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Representative Kevin Meyer, Co-Chair
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Representative Drew Scal zi
Representative Li sa Mirkowski
Representati ve G etchen Guess
Representative Beth Kerttul a

MEMBERS ABSENT
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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."

- MOVED HCS CSSB 4( CRA) OUT OF COW TTEE

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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PREFI LE RELEASED - 12/ 29/ 00
READ THE FI RST TI ME -
REFERRALS
CRA, FIN
CRA AT 1:30 PM FAHRENKAMP 203
Heard & Hel d
M NUTE( CRA)
CRA AT 1:30 PM FAHRENKAMP 203
Moved CSSB 4(CRA) CQut of
Comm ttee
M NUTE( CRA)
CRA RPT CS 1DP 2NR NEW Tl TLE
DP: TORGERSON; NR: PHI LLI PS,
AUSTERVAN

FN1: (REV)

FN2: ZERQ( REV)

FIN AT 9: 00 AM SENATE FI NANCE
532

Heard & Hel d

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE
532

M NUTE( FI N)

FIN AT 9: 00 AM SENATE FI NANCE
532

Schedul ed But Not Heard

FIN AT 6: 00 PM SENATE FI NANCE
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AM DONLEY, LEMAN;
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TI TLE

RLS AT 10: 45 AM FAHRENKAMP
203
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Moved Qut of Conmittee

M NUTE( FI N)
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EFFECTI VE DATE(S) SAME AS
PASSAGE

TRANSM TTED TO (H)

VERSI ON: CSSB 4(RLS) AM
READ THE FI RST TI ME -
REFERRALS

CRA, FIN

CRA AT 8: 00 AM CAPI TOL 124
Heard & Hel d

M NUTE( CRA)

CRA AT 8:30 AM CAPI TOL 124
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Moved CS(FIN) Qut of
Comm ttee
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04/ 24/ 02 2920 (S FIN RPT CS 6DP 2NR NEW TI TLE

04/ 24/ 02 2920 (S DP: DONLEY, KELLY, GREEN,
OLSON,

04/ 24/ 02 2920 (S W LKEN, LEMAN; NR: AUSTERMAN,
WARD

04/ 24/ 02 2920 (S) FN1: | NDETERM NATE( REV)

05/ 01/ 02 (S RLS AT 10: 30 AM BELTZ 211

05/ 01/ 02 (S -- Location Change --

05/ 01/ 02 (S M NUTE( RLS)

05/ 02/ 02 3129 (S READ THE SECOND TI ME

05/ 02/ 02 3129 (S) FI N CS ADOPTED UNAN CONSENT

05/ 02/ 02 3130 (S ADVANCED TO THI RD READI NG
UNAN CONSENT

05/ 02/ 02 3130 (S READ THE THI RD TI ME CSSB
181(FIN)

05/ 02/ 02 3130 (S PASSED Y18 N E1 Al

05/ 02/ 02 3130 (S EFFECTI VE DATE(S) SAME AS
PASSAGE

05/ 02/ 02 3130 (S) HOFFMAN NOTI CE OF
RECONSI DERATI ON

05/ 02/ 02 3102 (S RULES TO CALENDAR 5/ 2/02

05/ 03/ 02 3147 (S RECON TAKEN UP - | N THI RD
READI NG

05/ 03/ 02 3147 (S RETURN TO SECOND FOR AM 1
UNAN CONSENT

05/ 03/ 02 3147 (S AM NO 1 OFFERED BY HOFFNMAN

05/ 03/ 02 3148 (S AM TO AM 1 UNANI MOUS CONSENT

05/ 03/ 02 3148 (S) AM NO 1 AS AMENDED ADOPTED
UNAN CONSENT

05/ 03/ 02 3148 (S AUTOVATI CALLY I N THI RD
READI NG
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UNAN CONSENT

05/ 03/ 02 3149 (S) PASSED ON RECONSI DERATI ON Y20
N-

05/ 03/ 02 3149 (S) EFFECTI VE DATE(S) SAME AS
PASSAGE

05/ 03/ 02 3151 (S TRANSM TTED TO (H)

05/ 03/ 02 3151 (S) VERSI ON: CSSB 181(FIN) AM

05/ 06/ 02 3383 (H READ THE FI RST TI ME -
REFERRALS

05/ 06/ 02 3383 (H CRA, FIN

05/ 07/ 02 (H CRA AT 8:00 AM CAPI TOL 124

05/ 07/ 02 (H Fail ed To Move Qut O
Comm ttee
M NUTE( CRA)
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05/ 09/ 02 (H) CRA AT 8:30 AM CAPI TOL 124
W TNESS REG STER

SENATOR CGENE 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.

DAN DI CKI NSON, Director

Tax Division

Depart ment of Revenue

550 W7th Avenue, Suite 500

Anchor age, Al aska 99501- 3566

POSI TI ON  STATEMENT: Provi ded explanation of the spreadsheet
that analyzes the effect of AS 43.56 wth the proposed
exenpti on.

SARA FELI X, Assistant Attorney General

Civil Division (Juneau)

Depart ment of Law

PO Box 110300

Juneau, Al aska 99811-0300

POSI TI ON STATEMENT: Answered questions with regard to SB 4.

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: Expl ai ned the changes enconpassed in HCS
CSSB 181, Version H

JOHN BI TNEY, Legislative Liaison

Al aska Housi ng Fi nance Corporation

PO Box 101020

Anchor age, Al aska 99510-1020

POSI TI ON STATEMENT: Di scussed AHFC s concerns.

DAN FAUSKE, CEQ Executive Director

Al aska Housi ng Fi nance Corporation

PO Box 101020

Anchor age, Al aska 99510-1020

POSI TI ON STATEMENT: Testified that the cap in SB 181 should be
set as high as reasonably possible.
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ACTI ON NARRATI VE

TAPE 02-26, SIDE A
Number 0001

COCHAIR KEVIN MEYER called the House Comunity and Regional
Affairs Standing Comrmittee neeting to order at 8:35 p.m
Represent ati ves Mrgan, Myer, Scalzi, and Kerttula were present
at the call to order. Representatives Halcro, Mirkowski, and
Guess arrived as the neeting was in progress.

SB  4-FlI REFI GHTER/ EMI' 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 residenti al
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."

Nunber 0114

REPRESENTATI VE SCALZI noved to adopt Version 22-LS0190\E, Cook,
5/7/02, as the working docunent. No objection was stated.
[ Version E was treated as adopt ed. ]

CO CHAIR MEYER informed the commttee that Version E raises the
taxation exenption anount from $5,000 to $10,000. He rem nded
the coomttee that at the last hearing the commttee had been
di scussing Anendnent 2, which was ultimately w thdrawn.
Amendnent 2 reads as foll ows:

Page 1, line 13 - page 2, line 2

Delete "in a nmunicipality with a level of total
bonded indebtedness that equals or exceeds $15,000
nultiplied by the nunber of residents in the
muni cipality.”

SENATOR GENE THERRI AULT, Al aska State Legislature, testified as
the sponsor of SB 4. He pointed out that the Departnment of
Revenue put together a spreadsheet [regarding the inpact of
including or excluding the North Slope Borough]. Senat or
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Therriault turned to the fiscal notes. The fiscal notes were
originally witten such that if the borough increased the
property tax exenption and suffered a loss, [the fiscal notes
showed both] the anount the borough would have to increase the

mll rate to nmerely recoup the loss and the potential inpact of
that to the state treasury. The calculation to nerely recoup
the loss is fairly mnimal. However, the oil and gas properties
of the North Slope Borough are vast; the borough assessed
valuation is over $10 billion. The Senate was concerned that if
the additional $5,000 property tax exenption was granted, the
mll rate would be raised to conpletely erode the aforenentioned
exenption. Therefore, the property owner would pay the sane tax
bill and [the borough] would nore than recoup the loss fromthe

property tax. Senator Therriault explai ned:

That slight increase in the mllage rate that it would
take to erode that and nmke it net zero to you the
residential property taxpayer - when you nultiple that

by the $10 billion of assessed valuation, you can see
in the last colum there [of the spreadsheet] the
potential inpact. ...l think he [M. Dckinson,

Department of Revenue] did the calculation [as] if you
made the entire $15,000 of property tax exenption net
zero. The inpact to the state treasury fromthe North
Sl ope Borough al one would be over $11 mlli on.

