SENATE BILL 188

IN THE SENATE

January 20, 1979 Introduced and referred to
Committee on Taxation.

January 22, 1979 Fiscal note requested.

January 26, 1979 Fiscal note returned.

April 20, 1979 Died in Committee.
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BILL NO.
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A BILL FOR AN ACT ENTITLED: SAN AL REQUIRING THAT A
PORTION OF THE COAL SEVERANCE TAX TRUST FUND BF INVESTED IN
MORTGAGE LOANS TO PERSONS AND FAMILIES OF LOWER TNCOME;
ESTABLISHING A MORTGAGE PURCHASE PROGRAM ADMINISTERED BY THE
B0ARD OF HOUSING AND FINANCED BY THE INVESTMENY OF THESE

FUNDS; AND AMENDING SECTIONS 17-6-211 AND 90-6-104s MCA"™

WHEREASs the current high interest rates for ®mortgage
loans make it impossible for persons of lower income to
purchase homes; and

WHEREASs the building trades in Montana are stagnating
hecause wmany people cannot afford homes: and

WHEREASs adequate, affordable housing nurtures stronger
famities and healthier and happier chitdreni and

WHEREASs the coal tax trust fund was created to benefit
future generations; and

WHEREASs the coal tax trust fund grows continuously as
ccal severance taxes are received; and

WHEREASs the coal tax trust fund is not pledged to any
specific purpose and is being invested only to produce the
highest possible safe returni and

WHEREASs investing a portion of the cocal tax trust fund

-

N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

LC 0400701

in mortgages for lower income families would allow future
generations of Montanans to be raised in healthfuls pleasant
surroundingse which would be of more lasting value to all
the citizens of Montana than investing all the <coal tax

trust fund money in high interest securitiese

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTAMA:
Section 1. Section 17-6-211y HCAs is amended to read:
®17-6-211. Permissible investments. (1) The following

securities are permissible investments for all investment

funds referred to in 17-6-203¢ except as indicated:

{a) any securities authorized to be pliedged to secure
deposits of public funds under 17-6-103;

(b} bondss notesy debenturesr equipment obligatienss
or any other kind of absolute obligation of any corporation
organized and operating in any state of the United States or
in Canadasy if tha obligations purchased are payable in
United States dollarse provided that all investments under
this subsection (b) must be rated by one nationally
recognized rating agency among the top third of their
gquality cateyoriess not applicable to defaulted bonds;

(c) commercial paper of prime qualityes as defined by
one nationally recognized rating agencys Issued by any
corporation organized and operating in any state of the

United Statese provided that:

INTRODUCED BILL
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(i} such securities mature in 270 days or less;

{ii) the issuing corporation or the parent company of a
finance subsidiary issuing commercial papers at the time of
the 1last financial reporting periods had a ratio of current
assets to current liabilitiesy including among current
liabilities Jlong-ters debt maturing within 1 years of ot
lTeast 1 1/2 to 1 and had received net income averaging $i
ailllion or more annually for the preceding 5 years: and

{iti) no investment may be made at any time under this
subsection (<} which would cause the book value of such
investments in any investuent fund to sxceed 10X of the book
value of such fund or would cause the commercial paper of
any one corporation to exceed 2% of the book value of such
fund;

(4} bankers® acceptancaes guaranteed by any bank having
its principal office in any state of the United States and
having deposits in excess of $500 miltion;

{e) interest~bearing deposits in bankss building and
Toan associationss and savings and loan associations located
in Montana, provideds howevers that the board of investments
shall require pledgyed securities as specified in 17-6-102
{interest on said deposits shall not be 1lass than the
prevailing rate of interest being paid on deposits of
private funds);

{f1} unencumbered real propertys first mortgaqges, and
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participations in first wmortgages on wunencumbered real
propertys provided that:

{i}) 0o such mortgage or mortgage participation may bhe
purchased unless:

(A) the principal amount of the loan secured by the
mortgage or mortgage participation is 80% or 1ess of the
appraised value of the property;

{B) the principal amount of the loan secured by the
mortgage or mortgage participation exceeds 80X% of the
appraised value of the property but the amount of the loan
in excess of 80% determined at the time the loan was mades
is guaranteed or insured by a mortgage insurance company
which the board of investments has determined to be a
qualified private insurer;

({C) 2%% or mwmore of the ltoan or participation therein
secured is guaranteed or insured in the event of default by
the United States of America or an agency thereof; or

(D) the mortgagor has leased the wmortgaged property to
a persons firme or corporation whose rental payments under
the lease are guaranteed for the full term of the 1lcan or
participation thesein by an agency of the United States; and

(ii) no investment shall be made at any time under
subsection (1){f)} which would cause the book value of such
investments in any investment fund to exceed 50% of the book

value of such funde

-ty
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(2) Investments from the pooled investment fund shall
be restricted to fixed income securities described in
subsactions (l)(a) to (l){e} above.

