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COW TTEE CALENDAR

CS FOR SENATE BILL NO. 4(RLS) am

"An Act relating to optional exenptions from municipal property
taxes on residential property and Iimting an optional exclusion
or exenption to the assessed val ue of $10,000 for a residence in
a municipality with a total bonded indebtedness that equals or
exceeds $15,000 multiplied by the nunber of residents in the
muni ci pality; and providing for an effective date."

- HEARD AND HELD

CS FOR SENATE BILL NO. 181(FIN) am

"An Act relating to and increasing the interest rate on that
portion of a loan for a single-famly house or owner-occupied
dupl ex that exceeds $200,000 where the loan is for a house or
duplex in a small comunity with a population of 6,500 or |ess
that is not connected by road or rail to Anchorage or Fairbanks,
or with a population of 1,600 or less that is connected by road
or rail to Anchorage or Fairbanks for purposes of the snall
community housing program of the Al aska Housing Finance
Corporation; relating to |oans for teacher housing in which each
unit that is not vacant is occupied by at |east one individual
who is enployed as a certificated teacher in a public elenentary
or secondary school in a small comunity with a population of
6,500 or less that is not connected by road or rail to Anchorage
or Fairbanks, or with a population of 1,600 or less that is
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W TNESS REG STER

SENATOR GENE THERRI AULT

Al aska State Legislature

Capi tol Building, Room 121

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified as the sponsor of SB 4.
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DAN DI CKI NSON, Director

Tax Divi sion

Departnent of Revenue

550 W7th Avenue, Suite 500

Anchor age, Al aska 99501- 3566

PGSI TI ON STATENMENT: Provided information related to the fisca
note for SB 6.

W LDA RCDVAN, St aff

to Senator Therriault

Capi tol Building, Room 121

Juneau, Al aska 99801

POSI TI ON STATEMENT:  Provi ded remarks on behal f of the sponsor.

PH LI P CUTLER, Staff

to Senat or Dave Donl ey

Senate Finance Committee

Al aska State Legislature

Capi tol Buil ding, Room 506

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified on behalf of the sponsor of SB
181, the Senate Finance Conmttee.

Bl LL LAWRENCE, Staff

to Representative Mrgan

House Community and Regi onal Affairs Standing Conmttee
Al aska State Legislature

Capi tol Building, Room

Juneau, Al aska 99801

POSI TI ON STATEMENT: Presented HCS CSSB 181, Version V.

JOHN BI TNEY, Legislative Liaison

Al aska Housi ng Fi nance Corporation

Departnent of Revenue

PO Box 101020

Anchor age, Al aska 99510- 1020

POSI TI ON STATEMENT: Testified on AHFC s position on SB 181.

ACTI ON NARRATI VE

TAPE 02-25, SIDE A
Number 0001

COCHAIR KEVIN MEYER called the House Comunity and Regional

Affairs Standing Conmttee neeting to order at 8:10 a.m
Representatives Mrrgan, Meyer, Scalzi, and Mirkowski were
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present at the call to order. Representatives Hal cro, Quess,
and Kerttula arrived as the neeting was in progress.

SB  4-FlI REFI GHTER/ EMT MUNI . PROP. TAX EXEMPTI ON

[ Cont ai ns di scussion of HB 6.]

CO- CHAIR MEYER announced that the first order of business would
be CS FOR SENATE BILL NO 4(RLS) am "An Act relating to
optional exenptions from nunicipal property taxes on residentia
property and limting an optional exclusion or exenption to the
assessed val ue of $10,000 for a residence in a nmunicipality with
a total bonded indebtedness that equals or exceeds $15,000
multiplied by the nunber of residents in the nunicipality; and
providing for an effective date."

Number 0080

SENATOR GENE THERRI AULT, Al aska State Legislature, testified as
the sponsor of SB 4. Senator Therriault explained that SB 4 was
introduced in order to offer local governnents a tool for
dealing with property tax generated from the |ocal residential
property. The first section of the bill allows an increase in
the residential property tax exenption. The current statutory
[residential property tax exenption] was set at $10,000 in 1974
and hasn't been adjusted since. Therefore, the bill proposes
raising [that exenption] to $15,000 per resident. Under the
bill, the owner of a honme valued at $100,000 would have the
first $15,000 tax exenpt and thus the mnmllage rate would be
based on $85,000 worth of val ue. Senator Therriault noted that
not all nunicipalities in the state take advantage of the
$10, 000 exenpti on. Passage of this bill would allow the |oca
assenbly to decide whether to ask the local people if they want
to increase the [residential property tax exenption] to $15, 000.
He pointed out that Senate Finance restricted the use of the
$15, 000 exenption such that it isn't available in communities
with a per person bonded indebtedness that exceeds $15,000
mul tiplied by the nunber of residents in the municipality.