SENATOR THERRI AULT said that if the calculation was made on the
conpl ete $15, 000, then adding $5,000 would be one-third of that.
Under the conpanion bill, HB 6, with an increase in the mllage
rate to nmake the net inpact to the residential payer net zero,
the inmpact would potentially be over $100 million to the state
treasury. Senator Therriault pointed out that places such as
Fai r banks, Kenai, and Val dez have a mx of residential property
and small business owners, which help keep the mllage rate in
check. Such a dynam c doesn't really exist in the North Sl ope
Bor ough because so much of their property tax base consists of
oil and gas properties. Therefore, there isn't pressure from
the local community to keep the mllage rate in check.

Number 0583
REPRESENTATI VE GUESS inquired as to the difference between the

fiscal note for the new valuation versus the fiscal note for the
al ternati ve net hod.
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SENATOR THERRI AULT said it was difficult to decide what to put
on the fiscal note because the decision isn't controlled by the
| egi slature [but rather by the | ocal governnent].

REPRESENTATI VE GUESS requested that the Departnent of Revenue
explain the nodel presented via the departnent's spreadsheet
entitled, "Effect on Ol Gas Property Tax (AS 43.56) Revenues
from Using Hgher MI| Rates to Recoup the Effect of Certain
Property Tax Exenptions."

Number 0741

DAN DI CKINSON, Director, Tax Division, Departnment of Revenue,
testified via teleconference. He related his understandi ng that
the commttee wanted him to focus on the different nunbers in
the last colum of the spreadsheet. He explained that if the
alternative nethod, excluding the North Sl ope Borough, was used
with the current version of SB 4, then the $1.4 million would be

used in the fiscal note. However, if the |anguage was changed
such that the North Sl ope Borough could take advantage of this,
then the fiscal note would increase to $12.7 mllion. M.

Di ckinson directed attention to the third block of text down on
the spreadsheet and pointed out that it's based on an additional
$5, 000 exenption, which has be recouped against the rest of the
[value] of the hone, $85, 000. He noted that he used the
assunption of $100,000 value for the hone. Therefore, in that
sense it already includes the $10,000 being exenpt. If the
$100, 000 for the average honme is wong, then the correct average
honme [valuation] wll drive the figures. For exanple, if the
average honme is worth less, then the fiscal note inpacts will be
driven up because the mll rate will have to be increased nore
to offset the $5,000 against the snaller base. M. Dickinson
recall ed Senator Therriault's earlier point that the actual base
of residences in the North Sl ope Borough is fairly small

MR. DI CKINSON turned to colum B of the spreadsheet and pointed
out that the effect of the current $10,000 exenption only
amounts to $2.3 mllion, which suggests that there are only
about 237 hones that are able to take advantage of the full
amount of the credit.

Number 0976
REPRESENTATI VE GUESS requested that M. Dickinson walk her
through the entire spreadsheet and the assunptions used for the

current fiscal note and the alternative, but only relating to SB
4.
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MR. DI CKINSON began with colum A, which illustrates that the
total assessed value in the four boroughs taking advantage of

the $10,000 exenption. The nunbers illustrate that the North
Slope is three tines the size of the Fairbanks or Kenai
Peni nsul a, and one-tenth of the size of Valdez. In response to

Representative Guess, M. Dickinson confirnmed that it is al
property, but he wasn't sure if the personal property was
included in those figures. However, the nunbers include
residential, commercial, and oil and gas property. Colum B
specifies the wvalue of the $10,000 exenption that those
muni ci palities/boroughs are currently taking, which 1is the
effect on their tax base. Therefore, the current tax base is
the difference between [colum A and colum B]. M. Dickinson
related his belief that the total assessed value includes the
senior citizens' and the disabled veterans' exenption.

MR. DI CKI NSON continued wth colum D, which expresses the ml

rate as a percentage. Colum E merely multiplies the current
tax base by the mll rate which results in the anmount of revenue
a particular nmunicipality raises from their property taxes.
Colum F, which is the first place where there is a difference
between SB 4 and HB 6, determ nes how nuch the exenption would
be if it were $15,000 instead of $10,000. Al though it's not
going to be a precise conparison, as an order of nagnitude it's
a reasonable way to determ ne the increase in the exenption that
woul d occur if the exenption was raised to $15,000 under SB 4 or
$40, 000 under HB 6. Columm G sinply takes the new exenption and
subtracts it from the total assessed value listed in colum A
and the result is the new tax base given the new exenption rate.
The new tax base is then divided by the anmount of revenue that
woul d be raised under the current tax base in order derive a

mll rate [as expressed in colum H]. He pointed out that the
mll rate increases in all cases because when there is a snaller
base, a slightly higher percentage rate nust be charged in order
to result in the sane [revenue]. Colum | subtracts the old
mll rate from the new rate in order to determne the
increnental rate, that is how much additional mllage wll be

char ged. Colum J specifies the tax base, which is from AS
43.56 properties. The AS 43.56 properties base in Fairbanks

Kenai, and Valdez is significantly less than the total assessed
val ue whereas it doesn't change nuch for the North S| ope. The
new i ncrenental rate is then multiplied by the tax base in order
to determne the effect on the AS 43.56 property base from the

hi gher mlIl rate. M. Dickinson posed a situation in which the
state tax is at 20 mlls but allows a credit for any |Iocal
property taxes. In such a situation, if local property taxes
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increase, the state's revenue from this source decreases dollar
for dollar. For SB 4, in summary, if all four boroughs are
i ncluded, [the effect on AS 43.56 collections under the new ml|
rate] would anpbunt to $238, 000. |f the $21,000 effect from the
North Sl ope Borough is subtracted, the result is $216, 000. He
noted that these [figures] were rounded to the nearest $100, 000.

Number 1441

REPRESENTATI VE KERTTULA inquired as to why a honeowner property
exenption automatically places the inpact against the oil and
gas property. Wiy can't that inpact be split, she asked.

MR. DI CKI NSON answered that the statute requires that a locality
tax its residential, comrercial, and oil and gas properties at
the sanme rate. In further response to Representative Kerttul a,
M. Dickinson said he didn't know precisely what other states
do. He said that Alaska is unusual because it has a single mll
rate and allows for a credit for the local municipalities. He
related his belief that typically one would find states in which
the legislature would establish one rate for comercial property
and one rate for industrial property, and often the farmng
property is given a higher exenption/lower rate. "The point
there is they are looking at the state as a whole and what you
don't have is a town or a municipality that's fortunate enough
to have a very large industrial conplex in it, asking that
conplex to bear the entire burden and exenpting the honmeowners, "
he expl ai ned. However, a state, as Alaska illustrates, can
decide that one industry can bear the burden. In response to
Co-Chair Meyer, M. D ckinson agreed that this has been the
situation in Alaska for sone tine, since the early 1970s before
the Trans-Al aska Pipeline System (TAPS) was put in place. I n
the early 1970s, the local mll rates were 7-8 mlls and thus
the state was picking up approximately two-thirds of the tax
not the much smaller portion that it is now

COCHAIR MEYER surmsed then that a comunity such as Val dez
could exenpt all the residents fromany taxes and nerely tax all
the commercial properties.

MR. DI CKI NSON agreed, and pointed out that roughly two-thirds of

Val dez' property value resides in the marine termnal. The
maxi mum rate by a different law is 30 mlls. Therefore, if
Valdez sinply raised the mlIl rate to 30 mlls and exenpted al

residential property, the budget of the Cty of Valdez would
remai n about the sane.
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Nunber 1711

MR. DI CKI NSON conti nued the review of the spreadsheet and turned
to the alternative nethod, which begins wth a colum for the

current mll rate. The next colum, colum E, specifies the
anopunt of the proposed exenption. He said that the title for
colum E, "Anount saved by each honeowner taking exenption," is
i naccur at e. Colum F is the amount being saved by a honmeowner
taking the additional exenption, assumng that there is no
change in the mll rate. The next colum specifies that after

the $15,000 exenption is utilized on a $100,000 hone, $85,000
worth of [value] would be left to tax. Therefore, the question
is what mll rate would be necessary so that the honmeowner
notices no difference between taking the exenption and paying a
higher mll rate. M. Dickinson said that no nunicipality can
design a system to acconplish the aforenentioned with a single
mll rate because the higher the value of the home, the easier
it will be to nmake up the $5,000 exenption. "In other words, if
you have a fixed exenption but the tax is calculated as a
percentage, you're going to have to make the average honeowner

come out ... neutral - you can't do it for every homeowner," he
speci fi ed. M. Dickinson returned to the question of how much
noney i s necessary against the $85,000 of value left in the hone
to make up [the difference in the exenption]. The answer is an
increnental nine-tenths of a mll, he said. That anmount is
determ ned by dividing the anbunt saved, [the estinmated val ue of
the proposed exenption to the honeowner], into the amount that
remai ns taxable. The new increnmental mll rate is nmultiplied by
the AS 43.56 tax base. Because the increnental mll rates are
hi gher than the current fiscal note analysis, all of the val ues
I ncr ease. Therefore, if the AS 43.56 tax base is large, the
anmount significantly increases as illustrated by the North Sl ope
Borough's nunber. All the nunbers increase, which is the result
of the anmpbunt of the increnental mll rate in colum | and the

anount in the tax base. Wen including all four boroughs under
the alternative nethod, the effect on AS 43.56 collections would
be $12.7 mllion whereas wthout the North Slope Borough it
woul d anmount to alnost $1.4 mllion. He noted that these are
maxi nuns. Furthernore, under HB 6 and its $40,000 exenption
there would be other |Iimtations with regard to the North Sl ope
Bor ough and possi bly Val dez.

