M NUTES
SENATE FI NANCE COWM TTEE
April 19, 2001
9:10 AM

TAPES

SFC-01 # 78, Side A
SFC 01 # 78, Side B
SFC 01 # 79, Side A

CALL TO ORDER

Co-Chair Pete Kelly convened the neeting at approxinmately 9:10 AM
PRESENT

Senat or Dave Donl ey, Co-Chair
Senat or Pete Kelly, Co-Chair
Senator Jerry Ward, Vice Chair
Senat or Lyda G een

Senat or Al an Aust er man

Senat or Lyman Hof f man

Senat or Donal d 4 son

Senator Gary W/ ken

Al so Attendi ng: SENATOR RI CK HALFORD, JOHN FAUSKE, Chief Executive
O ficer and Executive Director, A aska Housi ng Finance Cor porati on,
Department of Revenue; WAYNE MJUNDE, Executive Director, Bering
Straits Regional Housing Authority; JOHN BITNEY, Legislative
Li ai son, Al aska Housi ng Fi nance Corporation, Departnent of Revenue;
QJY BELL, Director, Dvision of Retirenment and Benefits, Departnent
of Adm ni stration; KEN Bl SCHOFF, Director, Division of
Adm ni strative Services, Departnent of Public Safety;

Attendi ng via Tel econference: From Honer: TERRY YAGER, DAVID
DERRY; JOHN KOSCH, From Kodi ak: BOB BODI E; BONNI E AULABAUGH, 9-year
Nonme resident then 14-year Kodiak resident; From Kwethluk: MAX
ANGENAN, Executive Director, Kwethluk Tribal Residence Counsel;
From Ketchi kan: CHUCK DEARDEN, Energy Rater, and nenber of the
Ket chi kan Home Builders Association; From Anchorage: RENEE
DEVEREAUX, President, Al aska Mrtgage Bankers Association, and
Seni or Vice President, Residential Mrtgage; From D llingham DAVE
MCCLURE, Executive Director, Bristol Bay Housing Authority, and
Former Director, AHFC, BRAD ANAGASAN, Village Public Safety Ofice
Program Manager, Bristol Bay Native Association; From None: JOSIE
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STILES, Village Public Safety Oficer Program Director, Kawerak
Nat i ve Associ ation; From Fairbanks: JI M KNOPKE, Director, Village
Public Safety O ficer, Tanana Chiefs Conference, Inc.; From Craig:
ROBIN LOMN, Village Public Safety O ficer

SUMVARY | NFORMATI ON

SB 181- SMALL COMVUNI TY HOUSI NG LOANS

The Commttee heard from the sponsor, the Al aska Housi ng Finance
Corporation, industry representatives and nenbers of the public.
The bill was held in Conmttee.

SB 145- REG ONAL & VI LLAGE PUB. SAFETY OFFI CERS

The Commttee heard from the sponsor, the Departnment of Public
Safety and affiliated organizations. A conmittee substitute was
adopted and the bill was held in Conmttee.

SENATE BILL NO 181

"An Act meking the interest rate for the Alaska Housing
Fi nance Corporation's small comunity housi ng nortgage | oans
the sane as the interest rate on nortgage |oans purchased
under the corporation's special nortgage | oan purchase program
from the proceeds of the nost recent applicable issue of
t axabl e bonds before the origination or purchase of the snal
communi ty housi ng nortgage | oans.™

This was the first hearing for this bill in the Senate Finance
Commi ttee.

Co- Chair Donl ey spoke to this bill sponsored by the Commttee. He
explained that this legislation elimnates the statutory one-
percent bel ow nmarket interest rates for the Housing Assistance Loan
Fund (HALF) and replaces it with a standard narket rate for AHFC
honme | oans. He spoke of the existing statute governing the HALF
program and mandating the one-percent below market rate in
communities of less than 6,500 residents. He noted that the
popul ati on requirenent had been raised a few years prior.

Co-Chair Donley referenced a Septenber 2000 Division of Legislative
Budget and Audit (LB&A) report [Copy on file.] saying it concl uded
that the need for the HALF program has been elimnated through
other prograns and private entities neeting the needs of
honeowners. He stated that if the one-percent subsidy provision
were elimnated and if loan activity renmained constant then

SFC- 01 (2) 04/ 19/ 01



$500, 000 annual Al aska Housi ng Fi nance Corporation (AHFC) earnings
could be retained to assist in balancing the state budget.

