
HOUSE . No. 1245
By Mr. Finneran of Boston, petition of the Massachusetts 

Bankers Association and another relative to loans secured by bank 
mortgages. Bank and Banking.

)t Commontoealtf) of 4fla*Sacf)U*ette

In the Year One Thousand Nine Hundred and Eighty-Six.

An A ct affecting mortgage fending.

Be it enacted by the Senate and House o f Representatives in General 
Court assembled, and by the authority o f the same, as follows:

1 Section 2 of Chapter 167E of the General Laws as most
2 recently amended by Chapter 626 of the Acts of 1982 is hereby
3 further amended by striking said Section 2 and replacing it
4 with the following new section: —
5 Section 2. Any such bank may make, arrange, purchase,
6 service, or sell loans or extensions of credit secured by liens on
7 interests in real estate, including but not limited to loans made
8 upon the security of condominiums, leaseholds, cooperatives,
9 farmland, forest tracts, construction loans, and land sales con-

10 tracts, and the several classes referred to in paragraphs I to 9
11 inclusive of this subsection.
12 Each such loan shall be evidenced by a note secured by a first
13 mortgage which shall be a first lien on the real estate so loaned
14 upon, except for municipal liens and for mortgages or other liens
15 held by the bank, and subject to participating interests in the case of
16 a participation mortgage loan under paragraph 12. but nothing in
17 this paragraph shall prevent such bank from making an agreement
18 with a lessee of the mortgaged property for uninterrupted posses-
19 sion thereof by the lessee in the event of foreclosure of the mortgage
20 so long as the lessee shall comply with the terms of such lease.
21 1. Graduate Payment Mortgage. — A mortgage loan not exceed-
22 ing ninety-five per cent of the value of the real estate or in excess of
23 ninety-five per cent of the value of the real estate, but in no event
24 more than one hundred per cent of the value of the real estate if
25 such excess is secured by a deposit account assigned or pledged to
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26 the bank to be used to supplement the monthly payments, payable
27 not more than thirty-five years from the date of the note; provided,
28 however, that the loan shall be secured by a mortgage on real estate
29 improved with a dwelling designed to be occupied by not more than
30 four families and occupied or to be occupied in whole or in part by
31 the mortgagor; provided, further, that the terms of the note or
32 mortgage shall require monthly principal and interest payments
33 which increase not more than seven and one-half per cent annually
34 for a graduation period of five or fewer years or not more than
35 three per cent annually for a graduation period of ten or fewer
36 years; and subsequently in such amounts that the aggregate princi- (
37 pal reduction at any time during the remaining term of the loan
38 shall not be less than that which would be required in the case of a
39 note of like amount and interest rate providing forcomplete amor-
40 tization by equal monthly payments over the remaining period of
41 the loan; and provided, further, that construction of the dwelling
42 on the mortgaged property shall be completed prior to the making
43 of any disbursement on the loan in excess of eighty per cent of the
44 value of the real estate, that the mortgagor shall furnish to the
45 committee or board of investment an affidavit that the mortgagor «
46 does not require junior financing, that the board of investment or
47 committee shall certify in writing that the dwelling has a useful life
48 beyond the term said loan has to run; and provided, further, that
49 the portion of the unpaid balance of the loan which exceeds eighty
50 per cent of the value of the acceptable collateral shall be guaranteed
51 or insured by the Federal Housing Administration, the Veterans
52 Administration, or a mortgage insurance company which has been
53 determined to be a “qualified private insurer” by the Federal Home
54 Loan Mortgage Corporation (Public Law 91-351), or has been
55 approved by the commissioner as qualified to insure loans of this I
56 class, and which is authorized to transact business in the common-
57 wealth. Interest upon such loan shall be computed monthly on the
58 unpaid balance. The note or mortgage shall also require payment
59 each month of a proportionate part of the estimated real estate
60 taxes and betterment assessment of the mortgaged real estate. The
61 maximum sum for a loss of this class to be made or acquit ed shall
62 be determined by regulation of the commissioner. No loan of this
63 class shall allow the payment amount to be changed more than
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64 once a year and any such change shall not occur less than one year
65 after the first regular loan payment.
66 The interest capitalization resulting from any negative amortiza-
67 tion of any such loan shall be considered to have been contracted
68 for at the time such loan was made.
69 The mortgagor shall have the right to convert, at a time chosen
70 by him, to a conventional mortgage as defined by the commis-
71 sioner, provided that said mortgagor is eligible for such mortgage.
^  P'ospective mortgagor, offered a graduated payment
73 mortgage, shall also be offered a more conventional mortgage as
74 defined by the commissioner and shall receive materials explaining
75 in simple terms the nature and conditions of the graduated pay-
76 ment mortgage. Such materials shall include: (1) a side-by-side
77 comparison of differing interest rates and other terms, (2) payment
78 schedules for both types of mortgages, to the extent they are
79 known, (3) a description of the conversion option, and (4) a state-
80 ment, prominently displayed, that an applicant has the option to
81 elect a more conventional instrument.
82 2. Variable Rate Mortgage. — Any bank may make or acquire
83 mortgage loans of the several classes or types specified in this
84 chapter evidenced by a note which provides for variation in the rate
85 of interest over the term of the note; provided, however, that such a
86 loan secured by a first lien on the dwelling house of four or fewer
87 separate households occupied or to be occupied in whole or in part
88 by the mortgagor shall be subject to but not limited to the following
89 conditions and restrictions imposed by the commissioner:
90 ( I) the method by which the rate of interest may be adjusted;
91 (2) the frequency with which the rate of interest may be adjusted,
92 provided that successive rate adjustments shall be no less than six
93 months apart;
94 (3) the maximum increase in the rate of interest allowed for any
95 such adjustment;
96 (4) provisions for decreases in the rate of interest as may be
97 warranted by market conditions;
98 (5) requirements for advance notification and explanation of
99 adjustments in the rate of interest, provided that such notification 
0 and explanation shall occur no less than thirty days prior to such