CO- CHAI R MEYER asked if the $200,000 fiscal note attached to the
current bill would renmmni n accur at e.

MR. DI CKINSON remarked that "as-if" exercises are difficult to
characterize as good or bad.
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Number 2050

REPRESENTATI VE KERTTULA inquired as to why the honeowner has to
be hel d harnl ess.

MR. DI CKI NSON explained that if the exenption were increased to
$5, 000, the homeowner has now had the benefit. The alternative
met hod anal ysi s assunes that the $5,000 exenption wasn't used to
provide a benefit to the honeowner but is going to be used to
hold the honeowner harm ess and raise additional revenue from
the AS 43.56 property. Although the technical term may be "hold
harm ess,” it's actually not allowing the advantage of the
$5, 000 exenption to flow to the [homeowner] but rather raising
the average tax so that there is no notice that there was an
exenption.

SENATOR THERRI AULT posed a situation in which an individual's

tax bill is $100. Wth an additional exenption, the tax bill
decreases to $80 and the borough raises the mll rate.
Therefore, the borough gives the individual $20 and then takes
it back [via the mll rate]. The same is true for every

property payer in the borough.

REPRESENTATI VE KERTTULA identified the [dilema] as how to keep
[the borough] fromgetting the $20 back from the honeowner.

SENATOR THERRI AULT answered that the borough raises the mll
rate that it controls so that by "taking advantage of this
thing, you don't see any [lessening] of your property tax."

That is, the overall mll rate has been raised such that it's
net zero to [the honmeowner]. However, in the process of raising
the overall mllage rate on all properties, including oil and

gas properties, a large anount of noney has been swept in [to
the borough] fromthe state treasury.

REPRESENTATI VE KERTTULA surm sed then that "net zero" to the
honeowner neans that the honeowner gets nothing for [the
exenption].

MR. DI CKI NSON replied yes. He explained, "The math is designed

so that the average honeowner sees no net effect.” However, the
anount of revenue increases and thus there nmay be nore services,
et cetera. M. Dickinson reiterated that this is a maxinmm

effect, but noted that [the effect] could be |ess depending upon
the reaction of each comunity.
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Nunber 2272

REPRESENTATI VE SCALZI turned to colum | and pointed out that
the highest mllage of the four comunities is the North Slope
Borough with a rate of 0.111 percent. However, the effect to
personal property in the North Slope Borough under the $5,000
exenption wouldn't be as nmuch as the other nunicipalities. "And
having a |larger tax base of $10 billion, it would seemthat that
nunber woul d be the | owest instead of the highest, as far as the
increased mll age. Because you don't need that nuch in the
North Slope to neutralize the effect as far as the amount of
hones that are up there," he said. He inquired as to why the
0.111 percent is the highest.

MR. DI CKINSON explained that the analysis is based on one
$100,000 hone in the North Slope Borough. Therefore, the size
of the base doesn't matter in this analysis for the alternative
met hod. He explained that the 0.111 percent is derived because
$94 on $85,000 nust be recouped. The increnmental mll rate to
acconplish the aforenentioned is driven by the fact that the
North Sl ope Borough's m Il rate is the highest of the three.

REPRESENTATI VE SCALZI said that the analysis seens inaccurate if
it's based on one individual honme rather than the true anmpbunt of
hones for which this would be applicable.

MR DICKINSON reiterated that these are "as-if" analyses.
Al though he said he is very confortable with the fiscal note
anal ysis, which |ooks at the total revenue, he acknow edged that
| ooking at this with only one honme could be a shortcom ng of the
[al ternative nethod] analysis.

REPRESENTATI VE SCALZI noted his belief that basing the analysis
on one home is inaccurate.

MR. DI CKI NSON explained that the result is that [the North Sl ope

Borough] would raise $11 nillion nore in new revenue save the
the $20,000 the borough would keep so that the one honeowner
woul dn't feel the effect of the increased exenption. \Vs

Di ckinson reiterated that the fiscal note nethod |ooks at the
actual size of the exenption as it's spread across all hones.

REPRESENTATI VE SCALZI posited that if $20,000 is all that's

necessary to raise [the mlIl rate to zero out the exenption],
then the $11 million isn't necessary.
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MR. DI CKI NSON agreed, and clarified that the $11 mllion doesn't
suggest that the revenue is being replaced but rather it ensures
that the average honeowner doesn't notice the effect of the
exenpti on.

Nunber 2552

SENATOR THERRI AULT surm sed that Representative Scalzi's
question assunes that the local governnment would only raise the
mllage to recoup the lost revenue suffered by allowing the
exenption. He returned to his $100 tax bill exanple from which
the local governnent suffers a $20 loss in revenue due to the
exenption. Therefore, the question becones: how nuch would the
| ocal governnment have to raise the mllage rate across all
property classes in order to recoup that |ost revenue. Acr oss
all [property classes] the individual with the $100 tax bill
woul d [receive the $20 exenption] and the |ocal governnent woul d
take back $1 from that individual and the other $19 fromall the
busi nesses. Senator  Therriault pointed out that | ocal
governnment isn't nmerely trying to recoup the lost revenue [from
this exenption]. The local government is also trying to nmake it

net zero to the property owner and thus the mll rate wll be
raised high enough that the $20 exenption the individual
receives will be taken back. Furthernore, that sane mll rate
will be placed on all the businesses too. In Fairbanks and

Kenai, there isn't much notivation to do that because [this w |
i npact] many residential property owners and snall businesses.
However, on the North Slope Borough alnost all the property is
oil and gas property, which nmeans that every dollar that is
collected fromthose oil and gas properties is a dollar fromthe
state treasury.

Nunber 2686

REPRESENTATI VE GUESS surmsed that the first analysis answers
the question of how much the mll rate would need to be
increased in order to keep revenues harmess, while the second
analysis answers how nmuch the mll rate would need to be

increased in order to keep residential property taxpayers
har m ess.

SENATOR THERRI AULT agr eed.

MR. DI CKINSON agreed, but specified that the second analysis
refers to the average honeowner.
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REPRESENTATI VE GUESS pointed out that this [l egislation] extends
a current program and inquired as to the reaction of
municipalities to this program

SENATOR THERRI AULT answered that the current mllage rates tell
the story. Those communities wth trenmendous oil and gas
properties are at the cap and thus divert dollars fromthe state
treasury.

REPRESENTATI VE GUESS noted, "And those who wouldn't want a sal es
tax."

Number 2761

REPRESENTATI VE GUESS turned to the alternative nethod analysis
and related her understanding that the nunbers are based on the
entire $15,000 exenption rather than the difference. Therefore,
she questioned why the final analysis doesn't divide the final
nunbers by three because the actual difference between the
$10, 000 and $15, 000 exenption is one-third.

SENATOR THERRI AULT said that he m sspoke earlier with regard to
the amounts in the final colum. The amounts in the final
columms are cal culated only on the additional $5,000.

MR. DI CKI NSON agr eed. "Again, the nunbers are going to show up
both in colum E and colum G ... it's the total effect from
addi ng the $5,000 to what is there."

SENATOR THERRI AULT surmsed then that anobunts wouldn't be
di vided by three. Using the $15,000 in the calculations would
nmean that the property owner would now | ose the benefit fromthe
$10, 000 for years and years, which he didn't believe was |ikely
t o happen.

REPRESENTATI VE GUESS inquired as to why this isn't an eval uation
of the entire $15, 000 [exenption].

