differeice betueen the interest recelved

from the new corporate mor:.gages and the interest that these
mortgage loans would have yielded i contracted for at the
discount rate plus the interest differential, These funds

would be deposited in the existing low-~rent lease account
adnministered by the New York State Houslng Flnance Agency

(page 13, lines 3-13).

Be required to warrant to the Agsney that: (i) the unpaid
principal balance of the mortgage is dwe and owing; (ii)
the moritgage constitutes a valld first lien against the
property mortgaged; (iii) the mortgagor is not in default
in the vpayment of any installment of prinecipal, interest

or escrow funds; and (iv) several other conditions assuring
the validity and security of the mortgages (page 14, line §
through page 15, line 11). The financial institutions woulad
ot be required to guarantee the principal and interest
(yield in case of default) on the mortgages sold to the
Agency.

Add a new section 190 to the Tax Law to provide a tax credit for

financial institutions servicing mertgages for the Agency. The financial
institutions could credit against thelr bark tax liability:

(1)

an amount e€qual to one~quartsr of one per cent of the total
average unpald principal balance of all mortgages on
residential one- and two-famlily structures serviced by the
financial institution (page 35, linesi-3); and

M
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(2) an amount equal to one-tenth of one rer cent of the
unpald principal balance of all mortgages on multiple
dwelling units serviced by the financial institution (page
35, line 9-12).

(c) Make a regular (not first-instance) appropriation of
$400,000 to the Agency for personal service and other expenses of the
Agency (page 35, lines 21-27),

Prior legislative history: None, However, there are two other thirty-day
bills bef'ore the Governor which are aimed at increasing the funds available
for investment 1in in-gState residential mortgages., S.9191 would, 1f approved,
allow the Commissioner of Taxation and Finance to invest up to one-third

of the net value of the New York State Liability and Security Fund in
mortgages for one-, two-, three- and four-family, owner-occupied

residences, The Fund has assets.in excess of $150 million, and, thus,

this bill could free approximately $50 million for investment in resi-~
dentlal mortgages,

~ 8,9187~A would require that New York State savings banks invest,
in in-State residentlial mortgages, a minimum percentage of their average
weekly balance of total assets, This bill would require savings banks
to invest according to the following percentage schedule; 1970-one

per cent; 1971 - two per cent; 1972 -~ three per cent; 1973 - four per
cent; and 1974 (and thereafter) - five per cent, It has been estimated
that thls bill would free an additional $88 million for resilential
mertgages iniégzo and approximately $165 million in 1971,

Several cther measures that would increase funds avallable for
residential mortgages have been taken or are belng consldered, At the
Governor's reguest, savings banks have agreed to create a new $40 miilion
pool of funds for investment in residential mortgages, In addition, the
savings banks are also releasing $18.,5 million in funds from a mortgage
fund pool crested several years ago.

At the Governor's request, the Superintendent of Banks and the
Comptroller's Office are investigating the feasibility of using employee
pension funds {or investment in residential mortgages, This prorosal,
which would require legislative approval at the 1971 sesslion, could free
an undetermined amount of money for lnvestment in residential mortgages,

Another pertinent aspect of the legislative history surrcunding
the residential mortgage market 1s the present interest celling under
section 1l-a of the Banking Law. This ceiling, which had long been
set at six per cent, was temporarily raised in 1968 (until September
1, 1971) to seven and one-half per cent for conventional residential
mortgages, At the same time, FHA- and VA~ insured mortgages were made
exempt from the celiling, Whlle these actlons were taken for the explicit
purpose of encouraging expanded investment in residentlal mortgages,
they have achileved only limited success due to continuing tight money
and the demand for funds to finance competing investments, including
conventional mortgmage loans in other states that are less restrictive
with regard to interest that may be charged. Unless further action 1s
taken at the 1971 legislative session, the lnterest rate celling on
conventlonal residential mortgage loans will automatically revert to
six per ceni on September 1, 1971,

Pa s X
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Arguments in support of bill:

(a) The State of New York Mortgnge Agency would be a vehicle for
providing mortgage money for residential housing located in New York State.
Construction starts of privately-financed one- and two-family residences
and privately-developed multiple dwallings have been retarded in New York,
a8 well as in other states in the Nation due to the monetary restrictions
imposed by the Federal Reserve System, which have significantly reduced
funds in financial institutions that are available for residential mortgages.
Moreover, a significant proportion of the funds which financial institutions
have available for mortgage lending are being directed into out-~of-State
mortgages rather than into in-State mortgages simply because these out-of-
State mortgages provide a higher rate of return than in-Stase mortgages
(the maximum interest rate that can be charged on residential mortgages
in New York State, excluding F.H.A., V.A. and corporate mortgages, is
7-1/2 per cent, whereas numerous other states allow banks to charge higher
mortgage interest rates). Residents of New York State are vitally in need
of moro recidential mortgage funds in order to purchase or build dwelling
places for themselves and their families. This bill would free up to $750
million of bank funds, through the purchase of outstanding mortgages by the
State of New York Mortgage Agency, which would be required to be reinvested
in in-State mortgates for one~ or two-family unifs or multiple dwelling
units within 30 days after receipt. :

{(v) Enactment of this proposal wouid provide employment for under=-
employed and unemployed building contractors. The current monetary crunch,
which has retarded housing starts in NHew York as well as throughout the
nation, has also resulted in under-employment and unemployment for many
employees in the construction industry. With new mortgage money available,
housing starts would undoubtedly increase, thus providing increased employment
opportunities for residential construction workers.,

(¢) While there is evidence that the Federal government is relaxing
its grip on the money supply (i.e., the prime interest rate has recently
been reduced by some of the larger financial institutions), it does not
appear that this will be done rapidly enough to spur the Statel!s con-
struction economy to the point necessary to supply housing for a substantial
number of the Statels residents. The funds that would be made available
through this legislation will enhance New York's economic climate by in-
creasing residential housing and employment cpportunities and will help
to provide sufficient housing.

Possible objections to bill:

(2) The possibility of the Agency engaging in a timely bond sale is
remote, mainly due to the uncertainty of the tax~exempt status of the bonds.
Under the Tax Reform Act of 1969, bonds sold by states or their political
subdivisions for the sole purpose of reinvesting the proceeds in higher yield
securities or activities are no longer tax exempt (deemed arbitrage bonds).
In other words, if the Agency were to realize a profit. (over and above
administrative expenses) from the purchase of outstanding mortgages, the bonds
of the Agency would not be tax exempt. While the wording of the bill would

appear to preclude any possibility that the Agency would make a profit on the

e
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purchase of mortgages over ori above an amount necessary to meet its
necessary administrative exp.nses, the possibility still exists that the
bonds might not be ruled to be tax exempt. This uncertainty would un-
doubtedly render the bonds unmarketable until the Internal Revenue Service

issued a ruling on the taxable status of the bonds, which could take
considerable time,

It should b2 noted here that the Urban Development Corporation, a
public corporatita created in 1968, has yet to receive an IRS ruling as to
the taxable status of its bonds. Although it is intended that the Agency
is wo provide the mortgage market with additional moneys almost immediately,
it 1s virtually certain that this objective can not be attained since, in all

groﬁgbility, the Agency will not be able to market its bonds in a timely
ashion.

(b) There is no provision in the bill that will insure that overall
mortgage lending effor. in New York State will increase beyond the amount
currently available to the mortgage market., There should unquestionably be
a8 provision in the proposal to require those banks that sell mortgages to
the Agency to invest in residential mortgages a2 portion of their funds
comparable to what was being loaned before "Sammy Mae' funds became
available (maintenance of mortgage lending effort provision). Without a
provision such as this, banks could conceivably curtail lending of their own
funds for in-State residential mortgages and use, instead, "Sammy Mae'" funds,
thus, still achieving the same in~State residential mortgage portfolio but
lending a considerably greater amount of funds outside the State,

In addition, this proposal could allow banks to meet, with "Samny
Mae" funds, the in-State percentage investment requirements that would be
imposed by S. 9187-A, another 30-day bill currently before the Governor.
(See prior legislative histo ry above.)

(¢) As notes generally sell at a lower rate of interest than bonds,
the Agency could end up receiving less than is necessary to pay the debt
service on the bonds sold. The Agency, after selling its notes, would be
forced into issuing its bonds when the notes expire (7 years after date of
issue) regardless of the prevailing interest rates on bonds at that time.
If, however, the Agency has already used the cost of the notes to "discount”
the mortgages purchased from the banking institutions, and the bonds carry
a higher cost, the return to the Agency from the mortgages would not be
suf'ficient to cover the debt service on the bonds. In this instance, the
State would be "morally obligated" to subsidize the Agency's "debt service
reserve funds” annually.

{d¢) The tax relief provisions in this bill are unwarranted and unwise.
Even if one were to accept the bill sronsor's apparent assumption that some
form of financial remuneration is necessary to induce banks to service
mortgages sold by them to the State Mortgage Azency, the tax credit approach
should be avoided in view of the availability of sounder, more direct methods
of reaching the desired goal, e.g., the payment of a fixed or negotiated
service fee. Such a straightforward approach would seem to be logical if '
some remuneration wer e, in fact, justirfied, particularly since the tax credit
provisions seem to introduce unduly complex administrative ramifications. )
Upon closer examination, however, the purported rationale for the tax credits
appears to be nothing more than a cloak to conceal the fact that an
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unwarranted subsidy would be provided to participating banks,

Under this bill, a bank would presumably sell a mortgage to the
State.Agency snly if it could invest the prcceeds from the sale in a higher-
yielding new mortgsge instrument. Its gain on this transaction should be
more than sufficient to offset its cost of servicing mortgages sold to the
Agency, particularly since it will retain the use of the escrow funds on these
mortgages. [NOTE: The principl: would be clearer if the bank were to use
the mortgage as collateral for a loan from the State Agency, in which case
the bank would automatically continue to service the mortgage; moreover,
under such an arrangement, the bank would retain liability for any default
XZ the ?ortgagor, rather than shift this potential liability to the State

ency.,

The tax credit device provided for in the bill would involve the
State in a long-term, continuing revenue loss and it would entail very complex
recordkeeping and adrinistration. Presumably, in order to comply with this
provision, the Department of Taxation and Finance would have to receive
periodic (at least annual) certifications from the State Mortgage Agency.
The Agency, in turn, would have to maintain separate detailed reccrds on
the aggregate average principal balance of all moritgages held by each bank '
on: (a) one-family and two-family residential structures; (b) multiple
dwellings. The bill makes no mention of reporting requirements.

While it might be argued that the mortgage servicing tax credit will
be taken into consideration in setting the "interest differential”, as
deemed necessary by the Agency to induce bank participation (limited to a ,
maximum of one per cent on page 12 of the bill), between the Agency's interest
cost (including provision for administrative expenses) and the maximum
interest rate that banks may charge on new residential mortgages, the inter-
action between the tax credit and the interest rate determinations could
create a conflict between the best interests of the Agency and those of the
State. [NOTE: Although the A%ency'is established as an independent creature
of the State under the "guise" of & self-liquidating operation, it would
recelve direct State assistance in the form of appropriations for operating
expenses and, Probably, a debt service reserve and indirectly through the
tax eredit mechanism. ] :

The tax credit features of this bill, when considered together with
other features of this billf will undoubtedly lead to characterizations
of the bill as a "give-away' to the banking community. As noted above, the
banks will retain use of the escrow accounts at the same time they receive
tax relief for servicing mor:igages that they have sold to the Agency.
Moreover, a bank could, at least theoretically, purchase the tax-exempt
obligations of the Agency (such obligations are made legal investments for
various classes of investors, including banks, on pages 29-30 of the bill)
which are used to finance Agency vurchase of such bank's low-~yielding
mortgages, thus engaginzin the type of circular, self-dealing arrangement
that lead to Federal restrictions on the tax-exempt status of industrial
revenue bonds (in a celebrated Southern case, a municipality issued bonds
to construct a faclory; the manufacturing firm that leased the factory
bought all of the industrial revenue bonds issued to finance it).
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Finally, the bill provides (p. 30) that

"All moneys of the agency from whatever source derived,

except as otherwise authorized or provided in this act,
shall be paid to the treasurer of the agency and shall
be deposited forthwith in a bank or banks in the state
designated by the agency... (emphasis supplied)

There is no requirement in the bill that any of these funds be deposited
in interest-bearing accounts, thereby enabling the Agency to find yet
another way to provide covert financial assistance to banking institutions.

(e) The concept of the proposed State of New York Mortgage Agency
("Sammy Mae") has been compared to the concept of the Federal Home Mortgage
Agency ("Fanny Mae"), a comparison which is not entirely valid. There is
8 similarity in that both agencies would induce a flow of money into the
mortgage market. However, the two agencies differ drastically in two other
~very important aspects.

First, "Fanny Mae"” insures the payment of principal and interest
on mortgaged property in the event of default by the mortgagee. "Sammy Mae,”
on the other hand, would operate by the outright purchase of existing
mortgages, a considerably different concept.

Secondly, and parhaps more importantly, the main obgectives of the
two agencies are different. The main thrust of "Fanny Mae' is to provide
home mortgages for lower or lower-middle income citizens who, regardless
of prevailing interest levels or the supply of mortgage money, would, in
ell probability, be unable to cbtain approval of a mortgage with acceptable
terms. “Sammy Mae," on the other hand, would probably increase the
availability of mortgages for middle-income one~ or two-family homes or
multiple dwellings. )

(f) The Governcor'!s Interdepartmental Committee on Mortgage Incentives
(with representation from Governor'!s Counsel, the Division of the Budget,
the Banking Department, the Housing Finance Agency, and the State Council
of Economic Advisers) recommended that "the Governor authorize the Committee
to meet with Senator Brydges'! staff in an attemot to dissuade them from
passing the bill...." This unanimous decision would appear to indicate
that the bill was not considered an acceptable method of improving the
availability of mortgage funding.,

(g) The banks that will sell mortgages to "Sammy Mae” are not
required to guarantee the yield from the mortgages in case of default.
There sye no provisions in the bill that would ensure that the banks will
sell "good" mortgages to the Agency and, thus, the Agency would have to
withstand any default on "bad" mortgages. Such defaults have been
increasing.

| !
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(h) There are no provisions in the bill requiring public sale of
property which is foreclosed by the Agency. While the bill provides that
morigages must be sold at public auvction (page 9, lines 9-13), the foreclosed
property may be sold through a private sale, This seems rather inconsistent
with the safeguards normally associated with the sale of foreclosed or
repossessed property.