SENATOR THERRI AULT noved on to the second part of the bill,
which deals with the allowance for an additional property tax
exenption. This new section to the statutes would allow $5, 000
per person for volunteer energency nedical service (EMD)
enpl oyees and fire fighters. There would be a maxi mum of two
[of these allowances] per househol d. Therefore, a husband and
wife team who are both part of the local volunteer anbulance
crew would be able to receive $5,000 per person, up to $10, 000,
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on top of the aforenmentioned $15, 000 exenption. Senat or
Therriault highlighted that in the Fairbanks North Star Borough
and nost of his district, the only fire service available is
t hrough vol unteer stations. He noted that over the years the
out - of - pocket training expense required of the volunteers has
increased. Limting |anguage was added on the Senate floor such
that in order for an individual to receive the additional $5,000
per person, the individual would have to neet certain standards
that are specified for EMS staff and fire fighters under AS
18.08.082 and the Departnent of Public Safety respectively.
This provision could be utilized by passage of an ordi nance by
the | ocal assenbly.

Number 0451

CO CHAIR MEYER recalled that the commttee heard HB 6, which is
simlar to SB 4, a few weeks ago. He cited one of the major
di fferences between the bills as the $40,000 exenption in HB 6
versus the $15,000 exenption in SB 4. He asked if there are
ot her differences.

SENATOR THERRI AULT explained that originally he had a nmnuch
hi gher anount for the general resi denti al property tax
exenption. However, the fiscal note showed a potential inpact
to the state treasury in the anmount of approximtely $750, 000,
which was a concern in the Senate. Although the nunber that was
acceptable for the Senate was |ess than he wanted, the $15, 000
is an increase of 50 percent over the current exenption.

Nunmber 0568

REPRESENTATIVE GUESS inquired as to which comunities were
excluded with the $15,000 nmultiplied by the nunber of residents.
Why was that included, she asked.

SENATOR THERRI AULT answered that the only conmmunity that would
be excluded is the North Slope Borough. He expl ained that
Senat or Donley was concerned that with a further exenption on
residential property, there would be a slight revenue |loss. The
comunity woul d probably make up that revenue |o0ss by increasing
the overall mllage rate, which applies to oil and gas
properties. Even a small increase in the overall mllage rate
on the North Slope Borough, when it's applied to all oil and gas
properties, is a trenmendous anount of revenue that would accrue
to the borough rather than the state treasury. Senat or
Therriault nentioned that currently there is an argunent that
the North Slope Borough 1is msapplying the current state
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statutes with regard to the anount of property tax it generates.
This is a way in which to exenpt the North Sl ope Borough.

REPRESENTATI VE GQUESS asked if any other borough, such as Val dez,
is in the aforenmentioned situation with oil and gas property.

SENATOR THERRI AULT acknow edged that Val dez, Fairbanks, and a
future borough in the Delta Junction area have [a simlar]
dynamic [with oil and gas property]. However, the overal

mllage rate is kept wunder control because if [the borough]
wants to charge the oil and gas conpanies, it also has to charge

the residential property taxpayers the sanme anount. The
mechanism [in CSSB 4(RLS) an] allows [boroughs] to charge
general residential property taxpayers a |ower anount. He noted

that in Fairbanks and Valdez there are other businesses that
would feel an increase if the overall property tax was raised,
whi ch al so hel ps keep things "in check."

Nunmber 0776

REPRESENTATI VE SCALZI turned to the exenption for the fire and
EMS [vol unteers]. Representative Scalzi recalled that HB 6
passed from this conmttee with a $20,000 [exenption] for fire
and EMS volunteers. He asked if Senator Therriault would object
to this conmttee anending the fire and EMS vol unteer exenption
to $10, 000.

SENATOR THERRI AULT rel ated that the problem would be concurrence
from the Senate if the overall anmounts are increased, although
he noted he would like to see it higher as well. He said he
would be wlling to split the difference and offer a $7,500
exenption for fire and EMS vol unt eers.