SENATOR THERRI AULT said it's not. He explained that the $85, 000
is present because the value of the honme that still remains for
tax purposes is necessary so that there could be sonething to
apply the mllage rate.

REPRESENTATI VE GUESS pointed out that the first evaluation
refers to the change in the mllage rate while [the second
evaluation] refers to the inpact to the entire mllage rate.
Those are two di fferent questions.
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MR. DI CKINSON highlighted that colum 1, in both cases, is the
increnental mll rate required to solve the question.

REPRESENTATI VE GUESS inquired as to how that can be the case
when the current evaluation of a hone is $90,000. She said that
she didn't understand how the entire $15,000 is bei ng eval uat ed.

MR, DI CKI NSON pointed out that colum D [under the alternative
met hod] already includes the effect of the $10,000. If $15, 000
were placed in colum E [under the alternative nethod], then the
value to the proposed honmeowner would be the total exenption,
whi ch woul d be roughly three times the nunbers specified. Then
the honeowner's taxes would be raised to the point that the new
taxes under this analysis would take away the $10,000 they
currently have.

Nunber 2967

REPRESENTATI VE GUESS announced that she wunderstood now. | f
there is concern with regard to the oil and gas property taxes,
why didn't the Senate see the need to exclude Valdez as well
she asked.

SENATOR THERRI AULT recalled that Valdez is already at the
maxi mum [ cap] . He said that he didn't believe Valdez could use
the nechanism in the sane manner. Furthernore, the oil and gas
properties in Valdez are magnitudes |ess than those in the North
Sl ope Bor ough.

MR. DI CKINSON informed the committee that there is an infornal
maxi mum of 20 mlls. That maximum is informal because up to 20
mlls, the conpanies aren't really going to ..

TAPE 02-26, SIDE B

MR. DI CKI NSON poi nted out that in law [the maxinmum is 30 mlls.
In the area between 20 mlls and 30 mlls, things beconme nore

conpl ex. He noted that there is sone debate in the Departnent
of Revenue and the Departnment of Law over the [follow ng
interpretation]. If the City of Valdez were to go to a mll

rate of 21, the credit would eat into the anobunt the state
receives from the pipeline in the unorgani zed boroughs because
nost of that property is pipeline property. In other words, a
t axpayer who has property inside and outside Valdez could take
the credit outside of Valdez against the Valdez area. Al though
part of that would be offset the way it is now, an organi zation
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that has spill clean up equipnent, for exanple, only in Valdez

would feel the pain when Valdez rose above 20 nmills. M.
Di ckinson indicated that [Valdez] <could [increase its mll
rate]. He agreed with Senator Therriault's observation that the
mll rate, in general, seens to be directly proportional to the

anount of oil and gas in that jurisdiction.
Nunber 2941

REPRESENTATI VE GUESS continued with the assunption that no one
goes over 20 mlls and pointed out that the North Sl ope Borough
only has a small ways to go [before reaching 20 mlls].
Furthernore, the assunption of 0.111 percent J[under the
alternative nethod] would put the North Slope Borough's mll
rate to 30.

MR DICKINSON clarified that the North Slope Borough would
increase to about 20 mlls [under SB 4]. In the HB 6 analysis
Val dez would be at 30 mlls. M. Dickinson pointed out that
there are other factors going on in the North Slope. He related
his belief that the bonding and rating agencies are probably a
maj or i nfluence on the mll rate.

REPRESENTATI VE GUESS asked why the Senate didn't send over a
nore accurate fiscal note if the reason for excluding the North
Sl ope Borough was because of the potential problem She
estimated that the fiscal note should have been about $1.4
mllion rather than $200, 000.

SENATOR THERRI AULT said that the fiscal note could have been an
[indeterm nate] with pages of explanation because of the many
dynam cs to eval uate.

REPRESENTATI VE GUESS passed out an anendnent for the commttee
to review

Nunber 2812

SARA FELI X, Assistant Attorney GCeneral, Civil Division (Juneau),
Department of Law, infornmed the commttee that she was present
in place of Marjorie Vandor.

REPRESENTATI VE GUESS hi ghlighted the question as to whether the

exclusion of one specific borough would raise constitutiona
concerns.
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M5. FELIX noted that the bill doesn't specifically exenpt a
bor ough, [although that may be the effect]. Ms. Felix reported
that it seens that the analysis wunder an equal protection
chal l enge would be judged under the |owest |evel of scrutiny.
As long as the state has a reasonable basis for having the

distinction in the bill, it should survive an equal protection
[ chal | enge] . She pointed out that this is an optiona
exenption. "As long as there's a reasonable state interest
underlying this bill and there's no discrimnatory intent,

we think that it would be Ckay," she said.

COCHAIR MEYER asked if Ms. Felix believes there is
discrimnatory intent as the bill is currently drafted.

M5. FELI X answered that she had no reason to believe such. She
clarified that she's nerely stating the standard in the case |aw
she revi ewed.

REPRESENTATI VE KERTTULA asked if there has been any situation in
which different rates have been used for different properties.

MS. FELI X pointed out that Alaska Statute says that oil and gas
property can't be taxed at a higher rate than other property.
Wthin that constraint, M. Felix supposed that differential tax
rates could be established as long as there was no
discrimnation against oil and gas property. In further
response to Representative Kerttula, M. Felix agreed that it's
within the legislature's purview to decide to change the statute
specifying that oil and gas property can't be taxed at a higher
rate than ot her property.

Nunber 2645

REPRESENTATI VE GUESS noved that the commttee adopt Anmendnent 1,
whi ch reads as foll ows:

Page 1, line 11 to page 2, line 2,

Del ete "exclusion or exenption authorized by this
subsection may not exceed the assessed value of
$10, 000 for any one residence in a municipality with a
| evel of total bonded indebtedness that equals or
exceeds $15,000 nultiplied by the nunmber of residents
in the nunicipality. Oherw se, an”

Page 2, lines 6-7,

HOUSE CRA COW TTEE -19- May 9, 2002



Delete ";or (2) the assessed val ue of $10, 000"
REPRESENTATI VE SCALZI obj ect ed.

REPRESENTATI VE GUESS expl ai ned the she didn't like, as a policy
matter, excluding areas. The current law [for the existing
exenption] extends to all boroughs, and therefore she said she
believes that an extension of the exenption should be to all
bor oughs.

REPRESENTATI VE SCALZI announced his agreenent, in principle,
with the anendnent. Furthernore, he noted that he wasn't
confortable with the [fiscal] analysis. However, he deferred to
the experts in the taxation departnent with regard to their
coorments that [including the North Slope Borough] would
potentially create a significant inpact to the state treasury.
Upon learning that SB 4 has a conmittee referral to the House
Fi nance Comm ttee, Representative Scal zi announced that he would
object to noving the [current version] of the bill

CO- CHAIR MEYER noted his agreenent with Representative Scal zi's
conment s. He related his belief that "this"™ won't have an
adverse inpact on those living in the North Slope Borough,
although it could potentially have a large inpact on the state
treasury.

REPRESENTATI VE KERTTULA questi oned why honmeowners in one part of
the state should be allowed to pay less, held harmess, than
ot her honeowners. She nentioned her concern of a potentially
discrimnatory effect with this |egislation. Therefore, she
announced her support of the anmendnent.

Number 2439

SENATOR THERRI AULT encouraged the commttee to not |ose sight of
the volunteer section, which would accrue to the North Sl ope
Bor ough. Furthernore, the [volunteers] would keep the current
$10, 000 exenpti on. Senator Therriault predicted that if this
anmendnent is successful, then this legislation would [die].

REPRESENTATI VE GUESS asked if the legislation would survive if
Section 1 was del et ed.

SENATOR THERRI AULT replied that he didn't know.

REPRESENTATI VE MURKOASKI agreed with the sponsor that there is
great value [with the volunteer section of the legislation].
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Al t hough she acknow edged the concern everyone should have with
the potential inpact to the state treasury, she also agreed with
Representative Kerttula. She, too, asked whether the section of
the bill that everyone agrees on could nove forward [w thout the
ot her section].

Nunber 2277

REPRESENTATI VE GUESS w t hdrew Anmendnent 1. She, then, noved
that the commttee adopt conceptual Amendnment 2, which reads as
fol |l ows:

Del ete Section 1.
REPRESENTATI VE SCALZI obj ect ed.

SENATOR THERRI AULT pointed out that Section 1 is an optional
t ool for comuni ties. This legislation was [initially
devel oped] from the property tax issue that was on the ballot at
the last general election. This legislation attenpts to provide
| ocal governnents with a tool that would save [honmeowners] on

their property tax by inplenmenting a sales tax. Therefore, he
didn't support elimnating that tool on the basis of the stated
concern. Senator Therriault noted his opposition to Anendnent
2.