{3) Retirement fundss onlys may be invested in
preferred and common stocks of any corporation organized and
operating in any state of the United States provided that:

{a) the corporation has assets of a value not less
than $10 million;

{b) if the investment is preferred stocks the
corporation®'s aggregate earnings available for payment of
interest and preferred dividendss for a period of 5
consecutive years immediately bevore the date of investment,s
have been at least 1 172 times the aggregate of interest and
preferred dividends required to be paid during this period;
and

{c) if the investment is comson stock:

(i) the stock has paid cash dividends in each of at
least 5 years immediately before it is purchased;

{ii) the aggregate earnings of the corporation during
this period which were available for payment of dividends on
common stock were at least equal to the aggregate of the
cash dividends paid thereon; and

{iii) not wmore than 2X of the assets of any retiresent
fund may be invested in common stocks or in fixed income

securities convertible into common stock not conforming to
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the dividend and earnings standards stated in subsections
(3}(c){i} and ({3)(c){ii) aboves so long as the corporation
maintains the asset value required in subsection (3)(3) and
evidences appropriate growth potential and probable earnings
gain; and

{d}) no investment may be wmade at any time under
subsection (3) which would cause +the book value of such
investments in any retirement fund to exceed 20% of the book
value of such fund or would cause the stock of one
corporation to exceed 1% of the book value of such
retiresent funde.

(4) The board of investments shall endeavor to direct
the state®s investment business to those investment firms
andfor banks which maintain offices in the state and thereby
make contributions to the state economye. Furthere due
consideration shall be gliven to investments which will
benefit the smaller communities in the state. The state®s
investment business will be directed to out-of-state firms
only when there is a distinct economic advantage to the

state of Montanae

(21 I a1 .

Lsection &]s"

NEW SECTION. Section 2. Required investment for a

. SR 2%
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portion of the coal severance tax trust fund -- exception.
(1} Except as provided belows the board of investments must
invest at least 2X of the principal of the coal severance
tax trust fund each fiscal year in wmortgayes purchased by
the board of housing under the program established in
{section 4]« The board may invast a targer portion of the
trust funds in these mortgigese

{2) 1Ifs in any yeare the board of housing notifies the
board of investments that less than 2% of the principal is
neecded or that no mortgayge funds are neededs the board of
investments is required to invest only that portion of the
coal severance tax trust fund less than 2% as will meet the
needs certified by the board of housinge

Section 3« Section 90-6—-104y MCAe is awended to read:

*90-6-104. General powers of the boarde. The board may:

{1y sue and be sued;

{2) have a seal;

13) adopt all procedural and substantive rules
necessary for the administration of this party including
rules concerning its mortgages constructions and temporary
lending programs;

(4) make contractse agreementss ond other instruments
necessary or convenient for the exercise of its powers under
this part;

(5) enter into agreements or other transactions with
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any federale statey or local governmental agencys any
personses and any domestic or foreign partnershipe
corporations associatione or organization in carrying out
this part;

(%) enter into agreements under its rules with
SPONsSOrsse mortgagorss or lending institutions for the
purpose of regulating the analysise plannings developments
and managesent of housing developments financad in whole or
in part by the proceeds of its Jloans or securities and
mortgage purchase programs;

{T} enter into agreements or other transactions withy
and accept grants and the cooperation ofs any governmental
agency in furtherance of this parte including but not
limited to the developments leasings maintenances operations
and financing of any housing development;

(8) accept servicesy appropriationss giftse grantss
begquestsy and devises and wutilize or dispose of them
carrying out this part;

{9) acquire real or personal property or any righte
interesty or easement therein by gifts purchases transfar,
foreclosures leases or otherwise; holds sells assiygns lezses
encumbers mortgages or otherwise dispose thereof; holds
selly assians or otherwise dispose of any mortgage or loan
owned by it or in its contrel or custody; release ar

retinguish any rights titler claims interests easemancs oF

-8~
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demands however acquirede including any equity or right of
redemption; do any of the foregoing by pubiic or private
sales with or without public bidding; commence any action to
protect or enforce any right conferred upon it by any laws
mortyages contracte or other agreement; bid for and purchase
property at any foreclosure or other sale or acquire or take
possession of it in lieu of foreclosure; and operatey
manajes leases dispose ofs and otherwise deal with such
property in any manner necessary or desirable to protect its
interests and the holders of its bonds or notes and
consistent with any agreement with such holders;

(10) service and contract and pay for the servicing of

loans;
{l1) provide general technical services in the
analysiss plannings designy processinge constructions

rehabilitations and management of housing developments for
persons and families of lower income where these services
are not otherwise available;

{12) provide general consultative services to housing
devalopments for persons and families of lower income and
the residents thereof with respect to <counseling and
training in managementsy home ownerships and weaintenance
where these services are not otherwise available;