REPRESENTATI VE SCALZI said he would support getting this through
and thus would help work on getting this passed in the Senate.

SENATOR THERRI AULT remarked that once this statute is in place
it would seem that there would be the potential to increase the

exenption once it becones clear how the communities use it. Too
hi gh of an increase would endanger the passage of the bill, he
predi ct ed.

CO- CHAIR MEYER recalled that this general residential property
tax exenption hasn't been adjusted since 1974. He suggested
t hat perhaps these exenptions should be reviewed nore often.
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SENATOR THERRI AULT informed the commttee that Anchorage doesn't
use the existing $10,000 exenption. He reiterated that this
will be a |l ocal option.

REPRESENTATI VE GUESS asked how the fiscal note would change if
the North Sl ope Borough is included.

Number 1000

DAN DI CKINSON, Director, Tax Division, Departnent of Revenue,
testified via tel econference. He estimated that including the
North Slope Borough would increase the fiscal note by $20, 000,
whi ch he characterized as a fairly small increase.

REPRESENTATI VE MURKOABKI turned to Section 2 of the bill. She
recalled that under HB 6 there were no requirenents that the
fire fighters or EMS volunteers had to neet. The municipality

was left to determ ne whether these individuals should qualify
for the exenption. She inquired as to how nmany individuals my
qualify or avail thenselves of this exenption under SB 4.

MR. DI CKINSON answered that while there will be sonme effect,
it's so small that it's on the border of the division's ability
to estinmate it. In other words, he estimated that it would
nerely have the effect of several hundreds of dollars on the
state revenues.

REPRESENTATI VE GUESS expressed concern when there is |egislation
that decides to include or exclude certain comrmunities. She
guesti oned whet her the exclusion should be there.

CO CHAIR MEYER renmarked that the North Slope Borough is unique
in regard to the anbunt of oil and gas production it has and the
few people in the area.

Nunmber 1248
REPRESENTATI VE SCALZI coomented that $20,000 seens |like a

m nimal i npact, although he wasn't sure that's how he read it.
Representative Scal zi noted his concern with the second part of

the bill. Therefore, he proposed an anendnent that would
increase the tax exenption for EMS and fire volunteers to
$10, 000. Representative Scal zi noved the aforenentioned

anendnent [ Anendnent 1].

CO CHAI R MEYER obj ected for the purposes of discussion
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REPRESENTATI VE MURKOABKI said she didn't have any hardship in
[ adopti ng] the aforenentioned anendnent.

REPRESENTATI VE SCALZI clarified that under HB 6, the volunteer
exenption was up to $20, 000 per househol d.

Nunber 1435

REPRESENTATI VE HALCRO poi nted out that the discussion [on HB 6]
i nvol ved qualifying the primary resident.

CO CHAI R MEYER wi t hdrew hi s obj ection.

CO- CHAIR MORGAN related his belief that [House] Finance anmended
HB 6 such that the vol unteer exenption was decreased to $10, 000.

CO-CHAIR MEYER announced that there being no objection,
[ Arendnent 1] was adopt ed.

Nunber 1518

W LDA RODVAN, Staff to Senator Therriault, Al aska State
Legi sl ature, requested clarification as to whether the $10, 000
vol unt eer exenption was per residence or resident.

REPRESENTATI VE GUESS specified that it would be per resident.

REPRESENTATI VE SCALZI <clarified that Amendment 1 would nerely
change the $5,000 on page 2, line 10, to $10,000, and everything
el se woul d stay the sane.

Nunmber 1558
REPRESENTATI VE GUESS noved the foll ow ng anendnent, Anendnent 2:

Page 1, line 13 - page 2, line 2

Delete "in a nunicipality with a |evel of total
bonded indebtedness that equals or exceeds $15,000
nultiplied by the nunber of residents in the
nmuni ci pality."”

REPRESENTATI VE GUESS said that although she recognized the need
to be careful with the North Slope Borough, she also expressed
the need to be careful when excluding communities.

CO CHAI R MEYER obj ected for purposes of discussion
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M5. RODMAN pointed out that Anmendnent 2 would require a title
change.

CO CHAI R MEYER remarked that [Amendnent 2] may be going into an
area that may be too conplicated for himto expl ain.

REPRESENTATI VE SCALZI said that he wasn't very confortable with
it either because he didn't understand it well.