(1) There appears %o be a technical flaw in the bill. The bill
(section 2405 (4)) requires that every bank msking loans from Agency funds
pay over o the low rent lease account of tiie New York State Housing Finance
Agency, an amount equal to "... the difference between (a) the total amount
of interest (which shall include all charges to individual and corporate
borrowers that would be treated as interest under section 5-501 of the
general obligations law and any regulations of the banking board pursuant
to section fourteen-a of the banking law) received by it during the preceding
year on all such new mortgages and (b) the total amount of interest which
such moiigages would have yielded if the interest thereun had been at the
discount rate plus the interest differential determined by the Agencyeees"
(emphasis supplied). This means that if the funds are loaned at an interest
rate below the discount rate plus the interest differential, the banks will
be required to dip into the proceeds of the mortgage to make payment to the
low rent lease account. This would probably be unacceptable to the banking
institutions and might forestall the lending of any Agency funds if the
corporate interest rate falls below the discount rate plus the interest
differential, It appears that this provision should have provided that the
excess of (a) over (b) be paid over.

Other State agencies interested: The Department of sudit and Control, the
Banking Department, the housing Finance Agency, the Urban Development
Corporation, the Department of Taxation and Finance and the Division of
Housing and Community Renewal would undoubtedly be interested in this
proposal. )

Position of other organizations: Unknown,

Budget implications: Over and above the annual appropriation that would

presumably have o te made to the Agency for operating expenses and
additions to the debt service reserve fund, the tax credit provided by this
proposal could result in an annual State revenue loss of up to $2 million
for the 1°fe of the mortgages.

The long~term revenue loss wculd depend on the life of the mortgages
sold to the Agency. The annual revenue loss would probably not be more than
$2 million, however, as the credit is based on the unpaid principal balance
of the mortgages serviced. If the average life of the mortgages sold to
the Agency were 20 years, and the entire $750 million were committed, the
long-term revenue loss would be approximately $20-$25 million.
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Budget recommendation:

The intent of this act is to improve the availability of mortgage
funding for residents of this State ~ a need which is virtually unarguable.
We believe this nead %will not be met, or even alleviated,by this proposal
in a timely manner, since the bonds are not likely to be marketable at an
acceptable interest rate in the near future. There is some doubt whether
this proposal can "thread the needle" between: 5

(a) wunconstitutionality due to viclation of the gift and loan
provision of the State Constitution; and,

(v) the requirement that no profit be made lest the bonds may be
ruled "arbitrage vonds" and thus be denied tax-exempt status.

A number of other apprcaches might well be preferable, including:
(1) lending for, rather than purchasing of,mortgages (such an approach,
along the lines of the "discount” operations of the Federal Reserve systenm,
would offer several advantages, namely, it would: avecid exposing the
Agency to any liability for "defaults"; preclude the need for a separate
mortgage~-servicing agreement and the resultant revenue loss attributable to
tax relief; allow greater flexibility in altering Agency-bank financia.l -
arrangements as money market conditions change; and, perhaps most importantly,
would permit the Agency to "extricate" itself from the mortgage financing
field as soon as conditions warrant, rather than becoming committed to
long-term investments in mortgazes and, possibly, management of real property
on which defaults have occurred); (2) making retirement funds available
for home mortgase loans tc members of retirement systems; (3) petitioning
the Federal government to increase the dividend interest differential
between commercial banks vs. savings banks and savings and loan assoclations;
(4) curtailing, by law, out-of-State mortgage lending; and (5) encourag-
ing or supporting rehabilitation efforts such as Better Neighborhoods, Inc.
in Schenectady. e

The danger of this proposal is that this completely ineffective device
may be held out to the public as a panacea when what is needed is an ;
imaginative, coordinated intergovernmental assault on the housinsg problem
as & whole. :

For this and the objections cited above, ye recommend disapproval
of these bills, If 5.8582-C is approved, however, the accompanying
bills (Chapter amendments $.9208-A and S.9383-A) should also be approved,

In view of the many serious objections raised against this bill,
tha fact that the bill could probably not be implemented in a timely
fashion, and the fact that the sponsors apparently do not view the
current shortage of morigage funds as a temporary, passing phenomesnon,
it would seem preferable to avoid precipitous action on a measure that
would "lock" the State into long-term investments and tax relief, pending

fa D
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the results of a thorough study during 1970 to identify more feasible
approaches toward meeting ithe desired cbjectives, If necessary, a
special session of the Legislatire could be held later in 1970 to enact
any necessary enabling legislation. i

Draftingz Notes:

{a) Senate 8582-C uses the term "multiple dwelling" in two
sectionsy however, the term 1s never defined in the bill., There are
at least three different definitions of the term "multiple dwelling"
currently in force in State law, Six statutes (the Multiple Dwelling
Law, the Executlive Law, the Real Property Law, the Private Housing
Pinance Law, the Public Housing Law and the Civil Rights Law) limit
the use of the term to housing for three or more families living
separately, The Rcal Property Actions and Proceedings Law uses the
term to designate housing consisting of six or more apartments, The
Multiple Resldence Law uses the term to classify housing for three or
more families living separately or private two-story family housing
with elght or more boarders in resldence,

Because cf the three different definitions currently in the
statutes, the term multiple dwelling should be defined in this biil
(see suggestion on definition on page 3 of this memorandum),

(v) vrage 11, line 21 of S88582-C; ",.. the bonds issued for the
purpose of purchasing the mortcaze ...." Thls sentence implies that
the Agency would use the $750 million bond autiorization to purchase one
mortgage, Inasmuch as the Agency will be purchasing more than gne
mortgage, this portion of the section should read ",.. the bonds issued

or the purpose of purchasing such morteazes..eo This sentence would

not8be ghanged by either of the two chapter amendments (S9208-A or
89363-4j.

{(¢) Page 19, lines 10-17, S8582-C, The two sentences contained
on these lines are idenftical. Nelther of the two chapter amendments
(89203~A and S9383-A) deleted one of these repetitive sentences, except
that the words "at maturity" were stricken in the first sentence by
Senate 9383-A, and one of them (presumably the latter) should be deleted,
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AN ACT

To amend the public authorities law and the tax law in relation
to prowdmg increased availability of residential mortgage
funds and to establish state of New York mortgage agency,

and making an appropriation therefor

copkf 6! the State of New York nprcmmd tn Senats and
Amuy, do enact as follows: . .

1  Section 1. Article eight of the public authorities law is hereby

2 amended by addiug thereto & new title to be titie seventeen to read

By as follows:
4 TITLE 17~ - 7%
(3 ‘ BTATE OF NEW YORE MORTGAGE AGENCY ACY

8+ Section 3400, Short ¥itie. -
R ¢ 2401 Legislative findings.
5 '2408. Definifions. . oo

ATrox - Matterils elicr fo:aews matter-in brasknta [ 1 is old law 15 be owittod.
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3
4
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2403, State of New York morigage @m'
M4, Powers of the ngency.
2405, Purchase of morlyages,
2408, Bagdg\gnd noles of the agency.
* 2007, Bond authoriza‘ion
3408, Reserve funds and appropriations,
2409, Remedies of bondholders and noteholders.
2410, State and municipalitics not lable on bonds end notes.

2411, Agreement of the state.

3413, Prapérty and income.

S e b

§413. Exemption ﬁfomtazmtioﬁ of bonds and notes.
2414, Bonds and notes 128 legal investments for publis offi-
cers and fiduciaries.

/2415, Moneys of the agency.

15 2416 Actions.

16 2417. Limitation of liability.

LY 2418. Assz'staﬁce by stale officers, departments, boards and
8 COMMissIons.

5 wn @449, Anmuel report., - o !

..-2420. Court. praceedings; preferences; venue. ... =
’ 21 2431, Inconsistent provisions of other laws supérseded.

22 9429 Construgtion;,

43 o, D488, Neparability. SRR BERYR

24§ 2400. Short title. This title shall be known and may be vited
. 25 gy the “state of New York morigage agenoyact’’..

§ 2401, Legislative findings. It is hereby: found and declared
thai thers continues 1o sxist-throughout the stats & sviously ineds-

23
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1 quate supply of safe and sanitary dwelling uccommodations, includ-

B

ing aceommodations for persons and femilies of low income. 'his

o

“condition is contrary to the public interest and threatens the health,
safety, welfare, comfort and ssourity of the pecpls of the slats,

It is found and declared that one major causs of this condibion

S

is the critdeal shoriage of funds in private banking chanunels ovadl-
abls for residendial mortgages. This shortage has contriduied and

w =2

§8oontributing 1o a drastic reduction in construsiion steris of
9 mew residential units. In gddition, i has made the sale and pur-
10 -chase of existing residential unils @ virtual impossibility in many
11 pards of tha stete. . The ordinary operalions of privete snlerprise
12 oannot porrect thess conditions.
 ~713. oAt 48 further found and declared that the drastic reduction in
n14¢ residantial ‘construction staris has caused and is causing a con-
i1y Giblen of substantial unemployment and underemployment in the
i i censiruction indusiry which resulés in Aardships to many inds-
17 viduals end families, wastes wvital human rerources, increases the
.18 publio. assistance burdens of the slate and municipalitiss, impasrs
wﬂm secursty of famdly life, impedes the econcmic and physical
g@ ‘development of munioipalities and adversely offects the welfare
91 end prosperity of all the people of the state. Inmcreased aveilabilily

c:gi-ef . financing for residemtial mortgages is required te spur mew

23 vhewamny starts and thereby io reduce the hesards of unemploy-
24 ment and underemployment in the construction indusiry. The

12&%%%1@4@%5@&@3 of private enterprisc have not met and cannol
19§ Meat the need for increased funds for resideniial morigage finan-

|21 oing.
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Lt s further found and declared thai these conditions contribute
and will continue o contribute to the persistence of slums ond
blight and to the deterioration of the quality of the environment
and Lving conditions of a large number o7 persons resigmg in the
state of New York, have adversely affected the economy of the state

as a whole and are contrary to the declared policy of the state to

«promote a vigorous ani growing e:onory, to prevent cconomic

. stagnation, to increase revenues to rhe state and to s municipalities

and to achieve stable local economies.

. Bused upon the above findings and declarations, it iz horeby

- determined and declared tnat @ condition of affatrs exivts in this

stele which 4s conirary to the public healih, safety and gencral

“welfare and which constitulss a public emergency, the alleviation

of which mandates the exercise of the power of the state to deol

o therewith and for thess purposes, there should be created a corpo-

rate governmental agency to be known as the ‘‘state of New Xork

~mordoage asgency’’ which, through fesuance of bonds and notes o
i -the private investing public, may purchase cxisting mortgages from
- hanks within the state and direct the procesds from the liquidated
- mordgage. investments info new mortgages on residential recl prop-
soerdy for family units.

0§ 8408 Definttions. As used in this title, the following words and
tepma 2hall Rove the foilowing meanings unless the coniext shall

-dndscates another or different meaning or intent:

(1) *Agency’’. The state of New York mortgage agenoy, the
corporate governmental agency created by seotion two thousand

four hundred three of this title.
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#(3) ' Bank''. Any bank or trust company, savina bank, savings
and loaw association, sndusirial Dank, credit umion, national bank-
S Bsanciation, ‘federal savings and loan association or. federa!
- ocedit aviion vwhich is locuted in the state.

¢ {8).“Bonds"’.and *'Notes’".  The bonds and motes respectively
wossamed Dy the agency purscant to this ftle. < .

wavi{ 8) *Comptroller’’. - The compiroiler of the state.

«(8) ““Mortgage’’. A loan owed to-a bank secured by a first lien
¢ O on real properiy located in the state and improved by & residentiol

210 siructures, whether or not insured or guaranteed by the United

11 States of Anierica or any agency thereof.

; =(6) *“Gtate!’Thestate of New York:

1305 (7)1 Biate agency”. Awny office, deportment, doard, commission,
{14 bureaw, divigion, publis corporakom, agemoy or instrumentality of
115 the atote. -

‘16:\: 1:§74408; State of New York mortgege agency. (1) There s

"»17f~::;har4by“ ¢rodted the :stote- of -New York mordgage agency.  The
19 agency shall beé a corporate govérnmental agency of the stats,
19 donstituting u- political subdivision and ‘prbUS’ bensfd corpord-
120 tiow;:* Itz membership shall consiat of Sve dérators as follom

21 thg  superintendont of banks;

”3¢md three: dirsciora-f0- be appointed ’by
28 the governor with the advice and conseni of “the  senate. TRe
24 members first appointed by the governor shall be appointsd within
26 tew days of the effectiva date of this title and shall serve for
:“*tmau%ding two, thres and four years, respectivoly, from Tanuory
a7

first: wazt succeeding their appointment. ~Their successors ehall

the com (‘o\ av ufe[‘ &
“DQE \h*(‘&& j.la,c’uf%g\-,f

i)

uf‘:g:) ..\f‘\ AU\
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serve for dorms of four years each. . Divactors shall continus

office until their successors have been appointed and qualified, In
- the svent of a vacancy securring in tha office of a diractor by death,
resignation cor otherwise; thé governoy shall appoint o successor
A0ith tha. advice -and eonsent of tha semats to ssrve’for the bal-
ance of the unervived ferm. From.the thres directors appointed

by him, the governor skall designate the chairman of ths agency

who shell be tha chief exccutive officer of the agency. The gov-

@

. ernor shall designate the firet chairman within ten days of the
20 effeotive date of this title.