Co-Chair Donley asserted that the HALF program is not based on
need, but only on community size and as a result, provides | ow cost
| oans to borrowers who don't need the subsidy while denying a
subsidy to other Al askans who may have the need. He stressed that
this is unfair discrimnation. He added that this provision is also
not based on construction costs in a particular community and is
rather an "arbitrary policy call", which he disputed.

Co-Chair Donley noted that the elimnation of this subsidy would
encourage the formation, consolidation and unification of |oca
governments. He relayed that this provision was determned in the
Local Boundary Comm ssion (LBC) 1999 report to the | egislature as
one of the major inhabitants to formation of |ocal governnents.

Co- Chair Donl ey opined, "This program has been severely abused by
sonme Al askans." He detailed that in the past few years, 148 | oans
were made in amounts over $200,000, 11 loans were for amounts
greater than $300,000 and one | oan was over $400,000. He stressed
this is a "pretty massive subsidy” over the |ife of these |oans. He
cal culated that the $400,000 |oan would cost the state $100, 000
over its life.

Co-Chair Donley qualified that the HALF programwas "wel | intended
when it started,” due to evidence of higher construction costs in
smal | er communities. However, he argued that because the provision
"wasn't put in place in any kind of smart public policy way, just
an arbitrary population limt," it created a disparity that
unfairly discrimnates against certain A askans to the benefit of
"very rich Al askans” who live in rural areas.

Co-Chair Donley again cited the LB&A report as finding that nost of
the qualifying areas no | onger have construction rates higher than
the ineligible areas. He relayed the audit reconmends the
elimnation of the one-percent interest subsidy.

Co-Chair Donley stressed that this | egislation does not elimnate
the HALF program He stated that there is a denonstrated need for
"nonconformng | oans” in areas with | ower popul ation. He expressed
the need to continue this program but wthout the one-percent
subsi dy provi sion.

Co-Chair Donl ey pointed out other AHFC prograns identified by the

LB&A audit available to provide | ower interest |oans to borrowers
wi th a denonstrated need.
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Co- Chair Donl ey spoke to additional concerns, such as found on the
Kenai Peninsula. He described the Cty of Kenai, which does not
qualify for the one-percent provision, and residences |ocated
out si de the nunicipal boundary as close as across the street, which
do qualify. He stated that borrowers wth the sane incong,
purchasing identical houses within a block of each other pay
different interest rates. He again challenged this is "l|ousy
stupid public policy"” that is "indefensible."

Co- Chair Donl ey enphasi zed that the intent of the programis not to
give the interest rate discount to those people who can afford a
$400, 000 hone l|oan. He surmised that providing subsidies for
borrowers who truly need it would better use state funds.

Senator Ward shared that residents of Kenai in his district living
inside the city imts support this legislation, while those |iving
"on the other side of the street” are opposed. He asked if a needs-
based provision was consi der ed.

Co- Chair Donley answered that the LB&A audit suggests there are
programs currently avail able on a needs basis and therefore, this
program does not need to be restructured to neet these needs.

Senat or Hof f man expressed that there remains a need for the HALF
program although it is possible that it should be nodified for
reasons descri bed by Co-Chair Donley. He agreed that $300, 000 hone
| oans should not be included in the program He referred to the
LB&A report that lists nodifying the existing programas the first
recommendation and elimnation is as the second. He enphasi zed t hat
there, "is a strong need" for this one-percent interest rate
subsidy provision in areas outside of Anchorage, Fairbanks and
Juneau because of higher construction costs, including freight and
| abor. He told of the necessity for contractors to travel to and
tenporarily relocate in smaller communities when buil ding homes in
these areas. In contrast, he noted, that many construction workers
al ready reside in urban areas and are available to build honmes in
their communities.

Senat or Hof fman shared communications he had received from an
enpl oyee of the First National Bank of Al aska in Bethel in which he
was told that there is a need for this program in the Yukon-
Kuskokwi m Del ta regi on

Senat or Hof frman stressed that a one-percent interest rate reduction
does not conpletely conpensate for the higher construction costs.

