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This report concerns residential properties damaged in Alaska by the earthquake 
of March 27 and methods for helping the homeowners. The Task Force has reviewed 
the findings of the Property Damage Survey. With the help of this information, 
some guidelines have been formulated for financing the reconstruction of 
damaged homes through Small Business Administration loans. These and other 
matters are discussed In detail below,

1, ^opttr Damane Survey

All of the available date on damage to individual properties in Alaska 
have been analyzed. The analysis of reports on individual residential prop­
erties in the five urban renewal areas, prepared by HHFA in Washington, and a 
summary report of all real property damage in Alaska are attached,

2. Lender Response to Government Policy for Mortgage Debt Settlement on 
Destroyed Homes

On May 6, FNMA and other Government agencies announced a policy of accepting 
payment of $1,000 in return for release of the borrower from personal liability 
on indebtedness covering a residential property that was destroyed. At that 
time, FHA also announced that where an FHA-insured loan is involved, the lender 
can turn the property over to FHA for debentures, and FHA will reduce the 
mortgage amount to be given to the lender in debentures by the estimated coat 
of restoring the property.

Since that announcement was made, FNMA has begun processing settlement of 
three cases on this basis. Also, one large eastern lender reportedly is 
processing one destroyed property case in the same way. The same lender is also 
taking steps toward acceptance of debentures from FHA to work out settlements 
in cases of properties that were not destroyed, but which suffered extensive 
damage.

Generally, however, as reported by an HHFA representative in Alaska on 
May 19, lenders and their local representatives were pursuing a “wait and see* 
attitude rather than following the policies announced by FNMA and other Govern­
ment mortgage holding agencies for the settlement of outstanding debts on homes 
that were destroyed. The reasons given for this "wait and see* attitude were: 
(a) a continuing hope by lenders and mortgagors that legislative relief measures 
will be enacted by the Federal Government; (b) hope that urban renewal will bail 
them out and cowpensate for losses; (c) Eastern investors have not set policies; 
and (d) not enough time has elapsed for clarification of ideas, communications 
with investor principals, and investigation of insurance claims.
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While the "wait and see" attitude is reflected in the lack of settlements 
by private lenders along the lines adopted by Federal agencies, there are also 
indications that the lenders are not anxious to engage in foreclosure actions. 
The rate of foreclosures has fallen since March 27 and applications for FHA 
forbearance are picking up. It is believed, therefore, that when the Alaska 
reconstruction bill is introduced and it becomes clear that there will be no 
Federal relief measures such as retroactive insurance, the private lenders 
will begin to follow the FNMA example in settling mortgage debts dn completely 
destroyed homes.

$• Position on Maximum Term for Sha Loans

The Task Force agreed that in order to facilitate residential financing 
for reconstruction, SBA should have authority to make 30-year loans. On the 
question of whether SHA should also have authority to use a balloon payment 
device ao that maturity terms could be extended to 40 years, the view was 
expressed that there has been no demonstrated need for a 40-year term. There 
was no disagreement with this view except for SBA representative who thought 
that SBA should have the authority so that it could be used in cases where it 
was necessary to work out adequate financing arrangements.

^’ Guidelines for Mortgage Debt Settlement on Partially Damaged Homes

The Task Force formulated an approach to the problem of financing and 
refinancing in the case of partially damaged homes. The basic points of this 
approach are (1) that the home owner should absorb damage costs to the extent 
of his equity in the home at pre-earthquake value; (2) the balance of the damage 
costs should be absorbed in the proportion of 80 percent by the lender and 20 
percent by the home owner; (3) in the provision of refinancing by SBA, in no 
event would the total mortgage debt be permitted to exceed 140 percent of the 
home value; and (4) monthly housing payments should be at about the same level 
as before the earthquake assuming he has the same ability to pay.