MR. DI CKI NSON expl ained that Kenai includes approximtely $600

mllion worth of oil and gas property with a total valuation of
about $3.5 billion. Al though it's a significant percentage,
it's no conmparison for the North Slope Borough which has $10.2
billion in oil and gas property and about $200 million in non
oil and gas property. The North Slope Borough's percentage
anounts to well over 95 percent. M. Dickinson explained that
there are so few residences on the North Slope that are taxed
that if there were an increased exenption, the mll rate would

only increase a tiny anount and thus the effect is fairly small.
The commttee took an at-ease from8:39 a.m to 8:41 a.m

M5. RODMAN said that changing the anount of the exenption wl|
be a hard sale in the Senate, especially because of the title
change that would be required. Therefore, she said she believes
t he sponsor woul d argue agai nst Anmendnent 2.

Nunber 1857

REPRESENTATI VE HALCRO announced that he is supportive [of
Amendnent 2] . However, the bill wll have changed so
dramatically that he would suggest that the commttee gain
access to nore information before the bill noves forward. He
expressed concern that this bill wll allow a "back door" to be
| eft unl ocked. Therefore, he recomended that Anendnent 2 not
be adopted and the bill be put aside until nore information is
gat her ed.

REPRESENTATI VE SCALZI indicated agreenment with regard to not
supporting the anmendnent at this tinme, but he said he believes

the bill could be forwarded from this conmmttee wth a
reconmendation to the next commttee. He pointed out that there
will be opportunities in the next commttee of referral, the

House floor, and possibly a conference comrittee to address
this.

Number 1990
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REPRESENTATI VE MJRKOWBKI related her belief that when the
commttee reported HB 6 from conmittee, it mde a strong
statenent of support with regard to this issue. The anounts
[for the exenption] were substantially higher in HB 6. Wth
regard to the levels for fire and EMS volunteers, the |levels
were tw ce as high. Furthernore, HB 6 didn't use |anguage that
singled out one part of the state. Although she understood that
attenpting to mirror HB 6 in SB 4 would create difficulty in the
Senate, she said she wasn't confortable sending this to the
floor with the North Slope Borough exclusion. Representati ve
Mur kowski identified the options as holding the bill, changing
it to mrror HB 6, or noving it as is and trust that other
commttees will deal wth it. She noted her curiosity wth
regard to how House Fi nance dealt with HB 6.

CO- CHAI R MEYER agreed that he, too, is nore confortable with HB
6. However, SB 4 seens to have the nobst nonentum

Nunber 2153

REPRESENTATI VE KERTTULA renarked that the committee should do
what it thinks is right now

CO-CHAIR MEYER rem nded the commttee that before it is a notion
to adopt Amendnent 2.

REPRESENTATIVE GUESS clarified that before the commttee is

Amendnent 2 with the necessary title change. Representati ve
Guess announced that she wouldn't m nd w thdrawi ng her amendnent
if the bill is going to be held. However, if the plan is to
nove this bill fromcommttee today, then she would maintain her

notion to adopt Amendnent 2.

CO CHAIR MEYER said that he wouldn't mnd holding the bill for a
day, if the conmttee could neet tonorrow.

REPRESENTATI VE KERTTULA, in response to Representative Halcro,
infornmed the coormittee that HB 6 is in House Fi nance.

The commttee took an at-ease from9:49 a.m to 9:53 a.m
Nunmber 2253

REPRESENTATI VE GQUESS wi t hdr ew Anmendment 2.
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REPRESENTATI VE HALCRO suggested that representatives from the
Depar t ment of Community & Economic Devel opnent and the
Department of Law attend the next neeting.

CO- CHAI R MEYER announced that SB 4 would be held until the next
neeting, Thursday, May 9, 2002.

SB 181- SMVALL COVMUNI TY/ TEACHER HOUSI NG LOANS

CO- CHAI R MORGAN announced that the next order of business would
be CS FOR SENATE BILL NO 181(FIN) am "An Act relating to and
increasing the interest rate on that portion of a loan for a
single-famly house or owner-occupied duplex that exceeds
$200, 000 where the loan is for a house or duplex in a small
comunity with a population of 6,500 or |ess that 1is not
connected by road or rail to Anchorage or Fairbanks, or with a
popul ation of 1,600 or less that is connected by road or rail to
Anchorage or Fairbanks for purposes of the small community
housing program of +the Alaska Housing Finance Corporation;
relating to loans for teacher housing in which each unit that is
not vacant 1is occupied by at l|east one individual who is
enployed as a certificated teacher in a public elenentary or
secondary school in a small comunity with a popul ati on of 6,500
or less that is not connected by road or rail to Anchorage or
Fai rbanks, or wth a population of 1,600 or |less that 1is
connected by road or rail to Anchorage or Fairbanks, and
increasing the interest rate on the loans if this occupancy
requirenent is not conplied with; and providing for an effective
date."