A roll call vote was taken. Represent ati ves Mirkowski, QGuess,
and Kerttula voted for the adoption of conceptual Amendnent 2.
Representatives Scalzi, Mrgan, and Myer voted against the
adoption of conceptual Anmendnment 2. Therefore, Anmendnent 2

failed by a vote of 3:3.
Nunber 2152
REPRESENTATI VE GUESS noved that the commttee adopt Anendnent 1.

REPRESENTATI VE SCALZI objected. Representative Scal zi said that
he intended to neet wth Steve Van Sant, State Assessor,
Department of Community & Economic Devel opnent, to review the
anal ysis because he renmained unconfortable wth it. He
explained that if [he renmained unconfortable] with the analysis
after talking with M. Van Sant, then he would offer the sane
anmendnent to the House Finance Committee.

CO CHAI R MEYER pointed out that there is also the opportunity to
deal with this on the floor.
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REPRESENTATI VE KERTTULA interjected that this is where the work
should be done on this |egislation. She reiterated her belief
that it's not fundanentally correct to discrimnate against
residents of the state.

REPRESENTATI VE SCALZI agreed that the work should be done in

this commttee. "My problemis that in erring, | would rather
err conservatively on not reducing the state coffers if the
analysis is correct,"” he said. He said he didn't want to sl ow
the bill, and there is the opportunity to address this in the

House Finance Commttee and on the House floor if [the analysis
is incorrect].

The commttee took a brief at-ease from9:45 a.m to 9:47 a.m
Number 1998

REPRESENTATI VE GUESS wi t hdrew Anmendnent 1. She noved to rescind
the commttee's action in failing to adopt conceptual Anmendnent
[2]. There being no objection, the commttee's action was
resci nded.

REPRESENTATI VE GUESS noved that the commttee adopt conceptua
Amendnent [ 2], which reads as foll ows:

Del ete Section 1.
There bei ng no objection, conceptual Amendnent [2] was adopt ed.

REPRESENTATI VE GUESS suggested that the conmttee zero out the
fiscal note because of the mninmal fiscal inpact and because it
could help the legislation bypass the House Finance Commttee.

SENATOR THERRI AULT said that there is still going to be a fisca
note of some magni tude because of the vol unteer exenption.

CO CHAIR MEYER agreed that the legislation should go to the
House Finance Commttee.

Nunber 1870

REPRESENTATI VE MURKOWSKI noved to report HCS CSSB 4, Version 22-
LSO0190\E, Cook, 5/7/02, as anended out of commttee wth
i ndi vidual recomendations and the acconpanying fiscal note.
There being no objection, HCS CSSB 4(CRA) was reported from the
House Community and Regi onal Affairs Standing Conmttee.
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SB 181- SMALL 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 less that is 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 comunity
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 conmmunity 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 Iless that is
connected by road or rail to Anchorage or Fairbanks, and
increasing the interest rate on the loans if this occupancy
requirenent is not conplied wth; and providing for an effective
date." [HCS CSSB 181(CRA), Version 22-LS0488\V, Cook, 5/6/02

failed to nove from the House Community and Regional Affairs
Standi ng Conmttee on May 7, 2002.]

Nunber 1784

REPRESENTATI VE SCALZI noved that the committee take up Version
22-1.S0488\V, Cook, 5/6/02. There being no objection, Version V
was before the conmttee.

Nunber 1762

BILL LAWRENCE, Staff to Representative Mrgan, House Comunity
and Regi onal Affairs St andi ng Commi ttee, Al aska State
Legi slature, explained that before the commttee is a title
change and a draft HCS [Version 22-LS0488\H, Cook, 5/9/02].
[ Version H renoves everything but the teacher |oan program and
thus a title change will be required. He explained that Section
1 [of Version V] isn't included in Version H Fur t her nor e,
Version H includes an anendnent requested by the Al aska Housing
Finance Corporation (AHFC); this anendnent ensures that the
teacher housing loans receive the sane interest rates as all
other small community housing loans in the program That
| anguage was inadvertently left out. M. Lawrence noted that
the cap is also taken out of Version H.
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REPRESENTATI VE MJRKOABKI directed attention to page 3 of
[Version H and pointed out that the definition of teacher
housi ng has been changed such that it refers to a nulti-famly
resi dence. She inquired as to the definition of multi-famly
resi dence.

MR. LAWRENCE related his belief that the definition of housing
refers to single famly honmes and dupl exes.

Nunber 1612

JOHN  BI TNEY, Legi sl ative Liaison, Al aska Housing Finance
Cor poration, echoed earlier testinony that Section 1 [of Version
V] is not included in [Version H and thus there is no |onger a
threshold Ievel. He explained that initially the bill was a
repeal of the entire program There were concerns of fairness
because there are no limtations on the incone of the borrower
and the size of the I oan. There were sone loans in excess of
$300, 000 and $400, 000. As a conpronm se, AHFC proposed a
threshold for the 1 percent issue to apply. The idea was that
any portion of any l|loan that was above the threshold wouldn't
receive the benefit of the 1 percent discount. In the Senate,
AHFC suggested that the $250,000 [threshold] was reasonable with
the current housi ng market.

CO- CHAI R MORGAN announced that the committee would recess to the
call of the Chair. The conmmttee was in recess at 9:55 a.m

[ The recording on Tape 02-26 ends and a new tape was inserted
upon reconveni ng. ]

TAPE 02-27, SIDE A

CO- CHAIR MORGAN reconvened the House Comunity and Regional

Affairs St andi ng Comm ttee meet i ng at 11: 35 a.m
Represent ati ves Meyer, Mrgan, Halcro, Scalzi, Mirkowski, Guess,
and Kerttula were present at the call to order. The commttee

returned to di scussion of HCS CSSB 181, Version H.
Nunmber 0050

MR. BITNEY continued discussion of the threshol d. He i nforned
the commttee that the Senate discussed not supporting
| egi slation that would repeal the program "It was felt that a
threshold level for the 1 percent was a reasonable approach to
try to limt how far up the 1 percent discount can go on sone
| arger | oans,"” he said. He announced that the aforenentioned
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will be an issue for the sponsor. However, [Version H is a

good bill that anends an existing programin order to provide a
provision for AHFC to attenpt to devel op sone teacher housing in
small comunities. He pointed out that the only change in

regard to the teacher program can be found on page 2, Section 2
[of Version H], which <clarifies that the teacher program
receives the 1 percent discount. This clarification was added
after discussions with the Attorney General's office. He noted
that Section 1 [of Version H allows current loans in the rura

program to have the option to refinance their | oans. He
explained that because the loan program is a creature of
statute, there is no authorization in statute for people to have
the option to refinance as afforded to those under bonded
prograns or conventional prograns.

Number 0355

COCHAIR MEYER related his understanding that [Version H
basically guts the original intent of the bill, which was to
elimnate the entire program He inquired as to the reason the
program was started. He also inquired as to the intent of the
program

MR. BI TNEY expl ai ned that the program has been around since 1979
or 1980 and began as a teacher housing program The program was
created wunder the old Departnent of Comunity & Regiona
Affairs. As the program becane nore of a home |oan program it
was intended to offer a 1 percent interest rate discount for
rural comunities, where the cost of housing is higher, and to
ensure that there were home loans in these comunities where
conventional underwiting standards don't apply for things such
as well and septic.

MR. BITNEY recalled the sponsor statenent, which discussed the
repeal of the program based on the findings of a legislative
audit. That audit found that the original intent of the program
has changed in that as tinme has passed, nore conventional

financing options are available in these comunities. M.
Bitney said that AHFC viewed the audit as good in terns of its
basi ¢ findings. However, sonme of the findings didn't seem to
take into consideration sone factors in cost such as |and
prices. "But what we pointed out to Senate Finance was is what
has al so happened at Alaska Housing since this program got
started ... is that there's becone an expectation, on the part
of the state, that Alaska Housing nekes noney to provide a
di vidend every year. That's become a very paranount m ssion
statenent,” he highlighted. In fact, the m ssions and neasures
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clearly states that the legislature wants AHFC to provide a
di vi dend. Last year this program made $20 nmillion in net
i ncone. Therefore, this program has becone an inportant piece
in AHFC s ability to generate profit. M. Bitney explained that
the concern with the repeal was that elimnating the 1 percent
di scount would result in these |loans going to other secondary
purchasers that are large national organizations wth the
conventional taxable nortgage rate. Wthout having this program
in place, AHFC wi Il | ose significant anounts of business.

