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The Saeima
 has adopted and 

the President has proclaimed the following Law:
LAW on Mortgage BONDS

Section I

General Provisions

Article 1

The following terms are used in this Law:

1) mortgage bond – a security issued by a bank and secured by mortgage loans or loans secured by the Latvian Government and local government guarantees and other cover, as stipulated by this Law;

2) mortgage loan – a loan (credit) secured by pledged real estate (mortgage), registered with the European Union Member State; 

3) market value of the real estate to be mortgaged – a calculated value – an amount of cash determined as of the day of valuation, for which the real estate may be sold (purchased) in a transaction between a willing seller and willing buyer. 

[5 July 2001; 24 October2002; 28 September 2006]
Article 2

The terms "mortgage" and "mortgage bonds" and their derivatives in combination or separately may be used only when referring to securities which are issued and are in circulation in accordance with this Law.

Article 3

The provisions of this Law shall only apply to such mortgage loans as may serve as cover for mortgage bonds in circulation, as set forth in this Law.

Section II

Issue and Circulation of Mortgage Bonds

Article 4

Mortgage bonds shall be issued and circulated under the Law on the Financial Instruments Market, this Law and regulatory enactments of the Financial and Capital Market Commission issued in cases stipulated by the Law on the Financial and Capital Market Commission.

[24 October2002; 28 September 2006]
Article 5

A bank has the right to issue mortgage bonds if it complies with the following conditions:

1) [28 September 2006]
2) it is permitted to provide all the banking services specified in Article 1, Clause 4 of the Credit Institution Law without any restrictions imposed by the Financial and Capital Market Commission; and

3) it has submitted to the Financial and Capital Market Commission rules approved by the bank’s supervisory board regarding the valuation of the real estate to be mortgaged and the management of the mortgage bond cover register. 

Article 6

The following basic provisions shall be followed in respect of circulation of mortgage bonds:

1)  maturity of mortgage bonds in circulation shall not extend a maturity date or redemption date of assets determined for mortgage bond cover;

2) [28 September 2006];

3) [28 September 2006];

4) [28 September 2006];

5) [28 September 2006];

6) if a bank has acquired mortgage bonds issued by the bank itself, it has the right to redeem such mortgage bonds prior to maturity.

[24 October2002; 28 September 2006]

Article 7
[28 September 2006].

Article 8

If a mortgage loan is granted in the form of mortgage bonds, the bank is not entitled to refuse to accept mortgage bonds of the same issue at their face value for repayment of the loan.

Section III

Mortgage Bond Cover

Article 9

(1) Mortgage bonds in circulation at their face value must always be covered by mortgage loans or loans secured by the Latvian Government and local government guarantees, mortgage bonds of other issuers admitted to the regulated markets of the European Union and other assets specified in this Law in compliance with the following provisions:

1) the volume of assets to be used for mortgage bond cover must be larger than the total volume of mortgage bonds in circulation at their face value by at least 10 per cent of the total risk-weighted assets included in the mortgage bond cover;

2) the currency of assets included in mortgage bond cover and the currency of mortgage bonds in circulation may only differ where the issuer takes steps required to avert currency risk;

3) [28 September 2006];

4) for the purpose of mitigating or averting the risk of financial losses, for mortgage bond cover, the issuer may use agreements on the cover asset risk mitigation that are secured by assets included in the mortgage bond cover;

(2) Total interest income from assets included in mortgage bond cover must exceed total interest expenses on mortgage bonds.  

(3) (3) For mortgage bond cover, mortgages, loans secured by the Latvian Government and local government guarantees and income from interest on loans may be replaced by substitute cover not exceeding 20% of the total volume of mortgage bonds in circulation at their face value and interest expenses. 
(4) The issuer may include as substitute cover:

1) securities issued by the European Union Member States governments and secured by the European Union Member States governments’ guarantees, as well as securities issued by financial institutions of these States which are admitted to the regulated security markets of the European Union,  at their market value, but not exceeding the face value of these securities;

2) cash in hand and correspondent account balances with central banks of the European Union Member States.

(5)[28 September 2006].
[24 October2002; 28 September 2006]

Article 10
(1) If, as a result of collection of a mortgage loan serving as cover for mortgage bonds, a bank obtains mortgaged real estate, such real estate may serve as mortgage bond cover at a maximum of 50% of the value of the previous cover and for a maximum period of two years. 