The rationale for these basic premises are, first, that the lender would 
not agree to a settlement instead of foreclosure if the owner did not agreedto 
sacrifice his equity in the home; second, the sacrifice of owner equity parallels 
the policy that has been set forth with respect to completely destroyed homes 
where the owner's equity must be completely sacrificed. The parallelism of 
policies is also carried forward by requiring that the owner shall absorb at 
least 20 percent of the damage cost remaining after the sacrifice of equity. 
This corresponds to the payment of $1,000 in settlement of the old debt by 
owners of completely destroyed homes. Third, the mortgage debt should not 
exceed 140 percent of the home value so that the possibility of resale of the 
home does not become completely unreasonable. Furthermore, a 30-year, 3 percent 
SBA loan of about 140 percent of the pre-earthquake debt will make for about the 
same monthly debt service payment as on the pre-earthquake loan which had less 
favorable terms.
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The above criteria can be more formally stated as follows:

(a) 60 percent of any amount of damage above the amount of owner's 
pre-earthquake equity to be written off from outstanding debt 
which will be reduced accordingly. Lender will also permit 
refinancing of part of remaining debt, if necessary, as 
irdicated in (b) following.

(b) where a^ove agreement has been reached, SHA second mortgage 
loan will be made in an amount equal to cost of damage repair 
(necessary to restore home to pre-earthquake value) plus such 
part of remaining old mortgage debt as is necessary to bring 
total monthly mortgage debt service payments of owner down to 
level of his payments before earthquake. In no event is total 
mortgage debt to exceed 140 percent of home value, which will 
be the same as before earthquake when damage repair is completed.

Six examples of settlements under the above guidelines have been worked 
out and are attached. Each of these examples assumes a pre-earthquake value 
that was typical in the Turnagain area of $32,000. The varying examples are 
for high, moderate, and low damage and for small and large equities. It Is 
apparent from these examples that the owner who had a large equity in a home 
that suffered small or moderate damage would have to absorb the entire damage 
loss. As has been explained above, this follows from the general principle 
that the home owner's equity oust be sacrificed to cover any damage loss before 
a compromise settlement could be made with a mortgage lender.

5* A Consumer Advisory Service

The Housing Task Force thought that it would be helpful in arriving at 
mortgage debt settlements, as well as in making other necessary financial 
arrangements, if people in the area damaged by the earthquake could have the 
benefit of a professional advisor on financial matters. Special Assistant to 
the President for Consumer Affairs has responded favorably to this idea. It 
would certainly help in giving direction as to how to proceed toward settlements. 
A check is now being made of personnel available to carry out this function.



&xMpla« of Refinancing Partially Staged itoms

(It la aaMMad that all second mortgages 
would be SBA loans at 3 percent, 30 year#)



-: .. .... .. .,.-• Ml)

a. mu Mty (lUSl)

1. Pro-earthquake property value..................... 0 32*900
2, Original Mortgage Mount,. ............ ••••.,* 27*000
3. Outstanding pro-earthquake balance.......  20*009

4. Pro-earthquake equity ..................... 4*000
5. Pro-eerklMIMtee lean tern $-3/4** 30 yrs.... <5.14 per X)
8, Pre-earthquake ninthly payment ,.,............  15®
7. Mb financing at 30 yro«* * .............. (4.22 per M)
8, Amount of damage .......................... 19*200
9. Berremer share of damage • 8*000 * 20 4 of $13*200 • 80*840

10. Lender share of damage • 10,360

Old mortgage written down *10*560 
at 30 yrs.* 5-3/44 15*440

Monthly payment............. $90.00

Financing of damage repair.,,19*200
Monthly payment.............. .. 81.00
at 30 yrs.* 34

Recasti first mortgage $8*000 w.payment 47
second mortgage 28*640 me. payment 112

5139



Cam 1. Sigh tasaag* Cam* (601)

JLL-J*m^S»HxJ«^L^

11
31

1. Fn*«artHiMltt property enlw,„.,,,„............ ............. ♦ 32,
2. original rortgage amount ...........  *............ .. 17,
3. -feestanding, pre-earthquake balance •••...••••..••.•.. 16,
4. Pro-earthquake equity.....................*...................... 16,
3. Pre-earthquake lam term, 5-3/4^, 30 yrs. „•••••■••. (5.84 p.super M)
6. Pre-earthquake monthly payment ......................
7* 5BA financing at 30 yrs., 31 ........................ (4.22 p.uuper M)
8, Amount of dawg* ••.••*••••...«••
9. Borrowers share of damage .....••

10. Lenders share of denote..........

19,200
-16,649 <16,000 ♦ 20K of 3.200)