COCHAIR MEYER referred to a spreadsheet included in the
commttee packet, which illustrates that for the true rural
areas the program seens to work well. However, the |[arger
[rural] communities such as Ketchikan and Kodiak show that the
houses are getting into the higher price range, which he
surmsed was the problem with the Senator [who sponsored the
| egi sl ation]. He surmsed that the Senator feels that the
program was never intended for people with an annual incone of
over $60, 000 and who could qualify for houses over $200, 000.

VR. BI TNEY said t hat t he af orement i oned IS a fair
characterization of the sponsor's concern.

Nunmber 0785

CO CHAIR MEYER offered the possibility of capping the popul ation
size rather than capping the dollar anount.

MR. BITNEY reiterated the concern that limting the areas that
can participate the Jloan wuld [essentially] downsize the

busi ness activity and vol une. M. Bitney explained that these
| oans are funded from a revolving fund that has a |imted pool
of resources to handle the |oan demand. If the program is nade
| arger, then the funds won't be available to handl e such demand
w t hout sone infusion of cash. Moreover, |imting the program
disqualifies areas, sonme of which are where the bulk of the
busi ness activity occurs. Although that is a policy call, AHFC

woul d | ose business volune with the limtations.

CO- CHAI R MEYER pointed out that capping the anobunt at $200, 000
also seens to |imt business. Co-Chair Myer related his belief
that AHFC was Ckay with Senator Donley's bill when it arrived in
t he House.

MR, BITNEY clarified that AHFC supported a threshold of about
$250, 000 based on the cost of new construction in Anchorage,
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which is about $220, 000. However, AHFC isn't confortable wth
t he $200, 000 threshold contained in [CSSB 181(FI N)am .

Nunmber 1036

REPRESENTATI VE GUESS inquired as to why the definition of a
small comunity couldn't be determ ned by whether the conmmunity
is connected to the rail/road system She characterized
Sol dotna and Kenai as sone of Alaska's larger comunities.
Representative Guess requested explanation as to how |limting
the program woul d | ose the state noney.

MR. BITNEY pointed out that a vast nmgjority of activity wth
this program is |located on the Kenai Peninsula. He expl ai ned
that the programis applied to qualified |oans outside the city
limts of Sol dotna, Kenai, and Honer

REPRESENTATI VE GUESS surm sed, "If we played with the popul ation
anot her way that would | ose the state noney, but by limting the
anount of noney it wouldn't |ose the state noney."

MR. Bl TNEY answer ed:

If we disqualified those areas ... the threshold that
we're suggesting ... is in relationship to how high a
| oan you can go for the 1 percent discount to apply.
So, ... you can still take out, for exanple in this

case, a $300,000 loan but you would |ose the benefit
of the 1 percent discount for the portion of the |oan
above $250, 000. So, you'd have a blended rate |oan
: The interest rate to the borrower is still going
to beat our conpetition in that exanple. So, we fee
that because just in the conpetitive nature between us

and the other secondaries, we'll still get the |oan
because we'll have a better rate. But in this case
the borrower will pay a little bit nore than they

ot herwi se woul d've because they're getting a higher
interest rate for that portion above the threshold.

REPRESENTATI VE GUESS inquired as to the limt on the taxable
| oan program

MR. BITNEY replied that there are limts on the taxable |oan.

Nunber 1252
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REPRESENTATI VE GUESS pointed out that the current bill has a
zero fiscal note. She inquired as to how [AHFC s] dividend
woul d be inpacted by the $200, 000 cap.

MR. BITNEY said that threshold |evel would probably generate a
little nore incone because any | oan above the threshold w Il pay
a little higher rate. In terms of the bill as a whole, there
are sone offsetting factors to the potential increase. For
exanple, [the rural HALF (housing assistance |oan fund) program
woul d probably experience an increase in incone. The teacher
housi ng program wi Il probably experience a drop in activity with
sone of that activity increasing as people becone nore aware of
t he program

REPRESENTATI VE GUESS asked whether the current [HALF] program
provides a dividend to the state per statute.

MR. BITNEY explained that AHFC s dividend is based on the net
i ncone of the corporation, which totaled $96 mllion, including
the $7 mllion windfall from Bank of Anerica in fiscal year
2001. This [HALF] program amount to $20.3 mllion. Ther ef or e,
[the HALF] program provided $20.3 nmillion of the dividend.

Nunmber 1386

REPRESENTATI VE HALCRO remarked that he found the sponsor's
letter included in the commttee packet as conpletely insulting.

He read the following statenment from that letter: "Failure to
pass SB 181 sends the nessage that although you are asking
Al askan workers to pay an inconme tax, you are not willing to cap
housi ng | oan subsidies at reasonable |evels." Recalling when SB
181 was in committee last Tuesday, Representative Halcro
stressed that the committee didn't |ike the original version of
SB 181 because of the intent. "The intent of the bill was

specifically to take a slap at rural Al aska," Representative
Hal cro charged. Aside from that, this program contributes $20
mllion to AHFC s annual dividend. This is nobney the state
needs.

REPRESENTATI VE HALCRO stressed that AHFC is a business and
gquestioned why the legislature is dabbling in the day-to-day
busi ness of AHFC. Representative Halcro said that he didn't see
the need to cap popul ations. He noted his support of the
anended Version [H]. Representative Halcro stated, "I'm not
going to entertain any discussion or support any neasure that
puts back in some of the controls or the caps that was in the
original version." He questioned what isn't fair about this
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program Representative Halcro expressed the need to put on the
record what the legislation is: an ideological attack on AHFC
He concluded by reiterating his support of Version H

Number 1557

REPRESENTATI VE SCALZI concurred wth Representative Halcro's
remar ks. He recalled that there was a simlar "shot" taken at
the Alaska fisheries revolving loan program which generates
bet ween $12-$18 mllion annually. Representative Scal zi rel ated
his belief that there are good reasons for the AHFC program and
the revolving |oan program Representative Scal zi inforned the
commttee that he received the following information from a

realtor in Anchorage. In Anchorage there is the Anchorage
Nei ghborhood Housing Program for inconme-driven borrowers to
borrow the 20 percent necessary for a good down paynent. In

Anchorage there is also the Oficer Next Door Program and the
Teacher Next Door Program that forgives 50 percent of the |oan
of an officer or teacher that stays at the |ocation under which

the loan was taken. He clarified that the Minicipality of
Anchorage offers such generous prograns because its popul ation
base affords it the ability to do so. However, rural Al aska

doesn't have the population base to offer such prograns.
Represent ati ve Scal zi announced his support of [Version H

Nunber 1706

CO-CHAIR MEYER related his belief that Senator Donley's intent
in introducing SB 181 is due to his belief that the state should
review how it spends noney before asking for additional noney.
He pointed out that the spreadsheet specifies that there are
nine properties, which can be houses or investnment properties,
[for which the |oan] anpbunts to over $350,000. One has to have
a fairly good inconme to afford a house of that size. Co- Chair
Meyer recalled that AHFC s testinony has explained that the
| egi sl ati on generates nore revenue for the state because those
buyi ng houses that [are nore than the cap] would have to pay a

hi gher rate on the anmount over the specified cap. Co- Chai r
Meyer related his belief that Senator Donley has good intentions
[wth SB 181] because it wll generate nore noney for the state,

and furthernore the legislation seens to bring the program in
line with the original intent of the program Co- Chair Meyer
announced that he liked the teacher housing program and
expressed concern that sending the legislation back to the
Senate with only the provisions dealing with the teacher housing
program could [kill] the bill. Therefore, this good bill should
be sal vaged such that both bodies accept it.
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CO CHAIR MORGAN agreed that the intent of the bill is good.
Essentially, the bill has been redirected in order to acconplish
some novenent. He pointed out that this isn't a giveaway but
rather a | oan.

Nunber 1848

REPRESENTATI VE MJURKOWSKI said that she didn't find the cap so
offensive, and furthernore she felt that the nunbers provide
AHFC the justification for setting the cap at $250, 000. In
attenpting to determne the reason one wuld have to elimnate
the program Representative Mirkowski said that she didn't see
that nmuch abuse. Al though one mght expect the snaller
communities where the cost of construction is nuch higher to
fall in the $300,000 category, that isn't the case. In the
smal l er communities where the loan is utilized, it is utilized
at the |ower end. Representative Mirkowski related that she
didn't have a problem with a cap so long as it was set at a
realistic level, which she indicated would be $250, 000. She
said that it's inportant to nove out this bill today in order to
forward the teacher provisions.