Nunber 2286

PH LIP CUTLER, Staff to Senator Dave Donley, Senate Finance
Commttee, Alaska State Legislature, testified on behalf of the
sponsor of SB 181, the Senate Finance Committee. The
| egislation was introduced due to a legislative audit that
concluded the [housing assistance loan fund (HALF)] program
wasn't necessary because other commercial |oan prograns provide
the necessary financing for rural resident housing. This year
the bill has been through at |east 15 versions. He expl ai ned
that one program provides a 1 percent reduction in the interest
rates for those in small comunities, and there wasn't any
i ncone restriction. Therefore, the state, through the Al aska
Housi ng Finance Corporation (AHFC), was subsidizing the interest
for a couple of $400,000 | oans. This subsidization anbunts to a
$100,000 to AHFC and the state's profit statenents. There were
al so about a dozen loans that were over $300, 000. Many peopl e
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questioned why the state would be subsidizing |oans for that
anount of noney.

MR. CUTLER informed the conmttee that the bill includes Senator
Hof fman's request to subsidize loans for housing for teachers.
This is an incentive to draw teachers to the Bush where they are
direly needed. The bill does not allow [subsidization] for
multi-famly housing or non owner-occupi ed housing, except for
t eachers. M. Cutler related Senator Donley's and the Senate
Finance Committee's Dbelief that it isn't appropriate to
subsi dize an investnent. Therefore, someone constructing nulti-
famly units should be able to pay the narket rates for the
nortgage. Al so, the maxi mum anmount of the |oan was adjusted to
a $200,000 maximum on the Senate floor. According to real
estate [professionals] in the legislature, a famly qualifying
for a $200,000 loan would have a nonthly incone of $5,000-
$6, 000. Therefore, it was felt that those earning that anount
didn't need to be subsidized by the state.

Nunber 2519

REPRESENTATI VE MJURKOWSKI noted that she Iliked the teacher
provi si on. She posed a situation in which a certified teacher
who is teaching receives the loan but takes retirenent the

foll owi ng year. She inquired as to how such a situation would
wor k.
MR. CUTLER explained that as the bill is currently witten the

| oan woul d be available to the honmeowner as a teacher as well as
to the comunity/investor to build a home so long as the
resident is a certified teacher. If the resident isn't a
certified teacher, the loan rate reverts to the market rate. In
further response to Representative Mirkowski, he confirned that
the [loan rate] would be retroactive. M. Cutler clarified that
for a 15 year loan, the teacher would have to be a teacher for
the life of the | oan

REPRESENTATI VE MJRKOANSKI surmised then that for a teacher who
receives one of these loans and decides to retire before the
loan is paid off, the entire anmount would have to be paid back.
MR. CUTLER replied yes, under the current bill

Number 2633

CO CHAIR MORGAN infornmed the conmttee that he has a commttee
substitute (CS) that addresses that.
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REPRESENTATI VE MURKOWBKI turned to the anticipated shortage of
adm nistrators. She, after hearing fromthe sponsors, that high
school principals would be covered under this bill

MR. CUTLER, in response to Representative Scal zi, explained that
the subsidy is 1 percent of the nmarket rate.

REPRESENTATI VE SCALZI commented that this seens inconsistent
with the Senate's view with SB 4, which excludes one borough in
that SB 181 doesn't exclude small vill ages.

MR. CUTLER pointed out that there had been sone high-val ue | oans
to persons naking over $100,000 a year. It is difficult to
justify subsidizing |loans to people neking the aforenentioned
i ncome, especially when sone of the |loans were for investnent
property. He clarified that now the loan programis restricted
to residents, save nulti-famly honmes for teachers. In further
response to Representative Scalzi, M. Cutler confirmed that the
current statute applies to single-famly dwellings as well as
i nvest ment properties.