Co-Chair Kelly asked Senator Hoffman to work wi th Co-Chair Donl ey
to devel op needs-based criteria to include in the bill

SFC- 01 (4) 04/ 19/ 01



Senat or Austerman read from the LB&A report, "although the HALF
program has not been effective in targeting high-cost areas of the
state, it can be made effective through a statute change...If the
| egi slature likes to continue the HALF program we woul d recomend
a nore direct approach. For exanple, the legislature may wish to
subsidize only borrowers in comunities wth building costs
exceedi ng 115 percent."” He suggested that there were other ways to
address the need issue wthout elimnating the one-percent subsidy
provi sion.

Senator (O son stressed that if there is abuse of a system
especially one that is subsidized, he agreed that it needed to be
nodi fied, although not necessarily elimnated. He referenced the
one $400,000 |oan and asked if the sponsor knew what type of
project the loan was funding, whether a single dwelling or an
apart ment conpl ex.

Co-Chair Donley answered that the project was a single-famly
house. He pointed out that the loan itself was for $400, 000,
meani ng that the actual cost of the house was higher.

Co-Chair Donley noted in the LB&A report that since the HALF
program was created, "those barriers to construction had been
adequat el y addressed by other private or governnent prograns except
for higher construction costs in sone areas."” He continued citing,
"Al t hough the higher construction costs have not been fully
addressed, nost of the loans are not being nade in those high
construction areas of Alaska." Therefore, he surmsed that the
majority of the subsidized | oans are not issued in the higher cost
construction areas.

Senator Hoffman ascertained that part of the reason for the
i ssuance of these loans in rural areas is because the costs are
hi gher and the one-percent interest rate reduction is likely not
sufficient to conpensate.

TERRY YACER testified via tel econference fromHonmer to comment t hat
t he one-percent subsidy provision in his area "has been a help on
many fronts." He el aborated that the nmultiple listings service in
Homer shows | ess than six hones annually list for over $225, 000.
He spoke of the high cost of living and increased construction
costs. He stated that AHFC has been responsive to the needs of the
community by offering various prograns that give incentives to
buil ders to construct better quality honmes. He acqui esced that "no
programis perfect” but requested that the HALF program continue in
sonme form
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BOB BODIE testified via teleconference from Kodiak referring to
witten testinmony he had submtted. He disagreed with Co-Chair
Donl ey’s charge that the program was abused. M. Bodie asserted
that it is unfair to charge recipients of abusing a program when
all the rules are conplied with. He pointed out that the sane house
|l ocated in Kodiak could be purchased for half the price in
Anchorage and that successful residents of smaller comunities
shoul d not be required to nove to urban areas in order to purchase
a quality hone.

M. Bodie conpared this legislation to that of a child w tnessing
his brother with a candy bar, and denmanding his nother take the
candy away rather than sharing. He suggested that the one-percent
interest rate reduction could extend to the entire state, stressing
that a | arge nunber of nortgage paynents currently made to out of
state lenders could remain in Al aska. He surm sed that this would
conpensate the corporation for the |ower interest rate earnings.

Co-Chair Kelly commented that Co-Chair Donley did not infer that
there was abuse of the current system

BONNI E AULABAUGH, 9-year Nonme resident then 14-year Kodiak
resident, testified via teleconference from Kodi ak that she has
utilized the HALF program She stressed that in certain areas of
the state, such prograns are necessary for residents to afford
adequat e housi ng. She acqui esced that while sone of the | oans have
exceeded $300,000, it sonetinmes costs over $200,000 to purchase a
hone adequate for the needs of a famly.

Ms. Aul abaugh understood that this programwas established with the
intent of addressing the needs of the residents of rural
comunities not connected to Anchorage or Fairbanks by either the
Al aska Railroad or by road. She suggested that the population
criteria could be reviewed and adjusted for areas that are
connected to urban areas, noting that Kodiak is not connected. She
poi nted out that the Gty of Kodiak popul ati on precl udes residents
fromqualifying for the one-percent interest rate differential.

Ms. Aul abaugh questioned why sone senators thought that every state
program for Al askans nust be based on need. She expressed that it
woul d be fairer to have sonme prograns intended to hel p Al askans,
particularly those willing to live in rural areas.