31 (2) The directors shall serve without salary, but cach director
12 shail be entitled to reimbursement for his actuai and necessary

18 sxpenses sncurred in the performance of his official dutics, ond,

15 W%Wmmmyw and any director who
‘  16 ssrves as . chairman of the agency, a per diem allowance of one
17 hundred dollars.swhen rendering services as such director, pro-

18 wided that the aggregate of such per diem allowance to any one

19 divector. in any one fiscal year shall nol excesd the sum of flve

20 thousand dollars. Amything to the contrary contained herein not-
21 withstanding, the chairmam of the ogonoy shall bs entitled to
22 rovsive such salary as the direciors may determins for his 1&v€m
‘ 23 as ghief. ezecutive. officer. -

24 (8) Such direciors ather thcm the. supsmntwdem of banks, the
i ], ,. oo (‘Oh‘r*'( 7

26 for:swho sorves as chgirman of the agency may enguge in private

and. any diree-

27 smployment, or in a profession or. business. The agency, s

FSRCN

tor'gd

14 smeept n the cass of the superintendent of banks, Etlw-—eem - %
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1. dirssiors, ofisers and employess shall bo subjeot 1o the provisions
3 of sections Souemin-tires and sevonity-four of the pudlic officers low.

B {4) Netwithsionding any. inconsistent provisions of lew, genernl,

4 -spegial .or docal, mo officer or employse of the siate or of any
5 eivil division- thereof shall be decmed do have forfeiled or shall
6. forfeit is office or employment by reason of his acceptance of
7 membership on the ayency created by this section; provided, how.

8 sver, a director who holds such other.public office ar employment

; 9 shal recetve. 00 additional. compensation or allowance for services
10.. rendered pursuant ‘to.this. title, bui shall be entitled to reimburie-
: 11 ment for. his actual and neccssery expenses tncurred in. ths
:'12 performance of such services. :

»‘ 13 .48). Tha governor may remove any divecior appoisted by him for
;;14 iﬁcﬂ!m'smy, neglect of duly or misconduct in ofice affer giving
15 ~him. 6.copy-of the charges.against him and en opportunity to be

16 Reard, in person or by counsel, in hie defonse, upon mot less tham

ademydays’ notice. . 17 any such director shall bs removed, ihe

18 governor shali file.in the office of the department of sints a complete

19 statement of charges made ogainst such director and Mis fndings

20 thereom, dogether with o complete record of the procesding.

%%g +.{6).Tha.agency and ife corporats existence shall sontinue unbll
2 férmtad by lae, srovided, however, that no suck law shall tabe
5330,&'@0#&01011;1 o the agoncy shall have bonds, noles and other
24 obligations outsianding, inless adeguate provision has been made
25 for the payment thereof. Upon termination of the emistoncs of

26 the agenocy, all s ~iglte and properiies shall pass to and be vested

27 dm ﬂu stata,
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T, A majority of the déretors of the dgendy then in ofive shall
‘consiidute & gquorum for the transaotion of any Dhusinsse or Hhe
“sweroias of any power or funotion of the agency. The agewcy may
~dolegate 20 ome or more of its dirsclors, or ite officers, aconts er
-employess, such powere o dutics as ¢ may deem proper.
0§ 2404, Powers of the agency. Except as otherwise limited by this
title, the agency shall Rave power:
v (1) To sus and bs suad;
“(3) To have o ssal and alter the same ot plesurs;

(8) To make and emecute contracts and 61! other imetrusmonis
necsssary or convenient for the exerciss of e powers end fusms-
tions under this #itle;

# (4} To make and alter by-laws for its organisadion amd imbarnal
“management;: o - |

(B acquire, hold and disposs of real end persomal property
" foruité corporate purposes;

{6) To appoint officers, agents and smployess, presoride their

- duses and quulifications and fiz theswr compensation;

Wiy ) To aequirs, and coniract to aequire, morigages owmed by
bariks ‘ond o enfer into advonce commitmenfs to Donks for the
“purchase of said mortgages, oll mbjset fo the provivions of soe-
* tion two thousand four hundred five of this title;
(8) Bubject 1o any agreemens with bondholders or noteholders,
o invest momeys of the agency mot required for immisdéate wee,
wicluding proceeds from the sale of any bonds or notes, in obliga-
“tions bf the state or the United States of America or obligations

the principal and interest of which are guaranteed by the state or

Ty
L
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. the United States of America or in certificates of deposit or time

: %jdszmit: secursd in such manner as the agency shall determine, pro-

from the date of the investmentf; ] -

R r'\ ‘ e ?l &M%i‘\& 4“&.&‘&:\( S
) ‘nb.\\ (s\dz.u .50

/‘,‘ (1).{‘1 o }i(ﬂ\ I

. (9) Bubjoct to any agreement with bondholders or noteholders,

fu‘ (10) Subjc,,ct_ta:auy agreemont. mthbmsdholden or mtqholdon,

16 1o purchase bonds or motes of the agenoy, which shall thevospon be
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1T “fhe foederal governmen: or any agency or instrumentakity ﬂurnf,

18
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24
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‘menee &ny action to protect or enforce any right conferree
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(13) To make and execute contracts for the servicing of mort-

gages acquired by the agency pursuant fo this title, and fo pay the
reasonable vatue cf services rendered o the agency pursuant to

those contracts;

(14) To romegotiate, refinance or foreclose, or contract fo;; the

~ forzclosure of, any mortgage in defauli; to waive any defsu& er

‘consent to $he modifieation of the terms of any mortgage; to wm-

‘apon 18

by any law, mortgage, contract or other agréement, and to bid for

and purchase such property at any foreclosure or af any other sale,
or acguire or iake possession of any such property; to operate,
manage, lease, dispose of, and otherwise deal with swuck property,

n such manner as may be nocessary fo protect the interests of the

“agency and the Rolders of iis bonds and notes;

(15) To condract for and o accept any gifts or grants or loans

of funds or property or financial or other aid m ony form fnm

or fm the state or eny agency or smtrume«ntahty ﬂuroof, 'ran

26’ % WA tRe torms and conditions thérsof;

“(16)"To enter into agreements, ih iy discretion, to mmmz

sums i liey of taxes to any municipality or tazing district of tha

statein respeet of any real property whick is owned by the agmwg

and located tn such’ maampahty or tazing district, promdod how-

“ever, that the amoun? $o paid for any year upcm such prm

98" shall not exceed the sum last paid as fazes on such propsrfy to

such municipality or taxing district prior o the time of ils acqui-

sition dy the agency;

- o
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(17) TO (lo any and ali Hnngs necessury or convenient to curry

!

2 out s purposu and exercise the powors given and gronied in
8 his title.

4 § .2400 I’u; GILGSu of mor tgaqes ’1 ) The purpase oI the agem:y

Gt

; b the obge(,t of enablmg sich banlls to uweat the proceeds thereof as

1 mptdly as pos%blc " new mortgages on wstdentwl real propertu
8 for fmmly umtsw t'Hm ‘“fvw 5’{1’(@ '

I tas hereb _/ faund and (leclared that such actwmes by the agemy

. 140 wzll allematc an matmg condztwn of aﬁazrs m thae state whwh 8

PO gt Bt Sibok e . i

: 54 consttiutes a publu, emergency It 18 further found «md declawu

it »';"?.&,@;u i

that such purposes are in all respects for the beneﬁf of tha people

\ ;rmwzg an cssenttal gov&rnmental fmwtwn in carrymg out iis

p'm posee and in e.cerczsmg the powers granted by tlus tztle

(.8) The agmcy shall purchaae mortgugu from bank: ol a w

cha:e pmo aq'ual to the unpmd prmcmpal balanca tharaof ducmmfod i

23 ;pmmded however, that the purchase pnca shall m no emmf ba

more than tke unpaad prmctpal balance thereof As used in ﬂm

-3 mbdwmon, the tm "’ é natumty” shall mean the later of Hw date

E,‘:’.G of matumty pramded m thn mortgage documents or ”matunty"

‘as deﬁned m applzcable regnlatwns of the bcmkmg board semng

\ f“‘.lu I}\.’L(“\ i‘(’ rmu*ag& Ut ‘ﬁ (.;—)({n(@, “S\)E
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ma:mmum anwablc mterest rates pursuant to section fourteen-a

of the bankmg ldw' .

(8) Tho agmy 3hall raqmre as a condition of purohau of

mortgagu from bank: that mch banks :hall um‘hm thirly dayt

of rccoopt of ﬂu purckau prwc cnter mto wrstton commtmh

to loan and :imll& wstlms mch pemd as moy bo approvad by

the agmoy, loan an ammmt eq'uaz ta the onton purchase pms
withintheState

‘ of suz'h mortgages on nmew ms tgages havm a 3tdted mahtnty of
g
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_not less than twenty years fa om the date thereof
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(4) In case af mdw-.dual borrowor:, .mch nm mortgagu chall
bear mterut computod m accardama mth uct«m 5—501 of the
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Jabali be(w mtamst at a rate notr substantially lower than the rate of

; ‘mtarasf thaf ba'n?.s are charging ot the time of cammctmem on oon-
Apamble mw morfgage loans. Each such bank .shai nnmmlly accownt
and pay over to ﬂw New York state housma ﬁmmce agency far

_atedkb y dwmon four of sectwn forty frmr-a of ﬂw pfwata hous-

ng ﬁ'nance lan or any siccessor enhty an amount equal o the

di)fcrenca batween ( a) the tota] amount of mterestfrecewed by st

deposvt m tmd for the purposes of the law wnt lcase accoun@fﬁ -

durmg the precodmg year on all such new mortgages and ( b) the
: total‘ammmt of mteresf whwh swh mortgages would have ytelded
“ifithe mterest thereo'n had been at the azscmmt rate plus the mtereet

_ differential dq_#grmmed by the agency as deserihed in t‘}ns subdwt«

;514 - (5 )f The agmoy shall t;;qttire the mbﬁi’ssffon ‘to it bé eacﬂ ’bamk
; from whwh tlu ageﬂcy has purchased mnrtgages emdence satis-
fdctory to the agency of ﬂw makmg af new mortgage loans and
: uf pcwmr over to the low rent lease accmmt as required by this
“section and in cmmectmn thercwith may, through iis employees or
agmfsnor those of tha bankmq departmmt mspect the books end
rocordu .;f am; mch btmk ' ’ ' w \

(6') Cvmphanca by any bank mth tha terms of m agraemem
with: or mudortakmg fo the agem:y mth respect to tlw makmg of
?‘ykiany mortgaga Zoam and of paymg over to the low rmt lmsa accomtt
yfbe enforcad by decree of the mpreme court Tkéwagency maey

raqmra asa comztum af purchase of martgages from any national

banking association the consent of such association io the Jumdw

fion of the :uproms court over any ueh P

way dlso ragquire agresment by any ‘ank. as & condition of the

{1
|
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agamy 8 puzchase of ortgages from such ?)ank to the payment

o b

of penalt:es to the agency for violation by the bank of its under-

2
8 takmgs to the agency, and such penalties shall be recoverablo
4

L at the suit of the agency.

(7) The agency shall require as a condition of purchase of any

R 1]

6 mnrtQaaafrnm a bank that the bank represent and warrant to
r,; the agency thai | ‘k

_8‘ " {a) :the unpaid pri’ncipal balamée of the mortgage and the inter-

( : é.et jra',té: thewon Mve been ac»buratelu statéd to the agency; |

) { b) tha ammmi of ﬂw unpaid principal balance ie fustly due
a'n(l owmg,

(c) ﬂ's bank hes no miwe of the ertstence of any counterclaim,

5 offset or de_feme asfcerted bl/ the mortgagor or his successer in

Y mterast

(d) the mortgage is emdenced by @ bond or pronmsnry note
ﬁnd a mortgage document whzch Ims- been properly recorded with
he czpp-ropf iate public official ;

” ,'- } tize mor tgaae constitutes a 'ualcd first lzen on the real prop-

erty descmbed to the egency subycct only to real property tazes

::)0 fich yct due m%d mstallmenh of assvssments not yet due;

(f ) ﬂw mortgage loaﬂ whmz made was lawful uuder the banking

- Iaw or federal Iaw, whzc?wvrr goveras the a/fmrs of the bank,

and_;voulll be lawful on *hc rlvfﬂ of purchaso by the agency if

Y pmda b‘y !he_ ba-nk on that date in the amount of the then unpaid

‘k;jrwmc pal bakmce

(_g),,‘tha mortgagor is not now in default in the payment of any

%éps;tﬁqll‘gggpt of principal or interest, escrow funds, real property

§
[

€1
Gi

L
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i tauel or otherwise sn the performance of his obligations under the

a mortgage documents and has not to the knowlsdge of the bank been
8 in default in the performance of any suck obligation for a period

4 of longer than sizty days during the life of the morigage, and

: &.. (h} the smprovemenis to the morigaged real property are cov.
g.cred by a palid amd subsisiing policy of insurance issued by @
7 _company authorized by the superiniendeni of insurance fo isswe
8 such _policies in the state of New York end providing fre and
9. sxtended .coverage to an amount not less than eighly percent of
10 #he insurabls value of the improvsments to the morigogsd real
ameperty. | o

19 .. (8) Each bank shall be ?mb ¢ to the agency for any damages su/-

: 13 forod by the agency by reason of the uniruth of any represeniation

i4 o ﬂ;; ‘btcach of anyrwa;rgﬁt/g and, i the svent that any repre;antw

ton shall prove to be untrue when made orto_f any breach of wor-

I 16..Tanty, the bank shall, at the option of the agency, repurchase ihe
. imgrtgggg fqr the original purchass price less amounts subsequently

ductwn of the prmwpal balance ﬁl’u.. any interest acerued

a4 but, tmpmd
ogp (9) The agency need not require the recording of an assignment
21 _of any morigage purchased by ii from a bank pursuant o this a¢c-

9. tion and shali not be required lo nohfy the mortgagor of its purchase

a8 of jhg mortgage. _:T?!c‘ agency shali not be required to impgct or

mvsmm nf th, mmtnaaa documents if the bank from which

! tqlc

“@26" to servtce snch mortg( ge and account to thc agency thercfor

mortgage zs purchased by ﬂw aaaacy skau mter s .,ontr(wt

727 (10) Prior to the tusuance of any bonds or notes and prior to the

o8 commencement of the purchase of morigages or commiimenis to

-

£
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! {\I i
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+ ourchase mortgages, the agency shall determing that an inade-

W‘of fwnd’s continues to exist in regular banking channsls
mortgogs lodhs “Thereafter the agency sholl masntain
d ‘Continrions Feview of the avaslability of funds in regular banking
* channels for siow mortgage Tonns. In' the cvent that the ageney

sKall ‘determine that ‘an adequate suppzy af*'fzindé ezists in

king chanmels’ for new

scontinue the purchass of m

ﬁmnqe’ncy Shall determine that

mortgages is again inadequate, but in” any event he

agency shall discontinue purchasing mortgages on dmi‘?af;"cr

etermﬁ& on ﬁbé?é by it uuderthwsubdwmon Di&conté‘ﬁms

16 mg channcls “shall not constetute, or in any way rﬁ’ec# tmm‘m

19 tum of the agengy as promded n subdzvaswn siz of sesiimt

. pal amnts as; " the opmum of the agemcy, shall be neocssary to

L T IR

¥
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‘provide sufficien! funds for achicving the corporate purposes ieceof,

tncluding the purchase of mortgages from bunks, the payment of
inderest ox bonds and notes of the agency, establishnent of reserves

ta gecure such-bonds and noles, and all other papenditures of the

corpornle purposes and powers, evcept the operating vepenses of
the agency.