Nunber 2772

REPRESENTATI VE GUESS commented that one can purchase a house as
a first tinme honebuyer and al though the honebuyer's incone could
change, the honebuyer would still [benefit] fromthe first tine
honebuyer. Representative Guess related her desire to see other
professionals in the school system included as are certified
t eachers. She noted the difficulties recruiting other
professionals in the school system such as speech pathol ogists
and counsel ors.

MR. CUTLER specified that that portion of the bill was an
anmendnment subm tted by Senat or Hoffman

REPRESENTATI VE HALCRO pointed out that the sponsor statenent
says that 74 percent of the loans made during this period were
to borrowers where hone construction costs were less than in the
Anchor age area. He inquired as to the Ilocation of the
construction.

MR. CUTLER answered that these [borrowers] were throughout the
Interior. He said that the basic difference is the value of the
| and. Sonetines the low cost of the land nore than offsets the
increased cost of bringing in the materials and building the
house.
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REPRESENTATI VE HALCRO asked, "Is this just Senate Finance's
feeling that these people in rural Al aska are buil ding hones?"

MR. CUTLER recalled that it's part of the legislative audit
report. In further response to Representative Halcro, M.
Cutler specified that the AHFC dividend was about $103 mllion
| ast year.

Nunber 2928

CO CHAIR MEYER inquired as to what $200,000 would purchase in
rural Al aska.

TAPE 02-25, SIDE B

MR. CUTLER nentioned the multiple listing service and noted the
he didn't know how many hones in rural Al aska would go through
the nmultiple listing service. He informed the committee that
for the third quarter of 2001 the average cost of a hone
st at ewi de was $187, 000.

CO CHAIR MEYER suggested that nurses, paranedics, EMs, and
Village Public Safety Oficers (VPSO are also in shortage in
rural Al aska and those groups seemto be mssing fromthis.

Number 2850

BILL LAWRENCE, Staff to Representative Mrgan, House Comunity
and Regi onal Affairs St andi ng Committee, Al aska State

Legi slature, informed the commttee that on page 2, line 29, of
HCS CSSB 181 the words "entire original"™ were replaced with the
words "renai ning bal ance". He noted that this |anguage change

is related to Representative Mrkowski's earlier coments
[regarding the retroactivity of CSSB 181(FI N)anj.

Nunber 2775

REPRESENTATI VE KERTTULA noved to adopt HCS CSSB 181, Version 22-
LS0488\V, Cook, 5/6/02, as the working docunment. There being no
obj ection, Version V was before the conmttee.

Nunber 2745

JOHN  BI TNEY, Legi sl ative Liaison, Al aska Housing Finance

Cor poration, Departnment of Revenue, began by thanking M. Cutler
for his work on this bill. M. Bitney informed the commttee
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that the rural program began in 1980 and was noved under the
purview of AHFC in 1992. The loan program is funded from a
revolving fund known as HALF. During the nerger [in 1992], AHFC
purchased HALF from the state for about $190 mllion in cash

Since 1992 AHFC has run HALF. M. Bitney pointed out that the
qualifications for |oans under the program are set in statute,
which is wunlike any other AHFC program Normally, all |oan
prograns are driven by cost of funds; for [AHFC s] ability to go
out into the capital markets and issue bonds that are backed by
the nortgages that AHFC nmakes from those bond proceeds. The
interest rate is set at 1 percent below the taxable bond rate,
which he referred to not as a subsidy but as a |ost earnings

potential . However, there are other interest rates besides the
tax-exenpt interest rate such as the rate for first-tine
honmebuyers. The first-tinme honebuyer's program is driven by
income limts of the borrower and the price of the hone. Most

of those funds [are used] in Anchorage and Southcentral Al aska
where cost construction and hones fit wthin the acquisition
limts of that tax-exenpt program M. Bitney said that having
a 1 percent discounted |oan program wasn't necessarily unfair in
terms of opportunities for people across the state to have
access to buying a hone. The only other limtation on the rural
program is related to people living wthin a defined snall
comunity. Statute defines a defined small conmunity as one
with a population of less than 1,600 on the road system and | ess
than 6,500 off the road system Therefore, the districts of
Representative Scal zi and Mdrgan would qualify. He pointed out
that the vast mpjority of the |oans under this program occur in
the areas of Ketchi kan, Kodi ak, and the Kenai Peninsul a.