[ Note: The following testifier spoke froman off-net |ocation. The
audio feed into the Commttee room was poor, although the audio
recording is adequate. Commttee nenbers were unable to discern
much of the testinony.]
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MAX ANGENAN, Executive Director, Kwethluk Tribal Residence Counsel
testified via tel econference fromKwet hl uk to request continuation
of the HALF program He gave a history of the local housing entity
established by the | ocal government and the construction of seven
new hones and one duplex since its inception. He stated that the
one-percent subsidy provision was utilized in the financing of
these homes. He told of the higher construction costs in his
community and noted that the average |oan amount for Kwethl uk
residences is $100,000. He assured that the approxinmately 900
resi dents of Kwethluk are | ow income.

DAVID DERRY, real westate appraiser on the Kenai Peninsula,
President, AK Chapter of the Appraisal Institute, testified via
tel econference from Honer that there are two issues contained in
this legislation. The first he said is the interest rate change and
the second is the benefit of the AHFC rural housing programin the
underwriting criteria. He stressed that while an interest rate
di fference of one-percent mght seeminsignificant, it can affect
the affordability of housing. He further detailed the many factors
contributing to higher construction costs in rural areas including
those comunities located along the road system He relayed a
conversation wth a California based I|ender regarding an
application for a |oan on duplex in Anchor Point and the concl usion
that the rural setting precludes the property from neeting the
| ender’' s underwriting requirenents.

Co-Chair Kelly stated for the record that this legislation "doesn't
elimnate that program it would still be available."

CHUCK DEARDEN, Energy Rater, and nenber of the Ketchikan Hone
Bui |l ders Association, testified via tel econference from Ketchi kan
on howthis interest rate affords young famlies with children to
purchase hones rather than rent. He informed that the econony in
Ket chi kan i s depressed and the hones purchased using this program
average from $135,000 to a nmaxi mum of $200, 000. He al so noted the
dependence on fuel oil for heating as opposed to the availability
of | ess expensive natural gas in Anchorage. He expressed agreenent
with statenments nmade by previous testifiers.

RENEE DEVEREAUX, President, Al aska Mrtgage Bankers Association

and Senior Vice President, Residential Mrtgage, testified via
t el econference from Anchorage about the inportance of AHFC prograns
i n maki ng hone ownership possible in rural Al aska. She stated that
t he one-percent interest rate subsidy conpensates for just a small
portion of the higher construction costs. She surm sed that the
situation of simlar houses |ocated on either side of city limt
boundaries that qualify or do not qualify based on which "side of
the street” they are on, was the basis for this |egislation. She
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rel ayed that the Mortgage Bankers Association contends that if this
public policy needs to be addressed then the definition of "rural™
should be reviewed rather than penalizing all of the rural
comunities.

DAVE MCCLURE, Executive Director, Bristol Bay Housing Authority,
and Fornmer Director, AHFC, testified via teleconference from

Di | I'i ngham about his awareness of the responsibility of AHFC to
transfer the annual dividend paynent to the state and the effect of
this dividend to the state's revenue. He requested the bill be

anended to support a needs based program in high cost areas. He
informed that freight delivery costs average ten to 20 percent
hi gher. He pointed out that housing authorities and vill ages have
begun to design and inplenment | oan prograns rather than utilize the
hi ghl y subsi di zed prograns as in the past. He stated that the one-
percent subsidy provision is part of a package that includes
property tax reduction agreenents with |ocal governnents, "soft
second" nortgages and | ower insurance through risk pools.

JOHN KOSCH, Legislative Chair, Kachemak Bay Board of Realtors,
testified via tel econference fromHonmer in favor of retaining the
one- percent subsidy provision. He reiterated the argunents made by
ot her wi tnesses.

JOHN FAUSKE, Chief Executive Oficer and Executive Drector, Al aska
Housi ng Fi nance Corporation, Departnent of Revenue, testified in
Juneau about the extensive discussions about this programin the
past. He enphasi zed that the one-percent discount was established
to address the docunented hi gher cost of construction in snaller
comunities. He added that conventional underwiting standards and
applications often do not apply in renote comunities. As an
exanple, he informed that small communities often |ack access to
fire insurance, basic infrastructure, police and fire protection as
wel |l as the availability of nortgage insurance.

M. Fauske commended the auditors who authored the LB&A report
citing that sonme of the mtigating circunstances he |listed have
been elimnated or inproved. He agreed with this assessnent, but
qualified that the finding "generalizes" the situation.