1

2

8

4

B agency incident to and wecessavy or convenient fo carry out ils
é

7 5
8 {8) All bonds and motes issued by the agency shall be general
9

ebligations of the agenecy, secured by the fuil fuiil wnd credit of the
10 egency and ey he payadle solely out of any moneys, assets, or
11 revenues of the agency, all es-wmay be designated in the procesdings
19 of“the agency under which the:honds or notes sholl be guthorized
18 to be isswed.

“14°" (3) Bonds and notes shall be authorived by a resolution or raso-
15 lutions of the agency adopied as provided by this title; provided,
16 howsver, that any such vesolution authorizng the issuance of notes
‘A7 may delegates io an officer of the agency the power to issue such
4R ‘wofes:from: time fo time and to fix the deteils of any such issues

a.%zmmﬁswaéa‘s.;;wgam eppropriete certificete of sush. authorized oﬁw'ﬁ‘f

o (4) Suoh Bends: or notes shall bear such date or dates, shall
By mbture et swohitime or #imes, shall bear interost at such rate or
Z%@%M;bexﬁf ‘such denominations, shall be in suoh form; carry

9g- such-registration privileges; be evecuied in suok manner, be payahle

ggmlawﬁﬁlmmy ‘ef the United States of Americe of suoh pl@a

25,500 places awithin or without the stats, be subject fo such: terms

26 of redemption prior to. maturity as moy be provided by such reso-
‘o ution or rezsluiiony v such cortificate with vespéct to wéhrm?gc,

S EE NN 2
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a8 the oase may be; provided, however, that the maximum matur-

¥ty of bonds shall not ezceed thirty years from the date thersof
“ und the mmmum maturity of notes or any renewals thereof shall
“not exoeed seven Years:from the daie of the original issue of such
B noles,

©o(8). Any bonds or notes-of the agency may be sold at such prioce
or. prices, ot public or private sale, in such manner and from
wdimeto time-as moy bs détermined by -the agency, and the agency
y Lmay .pay .6l expenses, premiums and.commissions which & may
wideom necessary or advantageous in connection with the issuance and
o 8ade - thereof. < No bonds or notes. of the agency may be sold at
5 privele sale, however, unless such sale and the terms thereof have

been approved. in writing by (a) the comptroller Mach sale

_ q4 8 ot to.the comptrollen or (b) the state director. of the budget, ' ' ard e camy beabie ; n&

: | 1151,,/-. suéh sale i3 to the-comptrollery. - ; ““"”"‘”"““,”f:_é;' Sf“ \; u‘ ‘Qn::s‘ A58 ds "‘"c’i‘ﬁr' <y§ ﬁ\%ﬂ .
e -.(6) The agency. is authorized to provide for the issuance of ks A ~ -
17 . ite bonds or motes for the purpose of refunding any bonds or nofes L i‘ ‘n\& camy %m\,\;\ ¢ ieh

‘18 -of .the .agency. then. ouistanding, including the: payment of eny :;;,3 :; w\d :

19’%«"\.’@(16’1132“0“ ‘promiums thereon and any interest acorued or:io acorue

0:¥le. ;sadeh;ﬂion' date: next. succeeding. the: date of delivery of

2 viouch . refunding. bonds or Mtee.b The-proceeds. of any. suwch-bonds

or notes sssued for the purpose of: e ‘refunding outstandmg bonds
shall be Focthwaith

ggior mme-of—tbo—agmeﬁ to: the

oy purchase or rahremmt[

4\ of such outstanding bonds or
‘ sﬁgmnotu:; or: the redemption: of -such outstanding bonds or notes on

% the redemption date next succeeding ihe date of delivery of such

wﬂfuﬂdmgbmdc or-notes and may,; pending such application, bs

28"’plaoed i escrow to be applied to such purchase or retircmentEt-

J

¥
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i metureity] or. redemption on such datc.%lo—m-bo’-dﬁmyé—bv

; QWA”V such esérowed proceeds, pending: such-use; moy

g be invastedk_a'nd ra:’pvestediin\ obligations - of or-guaranteed by

4 the: state or the United States of America, [or—in—sextifostes

Yy '1‘—.;
Oy toyf

maturing. at such time: or times as shall b appro—

n the snvestments thereof may:be returned to the agency for use

eued, -nd secured and shall be subject to.the provisions of this
s 4 'the some_manner .and. ta.the same . exieni .qs_any;oktkl;ar
nds or notes to this. tttle. ‘ »

‘) lehcr or.not: the bonds and notes are of such form and
rqgtqria,x,t%b_e; “negotiable insiruments under the terms of the

: ommercml code, the bonds and notes are hereby mads

iy lowful. mannergAll such. bonds or notes. shall be

s ooy axceed the AL CRRE, r-pj‘{mi
ST L

P tho ¢ &) e t(&\ e\d g"z’n\’* ‘uﬁ‘u,; :

Lost Per Anrium @x(;r‘e i

F/Yt'L.F’ *’Aj‘a ON Gds kr
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: }.moﬁubk sealrumonts within the meening of and for all the pur-

s poses of the uniform commercial cods, subject only to the provisions
g"ﬁf the bonds and notes for regiatration.

0 (8) Subject only o the provisions of sectioms two thousand

four hundred seven and two thousand four hundred eight of
szaﬁhis‘“ ttle, any resolution or resolutions authorvizing any bonds
% o woles of th. agency may confain provisions which may bs 6

o pdrtof the contract with the holders of suck bonds or notes, as 40: (o)

8§
Qv-'-‘ﬁi&dgimg-or ereating a lisn, {0 the extent provided by suok resolution
» or resoludions, on oll or any part of any mondies or property of the
“dgency or of any smoneys held in trust or otherwise by others for
the payment of auch bonde or notes : (b) otherwise providing for the

sustody, ecollection, securing, investment and Wt bf GRY MORSYS

3
» of the agenoy; (¢} the sotiing aside of reserves or sinksng funds and
15 the requlation or disposition thersof; (d) Bmélabions on the purpsse
"1'6\' to whish the provesds of sals of any Wene of sweh bouds er nefss
17 then or theveafter to be dasued may be eppled; (o) Wniinlions on
18 Hhe fssuonce of additional bonds or nofes, the lerme wpon which
jo additional onds or rotes moy be issod and seowed, ond upen the

5 wefimding of oulstanding or other bonde or notes; (f) the prosedurs,

oy # any, by whick the terms of any coatract with the holders of Bonds
, ‘or notes may be sméndod o abrognfed, ths amownt of bonds or notes
tha-Rolders of sohich must consent theveto and the manner i whivk
oy such consant may be givew; (g) the oreabion of speoisl funds imbo
. auhichony moneys of tha agency may be depetited; () vésting én

' 26?-‘%; diisfes or trusfess such properiiss, rigkis, powers ond dutios in
huiv st as tRe agency moy detormine, whick may inoludy ony er oft of

98 the rights, powers and dudies ef the lrustes appeinied pursant bo

L R

I;QA !,‘.i.-
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8eotion. two. thovsend. four hundred nine of this title, and Wimiting

or aliragaling vhe vight.of the hold.rs of bonds or notes to appoint o
brustee wnder such scotion or Limiting the rights, dufies and powers
..of auch irudee; (3) defining the acts or omissions to act whioh shall
s \consistute a default in the obligations and datics of the agency and

moladmg for the rights and remedies of the holders of bonds or

notes iﬁﬁt‘ha évent of such default, providing, howeber; that such
mh&mdrmdua shall not be-inconsistent with the gensral laws
! m&ﬂi& and ther Provisions of this title; and (j): any other
@hkﬁm difforent. character; wivith in-any way afféct the
1 ucunty and iproteciion.of :the bonds or. neles wid the.rights:nf the
12 ‘holders thereof.

13 (Q)Any ‘resolution or resolutions or -irust wmdenture ur indén-
mmuamdor which beiids or notes cf the agenoy are awthorised
15 40 be isrued may cantain: provisions for vesting in s trustes or
' 16 M«fambhseperspwﬁes,nﬁghts, pmorumd dutiss in trusi ae the

powers and divtiss of the trutiss appoinied by the Kelders: of why

fy\notes or bonds pursuant io section twe thousand four hun-

P 18, Tevenwes or other. moneys so. pkdg&d and: thetve-
3%7 gﬁqiremed« by the agency shall immediotely be swbject fo the
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Jien of such pledge without any physical delivevy thereof or

further act, and that the lien of any such pledag shall-be valid

.and binding as against all partics having claims of any kind in

tort, comtract or otherwise against the agency firrespective of

whether such parties have motice thereof. Neither the resoluiion

wnor gny other instrument by which a pledge is created need be

recerded.

(11) Neither the members of the agency nor any person executing

-the bonds or other obligations shall be liable personally on the

. bonds or other obligations or be subject to any personal liability

or-accountability by reason of the issuance thereosf.:

§ 2407. Bond authorization. (1) The agency shall not issue bonds

~anid notes in an aygregate principal amount ot any one tims owt-
watanding exceeding seven hundred fifty million dollars, excluding
;j.z_-.ands and notes issued to refund outstanding bonds gnd notes.

(@) The fixing of the statutory mazinum tn this section shall not

7. be construed us conslituting o contract between the agency and the

holdgrsof its - bonds or notes that eddiiioncl -bonds end notes may not

i bedssued subsequently bythe agency in the event that such staiuiory

maximym: shall subsequently be increased by law.

.-§:2408; Resérve funds end eppropriations. (1) The agency wmay

create: and ‘osiablish 6 special fund {o be Eknowns as debt ‘service

3. reserve- fund and: pay: inte such reserve fuﬁd () any moneys
. approprigted by the state ondy for the purposes of suck fund, {3)
25 amy. proceeds of sale of bonds and motes o the extont ﬁoﬂ@ﬁ "
" the resolution of the agency auihorizing the issuance thereof, (c)

any-funds directed to be transferred by the agency to such debt
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-§ervice reserve fund, and (d) any other moneys made available

to the agency only for the purposes of such fund jrom any other
source.-or:sources.. The moneys held in or credited to the debt

service reserve fund established under this subdivision, sxcept as

5 hereinafter provided, shall be used solely for the payment of the
i§. principal of bonds of the agency, as the same mature, the purchase
7 of bonds of the agency, the payment of interest.on bonds of the
i ..§ Ggency or the payment of any redemption premz'um;reéuired o be
-9 paid when such bonds or notes are redeemed prior to maiurity,
10 -provided, however, that moneys in such fund shall not be withdrawn
i1 therefrom at any time in such amount as would reduce the amount
19 of such fund to less than the amount which the agency shall deter-

13 mine to be reasonably neccssery for the purposes of such fund,

14 except for the purpose of paying the principal of and interest on
15 the bonds of the agency maturing.and becoming due for the pey-
" yg Mmeni of which other moneys of lhe agemey are nmot available.
37 Moneys in ihe debl service reserve fund not required for immedi-
:f:,1,3_,.\_qtg,ﬁjr¢(s;3,0‘1" disbursement may be invested in obligations of ihe
| 19 State or the United States of America or obligations the principal
204 und inferest of which are guaranteed by the state or the United
1 States of Amerwa In computing the amount of the debt service
‘22 reserve fund for the purposes of this sqgtfqn, Vs.:ecqrirties in which
1% @14 or a port tmon of such’ fund are mvesttd sh«zu be wlued at par or,

ess 1l than par, at their cost to the ‘agency. If the

;&g@agﬂ{w: ;(shall create and establcsh e debt sermce _reserve fund

@»’tdml pr ded the agency. skall not usue bonds at ony time

“&ngf tl;e ammmt f the debt service reserve fund at the hmc of



‘the issuancr does: not ' gqual or ‘exceed the amouni determined by

thsagmcy to e reasomadly necessi.y therefor vnless the agsncy,
»a{‘*‘ih‘e‘ tims of issuance of such bonds, shall deposit i such fund
rom the ﬁﬁfbcéeds of the bonds to be issued; or vtherwise an amount
whi’ch,toge#her with the ameuni then in suck fund, will be not
6 less than the amount detormined by the agemcy to be veasonably
cestory thérefor.