(2) A mortgage obtained by the issuer from another creditor pursuant to a contract, may be used as mortgage bond cover only if either the issuer assumes responsibility for the valuation of the real estate, or the contract stipulates which party is responsible for the valuation.

(3) A mortgage may not serve as cover for mortgage bonds, if the bank, when granting the mortgage loan, has not determined the borrower’s ability to repay the loan and interest.

[24 October2002]

Article 11
(1) The bank shall keep a mortgage bond cover register in order to provide evidence of the cover for mortgage bonds at any moment of their circulation.  

(2) The form, content and substantiation of entries in the mortgage bond cover register shall be determined by the Financial and Capital Market Commission.

(3) The bank shall keep separate mortgage loans or loans secured by the Latvian Government and local government guarantees within the framework of the mortgage bond cover register.

[1 June 2000; 28 September 2006]
Article 12

(1)  [28 September 2006].

Article 13
(1) Assets and their interest included in a mortgage bond cover register which serve as collateral for mortgage bonds in circulation may be withdrawn from the cover register only in such an amount as allows the remaining assets to ensure the compliance with the conditions of Article 9, Paragraph one, Clause 1 of this Law. 

(2) The bank shall manage mortgages and substitute cover included in the mortgage bond cover register separately from its other assets.

(3)
[24 October2002; 28 September 2006].

Section IV

Mortgage Loan

Article 14

A mortgage loan together with real estate encumbrances previously registered may not exceed 75% of the market value of the real estate which constitutes nothing less than one half of the value of the building where at least one half of total area is used for dwelling purposes, or 60% of the market value of any other type of real estate.

[5 July 2001; 28 September 2006]
Article 15

The market value of real estate to be mortgaged shall be determined by persons who have received a professional qualification certificate in accordance with the procedures laid down by the Cabinet of Ministers.

[1 June 2000]

Article 15'

The market value of real estate to be mortgaged which is registered in other European Union Member State shall be determined by persons referred to in Article 15 or persons who have received a professional qualification certificate in accordance with the procedures laid down by laws and regulations of the relevant European Union Member State.
[28 September 2006]
Article 16

[5 July 2001]
Article 17

(1) A mortgage loan agreement shall include at least the following obligations of the borrower (mortgagor):

1) [5 July 2001];

2) to provide continuous and sufficient insurance of the mortgaged property, buildings and constructions or part thereof during the whole period of validity of the mortgage agreement or reimburse the bank for the costs of insuring the property;  

3) not to cash in lease or rent payments from the tenants (lessees) of the pledged asset for more than one year in advance.

(2) [5 July 2001];
(3) The agreement shall stipulate which activities of the borrower (mortgagor) reduce or may reduce the value of the mortgaged property and therefore require prior written consent of the bank.

(4) The bank may unilaterally withdraw from the mortgage agreement and claim loan early repayment in cases as follows:

1) The borrower has delayed any of the payments or has violated any other obligations stipulated by Paragraph one of this Article;

2) The market value of the mortgaged real estate has been materially reduced as a result of the action or inaction of the borrower (mortgagor) and the loan together with debts previously registered in Land Books ceases to have the cover provided for in Article 14.

[5 July 2001; 24 October2002; 28 September 2006]
Article 18

[5 July 2001]
Article 19

An insurance policy in which the bank is indicated as the recipient (beneficiary) of payable insurance indemnity shall be held with the bank during the whole validity period of the mortgage agreement.

[24 October2002]
Article 20

If the market value of real estate decreases due to reasons outside the borrower’s control, the bank has the right to, based on a respective clause in the loan agreement, demand the repayment of that part of the loan that does not have any cover as specified in Article 14 of this Law. 

[5 July 2001]
Section V

Supervision

Article 21

(1) A bank issuing mortgage bonds shall submit to the Financial and Capital Market Commission information describing the mortgage bond cover within the term and in the form established by the Financial and Capital Market Commission information.

(2) The Financial and Capital Market Commission has the right to require additional information and documents containing such information, as well as, when carrying out the examination of the valuation of mortgaged property, inspect the safety of the mortgages recorded in the mortgage bond cover register.

[1 June 2000]

 

Article 22

[1 June 2000]

Article 23

(1) The Financial and Capital Market Commission has the right to suspend the issue of mortgage bonds in cases as follows:

1) the bank does not comply with the conditions laid down in Article 5 of this Law;

2) according to the evaluation done by the Financial and Capital Market Commission, the bank does not ensure the compliance with the conditions laid down in Article 9, Paragraph one, Clause 1 of this Law;

3) the rules for valuation of the real estate to be mortgaged and the management of the mortgage bond cover register submitted to the Financial and Capital Market Commission are not followed.