M. Fauske advised that the repeal of the one-percent rate
differential would "further result in less affordability for

potential borrowers in small comunities.”" He shared AHFC
prediction that a 15 percent drop in loan volune would be the
"break even point" if the interest rate were increased by one

percent. However, he cautioned that the nore likely result woul d be
a mnimum of 50 percent |oan | oss. He noted estinmates froma banker
i n Kodi ak antici pate an 85 percent reduction.

SFC- 01 (8) 04/ 19/ 01



M . Fauske stressed that the issue of fairness nust be carefully
consi dered pointing out that the corporation has been adhering to
the current provisions, which are in statute. He described the
"perfect bell curve" of the portfolio consisting of loans to | ow
i ncone borrowers, mddle-incone borrowers earning between $50, 000
and $99, 000 annually and the mninmal |oans in anmounts higher than
$200, 000. He enphasi zed that the question of whether to issue |oans
to high-incone borrowers is not his to answer. Although, he said
that those Al askan borrowers who do qualify for the prograns are
currently eligible.

M. Fauske spoke of the city boundary issue, telling of his neeting
with the Cty of Kenai city council. He disclosed that the
corporation shares the frustrations about the definition of
"rural ".

Co-Chair Donley interrupted to state that the |egislation does not
contain a definition of "rural" but rather establishes a popul ation
| evel . He asserted that the "continued use of the term nol ogy rural
is just erroneous."

M. Fauske clarified that he considers areas outside of Fairbanks,
Anchorage and Juneau as rural. He noted that the Kenai Gty Counci
recommends changing the definition of the programto match that of
the US Departnent of Housing and Urban Devel opnent (HUD) that
determnes rural to be all areas outside of Anchorage, Fairbanks
and Juneau.

M. Fauske continued by sharing that the programearned $19 mllion
for the corporation the previous year and that besides the | ost
| oan activity, his concern is that there is not a corresponding
increase in net inconme. He stressed that AHFC could not conpete
wi th Fanny Mae, Freddy Mac and other federal prograns that m ght
offer loans in these areas because of differentials, |oan issuance
procedures and service release premuns. As a result, he warned
that there would be a significant drop in volune for this program
which in turn woul d have an "absolute inpact to the net incone to
the corporation.” He remnded the Commttee of the performance
nmeasures established by the legislature for the corporation to
"provide affordable, safe housing for Al askan residents, increase
mar ket share and provide a dividend to the state.”

M . Fauske cited a recent survey conducted in January 2001 show ng
the average cost of building materials. He listed: Anchorage
$15, 783, Fai rbanks $18, 000, Juneau $16, 000, Barrow $36, 000, Bet hel
$25, 000 and Nonme $26,000. He next listed the fair market rent of a
t wo- bedroom residence for each community as Anchorage $794,
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Fai rbanks $738, Juneau $1,073, Barrow $1, 048, Bethel $1,074 and
Norme $959. He then gave year 2000 AHFC nedi an sale price figures
for a single-famly home as Anchorage $182, 800, Fairbanks $204, 000,
Juneau $235,000, Barrow $226,000, Bethel $232,000 and None
$242, 000.

M. Fauske shared that he has concerns about the rising housing
costs in Anchorage as well as the rest of the state. He stressed
that the difference between Anchorage and ot her communities is that
the "vast mpjority of the tax exenpt, bonded first tinme homebuyer
noney in this state rolls into Anchorage and urban areas."” He gave
the reasons as nost people living in these areas, but al so because
of the ability to bond these | oans.

M. Fauske reiterated his concerns about protecting the
affordability and home ownership options as well as the net inpact
on the corporation. He addressed the enphasis claimng that this
| egi sl ati on does not elimnate the program He countered, "if you
take the one-percent away, we believe in affect from a business
standpoint, that if not elimnated, is severely curtailed" since
the corporation woul d be unable to conpete against |enders offering
sone of the |oans and the other |oans that would not be nade.

Senator Leman referred to the earlier suggestion to expand the
interest rate reduction to include all residences in the state. He
asked the inpact of this to net income and the ability of the
corporation to conpete with other |enders.

M . Fauske responded that this is a revolving loan fund wth a
static anount of capital.