REPRESENTATI VE GUESS inquired as to whether other AHFC prograns
have caps and if so, what is the cap.

MR. BITNEY answered that the min program is the tax-exenpt
first-tinme honebuyer program that has an interest rate
equivalent to that for the rural program However, the wth
allowing that program to be available in the sane |ocations as
the [HALF progran] is problenmatic because the tax-exenpt first-
time honebuyer program specifies a limt on the incone of the
borrower and the price of the hone. [ These Iimtations] result
in two-thirds of the tax-exenpt program noney going to the
Muni ci pality of Anchorage area.

REPRESENTATI VE GUESS commented that perhaps she was remss in

initially attenpting to rush this bill through. Furt her nor e,
the teacher part of the bill is very inportant.
Nunber 2257

DAN FAUSKE, CEQ Executive Director, Al aska Housing Finance
Corporation, informed the commttee that the tw |argest and
nost successful housing prograns in Anerica are controlled by
the Internal Revenue Service (IRS) not the U S. Departnent of
Housi ng and Devel opnent (HUD). Furthernore, the caps and
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limtations are placed on prograns by the federal governnent.
He explained that the tax-exenpt first-time honebuyer programis
a cap that was initiated and is admnistered by the federal

government. If this is a fairness issue, then everyone needs to
work together to get things acconplished through Alaska's
congressional |egislators. He noted that although "we" were

successful in having the caps raised, the caps were only raised
in Anchorage not rural Alaska. The vast ngjority of tax-exenpt
first-tinme honebuyer |oans are in urban Al aska and the rest of
the state is basically prohibited due to the [federal] caps and
limtations.

MR. FAUSKE turned to the rural areas and comented that a
$400,000 honme [loan in rural Al aska] is an exception. When
| ooking at the list of |oans, houses at the $400,000 |evel are
in the mnority. Moreover, one nust keep in mnd the anount of
work a [$400,000] house generates in the comunity and the
anount of noney spent on that house that returns to the state
based on AHFC s dividends. Therefore, M. Fauske said he didn't
view [the $400,000 house] as bad business but rather soneone in
a rural area taking advantage of an available program He
cormented that an admirable conprom se has been worked out on
the bill.

MR. FAUSKE pointed out that AHFC is held to energy standards by
state |aw. He expressed his belief that it isn't appropriate
for federal institutions to not adhere to anything but the |ocal
buil di ng code, especially in this tine of heightened awareness
with regard to energy consunption. M. Fauske noted his support
of the program although he acknow edged the need to reach a
conpr om se. He said he felt that a conprom se had been reached
with the $250,000 cap. In closing, M. Fauske recomrended t hat
the cap be set as high as possible, within reason, in order to
gener at e busi ness.

Nunmber 2468

COCHAIR MEYER noved that the commttee adopt conceptua
Amendnent 1, which reads as foll ows:

Page 1, line 1, followng "Act":

Insert "relating to and increasing the interest
rate on that portion of a loan for a single famly
house or owner-occupied duplex in a small conmmunity
t hat exceeds $250, 000;"

Page 2, line 16, following "AS 18.56.420.":
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I nsert  "However, under this subsection, the
interest rate on that portion of a loan for snall
community housing for a single-famly house or owner-
occupi ed duplex that exceeds $250,000 is the sane as
the interest rate determ ned under AS 18.56.098(f)(1)

- (14)."
REPRESENTATI VE SCALZI obj ect ed.

CO CHAI R MORGAN nentioned that the amendnent may require a title
change.

CO- CHAIR WMEYER explained that he is offering the anmendnent
because he believes that everyone supports the teacher housing
provi sion. However, he said he believes that returning to the
Senate wthout sonme cap would result in losing the teacher
housi ng provision. Furthernore, AHFC has testified that raising
the cap to $250,000 woul d generate nore revenue.

REPRESENTATI VE KERTTULA related that she didn't believe the
commttee had nmade a m stake when the section being reinserted
was originally deleted. For those |oans over $250,000, there
would be a blended rate. She pointed out that the nobvenent
seens to be in the area of $250,000 I oans. Furthernore, the
cost for construction in rural Alaska is going to continue to
rise. Representative Kerttula posed a situation in which the
[cap] is set at $250, 000. In such a situation, would there be
the risk of sone of those loans going to other prograns, she
asked.

MR. BITNEY said that AHFC would remain below the rate of the
national organizations for quite sone tine. Therefore, AHFC
assunmed that it would nmaintain alnost all of the |oans AHFC
currently receives. However, sonme |oans may choose to go with a
national organization in order to avoid dealing wth energy
efficiency restrictions required with AHFC. Al t hough it's hard
to neasure the risk, M. Bitney acknow edged that sone |oans
will be |ost due to the AHFC requirenents.

Number 2659

REPRESENTATI VE SCALZI specified that just |less than 4 percent of
the homes on the Kenai Peninsula are above the $250,000 nark.
Since 4 percent doesn't anobunt to much, Representative Scal zi
announced that he didn't support the anendnent. Fur t her nor e,
Representative Scalzi informed the commttee that the Kodiak
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annexation failed largely because those folks [outside of
Kodi ak] woul d be exenpted fromthis program

REPRESENTATI VE HALCRO noted his agreenent with Representative
Scal zi . Representative Halcro inquired as to how the $250, 000
cap would affect AHFC s incone.

MR. FAUSKE answered that he felt that AHFC would continue to
capture the majority of the | oans based on a 1 percent reduction
with a cap of $250, 000. Furt hernore, those people with persons
buyi ng a $300, 000- $325, 000 home woul d still find it advantageous
to use an AHFC | oan. Therefore, the assunption was that [the
cap] woul d enhance the programrather than harmit.

REPRESENTATI VE HALCRO asked if there have been any conplaints
with this | oan program

MR. FAUSKE replied no. However, in Kenai AHFC addressed the
Kenai City Council because people were noving outside the city
limts not only because of the l|oan program but also because

people were getting "nore bang for their buck."” The tax-exenpt
first-time honmebuyer program is actually [utilized nore] than
the rural home program in certain areas. The discussion

resulted in the city council passing a resolution stating that
it wanted to see a [rural honme progran] as a statew de program
M. Fauske related that the industry has not had concerns.
Al t hough the Boundary Conmi ssion had concerns, AHFC dealt wth
t hose i ssues. In response to Representative Halcro, M. Fauske
said that those with current |oans would not be inpacted by a
cap.

TAPE 02-27, SIDE B

REPRESENTATI VE GUESS inquired as to whether a $250,000 threshold
woul d work for awhile or will this have to be revisited soon.

MR. FAUSKE answered that he assuned that this threshold will be
revisited. He predicted that a $250,000 threshold should be
appropriate for the next couple of years unless there is a
significant change in the econony.

MR. BITNEY pointed out that if this l|egislation passed, there
woul d be a threshold in statute as well as the popul ati on caps,
which is the issue that is wusually revisited frequently. For
exanple, it wll probably be another year or two before Bethel
reaches the 6,500 population threshold for areas off the road
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system Therefore, he predicted that there will be |egislation
dealing with the popul ation threshold before the | oan threshol d.

Nunber 2849

CO CHAIR MEYER said that Representative Guess has a good point
and had he thought of it he would have tied the cap to the
Consuner Price Index (CPI). However, it's probably better to
revisit this every couple of years.

REPRESENTATI VE GUESS pointed out that there is only one CPl for
the state, the one used for Anchorage.

Number 2795

REPRESENTATI VE HALCRO suggested that perhaps the cap should be
bunped up so that this issue won't have to be revisited for
another 5-6 years. He noted his support of changing the cap
from $250, 000 to $300, 000.

CO CHAIR  MORGAN, determ ning that there was no further
di scussion on the anendnent, asked if Representative Scal zi
mai nt ai ned hi s objection.

REPRESENTATI VE SCALZI replied yes.

A roll call vote was taken. Represent ati ves Mirkowski, QGuess,
and Meyer voted for the adoption of conceptual Anmendnment 1.
Representatives Kerttula, Halcro, Scalzi, and Mrgan voted
agai nst the adoption of conceptual Anmendnent 1. Ther ef or e,
conceptual Anmendnent 1 failed by a vote of 3:4.

Number 2722

REPRESENTATI VE =~ MURKOWSKI noved that the conmttee adopt
conceptual Amendnent 2, which is the sanme as Anendnent 1 except
that the cap is increased to $300, 000.