2,560

IM#
MO MOMOM* ■••MOI ■'■

13,440
Monthly payment at 30 yr#., 5-3/4X.......... 70,00

fiMMiag of innage repair...... 19, ^M
Monthly payment at 30 yrs., M.............. 81.00

BetMt* first mortgage 0
second mortgage 32,640 ro.payment— 3138



Cam il« Nedarata Dwnago (JR)

la-jm ^o..ioy

1. Pen-naatl^pMiM pvepnrty value ........................ .............*> 32,000
2* Original snrtgnga amnMt................................... 27,000
3. Outstanding pre-earthgteh* balance .............................. .. 20,000
4. Pre-earthquake equity ............ .. 6,000
S. Pre-earthquake loan term, 5-3/4*, 30 yrs. .......... <9.84 pauper M)
6. Pre-earthquake Monthly payment .......................... .. HO
7. SM financing at 30 yrs., & . ............................   U.22 pauper M)
0« Amount at daemon •••.••...«.. 9,600
9, ftarrwer** share at daemon... -6,710 (6,000 ♦ SOB of 3,600)

10, Lender** stere ef damage..... 2,660

Old mortgage wit tea down -2,880
2M2O

Monthly payment at 30 yr*., 5-3/41 ...................... .. 135.

Financing of damage repair.........9,600 
Monthly payment at 30 yr*., 31 ................... ......... 41.

Basest; first Mortgage 12,000 te».payment 7'

157



Case XI. Moderate Sewage OCX)

1. Pr**««rtlH(Mk< property value............ ...«,.••.«..... $ 32,000
2. Original Mortgage amount .......... ....................... ......... 17,00b

3. Outstanding pnHMti^Mte balance................  16,000
4. Pre-earthquake equity ................... .................... 16,000
5. Pre-earthquake loan term, 5-3/41, 30 yr#. ,..••....• (5.84 p.auper M)
6. Pro-earthquake Monthly payment.......... .. W.
7. OM financing at 30 yrs., 31 .................................. .. <4.22 p.super M)
0, dnmmt at damage........................  9,600
9. Borrewer’s share of damage........... 9,600

Old Mortgage - no write-dews 
Monthly payment........    99.

Second Mortgage .............................. 9,600
Monthly payment........ ......................................... 41

Basesti first Mortgage 0
second Mortgage 25,600 Monthly payment—^100



Cam in. Law Oaaaga (201)

•• SaUOasu.' • u^75^.

§ §
 § 

§1. Pre^earthguake property value •••......«............ *.......... $ 32,
2. Original mortgage amount ............................. 27,
3. Jutetending pre«earthquake balance ...............................  26#
4. Pre^earth equity .. .......... .............................. 4,
3. PreMMurttequake lean term, 3*3/4», 30 yrs. ...................  (5.83 p»n.p«r M)
6, Pre»eartMu®k« monthly debt service .................. 158
7. SBA financing at 30 yrs., 31 .*............*.....*.... (4*22 p.auper M)
8, Amount of damage •••.••••••«•«••••• 8,400
9, aerrewer*# share ef damage •••**••*^2*^2 (8,000 ♦ 80 (202 at M*0>)

10. Under*# share of damage •••••••••• 320

26,000
Old mortgage written down T---J3S

Monthly payment at 30 yrs., 5*3/4% •.••..,••,*•. 150.

Financing of damage repair...... 8,400 
Monthly payment at 30 yrs., 32....  27

Recast> first mortgage 14,300 ^.payment S3
second Mortgage 17,360 aMupaynant 74-



Case III. Low Damage (20*)

ha-JsmJSMUX-JJ^

1. Pre-eartiMpMbe pregsrty value .......... ................i 32,000
2. Original Mortgage asmunt ............................ .. 17,000
Ba OutstaMing yre«aarthgMBMi halaaM •«.................. .... 16,000
4. Pre^eartMuaka equity ............................. . ....................... .. 16,000
5, Pre-earthquake lean tern, 5-3/44, 30 yrs. ••,.•••••• (5.84 p.euper H)
6* Pre«aartbguake Monthly debt service ................
7. s*4 finaMlng at 30 yrs,, 34.............................. . (4.22 p.n,per M)
8, Aaa>unt of danage........ . ........... . 6,400
9. Borrower*a ehare ef damage •••... All (equity at $16,000 greater 

than li im i
10. header*a share at damage ........ 0

Old mortgage monthly payment..............••• 95.

financing of damage repair..... 6,400
Monthly payment at 30 yrs.. H............. 27

keeast* first mortgage 0

second mortgage 22,400 w.payment. 93.