SFC 01 # 78, Side B 09:58 AM

M. Fauske shared that to expand the interest rate subsidy
provi sion, as suggested, additional funds nust be infused into the
corporation. He stated the goal of the corporation is to be
conpetitive in the bond market. He explained the involvenent of
| oan to value ratios, private nortgage insurance and other criteria
in the creation of a bondable |oan program which would secure
investors. He spoke of efforts of the corporation to create a
taxabl e program that could be below market rate. The proposed
program he said would free up funds for this program expl aining
that current loans in the program are supported by arbitrage.

M. Fauske summarized the two options of allocating additiona
capital and nmaintaining the revolving | oan status, or designing a
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program that is bondable, thus giving access to the capital
mar ket s.

Senator Ward tal ked about the honmes | ocated close to the Kenai city
limts and the different tax structures applied to each. He stated
he supports increased devel opnment in areas of the state. He wanted
to know what AHFC prograns would replace the one-percent rate
differential if it were elimnated.

M. Fauske listed the tax-exenpt first time honmebuyer program the
| argest of the corporation's prograns, as a potential replacenent.
However he predicted difficulties because many borrowers woul d not
qualify based on acquisition limts placed by the federa
government and income restrictions. He then inforned that the
corporation has not issued taxable bonds since 1991, but that if
the corporation resuned, sone borrowers would qualify for this
program He predicted though that buyers would obtain | oans through
ot her conpeting lenders, such as Fannie Mae. He stressed the
difficulties in achieving confornmance requirenments for conventional
| oans in rural areas.

Senator W/ ken asked for clarification that urban areas benefit
fromfirst time honebuyer program while rural areas benefit from
the one-tinme rate differential program He asked if there was a
crossover.

M. Fauske responded that both types of loans are issued to
borrowers in rural areas. He stated the corporation had found that
many honebuyers in the Kenai area were noving outside of the city
limts. He ascertained the reasons for this are many and i ncl ude
| and size and availability and the different tax structure outside
the boundary. He cautioned that until the federal governnent
updates inconme criteria, the rising construction costs would
continue to prevent honebuyers from obtaining |oans through the
first-time honmebuyer prograns. This, he stated is in addition to
the requirenent that qualified borrowers could not have owned a
hone in the past three years.

Senator Wlken clarified that both prograns are available to all
Al askan residents dependi ng upon where in the state they chose to
l'ive.

Senator WI ken disclosed that two of his children had partici pated
inthe first-tine honmebuyer program and each was able to purchase a
house earlier than they could have otherwi se. He asked that if
funds were not utilized for the HALF program if they could be
allocated to the first-time honebuyers program
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M . Fauske answered that the noney in the revolving loan fund is
"tied up in loans" and that there is not instantly avail abl e cash.

Senator Wl ken restated his question of if the HALF program were
elimnated could the first-tinme honmebuyer continue |onger then the
esti mated date of February 2001.

M. Fauske replied it was possible and explained that the first-
ti me honebuyer |oans are bondable and the corporation does sel
bonds for these |oans. He specified that the corporation is Iimted
on the nunber of these bonds that could be sold under the Private
Activity Bond Cap. He stated the difficulty would be in conpiling a
bl ended portfolio that could be marketed in order to secure the
bonds.

Senator WI| ken commented that it has been established that the HALF
program benefits sonme borrowers who do not need this assistance. He
said he wanted those funds to instead be used for first tine
honmebuyers, such as his children, who he asserted do need this
assi stance in order to purchase a house sooner.

Co-Chair Kelly asked if because one programis capitalized and the
other is bonded, there is not an automati ¢ causal relation between
t he two.

M . Fauske affirned.

Senator W1l ken referenced the docunent "Arbitrage Everything you
wanted to know' [copy on file] and asked if the conclusion is that
funds used for arbitrage must be placed in specific types of
prograns, which the US Internal Revenue Service nonitors.

M. Fauske answered this is essentially true.

Senator Wl ken then noted that first tinme honebuyer tax exenption
program does not depend on arbitrage.

M. Fauske expl ained that arbitrage was used in certain prograns to
buy-down interest rates, and to pronote energy efficiency to
benefit |owincone borrowers. The taxable program he continued,
included arbitrage in order to buy the interest rate down to nake
the | oan nore conpetitive. He noted that Fanny Mae interest rates
are always one-eighth to one-quarter of a point below what AHFC
could offer.