ﬁy;séxae:‘sf?;n‘*fhe';debt~mviw reserve fumi at the close of any

: F:ﬂ\\)'a dod boweree thit h)’r\\wc)( "

Ths s bd v t.m <t ! \w\\ Vi “u\.lri "
e m‘\:\onwn ."" o Fé\i"rmr\ QQ Jhtay -
ameant wbich wouwld ncresse ﬁm, :
debt serdide coserde Twnd Yo an' '

_k‘ié or dates on witich mch paimmm ‘shall mature
5 o% Tk é.“(«;:‘h}\ l.tzA\'*".Q}d*
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1 vear sn which the agenocy shall determine that o defiost will eanat, the

2 chastman of ihe agency skall, on or before December. firat, make
Juond deliver o $he.governor.and state director of . the budget Ms
4:-cortifioals stating the amount of such deficst and siating furiher that
5« the agency cannot. muke avaslable, or cannot maks available -excep!
G by sdle.of mortgages. ai substantiolly less. than thair fosr. market
7 rvelus; suficient funds:lo. niake wp-suck-deficit, - The-amount.of nwok
8 dpﬂzw%ﬁrtiﬁedahall be dpportiened.ond-paid. lo the agency:for
deponit;in such:fund os.the agency: shall have-established. for the

2 i() payment of the principal and interest on the bonds of the agency

. Ay1wduring the then current state fiscal year. ..\ ..o

sqgieri(39: The agency. may oreaie and establish such other veserve funds
f“y} a3t shall.desm.aduisable and necessary. ... ... .-

tifd) The chatrmanof-the agency shall make and. deliver to the

© s15100vemor. and ‘direcior. of the.budget on or before December first,

- iyg wenedesn hundred seventy ond on.or.before December first in eack
17« yean.dhareafier; aicertificate. stating the -cinount estimaied to be

‘ {alsg“qﬁm Jaripayment. of: or. provision for. axpenses of the agency

. mezh onauing state-fiseal .year... The amount so stated: for
: ﬂgm‘w?mwmmmie fiscal year-shall. be the sum. of .the.amownts,

: W;;—fm-g@timated for such: fiscal. year, by which operating expenses

| é@g@ ; feﬂdmva@lable operating revenues. . To assure the continued oper
Mﬁ%unﬁ&a&vanw of the.agency for the fulfillment of sts.corpora’
pz@umaws, there shall be apportioned; and paid to. the: agcncyEmt-

- @gmmm ‘far-eapenses of the agency for: such fiscal year:  As wsed

coftiemi tRia subdivision, (@) the ternu:‘loperating. expenses’ “for the

05 MW«M he lontirelomount
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2%
fiscal year shall mean crdinary rzpenditures for operalion and
administration of the agency; and (b) the term ““available oper-
aling revenues’’ for the fiscal year shall mean all emounts veeefved
an account of morigages noquired by the ageney, fees charged by
the ageney, if any, and sncome or inlerest carned or added fo
funds of the agency due lo the invesiment lhereof, and not
required -under the torms or provisions of any covenant oy agree-

ment with holders. of wiwy bonds or moles of the agency to be

«applied to any purposes other than payment of expanses of the

“agency.

§ 2409, Remedies of bondholders and noteholders. (1) In the
event that the egency shall default in the payment of vrincipal

or of interest on any 4ssue of bonds or notes after the sams shall

< 'beoome: due, whether at maturity or upon call for redemption,

and such default shall continue for a period of thirty duys, or
in the event that the agency shall fuil or refuse to comply with

the provisions of this-litle, or shall default in any agreement made

. with' the ‘holders of any 1ssue: of bonds or notes, the holders of
s ioenty-five -per centum - in -aggregate principal amount of the

-~ bomds of:notes ‘of suchissue thewm outstanding, by instrument or

instrusnents filed in the office of the clerk of the county in which

. the:principal office of the agency is locuted, and proved or acknowl-
- edged in:the same manner as a deed to be recorded, may sppoint
e irustesito represent. the holders of such bonds or notes for the
-purposes-herein provided.
= (3):Such trustee may, and upon written request of the holders

wof twenty:fue per-centum in principal amount’ of -suckh bonds or

notes then oulstanding shall, in his or tis own nawie,

{2
1 @)
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(@) enforce all rights of the bondholders or aoteholders, énclud-

ing the Hght 16 require the ageney o collset interesi and amortine.
tion payments on the mortgages held by it adequate to curry out
any egresmant as lo, or pledge of, such interest and amoriisntion

payments, and to requive the agency lo carry out any other agree-

" menis with the holders of such bowds or motes and fo porform

‘sts duties under this title;

(b) bring sust upon such bonds or notes;

(e) by aciion or suit, require the agoncy te accousit as if it were

“4h8 trustes of an express trvst for the holders of such bomds vr

{d) by action or suit, enjoin any ects or things which may

bo wilawful: or dn - violotion of the rights of the holders of such

honds or:notes; -

(e) declare all such bonds or notes due and payable and if all

» defaults shall be made good then with the-consent of the holders of

w twentylve pert centum: of the  principal amount .of -such bonds or

- motis-then outstanding, to annul such declaration end its conse-
w0 o(8) ‘Buch: trustes -shall in addition to the foregoing -have and
' posgess: all-the-powers-mecessary or ‘appropriate for the ezercise of

5o ony functions specifically set forth herein or incident to'the general

repmmmm of “bondlolders -or noteholders-in the énforcement

* and protection of their rights. -
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(4) Before dsclaring the principsl of bonds or motes due end
payable, the trusteo shall first give thirty days’ notice in writing
te thago«vomu, o tha agency and fo the attorney general of the
stale.

{8) The supreme court shall have jurisdiction of any sust, action
or proceeding by he irustes on behalf of bundholdsrs or nols-
holders. The venwe of any suok sust, aclion, or procesding shall be
baid in the county ¢ whick fhe principal office of the agency 43
toostrd,

§ 2410, State and municipalities not lable on bonds and noles.
The honds, notes and other obligations of the agency shall net be
@ debt of the staie of New ¥ork or of any mumnicipshty, and
noibher the state nor any municipality sholl be liable thereon, ner
shall they be payable out of any funds other than those of the
agency.

§ 2411, Agrecment of the state. The state of New York does
heredy pledoe to and agres with 1o helders of any Bonds or noies
festied wader thie title that the stels will not Wimit ev alier the righis
hersby vestsed in the agency to [ulfill the terms of any agresments
made . with.the holders thereof, or in eny way impeir the rights

. .and_remedics of such holders until suok bonds or notes togeiher

22, with the interest thorean, with interest on ony unpaid insiallments

of Sulorest, and oll costs and expenscs in conneolion with any
astion oy provesdings by or on behalf of such holders, cre fully
met ond diccharged. The sgenoy ¢ authorised fo include fhis

i pladgs snd agreement of the stals in ony agreement with the

holders of swoh bonds er notes.

ot s <
e
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24338, Property and income. The property of the apency and
tle in-ome and operations shall be exempt from tazation or asseis-
menis of every kind and nature, other than assessments for local
improvements; nor shall the agency be required to poy any record-
ing fer or transfer taz of any hind on aceount of instruments
“pesorded by £t or on ils hehalf,

§ 8413, Bxemption from taxation of bonds and notes. Itis hereby

“detérmindd that the oreation of tha agenoy s in all respeots for

e A @ om0 e

'the benofit of the people of the siate, for the improvement of their
i 15 Realth' and wolfare, and for the promobion of the economy, and
{{that soid purposes are public purposes and fhe agenoy will be
‘ "o "performing an eseential governmental funobion in the exoroise of
18 the powers conferred upon it by thiz ttle, and the slate covenanits
14 with the purchasers and all subseguent holders and transferees of
‘15 bonds ond notes sssusd by the agemcy, in consideration of the
16 acoeptancs of and payment for the bonds and notes, that the bonds
17 ond notes of ‘the agency, iesued pursuant o this ilc and ths income

Y8 thorsfrons dnd all 2 foas, charges, gifts, gronts, revenuss, reosipts,
9% and” other monieys reosived or to be revsived, pladged to pay or
“B0) “Gecuire the “payment of such bonds or motes sheR at all times b
54" ted from tazation; ecsopt for estate or gift tazes and ‘tozes on

S A

(L §‘7“,‘24111.‘$B;55§d§1 and notes ds legal investments for public officers

" 94 Vo fidusiaries. “Ths bonds and notes of the agoncy are hor"bbg made

o8 ‘veouritias o which ol publi officors and bodies of ‘this state and

06 Bl mundcipalities and mumicipal subdivisions, 6ll insurancs com.

§ Unid associations ohd other persons oarrying on an insurance
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bWﬂl,, all danks, bankers, trust companies, savings banks and

savings associations, inoluding savings and loan associations, busld-

ing and loan_ associations, invesiment companies and olher per-

_sons carrying on & banking business, all administrators, guardians,

_axecutors, trustees and other fiduciaries, and all other persons whai-

soever who are now or may hereafter be authorized to invest in

-7 _bonds or other obligations of the state, may properly and legally

.8 dnvest funds including capital én their control or belonging to

.9 them. The bhonds and notes are also hereby made securities whick

10
11
12
«]'8
15
16
n

18

o
21

22

Dord
iy

;;gy,_?bc deposited with and may be recsived by all public officers

. and_bodies of this state and all municipalities and municipal

_subdivisions for any purpose for w''c ke deposit of bonds or

chqr obligations af‘thjis‘ state 18 now ¢. ..ay hereafter be authorized.

4§ 2415. Moneys of the agency. (1) All moneys of the agemey

) frqm}qhqtgpaq source derived, except as otherwise authorized or pro-
mded i this act, shall be paid to the treasurer of the agency and
v’,h?'u: lgg:glapqsitedb forthwith in & bank or banks in the state desig-

_mated by the agency. The moneys in such accounts shall be paid

by the treasurer or other agent duly designated by the agency on

_requisition of the chairman of the agency or of such other person

| or,,pérsqns&gﬁ_si the agency may autkorizg to mlcﬁe,_a‘uglg_ requititions.

All deposits of such moneys, shall, if required by ixe. aga'/mj he

. secured by obligations of the United States or of the siats of New
fark of a ;@quqt value equal ai ail times to the amount of the
2 .‘ deposzt {v(’u_sdvailbl_bqn_ks and irust companies are authorized to give
i "s’ucﬁ_ security for such deposits. The obligations shall either be

2 deposited with the treasurer or be held by a trusiee or agemt
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satisfactary to the agency. The comptroller and his legally author-

Wed represontatives ars authorised and empowered. from time to

4ime.to examing the accounts and books of the cgency, including

e roceipls, disbursements, coniracts, leases, sinking funds, invest-

.ments and any other records and papers reloting to its finoncial

standing.

(3) The sgency shall have power to contract with holders of

any.of . its bonds or notes, as tn the custody, collection, securing,

investment, ord payment of any moncys of the agency, of any
moneys held in trust or otherwise for the payment of bonds or

notes, and o corry out such coniract, Moneys held s irust or

_otherwise . for. the payment. of bonds or noles or in any way fo

secure bonds or notes and deposits of such moneys may be secured

«sm-the same manner as moneys of the agency, and all banks and

Irust companies are authorized fo giwve such security for such

- deposits.

-2} Bubject to the provisions of any contrect with bondholders

~or.noteholders and io the approval of the comptroller, the agency

« $hall prescribe g system of .accounts.

(4) The agency shall submit to the governor, chkairman of the

.sengte finance committee, choirman of the assembly ways and means
Z@Mm‘ttuaﬂd the compiroller, within thirty days of the receipt

thereof by the agsnoy, o copy of the report of every external

examination of ‘the.books and accounts of the agency other than
capies of the reporis of such examinations made by the compiroller.
§ 2416. Actions. In any case founded upum tort o mnotics of

claim shall be required as a condition precedent to the commence-

(1
43}
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1 ment of an action or speeinl procoeding agninst the agency or ahy

)
&

" “officer, appointee or employee thereof, and the provisions of sec-

"B Haw fftijie of the general mumistpal lmw shall govern the piving

“ING" action” shall ‘be commienced (@) prier to the empiration
G of thirty deys from the date on which the demand, olaim or
T eladms wpon which the action is founded wers presemted fo a
S8 director  of the -agency or other officer thereof designated for
¥ Nuok purposs nor (b) more than one year after the cause of action
1()*2?#7&,63'@)?‘07'?#%@1&have'acorued;"? SRS
A1 g 29 Limittation of - Uability.  Neither the members of the
“YZiaeney, nor- any person or persons asting in its behalf, while
f'%'?l:;?if"aétio’igsfm’thiﬂs the scopé of their: guthority, shall be subject 1o
i Y14 ‘e personal Linbility resulting from carrying out any of the powers
‘18> émpressly:given in this act.

16 § 2418. Assistance by state officers, departments, boards and com-

Cpps igeinnsi (1) The depariment of audit and control, depariment of
w1 thaw; and \all other slale agencies may render. suoh services fo the
.19 ogency within their respechive functions as may be roquested by the

Vi #8) : Upon ‘request - 6f 'the agendy, ony sicte agoncy ‘& hereby

g gubherised and empowered to teansfor to the agenoy such oflesrs
og wivd emploises as it may deem necessary from fome 1o fime $o qssist
34 the agenoy in carrying out éfe funclions and duiies undeor this Hile.
25 Officers ond employess a0 transferred shall not lose their eindl serv-

596 tegsatatus or righis.
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§ 2419, Annnal report, The agency shall submit (o the governor,

the chasrman of the senste finance commities, the ohairmon of the

“aseembly wows and meant commitieq, the compivoller and The

direciar of the budget withén sin monthe ofter the and of it fscal
year, a complate and detailed report sefting fortk: (1) He opirs.

tioma and acoomplishments; (8) it reosipls and sopenditures dur-
“ing suck flaval year in accordance with the categories or elaseifice-

tio.8 establishad by the agency for its operoting ond oap-s‘tal’wﬂw

“purpotes, inoluding o listing of all private consultants engaged by
“the agency on a contract basis dnd o statement of the total omownt
"“paid 1o sach such privite conswltont; (8) ite assets and Nabilities
“at the sndd of its flacal year, including o schedule of #s mortgopes

and the staius of reserve, special or other funds; and (4) a sohedule

> of 4ts bonds and notes outstanding ot the end of its fiscal yeor,

together with a statement of the amounts redsemed and inourred

“iduring such fiscal year.