(2) If the Financial and Capital Market Commission decides to suspend the issue of mortgage bonds:

1) it shall specify the reason for such a decision and set a deadline for eliminating the detected deficiencies;

2) it has the right to fully or partially suspend the bank’s operations and to specify  the banking assets for inclusion in the mortgage bond cover register in the amount as stipulated by this Law, if the insufficiency of the mortgage bond cover which has not been eliminated by the bank within the term specified by the Financial and Capital Market Commission, lies at the basis of such a decision.

[24 October2002; 28 September 2006]
Section VI

Insolvency and Bankruptcy of a Mortgage Bond Issuer

[24 October2002] 

Article 24

(1) In cases where the mortgage bond issuer becomes insolvent as well as in other cases where the right to issue mortgage bonds is lost, it is prohibited to withdraw assets and their income from the mortgage bond cover register  by such decisions as stipulated in the rules for managing the mortgage bond cover register and all income from assets included in the mortgage bond cover register shall be accrued within its composition, irrespective of the precepts prescribed by Article 9, Paragraph three of this Law. 

(2) The cash accumulations under Paragraph one of this Article may only be used for the following purposes and the use of assets in any other manner is inadmissible:   

1) disbursements to mortgage bond holders if the term for interest payments or mortgage bond redemption has become due;

2) purchase of mortgage bonds issued by the issuer itself with their subsequent redemption in the public securities market at a price not exceeding the face value of the mortgage bonds if the remaining assets of the mortgage bond cover register suffice to establish collateral for the mortgage bonds in circulation;

3) payments under agreements concluded on the cover asset risk mitigation, provided the contracting party has met the conditions of such an agreement. 

[28 September 2006]
Article 25

If liabilities based on mortgage bonds and the mortgage bond cover register are taken over by another bank in accordance with Article 56 and 161 of the Credit Institution Law, then, this bank shall compensate the bank under insolvency proceedings that is the initial issuer of the mortgage bonds for that part of the actually established mortgage bond cover which exceeds the minimum cover amount as stipulated by Article 9, Paragraph one, Clause one of this Law. 

[28 September 2006]
Article 26

(1) If the Financial and Capital Market Commission fails to take a decision on transferring liabilities of an insolvent bank deriving from mortgage bonds and assets included in the mortgage bond cover register to another bank in accordance with the Credit Institution Law, the Financial and Capital Market Commission shall file an application to court regarding an appointment of an administrator of the mortgage bond cover register.

(11) The administrator of the mortgage bond cover register shall ensure servicing of mortgage bonds in circulation in accordance with regulations on their issue and provisions of Article 9, Paragraph one of this Law.

(12) Income from assets included in the mortgage bond cover register may be used for remuneration of the administrator retaining sufficiency of cover of mortgage bonds in circulation in accordance with the provisions of Article 9, Paragraph one of this Law.

(13) If the administrator of the mortgage bond cover register is incapable of attesting to the necessary mortgage bond cover in compliance with the requirements of Article 9, Paragraph one and Article 11, Paragraph one of this Law, the Financial and Capital Market Commission shall file an application to court regarding the insolvency of the mortgage bond cover register.

(2) The insolvency and bankruptcy proceedings of the mortgage bond cover register shall be treated as the insolvency and bankruptcy proceedings of credit institutions regulated by precepts of the Credit Institution Law and the Civil Procedure Law. 

(3) The administrator of the mortgage bond cover register appointed by court shall manage the insolvency and bankruptcy proceedings in accordance with the precepts of the Credit Institution Law.

(4) During the insolvency and bankruptcy proceedings, all mortgage bond holders shall have equal rights to claim. They shall comprise the mortgage bonds’ face value and the interest income accrued to the date of declaring insolvency. All the volume of the mortgage bond cover register, except for remuneration to the administrator, may participate in concursus proceedings.

[28 September 2006]
Transitional Provisions

With this Law taking effect, Regulations No. 127, On Mortgage Bonds, issued by the Cabinet of Ministers according to the provisions of Article 81 of the Satversme (Constitution), (Latvijas Republikas Saeimas un Ministru Kabineta Ziņotājs, 1998, No. 10), are repealed.

The Law passed by the Saeima (Parliament) on 10 September 1998.

President of the State





G. Ulmanis

Riga, 29 September 1998

� The Parliament of the Republic of Latvia.
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