Senator W/l ken asked that if the first-time honebuyers taxable

nortgage | oans depend on the availability of arbitrage funds if
reductions to the HALF programthen woul d increase availability of

SFC-01 (12) 04/ 19/ 01



funds for the first-time honmebuyers program

Co-Chair Kelly requested Senator WIlken obtain this information
fromM. Fauske at a later tine.

Co-Chair Donley commented on a response M. Fauske gave to Senat or
Wl ken s question. Co-Chair Donley asserted that other |ending
institutions such as Native housing prograns, regional Native
corporations and rural housing corporations also offer |[|oan
pr ogr ans.

WAYNE MUNDE, Executive Director, Bering Straits Regional Housing
Authority in None testified in Juneau to give details on the
authority. He told of the projects undertaken using AHFC funds in
the sixteen villages included in the Authority. He remarked that
AHFC has been authorized by the legislature to offer the one-
percent interest rate differential to qualified communities as an
acknow edgenent of the higher construction costs in rural areas and
as an incentive to provide economc stinulation to these areas. He
continued that this in conmbination with other interest rate
reducti ons makes housing affordable in rural comrunities.

M. Minde requested that the HALF program not be elimnated. He
suggested that the needs criteria could instead be reviewed. He
stressed that the issue of qualifying residences |ocated across the
street from non-qualifying residences has been before the
| egi sl ature since 1983 when he was the Rural Loan Manager for the
former Departnent of Community and Regi onal Affairs.

M. Minde stated AHFC prograns have found increasing use under the
new federal |aw regarding funding for honme construction through
HUD. He explained that in the past, housing authorities have
carried the |l oan contracts and essentially served as the |ender,
whi ch he said causes a hardship for the authority. As a result, he
said the US Congress has changed the |aw to encouragi ng the use of
federal funds to "reach in and tap into traditional nortgage
mar ket s. "

M. Minde pointed out that the cost of infrastructure in rural
areas adds to the already high construction costs.

Senator Ward wanted to know what ot her | oans besi des those provided
by AHFC exi st that allow for the housing market in the Bristol Bay
ar ea.

M. Minde answered there are other prograns, noting the US

Departnent of Agriculture, Rural Devel opnent, provides sone funding
but that the uses for these loans are limted. He surm sed that
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devel opi ng partnershi ps between the regional housing authorities
and AHFC are key to the success of housing in rural Al aska.

Senator Ward asked if the existence of the HALF program was
preventing the acquisition of federal funds.

M. Minde answered this was not the case, qualifying that because
t he housi ng authorities have been carrying the | oans, significant
revenue has been unavail able. He stressed the purpose of housing
authorities is to "build nore houses."

Senat or Austerman cited the LB&A report assessing the organi zation
and function of AHFC as foll ows.

AHFC operates the Housing Assistance Loan Fund program to
assi st borrowers in comunities

.with a popul ation of 6,500 or less that is not connected
by road or rail to Anchorage or Fairbanks, or wth a
popul ation of 1,600 or less that is connected by road or rai
to Anchorage or Fairbanks; in this paragraph "connected by
road" does not include a connection by the Al aska marine
hi ghway system ™ (AS 18.56. 600(2))

He noted confusion with the inclusion of the Kenai Peninsula in the
HALF program He assuned that nore than 1,600 people resided in
this area.

JOHN  BI TNEY, Legi sl ative Liaison, Al aska Housing Finance
Corporation, Departnent of Revenue, testified in Juneau that once
outside of the City of Kenai city limts, there is no community so
t he popul ation cap does not apply. He conpared this situation to
the Gty of Kodiak, which does not qualify because the popul ation
is over 6,500, but the remainder of the island does qualify.

Co-Chair Kelly asked if the qualifying areas on the Kenai Peninsul a
are within the Kenai Peninsul a Borough.

M. Bitney answered that they are.

Co-Chair Kelly asked if the same criterion applies to residences
outside the city limts of Fairbanks and North Pole and within the
North Star Borough

M. Bitney replied yes.

Co-Chair Kelly surm sed these areas are "a nore extrene exanple
t han Kenai."
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Senator Austerman asked if it were true that $19 million net profit
was generated fromthe HALF program

M. Fauske affirmed this was for the previous year.

Senat or Austernman commented that the state receives $103 mllion in
di vidends from AHFC that are then used for other prograns.