§ 2420, Court proceedings; preferemces; venue. Any aclion or

‘procesding to which the agenoy or the peopls of the siate of New
- Fork may be porties, in which any question orisee ae to the validity
80 .0f this ao#, shall bs preferred over all otker civil caxdes sxoept élée-

‘91 Hon cunses in all couris of the stale of New York ond sholl be

22

25

o

hoavd “and ‘deiermined in preferomce to all other oivil business
pending therevn except election couses, irrerpeotive of position -on
the calendar. The same preference shall be gramted wpon appli-
cation of counsel to the aossicy im owy achion or proceeding gises-
tioning the wvalidity of thie title in which ke may be allowed to

intervene. The venus of any suok aclion or proseeding ehall be

4
=3
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A daid in the county in which the principal effics of the agemoy, s
<8 Jocated,

8§ 2431, Inconsistent provisions of ather laws supersedsd. Imsofar
4 .45 the provisions of any other law, yeneral, spevial or local, the
B provisions of 'his title shall be controlling.
.8 .,ﬁ.§é;3m,\-‘Canstwatim.‘~, This title, being necessary for the welfare
.2

[t

/. #he.state and its inhabitants, shall be liberally construed se;as
w8 do effeotuate.its. purposes. . s ETRET

,_s,&w.,;&ggaaqﬁgzg,ambility. Af any cleuse, sentence, paragraph, section
1 30, o port of this title shall be adjudged by any court of compstent
A2 o imvalidate the remainder thereof, but shall be confined i dts

iction to be invelid, suck judgment shall not affect, impair

.18 .operation to the clause, sentence, paragraph, section or part theroof
34 directly involved in the controversy in whick such judgment shell
+ 38, heve been rendered: ... ... S TTANNNL

i

16 § 2. Statement of legislative purpose. . The Legislature horeby
A7, finds and declares that it ig in the public interest: that mortgages

=48 pequired-by the state of New York mortgage agency: pursuynt to
19 the .atate of New. York mortgage agency.act shall continue to bo
.+20 perviced. by, the banking institutions from which such mortgeges

s:@1upve mequived and that the. servieing. of such mortgages by smeh
: gzhﬁnﬁm institations serves the public purpose of this state. . ..
- 28.01::§:8, The tax law is hereby.amended hy adding thereto a new
%é.egmg, 4o be section one hundred ninety, to read as follows: .
. 25 81490, Servicing of mortgagesy credit to be given. Fuery bank,
126..ga.dsfin; 4 in. section two thousend four hundred two of the public

ieg.daw;. which, shall hove entered into. ¢ .conlract with

28 the state of New York mortgage agenc . to servise mortgeges
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35
aoquired by such, agency pursuant to the state of Now York

mortgage agency act, shall have credited to it annually to apply
ipon or in lieu of the payment of any taz to whish §t may be
subject under article nine-b or nine-o of this chapter an amount
equal fo one-quarter of one percentum of the total average unpasd
principal Balance of all such mortgages seoured by a Ken on real
estaie improved by one-family or two-family residential afructures
and whick the bank shall have serviced during the fiscal year, and
a% amount equal to one-tenth of one percentum of the teial average
unpaid principal balance of all mortgages ssoured by a len on real
property smproved by multiple dwellings ond which the bank shall
kave serviced during the fiscal yeer; provided, howsver, that there
shall én no case be credited to any such bank an amouns in excess of
the amount due from such bank for taxes payable o the stats under
article nine-b or nine-c of this chapter for the fiscal year for whick
suck eredit is given. In the event that any such morigage shall have
besn serviced for only a part of the fiscal year, the amount of the
eredit providsd herein shall be apportioned on the basis of the num-
ber of months during the year such mortgage was serviced by the
bank.

 § 4. The sum of four hundred thousand dollars ($400,000), or
so much thereof as may be necessary, is hereby appropriated to the
ugency hereby created and made immediately available to pay the
expenses of the agency, including personal service. Such moneye
shall be payable after audit by and upon the warrant of the comp-
troller on vouchers certified or approved by the officer or officers
authorized by the agency.

§ 5. This act shall take effect immediately.
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In addltion, the Assceration’s Coumdttee on Labor
and Social 5cuur't3 plans to suomit a letter on A, L1491, >
ce that com-

.

wiich will not be ava 1¢a>lc until next weex 51

mittee wishes to give tie bill fuill considex

£its vo“: bciedul', we would apovreciate a wo*t

in vour action until the Associaticn's lette:
l : .

Very truly yours,

,f Iv" e /"_;JZ)] Vi
\ 4 i i
cHaxs an“'///

n. Robert R. Douglass
- Bxecutive Chamber
- State Gapitol
‘&lbany, New York 12224

Michael Wniteman, E:C.
Pirst Assistant Counse
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The Association of the Bar of the ity of New York
Committee on Housing and Urban Deveiopment

No. 140
3. 8582-C MR. BRYDGES
(30-day Bill)

AN ACT to amend the public authorities law and
the tax law in relation to providing increased avail-
ability of residential mortgzage funds and to establish
state of New York mortgage agency, and making an
appropriation therefor.

The bill is disapproved
S. 9208-A MR. BRYDGES
(30-day Bill)

AN AcT to amend the public authorilies law, in
relation te the functions, powers and duties of the
state of New York mortgage agency.

'The bill is approved

S. 9383-A MR. BRYDGES
(30-day Bill)

AN AcT to amend the public authorities law, in
relation to the functions, powers and duties of the
gstate of New York mortgage agency.

The bill is approved
S. 8582-C

We disapprove the bill because of its dubious con-
stitutionality and because we believe that any funds
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The Association of the Bar of the City of New York
Commitiee on Housing and Urban Development

raised by a state agency should be devoted to the
financing of low incor.ie housing as defined by law.

The bill, to take effect immediately, would add
Title 17, “State of New York Mortgage Agency
Act” (the “Act™), to Article 8 of the Public Au-
thorities Law and Section 199 to the Tax Law.

The bill would be amended by S.9208-A and
S. 9383-A, which correct a substantial number of
provisions of the bill. For the purpose of this discus-
sion, we will consider the bill as so amended, since
without those amendments disupproval would be re-
quired on grounds other than those mentioned above.

Section 2401 of the Act (references to sections un-
less otherwise stated are to those of the Act) contains
extensive legisiative findings, among others, that there
exists throughout the State a seriously inadequate
supply of safe and sanitary dwelling accommodations,
including accommodations for persons and families
of low income; that there is a critical shortage of
funds in private banking channels available for resi-
dential mortgages, that the drastic reduction in
residential construction starts has caused a condi-
tion of substantial unemployment and under-employ-
ment in the construction industry, that increased
avaiiability of financing for residential mortgages
is required to spur new housing starts, that the need
for increased funds for residential mortgages can-
not be met by the unaided operation of private en-
terprises and that the continuation of those condi-
{ions contributes to the persistence of slums and
blight. To alleviate those conditions which are con-
trary to the public health, safety and general wel-
fare and which constitute a public emergency, it is
found that a corporate governmental agency, the

510
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The Association of the Bar of the City of New York
Committee on Housing and Urban Development

“State of New York Mortgage Agency” (the
“Agency’’), should be created which, through the
issuance of bonds to the private irvestment pub-
lic, may purchase existing mortgaes from banks
within the State and direct the proceeds from the
liq 1iGated investment “intc new mortga, :s on resi-
dential real property for family units.”

We note that the Act, contrary to the legislative
findings, does not limit the sale of Agency bonds
and notes fo private investors since Section 2406 (5)
authorizes their sale to the comptroller with the ap-
proval of the budget director. We further note that
the legislative findings, and Section 2405 (3), do not
require the investment in new mortgages on resi-
dential real property for family units of persons of
low income as defined by law. See Constitution Art.
VXIII § 1.

We assume the legislative findings to be correct.
See I.LL.F.Y. Co. v. State Housing Rent Commission,
10 N.Y.2d 263, 270; 219 N.Y.S.2d 249, 253; 176
N.E.2d 822, 826 (1961}, appeal dismissed 369 U.S.
795 (1962).

Section 2403 (1) provides that the Agency will be
a corporate governmental agency of the State, con-
stituting a political subdivision and public benefit
corporation, and that its membership shall consist of
five directors, the superintendent of banks, the comp-
troller or his appointee, and three directors to be
appointed by the Governor with the advice and con-
sent of the Senate.

Section 2404 confers extensive powers on the
Agency, inter alia, the power to acquire mortgages
owned by banks, to enter into advance commitments
for such purchases, to borrow money and to issue
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The Association of the Bar of the City of New York
Committee on Honsing and Urban Deveiopment

negotiable bonds with maturity not in excess of
30 years and notes with a maturity not in excess
of seven years, §3 2404(7), (11); 2406(4).

The Agency is directed to purchase mortgages
from banks at a purchase price equal to the unpaid
principal balance thereof discounted to maturity by
such factor as will yield to the Agency the average
et Interest cost per annum, expressed as a percent-
age, on the bunds issued for the purpose of purchas-
ing the mortgage plus such percentage, not in excess
of 14 of 19, as the Agency shall determine (such
average net income cost plus such percentage are la-
belled the “discount rate”). §2405(2). The effect
of this provision is that in every case in which the
interest rate on the purchased mortgage is lower
than the discount rate the purchase price will be less
than the principal discounted at the morigage inter-
est rate and that the selling bank will sustain a loss,
unless it has purchased the mortgage at a larger
discount than the discount rate.

We note that the interest rate on Agency notes
is omitted from the computation of the discount
rate. See also a similar omission in Section 2401(8),
relating to temporary investment of proceeds from
sale of bonds and notes, and in Section 2406(6), re-
lating to refunding bonds. We do not express any
opinion whether or not by reason of that omission
or for any other reason there may be a question
whether, by reason of such omission, the bonds or
notes of the Agency may constitute arbitrage bonds
not exempt from Federal incorae taxes. Int. Rev.
Code § 103(d).

As a condition of purchase of mortgages from
banks, the Agency must require that the banks, with-

b12
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The Association of the Bar of the City of New York
Committee on Housing and Urban Development

in 30 days of receipt of the purchase price, enter into
written commitments to loan, and within a period
approved by the Agency actually loan, an amount
eqnal to the entire purchase price on new mortgages
within the State having a maturity of not less than
20 years. Mortgages on multiple dweliings satisfy
the reinvestment requirement only if the borrower
is a corporation and if they are approved by the
Agency. If the bonding resolution so requires, ap-
proval “may” (obviously meaning “shall”’) be re-
fused, and in addition, such a commitment on a
multiple dwelling shall not be approved if the ap-
proval would increase the total dollar amount of
such approved commitments in excess of 40% of
the total purchase price of all mortgages theretofore
purchased by the Agency pursuant to Section 2405.
Since the limitation on multiple dwelling mortgages
applies, apparently, in the aggregate and not on a
bank to bank basis, it may be difficult to administer
and may operate erratically. More important in
our view, however, is that there is no requirement
for investment in mortgages on housing for low in-
come families, e.g., those eligible for Federal interest
subsidies under Section 235 (homeownership pro-
gram) or Section 236 (rental program) of the
National Housing Act or as defined by New York
law.

As noted above, a selling bank will ordinarily
sustain a loss on a sale of a mortgage. To induce
the bank to seli, Section 2405(4) authorizes banks
to charge to individual borrowers interest on the
replacement mortgage in excess of the maximum
rate fixed by Section 5-501 of the General Obligations
Law (commonly called the usury rate) up to a rate

513

Eo



The Association of the Bar of the City of New York
Committee on Housing and Urban Development

equal to the discount rate plus an interest differ-
ential, as determined by the agency, but not in excess
of 1% per annum. In the case of corporate borrowers
the interest on the replacement mortgage shall not
be substantially lower than the interest rate charged
by banks at the time of commitment on comparable
new mortgage loans. Each bank shall pay over to
the New York State Housing Finance Agency for
deposit in its low-rent-lease-account maintained un-
der the capital grants program, Private Housing
Finance Law § 44-a(4), an amount equal to the
difference between (a) the total amount of interest
{(and charges treated as interest) on replacement
mortgages made to individual and corporate bor-
rowers, and (b) the total amount of interest which
such mortgages would have yielded if the interest
thereon had been at the discount rate plus the in-
terest differentizl. The effect of that provision seems
to discourage replacement mortgage loans to corpo-
rate borrowers, since they are the only borrowers
not limited by the usury rate, and to channel more
funds into the individual home market.

Section 2405(7) contains provisions adequate to
assure the Agency that the principal amount of the
mortgage purchased is due and outstanding, but
does not provide for warranty by a selling bank
of the collectibility of any mortgage sold.

Recording of the assignment of a purchased mort-
gage iz not required, and indeed, the Act contem-
plates servicing of a sould mortgage by the bank,
for which it will be compensated by a tax credit.
§ 2405(9) and Tax Law § 191, added by Section 8 of
the bill.

When the Agency finds that there is an adequate

b14
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The Association of the Bar of the City of New York
Committee on Housing and Urban Development

supply of funds for mortgages in regular banking
channels it shall discontinue the purchase of wmort-
gages. § 2405 (10).

Section 2406 of the Act authorizes the Agency to
issue its negotiable bonds and notes in such prin-
cipal amounts as, in the opinion of the Agency, shall
be necessary to provide sufficient funds for achieving
the corporate purposes of the Agency including the
purchase of mortgage loans from banks, payments
of interest or its bonds and notes, establishment of
reserves-to secure such bonds and notes, and all its
other expenditures, except operating expenditures.

Bonds and notes may be secured by a lien on all
or any part of the monies or properties held by the
Agency or of any monies held by others for the
Agency. § 2406 (8). The bonds and notes may then
be revenue bonds which may be to a large extent
self-liquidating.

Section 2407 (1) authorizes the issuance of bonds
and notes in the aggregate principal amount of
$750,000,000, excluding refunding bonds and notes.

Section 2408 (1) authorizes, but does not require,
the creation of a debt service reserve fund into
which, ameng other funds, monies appropriated by
the State only for the purpose of such fund may be
paid.

In order to assure the continued operation and
solvency of the Agency, Section 2408(2) wmrovides
that “there shall be annually apportioned and paid
to the Agency such sum, ii any, as shall be certified
by the chairman of the Agency to the Governor and
director of the budget . . . as necessary to restore
the reserve in any debt service reserve fund to an
amount not in excess of the principal and interest
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due in the next twelve months.” If no such fund
has been established and the agency determines that
it will not have sufficient funds to pay principal
and interest to become due in the next calendar year,
the Agency shall certify the amount of the deficit to
the Governor and the budget director. The amount
so certified “shall be apportioned and paid to the
Agency” for deposit in such fund as it may establish.