Nunber 2528

MR. BITNEY highlighted that the bill specifies that the 1
percent discount only applies up to the first $200,000 purchase
price of the home. The portion of the |oan above $200, 000 w |
pay that 1 percent extra. Therefore, |oans above $200,000 wll
have a blended rate |oan. M. Bitney explained that when
Senator Donley originally wished to repeal the program the
concern was that without the 1 percent discount AHFC woul d | ose
business to other mjor secondary purchasers. Since the
| egislative audit was rel eased, AHFC s stance has been that AHFC
has becone a business entity that the state relies on for a
di vidend every year. For exanple, this revolving fund generated
$20 mllion in net inconme to AHFC in fiscal year 2001. That $20
mllion is a substantial portion of the funds that AHFC relies
upon to nmake available to the state each year.
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MR, BITNEY turned to the discussion regarding whether the
$200,000 limtation is appropriate and said it's a guess.
However, when |ooking at things in terns of a blended rate, the
price of a honme has to increase before crossing the line and
becom ng conpetitive wth ot her secondary [ purchasers].
Therefore, AHFC continues to feel that it will continue to be
conpetitive. Over the last 17 quarters of activity, 12 percent
volume was in excess of $200, 000. M. Bitney related AHFC s
belief that it wll earn a bit nore in terms of the rise in
interest rates. However, all things aren't equal because
raising the rates could result in the borrower losing a bit in
terms of their qualifications.

Number 2380

MR. BITNEY directed attention to the teacher provision and
informed the committee that it's a rewite of the nonowner
occupi ed portion. M. Bitney explained that under the regular
program for the 1 percent discount, one can borrow for a single-
famly or duplex. However, if the property isn't owner
occupied, then a nmulti-famly l|oan, which receives a half
percent discount, can be used. Section 2 of the bill rewites
the nonowner occupied portion such that wunits have to be
occupied by a certified teacher. The | anguage doesn't
necessarily speak to who the borrower is. If the person |iving
in the unit isn't a certified teacher, [Version V] would have
the interest rate increase by 1 percent up to the full taxable
rate for the remaining portion versus returning that ful
taxable rate to the date of origin of the l|loan, which was the
case under CSSB 181( FI N)am Under CSSB 181(FINam M. Bitney
said he wasn't sure anyone would take out a loan with such a
potential penalty over the life of a 15-30 year note.

Nunber 2266
REPRESENTATI VE HALCRO pointed out that the bill has an inmediate
effective date and inquired as to what happens wth those folks

in the | oan approval process.

MR. BITNEY explained that a borrower obtains a commtnent from

AHFC at sonme point during the application. Therefore, he
related his belief that AHFC s intent would apply to the date of
commtnent versus the effective date of the bill. In further

response to Representative Halcro, M. Bitney clarified that
from 1998 to the first quarter of 2002 were |oans that exceeded
$200, 000 amounted to 12 percent by vol une.
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Nunber 2190

MR. BITNEY, in response to Representative Guess, specified that
the definition of small community is in the definitions Section
of AS 18.56. 600. In further response to Representative Quess,
M. Bitney read the provision relating to teachers as allowing a
teacher to purchase a honme with this [discount] or soneone
[other than a teacher] could build a multi-unit dwelling [and
house teachers].

REPRESENTATI VE GUESS inquired as to why this bill is limted to
small communi ties. She likened this [provision relating to
teachers] to Representative Rokeberg's bill that attenpts to

hel p recruit and retain teachers by giving a break on [buying]
hones. Therefore, she questioned whether this "break" should be
given to all teachers in the state rather than just those in
smal | comuni ti es.

MR. CUTTER remarked that Representative Rokeberg's bill is a
fine bill, save its lack of a funding source. This bil
provides a way to fund those | oans.

MR. BITNEY interjected that the |oans are from a revol ving fund
and thus there is a limted pool of funds available since it's
not tied to a bonded program like all other nortgage prograns.
The funds aren't available to handle expanding this program
statewide. That is also the issue with adding other professions
to the program

REPRESENTATI VE GUESS asked if M. Bitney reviewed [the entire]
community of educators. That is, was there review of narrow ng
the scope to only provide this [discount] to places where there
is a shortage of teachers or areas in education where there is a
shortage, she asked. Therefore, an elenentary in Anchorage
woul dn't [qualify for the discount] while the special education
teacher would due to the shortage in that area of education

MR. BITNEY replied no and noted that the teacher issue arrived
fairly late. He nentioned that AHFC i s working on another piece
of legislation wth Representative Rokeberg. He echoed M.
Cutler's indications that AHFC hasn't identified a source of
funds for [Representative Rokeberg's bill] such that AHFC can
| oner the rate | ower than what other prograns already offer.