TABLE 4 Owed Balance of Mortgage (or Mortgages) Plus Property Damage as a Percent 
of Pre-Quake Value of Property, Classified by Degree of Damage Sustained

Owed Balance Plus 
Property Damage ♦ 

Pre-Quake Value 
of Property

Percent of Damage Sustained
Less 
than 
10 10-19 20x29 22129 40-49 22122 60-69 70-79 80-89

90 or 
mtre

Under 80 Percent 11 12 5 i 1

80-89 16 4 4 4 1

90-99 9 14 3 1

100-109 3 3 2 7 1 3 1

110-119 1 3 3 1 2 1 1 2

120-129 1 3 1 2 5 6 1 1

130-139 4 5 4 1 3

140-149 1 5 3 2 12

150-159 1 1 3 3 5 6

160-169 2 3 9

170-179 1 1 4 8

180-189 2 7

190-199 1

200 and over 1 1

Total (239) 40 34
1?

19 7 12 20 20 20 50



Table 3
Oded Balance of Mortgage (or Mortgages) Plus Property Damage as a Percent of 

Original Mortgage Amount Classified by Degree of Damage Sustained

Owed Balance Plus Total Damage 
- Original Mortgage Amount

Percent of Damage Sustained
Less 
than 

10 10-19 20-29 30-39 40-49 50-59 60-69 70-79 80^89

90 
or 

more

Less than 80 percent 3 1 1 • • « w • WB

80 - 89 2 3 2 - * w w w w «l

90 - 99 7 3 • 1 * MB MB * wb M»

100- 109 19 14 5 -* w * * * w w

110- 119 • 10 4 1 3 WB * w • MS

120-129 • 2 5 2 * » • • * mb

130-139 * - 7 1 1 • w w MB

140-149 - w 1 3 1 1 • 1 OB •

150-159 • 1 w 2 1 3 • 1 MB 1

160-169 • * * • w • 5 3 1 1

170-179 • w w 1 W 1 5 5 1 2

180-189 — * w 1 w 5 4 4 5 4

190-199 « * •1 * - 1 4 2 7 4

200 and over w * * 1 MB 2 4 6 37
Total — 239 41 34 17 19 7 12 20 20 20 49



TABLE 2 Original Mortgage Amounts Classified by Pre-Earthquake Value of Property,
Turnagain Urban Renewal Area, Anchorage, Alaska

Pre-Earthquake
Value of
Property______

Amount of Mortg.age
Under 
$10,000

$10,000-
-24x222-

$15,000-
J2x222_

$20,000-
_24x222_

$25,000-
-22x222-

$30,000-
_34x222_

$35,000-
-32x222-

$40,000-
-44x222.

$45,000-
-42x222-

$50,000
& Over

Under $20,000 1 1

20,000-24,999 1 1 1

25,000 - 29,999 1 11 u

30,000 - 34,999 1 1 1 10 33 U 1 1

35,000 - 39,999 3 6 15 36 2 1

40,000 - 44,999 2 1 9 17 5 1 1

45,000 - 49,999 1 1 4 5 7

50,000 - 54,999 1 1 5 2

55,000 - 59,999 1 2 4 1

60,000 - 64,999 1

65,000 - 69,999 4 2 1

70,000 - 74,999 1

75,000 & Over 1

Total 2, or 5, or 7, or 32, or 78, or 88, or 19, or 4, or 2, or 0
237 0.8% 2.1% 3.0% 13.5% 32.9% 37.1% 8.0% 1.7% 0.8%

Mid Point of Modal Value $27,500 32,500 37,500 47,500
Mid Point of Mortgage Interval 22,500 27,500 32,500 37,500
Percent Coverage 82% 85% 87% 79%
Equity 5,000 5,000 5,000 10,000
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