Section 2409 contains provisions relating to rem-
adies of bondholders and noteholders. Section 2410
provides that the bonds, notes and other obligations
of the Agency shall not be a debt of the State or of
any municipality. Sections 2411 to 2423 contain pro-
visions similar to those of Sections 48, 50 through
59 of the Private Housing Finance Law relating to
the State Housing Finance Agency.

Section 3 of the bill provides that each bank which
has contracted with the Agency for servicing of
purchased mortgages shall receive a credit applicable
towards the tax due under Tax Law Articles 9-b
and 9-c equal to 14 of 1% of the total average un-
paid balance of serviced mortgages secured by one
and two-family dwellings and 1/10 of 1% of the
total average unpaid balance of serviced mortgages
secured by multiple dwellings.

Section 8 of Article VII of the Constitution pro-
hibits gifts and loans in aid of any private corpora-
tion or association, or private undertaking, with cer-
tain exceptions none of which is applicable here. Sec-
tion 1 of Article XVIII engrafts further exceptions,
as far as relevant, by authorizing the legislature to
provide for low rent housing and the clearance, re-
-econgtruction and rehabilitation of substandard and
insanitary areas. It is well established that a public
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purpose is not suflicient to override the restriction of
the gift and loan provisions of Article VI1I, See, e.g.,
People v. Westchester County National Bank, 231
N.Y. 465, 475, 132 N.E. 241, (1921) ; see also report
of the Temporary State Commission on the Consti-
tutional Convention held in 1967, pp. 107, ¢t seq. and
report of the Special Committee on the Constitu-
tional Convention, State Finance, Taxation and
Housing and Community Development of this Asso-
ciation (April 1967), pp. 13 et seq. The Act does not
require reinvestment of the purchase price of mort-
gages in {(a) low income housing, or (b) new hous-
ing. See § 2405(3). The Act, therefore, is not re-
stricted to increasing the supply of low income hous-
ing or furnishing employment in the construction of
new housing or rehabilitation of old housing. The
Act, thus, is not restricted to remedying the legis-
lative findings in that regard.

Moreover, it is evident that the discount rate based
on the sale of tax-exempt bonds will be lower than
the rate at which existing mortgages could be sold
under present conditions on the open market. Such
differential might be construed to constitute a gift
contrary to the provisions of Section 1 of Article
VIII, supra.

We believe, therefore, that the Act would be un-
constitutional if it had provided for the State to do
directly the undertakings the Act would assign to
the State of New York Mortgage Agency. The ques-
tion is whether the State may undertake indirectly
what it cannot do directly. In that connection, it
should be noted that all activities of the State Private
Housing Finance Agency are within the constitu-
tional limitations and authorizations of Articles VII
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and XVIIL Its primary function is to by-pass the
approval of state debt by referendum, Cinst. Art.
VII, § 11,

To cur knowledge, there is no case that has de-
cided the question to what extent the use of an ageney
of the State can circumvent constitutional limita-
tions on the power of the State to engage in certain
activities, irrespective of their desirability, We can-
not predict whether the New York courts, by exten-
sion of the doetrine of Williumshurgh Savings Bank
v. State of New Yoric, 243 N.Y. 231, 244.249, 153 N.E.
BR (1926), would enforce the o' ,ations to be un-
dertaken by the State in the Private Housing Finance
Law to replenish funds requived by the State Private
Housing Finance Agency to meel its obligation to
bondholders if the legislature should fail to appro-
priate the necessary funds., We helieve, however,
that there is 1o constitutional inhibition on the
legislature to make the annual appropriations con-
templated by the Private Houcing Finance Law. The
same reasoning, however, does not apply to the ap-
propriations contemplated by Section 2408(2) of
the Act.

In Massachusetts Housing Finance Ageacy v. New
England Merchants National Bank, Mass, —,
249 N.E. 599 (Sup. Jud. Ct., Mass., 1969), one of
.he issues was whether the Massachusetts legislature
could constitutiorally make annual appropriations,
as required by the statute, to restore to the statutory
limit a reserve fund established by the Massachusetts
Housing Finance Agency for the payment of prin-
cipal and interest on its bonds sold to the publiec.
The proceeds of the bonds were loaned by the agency
to finance low and middle income housing. The

518

Vi



The Association of the Bar of the City of New York
Committee on Howsing and Urban Development

Massachusetts constitution does not contain any
limitation similar to the gift aad loan provisions
of the New York constitution. See Massachusetts
Constitution, Part 2, § 1, Art. IV. In upholding the
statute because it provided in part for low income
housing, the Court said, inter alia:

“ .. .any appropriation in fact made would
necessarily have scme aspect of a ‘gratuity’ to
[the bondholders] |[citations omitted].” 249
N.E. 2d at 609.

We believe that any appropriations made by the
legislature under Section 2408(2) may constitute
stich a gratuity and a gift not- made for any purpose
authorized by Articles VII and XVIII of the Con-
stifution and would, to that exteni, be of dubious
constituiicnal validity.

As noted above, the Act is not restricted to aiding
low ineome housing, which by statute may include
housing for persons of middle income in the collo-
quial sense, or slum clearance, nor does it assure the
construetion of new housing or the rehabilitation of
decayed housing of any category with a resulting
increase in employment., While we are not unmindful
of the shortages in mortgage funds for mortgagors
who may not qualify for low or middle income hous-
ing, we believe that nnder present conditions and in
view of the great need for housing of all kinds and
the rehabilitation of old housing in New York City
and elgewinere in the state, funds should primarily be
made available for those purposes.

For the reasons stated, the biil is disapproved.
S. 5208-A and S. 9583-A

If 8. 85382-C, which we disapprove, were to be

enacted, the amendments provided by 5. 9208-A and
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S. 3383-A would be essential to correct deficiencies
ir. 5. 8582-C.

For the reasons stated, the bills are avproved.

This report was prepared by the Association’s Committee on
Heusing and Urban Development.
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LAWRENCE U. COSTIGLIO
VICE PRESIDENT

Honcurable Robert R. Douglass
Executive Chamber

State Capitol

Albany, New York

Dear Mr., Douglass:

SAVINGS BANKS ASSOCIATION OF NEW YORK STATE

200 PARK AVENUE - MEW YORK, N. Y. 10017 - AREA CODE 212 68'7-0255

April 22, 1970

Senate Intro, 582-C

An Act to Amend the Public Authorities
Law and the Tax Law in Relation to
Providing Increased Availability of
Residential Mortgage Funds and to
Establish State of New York Mortgage
Agency, and Making An Appropriation
Therefor

and
Senate Intro., 9208-A
An Act to amend the Public Authorities
Law, In Relation to the Functions, Powers
And Duties of the State of New York
Mortgage Agency

You have asked for the comments of this Association on the above bills which are

before the Governor for executive action,

These bills provide for the establishment of a New York mortgage agency for the
purpose of purchasing mortgages from banking organizations, provided that the
proceeds of such purchases are re-invested by such institutions in residential
mortgages pursuant to the provisions of the bills,

The savings banks of New York State, all of which are members of this Association,
are the principal residential mortgage lenders in this state and as such have constantly
supported any measure that can reasonably be expected to contribute to the availability
of residential mortgage credit for the people of the state,



S5AVINGS BANKS ASSOCIATION
OF NEW YORK STATE

Honorable Robert R. Douglass S =2- April 22, 1970

Accordingly, this Association supports these two bills and recommends that
they be enacted into law.

Sincerely yours,

Lawrence U, Costiglio
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OP NBW YORK STATE

League

WiLLiam H. BCebiNg
PRESIDENT

TOO WHITE PLAINS R2AD, SC:\RSQAL .%,"i{-“\\' YORK 16583
TEL: 914 472:35007 |

Nt

ril 22, 1970

i
Hon. Rovert R. Douglass :
Fxecutive Chamber
State Capitol
Albany, New York 1202k
Re: 8582-C, 9208-A - Establishing
the \t te of New York Mortgage
Agency and prescrihing its

cowsrs and dutiles

VW

Deaxr Mr, Douglas:

We commend the authors of the subject bLills for their efforts in
initiating a State coperated secondary moritgage market facllity.
Never in the history of the history of the home lending business
in the State has such & Tacility been more needed and we certainly
hope thawt the administraticn wiil act promptly in carrying out

the intent of these bills.

This organization gave its full suppo
urge that the Governor gi ] 2®
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405 LEXINGTON AVE.  MgS¢e! NEW YORK, N. Y. 10G17
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April 30, 1970

cvert X. Douglass
utive Chanmber
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SEHATE 8582-¢ By Senator Brydges

Re: An act to amend the
tax law in relation %

¢ authorities law and the
ocviding increased avail-
t

stat: cof ifew York mortgage agency, and making an
appropriation therefor.

AND

SENATE 9028-A - By Senate Rules Committee
{at the recuest of Senator Brydges)

AND

SENATE 9383-4 - By Senate Kules Committee
(at the reguest cof Senator Brydges)

14

£ arm ™ o % - derm L3I . d +r .1
{NOTE: The above bwo Tvills arce “charter amendmueals

L
to Senate 8582-C)

This menmorandum is submitted by the New York State Bankers Associstion
on behalf of the commercial banks of the State of New York (both state and
national).

The above bills would create a corporate governmental agency to be
known as the "State of Wew York Mortgage Agency"” which, through issuance
of bonds and notes to the private investing public, may purchase existing
mortgages from banks within the state and direct the proceeds from the
liquidated mortgage investments into new mortgages on residential real
preperty for family units. The purpose of the bill is to relieve the
critical shortage of funds in private banking channels available fox
residential mortgages in the state.
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-Page Two-

This Associaticn reaffirms its position, first taken vhen the
bill (8.8582-C) was introduces in the lesgislsture, of support inm
principle of these bills.

We further hope that, should the bills be signed into law, the State
of NWew York Mortgesge Agency will Te guickly formed and that it w1ll act
promptly in carrying cut the intent and purposes of the bills,
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LEWIS COUNTY TRUST COMPANY
LOWVILLE. NEW YORK 13367

MILLER B. MORAN
PRE3IDENT

May 7, 1970

Tnis bunk is opposed to Assembly %3453&, by
Lyxan Chananau; also Assembly #13154, by
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do support Senate #8582C, by Senstor Brydges,
cnded by the Rules Committee of Senate #9028A and

'gry truly yours
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ASSOCIATION OF REAL ESTATE BOARDS, INC.
11 NORTH PEARL STREET » ALBANY, NEW YORK 12207 (518) 465-4588

WILLIAM R. MAGEL
Execntive Vice President

April 28th, 1970

The Hon. Robert R. Douglass
Counsel to the Governor
Executive Chamber
State Capitol
Albany, New York 12224

Re: 8582 - Brydges
39208 - Rules
5382 - Rules
3424 ~ Rules

nwmwwn

Dear Mr. Douglass:

The above bills create the New York State Mortgage Agency. Our
industry desperately ueeds the legislation and urges their
approval.

Earlier this year we provided a sponsor of the bill with letters
from many of our local beocards throughout the Stae. In every area
the report was the same -- listings up, sales down drastically.

The root cause of this problem is the unavailability of residential
mortgage money. The home owners are unable to sell their homes
because the prospective purchasers cannot cbtain financing. This
has caused doubling up in certain areas and substantial losses

to individuals who were forced to sell their homes in this
unfavorable economic climate.

Naturally, the reduction in sales has had a result on our
industyry; mary of our brokers and salesmen found themselves in
a difficult economic strait. Sfome, in fact, found it necessary
to temporarily withdraw from the business.



New York State Association of Real Estate Boards, Inc.

The Hon. Robert R. Douglass : Page 2.
April 28th, 1970

However, much more important than the impact on our industry
is the wide-spread impact on the public of the State of New
York. The housing requirements of our nation and, indeed,

our State are cne of the foremost concerns of everyone and
the peaks and valleys which have occurred in the mortgage fund
market in recent years are, by a large measure, responsible.
This new agency will provide an overall stability in our

state that is desperately needed to avoid the reoccurrence of
the current catastrophe.

We recommend the approval of these bills.
Sincerely,

William R. Magel

Executive Vice-President

WEM: rhr
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NEW YORK STATE BUILDERS ASSOCIATION, INC.

(Affiliated with the National Association of Home Ruilders)

Executive Office 41 State Street, Albany, New York 12207/ Telephone: Code 518 465-2492

larch 30, 1970

Dear Fellow New Yorker: Re: S, 8582 (Brydges)

T@ere exists in New York State today a situation that
grows in complexity and urgency, Housing production has
been impaired by the National Monetary Eme}vency. All ef-
forts to control inflation have had devastaging effecfs
upon our industry and its ability to produce and supply
housing to our citizens, The housing that is available is
on%y available under near impossible mortgage terms. The
major mortgage lenders of the State have nct had either the
ability or the inclination to provide home mortgages in any
volume Tov ¢he past twelve (12) months. 7 g

The major problem has been the instability of the mort-
gage market, This has not b iitior : i
een a new condition. From time

to time the market takes deep downturns and then reaches
record peaks. The builder is buffeted from oue economic
extreme to the other. This latest crunch has brought him
on his knees, The one that suffers the most is thé peréon
in need of housing. Whether he be buyer or venter., The

cost of the money and its terms has direct effect upon his

Executive Vice President ability to rent or purchase,

Frank D. Cerahone

For many years this industy -’ has offered a plea for some
method of reaching reasonable stability. Now the legislation
proposed by Senator Earl W, Brydges (S. 8582) answers that |
plea. By making it possible for mortgage lenders to re- cycle
their money and replenish the money market,

The legislation would create the State of New York Mort-
gage Authority. This proposal has .ome to be known as the
Sonnie Mae proposal., The name stems from Fannie Mae, the
Federal National Mortgage Agency. Fannic llae has beén a key
factor in the ability of the national mortgage lending induétry
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and the housing industry to keep functioning at least at minimums
throughout the current crisis. Somnie Mae would do the same for
New York State.