{13) invest any funds not required for immediate uses

subjuect to any agreements with its bondholders and
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noteholderse as provided in Title 17+ chapter 6+ except all
investament income from funds of the board less the cost for
investment as prescribed by 3aw shall be deposited in the
housing finance account;

(14) sel?l its loans or securities to the federal
national mortgage association or any other agency or
instrumentality of the United States ond invest in the
capital stock issued by the association or other agency or
instrusentality to the extents if anys required as a
condition of such sale;

{15) consents whenever it deers it necessary or
desirable in fulfilling its purposess to the modification of
the rate of interesty timey and payment of any installiment
of principal or interestye securitys or any other term of any
contracts mortgage, mortgage loane mortgage loan commitments
construction loans advance contracte or agreement of any
kinde subject to any agreement with bondholders and
notcholders;

{16) collect reasonable interests feesy and charges in
connection with making and servicing its loanss notess
Lbondss commitsentsy and other evidences of indebtedness and
in connection with providing technicale consultatives and
project assistance servicese Interest fees and charges shall
be timited to the amounts required to pay the costs of the

boarde including operating and administrative expenses and

-10- S{l% ‘l g E
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reasonable allowances for losses which may be incurredas

{17) procure insurance against any léss in connection
with its mortqages and mortgage loans and other assets or
propaerty in amounts and from insurers as the board considers
desirable or necessary;

(IB) act as agent for governamentdal agencies concerning
acquisitions constructions, leasings operations or management
of a housing development;

{19} issue notes and bonds and replace losts destroyedsy
or autilated notes and bonds; and

(20) develop special programs for housing developments
for veterans of the armed forces of the United States who
are unable to acquire safe and sanitary housing through
lending institutions by conventional meanse; and

421) receiva funds from the coal severance tax trust

A : H : "

NEW SECTIONa Section 4. Mortgage purchase program
financed by coal tax trust fund investment. (1) With the
money received from the coal severance tax trust fund as
provided in [section 2]s the board shall establish a program
to purchase w@srtgage locans eade by lending institutions to
persons and families of lower incomes

(2) The board shall establish rules to:

{3} set income and asset limitations for persons

eligible to secure mortgage loans under this programe These
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limitations sha¥l be Tower than those adopted by the board
for its other programse

{b} govern the method of selecting lcans to purchase;

{c) set conditions and terms for servicing loans; and

{d) govern other matters as the beoard considers
necessary to suafeguard the coal tox trust fund money
invested by the board and to make mortgage loans awvailable
to persons and Families of lower income.

{3) The board may only purchase mortgaged 1loans that
waeet the following criteria:

{a} the wmortgages are gquaranteed or insured against
default by a federal government agency;

{b) the mortgage loan was made to a personm or family
qualifying under the income limitations the board
establishes by rule for this program;

{c) the mortgage loans were made at an interest rate
set by the board; and

{d} the mortgage was made by a3 lending institution.

(4} The board shall estauvlish a rate of interest for
wortgages purchased under this program equal to hetwecn 1%
and 2% below the average rate of interest the board
established for mortgages or loans financed by the sale of
revenue bonds during the past 12 monthse

NEW SECTIONe Section 5. Quarterly payment to <coal

severance tax trust funde {1) The board of housing snaltl

-12-
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remit each quarter to the board of investments all payments
of principal and interest made on mortgages purchased under
the provisions of [section 4) during the preceding quartere.

t2) The board of investments shall credit these
payments to the coal severance tax trust funde

-End-
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STATE OF MONTANA

69-79
REQUEST NO. __. ..
FISCAL NOTE
Form BD-15
in compliance with a written request received .. January 22 . __ _ _, 19 __79 , there is hereby submitted a Fiscal Note

for .__Senate Bill 188 ___ _ pursuant to Chapter 53, Laws of Montana, 1965 - Thirty-Ninth Legislative Assembly.

Background information used in developing this Fiscal Note is available from the Office of Budget and Program Planning, to members
of the Legislature upon request,

DESCRIPTION OF PROPOSED LEGISLATION

An act requiring that a portion of the coal severance tax trust fund be invested in
mortgage loans to persons and families of lower income; establishing a mortgage

purchase program administered by the Board of Housing and financed by the investment
of these funds.

ASSUMPTIONS

1. Two additional employees will be needed by the Board to monitor provision of
the bill for the "low income" mortgages.

2. Approximately 4 percent will be lost from current investment return from the
monies that will be diverted to these mortgages.

" FISCAL IMPACT

Additional cost of proposed legislation: FY 80 FY 81
Personal services $29,300 $29,975
Operating cost 1,500 500
Equipment 1,500 500

$32,300 $30§975

No estimate of the 4% investment earnings loss can be determined due to the fact
that the magnitude and number of loans is unknown.

The increased cost must be supported by the State General Fund.

I'W 0% aﬂqﬁ%\
BUDGET DIRECTOR

Office of Budget and Proﬁram Planning
Date: . J/1e )7}