*01 adjustments; and
102 (6) methods of disclosure to the mortgagor of the terms and
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103 conditions of the loan as required under the provisions of chapter
104 one hundred and forty D.
105 Notwithstanding any provision of law to the contrary, the com-
106 missioner may by further conditions and restrictions provide that
107 the rate of amortization may be varied, including utilizing a period
108 of negative amortization, in order to adjust the rate of interest.
109 3. Participation Loans. — Any such bank may, in participation
I 10 with one or more other such banks, or with one or more domestic
I I I insurance companies authorized to transact life insurance, national
112 banking associations, savings and loan associations, or with one or •
113 more other banks or life insurance companies subject to super-
114 vision by an agency of any other state, if such institutions are
115 authorized so to do, make or acquire mortgage loans.
116 4. Loans Outside the Commonwealth. — Any such bank, sub-
117 ject to regulations made by the commissioner, may make or
118 acquire mortgage loans (a) on real estate located outside of the 
1 19 commonwealth, on which the notes have been endorsed for insur-
120 ance by the Federal Housing Administrator, or combined with
121 secondary mortgages guaranteed in full by the United States of
122 America under the Servicemen’s Readjustment Act of nineteen
123 hundred and forty-four, (b) on real estate located outside of the
124 commonwealth, on which the notes have been guaranteed in part
125 by the Administrator of Veterans’ Affairs as provided by chapter
126 forty-six of the acts of nineteen hundred and forty-five, and (c), on
127 real estate located outside of its lending area as defined in this
128 subsection, which loans are of the several classes specified in para-
129 graphs 1 to 3, inclusive, of this subsection.
130 The aggregate balance of principal, outstanding at any one time,
131 in mortgage loans authorized by this paragraph shall not exceed
132 the total of the aggregate book value of loans secured by mortgages
133 on real estate located in the commonwealth within fifty miles from
134 the town in which the main office of such bank is located or
135 twenty-seven and one-half per cent of the deposits of such bank,
136 whichever is the lesser; provided, however, that not more than ten fc
137 per cent of the deposits of such bank shall be invested in mortgage
138 loans authorized by clause (c); and, provided, further, that no
139 investment shall be made under this paragraph if, at such time,
140 such bank is refusing to allow, receive or consider applications
141 regarding mortgage loans on real estate located within the com-
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142 monwealth, except that this prohibition shall not be deemed to
143 affect any investment which such bank has entered into by a
144 written commitment, but only to the extent of such commitment.
145 Such mortgage loans may be made or acquired notwithstanding
146 the restrictions contained in this subsection and section seven.
147 5. Other Insured or Guaranteed Loans. Any such bank may
148 make or acquire mortgage loans and real estate located within its
149 lending area, as defined in this subsection, which mortgage loan or
150 note is insured, or committed to be insured, by the secretary of
151 housing and urban development or his designee under the provi-
152 sions of the Housing and Community Development Act, 12 USC
153 17157.-10. Such loans may be made or acquired notwithstanding
154 the provisions of section seven.
155 6. Housing Projects. - Subject to such regulations as the corn-
156 missioner deems necessary or advisable if requested to issue regula-
157 tions hereunder by one or more banks, any such bank, either alone
158 or in conjunction with one or more such banks, may exercise the
159 powers relative to housing projects granted to domestic life insu-
160 ranee companies by section sixty-six A of chapter one hundred and
161 seventy-five; provided, however, that the aggregate balance of
162 principal outstanding at any one time in investments of this class
163 shall not exceed three per cent of the deposits of such bank.
164 7. Any such bank may make, hold or acquire mortgage loans on
165 real estate, regardless of location, relative to armed services hous-
166 ing accommodations as are guaranteed by the secretary of defense
167 or his designee, pursuant to the provisions of Title VI1 of the
168 National Housing Act, as heretofore or hereafter amended.
169 8. Statutory Co-operative Bank Mortgage Loans. — Any bank
170 which issues serial shares may make a loan as defined in section
171 twenty-two of chapter one hundred and eighty-three. The loan
172 shall be accompanied by a transfer and pledge of at least one serial
173 share for each two hundred dollars loaned. The terms of the note
174 and mortgage shall include reference to the number of shares 

4 175 pledged, the series to which they belong, and the monthly payments
176 and other payments to be made. Such loans shall also be subject,
177 where applicable, to the provisions and limitations of this chapter
178 and sections twenty-two, twenty-three, and twenty-four of said
179 chapter one hundred and eighty-three.
180 9. A bank shall maintain an annual record of each condominium
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181 mortgage which shall indicate whether such mortgage loan is on a
182 unit in a structure originally constructed as a condominium, in a
183 structure which had been converted to a condominium, or in a
184 structure which is presently being converted to a condominium.
185 The requirements for records on first mortgages on a unit of a
186 condominium shall only be compiled on such mortgages made,
187 acquired or participated in after February first, nineteen hundred
188 and eighty.
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