The ability of a lending institution to relieve itself of the
burden of low yield mortgages, coupled with the ability to re-invest
at improved rates of return would considerably enhance the residen~
tial mortgage as an investment., It would aid the banks and, in turn,
this benefit would accrue to the building industry and the homeseeker.
Any pressure that could be taken off the private housing market will
reflect in sound benefits to all of the people,

The mechanics of the legislation have been carefully worked out
by the Senator and hi< aides, and details may be found in the en-
closed Memorandum,

This Association wholehcartedly endorses this proposal and re-
spectfully requests your support in any way possible to assist its
successful nassage,

Thank you, Kind personal regards,
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fFank J Gerabone
/ Executive Vice President
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Enclosure: liemorandum (S. 8582)



S. Int. 8582 Mr. Brydges

MEMORANDUM

— e e e e - e —

RE: AN ACT to amend the public authorities
law and the tax law in relation
to providing increased avail-
ability of residential mortgage
funds and to establish State of
New York mortgage agency, and
making an appropriation therefor.

Purpose of the Bill:

To create a State of New York mortgage agency for the
purpose of inereasing the availability of funds for re31dentlag
mortgages in the state.

Summary of Provisions of the Bill:

This bill creates the State of New York mortgage agency,
a public authority authorized to sell bonds, which should be tax
exempt, "p to $750 million. The proceeds of the bonds will be used
to purchuse mortgages from banks within the state. The purchase
price will be computed by discounting the mertgages at the same
rate of interest as the agency pays on its bonds., As a condition’
of the purchase, the selling banks will be obligated to reinvest
‘the proceeds in new mortgages within a time period set by the agency.
The new mortgages may be on one- »nd two-family houses and multiple
dwellings. The interest rate payable by individuals shall be not
more than tlree-quarters of one percent higher than the rate of
1nterest payable by the agency on its bonds. The agency should
require only a minimal staff. An appropriation of $400,000 is
made to the agency.

To compute the purchase price of a mortgage to be acquired
by the agency, its unpaid principal balance is discounted at the
same rate of interest as the agency pays on its bonds. Thus, if
the agency were to bond at seven and one-half percent, it would
purchase a mortgage having an unpaid principal balance of $10,000,
an interes: rate of five percent and a remaining term of ten years
for $8,935., The regular, five percept interest payments on the -
acqulred mortgagzes, plus the $1,165 accretion to prlnc1pal (the
difference between 310,000 and \8 935) would result in a yield
to the agency of seven and one- -half percent on its investment of
$8,935. 1If the same mortgage ylelded seven and one-half percent
interest the agency would pay 310,000. 1In no event will the
agency pay more than the unpaid prlnclpal balance of the mortgage.

The rate of discount set by the bill is mandated by the
1969 Federal Tax Reform Act, which denies federal income tax
exemptlon to state bonds the proceeds of which are invested in
obllgatlons yielding a materially higher rate than the rate of
interest paid on the bonds. . By setting the discount rate at the

&4



same rate at which the agency bonds, interest on the agency's
obllgatlons should be exempt from federal income tax. Such a
tax exemption is considered necessary to the success of the
program,

Consonant with the leblslatlve intent to effect an
1mmedlafe impact, partlc ipating banks will be required to quickly
invest the proceeds in new residential mortgages. Commitments for
the new mortgages must be made within 30 days after the banks re-
ceive the funds; the loans must be consummated Wlthln such period
as the agency approves.

The rate of interest payable by individuals on the new .
mortgages will be keyed to the agency's bonding rate. They will
get the funds at three-quarters of one percent more than the agency
does. Thus, if the agency pays six perceut interest on its bonds,
individual borrowers will pay six =2nd three-quarter percent, even
if the usual rate is seven and cne-half percent. On the other hand,
if the agency bonds at seven and one-quarter percent, individual .
borrowers will pay eight percent. A rate in excess of seven and 5
one-half percent will be Justified under these circumstances because,
if the agency's bonds sell at such a high rate, money from private =
banklng sources will be virtually unavailable. Moreover, the 5
interest rate will still be less than the rate on funds made avail-
able by the federal government under its FHA and VA programs.

New mortgage loans to corporate borrowers for multiple v
dwe;llngs will bear approximately the usual market rate of % o
interest.l 1In today's market, that rate might be ten to eleven 5*“ o
percent. The banks will have received the new money at the agen
"bonding rate, e.g., between six ayd seven percent. In order to
‘prevent the banks from getting a windfall and raising e "glfts and :
loans” problem under the state constitution, the leglslatlon requires th
bank to annually pay into the capltal grant low rent asslstanoe. i
fund the difference between the interest it in fact receives on
its new mortgages and the interest it would have received 1if the
interest had been computed at the agency's bonding rate plus three-
quarters of one percent. The capital grant low rent assistauce .
fund subsidizes thS rents of low income families living in middle
income agartments I‘hus, the 1eg1s1at1cm should enable a sub- .
stantial number of low income families to occupy units in middle
income apartments.

i
v
é

1 7o prevent developers from receiving a "windfall” and an unfair
cowpetltgve advantage in the form of 'cheap money', banks are re-
quired to lend to corporate borrowers at substant1ally the same
rate they are charging on comparable mortgages.,

2 ynder the Private Housing Finance Law, up to 20% of a M]tchell_
Lama project may be leased by a local hou¢1ng agency and subleased
to low income families whose rents are subsidized by the capital
grant low rent assistance fund.

£ oo
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The inducement to banks to participate in the program
ls set by the bill at three-quarters of one percent of the
discounted unpaid principal balance of the mortgages sold to
the agency. This amount must cover the costs of selling all
the cld mortgages and of making the new ones, as well as
inducing the bank to make new mortgage money available.

The agency is designed to require only a minimal staff,
It is expected that it will acquire fairly larg: blocks of
mortgages covered by comprehensive warranties by the selling
banks. Therefore, no detailed examination of the individual
mortgage, mortgagor or security is either necessary or envisioned.
Mortgages acquired by the agency will continue to be serviced by -
the selling banks which will receive a credit against their ‘
franchise tax equal to the walue of the services rendered.
Mortgagors whose mortgages have been transferred will not be

affected in any way; indeed they will not be aware of the transfer. -

Statement in Support of the Bill:

: Privately financed counstruction of one- and two-family
‘residences and privately developed multiple dwellings has come
"to a virtual standstill in New York. The absence of new housing
starts, coupled with the inadequate supply of existing units,
has substantially increased the pressure on the already overtaxed
" housing market. Housing is in extremely short supply; the price
- of those units which are available has been driven upward by the
seller's market. In addition, there has been relatively little
_turnover of existing units. This lack of new construction and
© of movement within the housing market is threatening to have
serious consequences, not only on the construction industry, but
on the State's economy generally. . -
. - One major cause of this housing freeze has been the
“unavailability of private financing. This condition, in turn,
results from the fact that banks lack currently available funds
to invest in mortgages. To meet this rapidly developing crisis,
the new agency 1s designed to free up to $750 million of banks'
funds for new -residential mortgage=z.

It is the legislative intent that the new agency will
be established, operating and issuing its bonds as quickly as
possible. It 1s expected that by Spring 1970 it will be pur-
chasing existing mortgages from banks within the state.
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NEW YORK STATE BUILDERS ASSOCIATION, ING,

{Affiliated with the National Association of Home Builders:

[xecutive Office 41 State Street, Albany, New York 12207 / Telephone: Code 518 465-2492

May 4, 1970

Honorable Robert R. Douglass
Counsel to the Governor
Executive Chamber

The State Capitol

Albany, N.Y. 12224

S.8582=C (Brydges)
S.9208«A (Rules)

Re:

Dear Mr., Douglass:

The subject bills would authorize the creation of a
state "Farny Mae,"

In the past five years this industry has experianced
two severe recessions, Our business requires long
term flnanblal commltments to function properly.
Until this sine que non is obtained, none of the
varied and time consuming steps necessary to create
a housing devezlopment can by initiated.

The provisions of this bill are well understood by

your office. The need for the legislation might

require further development. This agency,once it

is in operatmon,w;ll be able to pump money into the
housing lndustry as the need arises, This is 1mportant
because it keeps builders in business and produclng
residential units which all statistice show are in short
supply. We will he providing a steady and ever increasing
supply of housmnglnstead of sporadlo bursts and then
period of almost total inactivity. .

¢
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Hon. Robert R, Douglass « May 4, 1970 Page 2

Re:

S. 8582=Cj; S. 9208«

We strongly recusmend the approval of these measures,

Respectfully submitted,
New Y?pk State Builders Association

DeGraff, Foy, Conway and Helt=Harris
Legislative Counsel

f
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S Beekman Street, New York 10038 {BAiclay 7-0342)

S. William Green Louis E, Yevner

May 18, 1970

Honorable Nelson A. Rockefeller
State Capitol
Albany, New York 12224
Re: 5.8582-C

Dear Governor Rockefeller:

Citizens Union urges you to veteo Senate Bill 8582-C which would
establish a state agency to purchase mortgages from banks. Although
several states have enacted similar measures, practical considerations
have prevernted all states from impiementing them. The measure contains
inadequate specification of standards and priorities and would pecrmit
the banks themselves to determine what part of their mortgage holdings
they wished to impose on the state. The need for a state sponsored
method of channelling mortgage funds into ghetto neighborhoods has long
been recognized, but this measure would channel funds only into the
better neighborhoods. Signing of this measure would justify the cynical
claim that the state will not help ghetto residents obtain better
housing but, once the upper middle-class feels the pinch of tight money,
the state rushes to the rescue. Financing of this project which is not
a proper state function by an exempt bond issue, would have an adverse
and undesirable impact upon the exempt bond market.

Very truly yours,

John M. Burns, III, Chairman
Citizens Union Legislation Committee
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May 5, 1970
Hou. Robert R. Douglass Re; 5 8582¢C S 9208
Executive Chamber Mr. Brydges Rules
State Capitol : APPROVED

Albany, New York 12224
Dear Mr. Douglass:

We note that the above bills creating the State of
New York Mortgage Agency are before the Governor for executive
action. We have, unfortunately, not received a copy of S 9h2h
amending the act which is also before the Governor. Our
couments are therefore confined to the two billls listed above.

We belleve the Agency would provide some iuncentive
for new mortgage lending by enabling banks o dispose of
exlsting low-interest mortgages.

We are concerned, however, that ouly 40 per cent
of the Agency's funds could be used for mortgnges on multiple
dwellings and that the Agency could not purchase Mitchell-Lama
mortgages. We hope that the law will be amended next’Session.

Tn spite of our reservations, we find the creation
of this Agency a step forward and urge tha. the Governor
sign the bills.

Sincerely yours,

-.:Esgffgggstn=§\ Walimases,
Byard Willlams, M.D.
Chalrman

Committee on Housing and
Uxban Devel opment

BW:sp
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STATE OF Niw YORK
Exgcutive CHAMBER

ALBANY (2224 MAY 121970
HMEMORANDUM filed with the following bills:
Senate Bill Nuuwber §582~-C, entitled:

"AW ACT to amend the public authorities lav and the tax
law in relation to providing inoreased avall~

»ﬂﬁf”ﬁ ability of residantial mortgage funds end to
7 establish state of New York mortgage agency,
)YQﬁdﬁxa and making en appropriation therefor®

Banate Biil Numbexr 9208-A, entitled:
- "AN RCT to amend the public authorities law, in relation
4fg;L to the functions, poware and duties of the state
K o <4 New York mortgage agency"
4 /6‘( ,ﬁ‘,»; {_ ‘»f"
~ ,}lsanata Bi1ll dhambsc 9383~-A, entitled:

s "AN ACT to amend the public suthorities law, in relatien

o to the fuuctions, powers and duties of the state
” '7:/ p1f of New York mortgage agency”
ULV IR
ARRROYED

These bills will establish the New York State Morgtgage
Agency as a public benefit corporation to Join, with other efforte
which I have suggested, to meet the orisis in residential wmovtgage
financing now faced in our State as a result of the long
inflationary perind in which we £ind ocurselves.

Under this program, proposed and developed by Senate
Najority Leader Earl W. Brydges, the agency will be authorized to
ssll up to §7592,000,000 of bonds and use the proceeds fur
residential mortgages in the State. The proceeds will be used to
purchase existing wortgages from banking institutions with the
raquirement that the purchasze price be relosned on residential
mortgages.

As & vesult of the tight money sitwmation, wany people of
adeguate financial respongibility have been uuable to purchase
peeded housiuyg facilities and meny wishing ¢o sell their homes have
‘found buyers few and far between. Furthersore, it has rscently
‘besn reported in a recent study of housing submitted to the Clty
Council in Wew York City that the shortage of money may result in
& crisis in refinancing many of the sound, older multiple dwellings.
Moreover, there is no guestion that additional sound housing is
noeded in the State and that without appropriate financing, i4s
 construction cannol be expected. ‘

' , in aﬁditidu to offering relief from the current orisis
situation, the Agency should assist in avoiding future wioleat
cyeles in the home mortgage market and the home building industry.

The benefits of the low rates at which bonds of the
agency are sxpecied to be sold, would permit loans to be made at
market interest rates, while still provid funds, operating
expenses of the agency, and an amount, fixed by the agency, not ©o

gncesed one porcent intersst, to induce banks to participate in the
program. Any additional differential between the bond price and
the merket rate of interest would be required to bz pald over ¢o
the Capital low Rent Assistance Pand to be used in the Htate’s

3
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program of providing housing in middle~income coope for low-income
individuais. The bill containe provisions adequatm to insure that
banks and bulldere receive only enough benafits to induce their
participation in the Agency's program.

; These bills represent an attempt to solve one of our
most pressing problems. It is my sincere hope that the Agenax
will be able to commence its operations vexy soon, after receiving
the nagessary Pedeval clearances and tax »lings, ¢to enable it ¢o
attack the housing needs of the State. 7T ¢ 2oliiment Senatox
- Brydges and Speaker Duryea for their cooperi:ive and forthright
effort ¢ solve this most 44fficult problem. o

The bills are approved.

/s/ NELSON A. ROCKEFELLER
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