


MORTGAGE-BANKRUPTCY BILL WOULD
EMPOWER BANKRUPTCY JUDGES TO
CHANGE MORTGAGE LOAN TERMS

The U.S. House of Representatives is
considering the "Emergency Home Ownership and
Mortgage Equity Protection Act of 2001" (RR.
3609), which would amend the Bankruptcy Code
with respect to Chapter 13 proceedings. The bill
would allow bankruptcy judges to lower the interest
rates of mortgage loans on principal residences and to
cram down loan balances.

CALIFORNIA DFI PROPOSES REGULATION
CLARIFYING WHAT IS "INELIGmLE
SECURITY" FOR LENDING LIMIT
PURPOSES

The California Department of Financial
Institutions (DFI) has proposed a new Section
10.20000 to its regulations, which would formalize
which items constitute "ineligible security" under
Financial Code Section 1223. The regulation would
formalize an old published letter to an unnamed
institution which has been relied upon by institutions
for thirty-one years. Obligations secured by the types
of collateral listed in the proposed regulation will not
qualify for the secured-loan lending limit of 25
percent of capital lending limit for loans to an
individual borrower and related parties.

Institutions should not assume that any type of
personal property not listed in the proposed
regulation will be considered eligible collateral for
purposes of qualifying a loan as a secured-loan for
lending limit purposes; the proposed regulation
would merely recite the types of collateral that are
always ineligible.

In addition, the legal staff of the DFI emphasized
the need to maintain a minimum collateral value (for
loans secured by eligible personal property collateral)
of at least 115% of the outstanding balance of the
loan at all times. Should the value of the collateral
fall below the 115% requirement, the loan may not be
considered a secured loan for lending limit purposes.
The same approach is required for real estate secured
loans (treated for lending limits as a secured loan).

That is, if the value of the real estate falls to the point
that the required loan-to-value under Financial Code
Section 1227 is no longer met, the loan cannot be
treated as a secured loan for lending limit purposes.
Consequently, the DFI has suggested that lenders
should require periodic appraisals of collateral
throughout the term of a loan treated as a secured
loan for lending limit purposes.

TEXAS AMENDS ITS UCC TO CLARIFY THE
RULES ON DEBTOR NAMES FOR UCC
FILINGS

Since the implementation of VCC Revised
Article 9 in 2001, the courts have faced a large
number of cases dealing with the correct debtor name
on VCC filings. The reason these cases are
considered so important is that VCC Section 9502
provides that a VCC filing is only effective if it
includes the correct name of the debtor. While VCC
Section 9503 provides guidelines with respect to
determining the correct debtor name, these guidelines
were far from comprehensive and left several large
gaps, especially with respect to the correct name of a
debtor who is an individual.

Earlier this year, Texas tried to fill some of these
gaps by amending its version of VCC Article 9. The
amendment clarifies certain issues regarding debtor
names for purposes of VCC filings. Specially, the
amendments provide that the correct name for a
registered organization (that is, an entity that must
file articles or a certificate with a state agency as a
prerequisite to its legal formation) is the name that
appears in the entity's formation documents filed in
the jurisdiction where the debtor is organized. The
amendments further clarify that an individual's
correct name (for VCC filing purposes) is the name
that appears on the individual's driver's license or
identification card issued by the individual's state of
residence.

While these changes to Texas law may provide
California lenders some useful guidance, these
standards do not apply in the case of financing
statements filed with the California Secretary of
State's office.
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