REPRESENTATI VE SCALZI obj ect ed.

CO- CHAI R MEYER noted his support of conceptual Anmendnent 2, but
reiterated concern that the bill wll [die] in the Senate
W t hout a cap.

REPRESENTATI VE HALCRO said that it's up to the Senate to decide

whet her or not to act on sonmething that has nerit. He expressed
an aversion to include something so that the teacher portion of
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the bill 1lives. He noted his support of the $300,000 cap,
al though he stressed that it establishes a bad precedent when
the legislature tries to mcromanage agencies that are
responsi ble for providing a dividend.

REPRESENTATI VE GUESS commented that care should be taken when
one body tries to do things solely to please the other body.
Di fferences should be dealt with in conference commttees.

MR. BITNEY, in response to Co-Chair Meyer, said that whether the
cap is $250, 000 or $300,000, it enhances the program

REPRESENTATI VE =~ MURKOWSKI agreed wth Representative (Quess
coment s. She explained that she noved conceptual Anmendnent 2
because of AHFC s testinony that it would enhance the program

A roll call vote was taken. Representatives Hal cro, Mirkowski
GQuess, and Meyer voted for the adoption of conceptual Amendnent
2. Representatives Scal zi, Kerttula, and Mrgan voted agai nst
the adoption of conceptual Amendnent 2. Ther ef ore, concept ual
Amendnent 2 passed by a vote of 4:3.

Nunber 2450

REPRESENTATIVE GGUESS noved that the comittee adopt the
fol |l owi ng anendnent :

Page 2, line 30, after "teacher"
I nsert "and educational professional”

REPRESENTATI VE GUESS recal l ed testinony during the House Specia
Commttee on Education interim hearings that specified that
there is a shortage of counselors and other professionals. In
response to Representative Mirkowski, Representative Guess said
she didn't believe that every other reference to teacher should
include "and educati onal prof essional” because the other
references are related to teacher housing.

Nunmber 2346

REPRESENTATI VE SCALZI inquired as to what this would really
acconplish for the teachers.

REPRESENTATI VE GUESS expl ai ned that this |anguage would all ow an
entity to obtain a break on providing teacher housing, which is
a huge problemin rural Alaska. She pointed out that in [rura
Al aska] there isn't housing to purchase.
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REPRESENTATI VE  SCALZI related his understanding that any
residential property would qualify. He pointed out that only
dupl exes and residential property qualify. Therefore, he
guesti oned why sonething specific for teachers is necessary.

REPRESENTATI VE GUESS related her understanding that it was for
multi-famly residences.

MR. BI TNEY expl ained that the residential portion of the program
is limted to single fam |y hones and dupl exes. Therefore, the
only difference for the teacher portion is that mnmulti-famly
hones would qualify for a teacher housing project. In further
response to Representative Scalzi, M. Bitney pointed out that
the definition of "teacher housing"” specifies that teacher
housing is a nulti-famly residence that nmay be nonowner
occupi ed or owner occupied. The [teacher housing provision] is
the only provision that can go beyond a dupl ex.

REPRESENTATI VE SCALZI posed a situation in which the teacher
noves out of the residence and the remaining residents are not
[teachers]. In such a situation, would the loan remain in tact
or would it lose the 1 percent reduction rate.

MR. BITNEY answered that under the current |anguage, the |oan
would stay in tact, but the 1 percent discount would be |ost
fromthat point forward

Nunber 2184

REPRESENTATI VE MURKOWSKI rel ated her wunderstanding that teacher
housing under [Version H would nean that only a multi-famly
residence could qualify [for this teacher housing | oan].

MR. BI TNEY expl ained that a teacher buying a single-famly house
would do so under the regular portion of the program and
therefore there wouldn't be any limtation on the resale wth
the interest rate. The benefit of the teacher [housing prograni
is if it's for a tri-plex or above, but each unit has to be
occupied by a certified teacher. He pointed out that |anguage
to that effect is on page 2, lines 28-31.

REPRESENTATI VE MURKOASKI posed a situation in which a six-plex

owner who isn't a teacher wanted to live in one of the units [of
a building that had a teacher housing | oan].
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MR. BI TNEY answered that the owner couldn't live in one of the
units [if the six-plex was under a teacher housing |oan].
Therefore, if this owner was to nove in the entire conplex would
|l ose eligibility for the teacher housing | oan.

The commttee took an at-ease from12:40 p.m to 12:42 p.m
Nunmber 2026

REPRESENTATI VE GUESS noved to adopt HCS CSSB 181, Version 22-
LS0488\H, Cook, 5/9/02, as the working docunment. There being no
obj ection, Version H was before the conmttee.

Number 1991

REPRESENTATI VE MJURKOASKI  noved that the conmttee adopt new
Amendnent 1, which reads as foll ows:

Page 1, line 1, followng "Act":

Insert "relating to and increasing the interest
rate on that portion of a loan for a single famly
house or owner-occupied duplex in a small conmmunity
t hat exceeds $300, 000; "

Page 2, line 16, following "AS 18.56.420.":

I nsert  "However, under this subsection, the
interest rate on that portion of a loan for snall
community housing for a single-famly house or owner-
occupi ed duplex that exceeds $300,000 is the sane as
the interest rate determ ned under AS 18.56.098(f)(1)

- (14)."

[This was formerly conceptual Amendnent 2 noved and adopted by
Represent ati ve Murkowski before the HCS was adopt ed. ]

A roll call vote was taken. Represent ati ves Mirkowski, QGuess,
Hal cro, and Meyer voted for the adoption of new Amendnent 1.
Representatives Scal zi, Kerttula, and Mrgan voted against the

adoption of new Amendnent 1. Therefore, new Anmendnent passed by
a vote of 4:3.

Number 1894

REPRESENTATIVE GGUESS noved that the comittee adopt the
foll ow ng anendnent, Anmendnent 2:

Page 2, line 30, after "teacher"
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I nsert "or educational professional™
There bei ng no objection, Arendnent 2 was adopt ed.
Nunber 1730

REPRESENTATI VE MJURKOABKI noved to report HCS CSSB 181, Version
22-L.S0488\H, Cook, 5/9/02, as anended out of commttee wth
i ndi vi dual recommendati ons and the acconpanying fiscal note.

REPRESENTATI VE HALCRO objected for the purposes of discussion.
Representative Halcro expressed concern with regard to the
i mredi ate effective date and suggested giving AHFC time to
change. He proposed an effective date of January 1, 20083.

MR. BITNEY related his experience that when there is an
effective date on a change to a program there is generally a
run on busi ness when the word gets out about the effective date.
Therefore, extending the effective date provides nore tinme for
people to be informed about the effective date and thus there
m ght be nore of a push for sonme of the upper-end |oans that
m ght be inpacted by the threshol d.

MR. BITNEY, in response to Co-Chair Myer, agreed that upon
adj ournment there would be approxinmately a nonth of tine [before
the bill is signed].

REPRESENTATI VE MJRKOASKI  pointed out that elimnating the
reference to the effective date would nean that the |egislation
woul d beconme effective 90 days after the governor signs it.
Per haps, this would be the best solution.

Nunber 1612
REPRESENTATI VE MURKOASKI wi t hdrew her notion to nove Version H
as anended from conmttee. There being no objection, it was so

order ed.

REPRESENTATI VE =~ MURKOWEKI noved that the conmmttee adopt
Amendnent 3, which reads as foll ows:

Page 3, line 22,
Del ete Section 4

There bei ng no objection, Amendnent 3 was adopt ed.

Number 1580
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REPRESENTATI VE MURKOWSKI noved to report HCS CSSB 181, Version
22-1.S0488\H, Cook, 5/9/02, as anended out of conmttee wth
i ndi vi dual recommendati ons and the acconpanying fiscal note.

REPRESENTATI VE SCALZI obj ect ed.

A roll call vote was taken. Represent ati ves Mirkowski, QGuess,
Kerttula, Halcro, Meyer, and Mrgan voted to report HCS CSSB 181
as amended from comm ttee. Representative Scal zi voted agai nst
to report HCS CSSB 181 as anended from conmttee. Ther ef or e,
HCS CSSB 181(CRA) was reported out of the House Community and
Regi onal Affairs Standing Conmttee by a vote of 6:1.

The commttee took a brief at-ease.
ADJ QURNVENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Conmttee neeting was
adj ourned at 12:55 p.m

HOUSE CRA COW TTEE - 39- May 9, 2002