Nunmber 1938
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REPRESENTATI VE KERTTULA inquired as to how the loss of the
nonowner program i npacted AHFC.

MR. BITNEY answered that from [1998 to the first quarter of
2002] the loan volune for the nonowner program anmounted to about
3 percent. Because it is nmulti-famly, it may increase in sone
years due to the [devel opnent] of one project. Therefore, the
hope would be to offset that 3 percent loss with some gain in
the teacher activity. M. Bitney said that the increase in the
interest rate on the single famly honme with the blended rate
shoul d bal ance the situation. Still, this is a best guess.

REPRESENTATI VE KERTTULA inquired as to the nunber of |oan
prograns that have a professional preference.

MR. BITNEY said that in working on Representative Rokeberg's
bill, he reviewed what other states do. The teacher shortage is
a national shortage. He found down paynent assistance prograns
[for teachers] and foreclosed properties that are nade avail abl e
to teachers and police. Currently, he wasn't aware of any
progranms in Al aska that [target] professionals.

Nunber 1710

MR. BITNEY, in response to Representative Hal cro, explained that
the delinquency rate on the rural programis generally below the
urban [delinquency rate]. He recalled that the [rura
del i nquency] rate averaged | ess than 3 percent.

REPRESENTATI VE HALCRO surm sed then that the existing business
practices clearly illustrate that when AHFC nekes exceptions
they are good credit risks and contribute $20 mllion in
revenue.

MR. BI TNEY agr eed.

Nunber 1636

REPRESENTATI VE SCALZI related his understanding that this bill
nerely elimnates the 1 percent discount on any |oans over
$200, 000.

MR. BITNEY agreed, and clarified that for |oans above the
$200, 000 that amount above $200,000 wouldn't receive the 1

percent discount. In further response to Representative Scal zi,
t he $200, 000 cap doesn't apply to a teacher.
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REPRESENTATI VE  SCALZI comented that the Jloan program is
supported in [the Honer] area and the Kodiak area. He noted his
support of the program although he nentioned that he wasn't
sure that the $200,000 [cap] is appropriate. Representati ve
Scal zi turned to the fist-time honebuyer program and related his
belief that if a first-time honebuyer's inconme increases, the
interest rate would rise.

MR. BI TNEY replied no.
CO CHAI R MORGAN announced that public testinmony woul d be cl osed.
Nunmber 1545

REPRESENTATI VE HALCRO noved to report HCS CSSB 181, Version 22-
LS0488\V, Cook, 5/6/02, out of commttee wth individua
reconmendati ons and t he acconpanying fiscal note.

REPRESENTATI VE KERTTULA obj ect ed. She said that she didn't she
a reason to do this. She related that she likes the 1 percent
di scount, but didn't |ike the $200, 000 cap.

REPRESENTATI VE HALCRO recalled testinony from M. Bitney that
this bill is part of sound business practices. "I say that we
should not look ... a $103 million gift horse in the nouth. I
think this is far over-reaching and | don't support the bill,"
he sai d.

CO CHAIR MEYER expressed the need to hear from the people
af fected, Co-Chair Mrgan and Representative Scal zi.

Nunber 1463

CO- CHAIR MORGAN related his belief that the $200,000 cap is a
little |ow He noted that he was disturbed to hear that it's
cheaper to build a house off the road systemin Bush Al aska when
he also hears that it's too expensive to build the
i nfrastructure necessary in these sane areas.

A roll call vote was taken. Representative Meyer voted for
reporting Version V from conmttee. Representatives Kerttul a,
Hal cro, Scalzi, Guess, and Mrgan voted against reporting
Version V from commttee. Therefore, Version V failed to be

reported out of the House Conmunity and Regional Affairs
Standing Conmttee by a vote of 1-5.
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REPRESENTATI VE SCALZI noted that he would like to hear SB 181 at
the next neeting, after speaking with the realtors in his area.

ADJ OQURNVENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Conmttee neeting was
adj ourned at 9:40 a.m
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