Co-Chair Donley revisited the wtness’'s response to earlier
testi mony about expanding the program to offer the one-percent
interest rate subsidy to all Alaskans that there is a limted
anount of funds available for the program Co-Chair Donl ey pointed
to M. Fauske's argunent that nore noney infused in the HALF
program woul d allow the corporation to be nore conpetitive, thus
securing nore |oans and nmaking a greater profit. Co-Chair Donley
asked why this logic was not applied to all AHFC | oan prograns.

M. Fauske responded that the corporation does this by using
arbitrage interest rate subsidies in seven of the ten prograns
offered and in all areas of the state. He listed energy efficiency,
| oans for |owincone, disabled and senior borrowers.

Co-Chair Donley stressed these prograns are "criteria based" and
the HALF program does not target |owincone, disabled or senior
citizens or pronote energy reduction. He asserted, "There is no
public policy goal you are neeting with the HALF program ot her than
an arbitrary assunption, which is inaccurate according to the
audits, that all these conmmunities have higher costs for sone
reason because the vast majority of | oans went to people living in
areas that didn't have hi gher housing costs.™

Co- Chair Donl ey suggested that the interest rate reduction could be
offered to all areas of Al aska and asked why the corporation does
not practice this.

M. Fauske detailed what is necessary to offer a bel ow market rate,
by being "ingenious" and capture the market offering a bonded rate
| ower than the conpetition and attracting borrowers. Another
nmet hod, he continued is to buy the interest rate down to a | evel
bel ow the market rate. He expl ai ned how t he corporation could not
afford to do this for all |oans and stressed that this was | earned
when the corporation issued taxable | oans. He pointed out that the
HALF program is a revolving loan fund that wutilizes capital
appropri ated several years prior rather than bond proceeds.

Co-Chair Donley stated there is a statutory fornula that cal cul ates

the one-percent interest rate discount in the HALF program which
could not be applied to other types of |oans.
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M. Fauske agreed and expounded that bonds are driven by market
condi ti ons.

Co-Chair Donley opined that this discussion is necessary because
nost observers do not understand why the one-percent discount could
not be offered statew de.

M . Fauske di sagreed with Co-Chair Donley on the point that there
is a public policy of ensuring affordability of housing in rural
comunities.

Co- Chair Donley argued that the one-percent interest rate di scount
is offered arbitrarily w thout consideration for need.

M . Fauske countered that the need is docunmented by the higher
costs in sone conmunities. He stressed this is nost apparent in
rural Al aska.

Co-Chair Kelly ordered the bill HELD in Conmittee.

CS FOR SENATE BILL NO. 145(JUD)

"An Act relating to regional and village public safety
officers; relating to the expansion of the village public
safety officer programto include the provision of probation
and parol e supervision services; and relating to retirenent
benefits for village public safety officers.™

This was the first hearing for this bill in the Senate Finance
Conmittee.

Senat or Ward noved for adoption of CS SB 145, 22-LS0584\X as a
wor ki ng draft.

There was no objection and it was ADOPTED.

BRAD ANAGASAN, Village Public Safety Ofice Program Manager,
Bristol Bay Native Association, testified via tel econference from
Dillingham to explain the current difficulties with the Village
Public Safety Ofice (VPSO program He expressed "general support”
for the provisions of this legislation specifically pay increases
inrelation to probation and parol e supervision services.

M. Anagasan informed that the Bristol Bay Native Association

participated on the parole and probation pilot project, which he
expl ai ned develops a relationship giving authority to VPSGCs to
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performadult felony probationary responsibilities. He listed the
services as direct on-site nonitoring and accountability as well as
judicial followthrough of probationers. He surm sed that one of
the "obvious benefits" is that these services are delivered locally
Wi thin the probationer's respective comunity thus elimnating
potential and infrequent response of the district probation officer
"who's handi capped by geographic location or other unknown
factors.”

M. Anagasan then spoke of the reduced turnover rates of VPSO
which he attributed to the increased "conpensation that has brought
our VPSO salary close to a proportionate wage." He admtted that
there is still difficulty in hiring entry-level officers at the
begi nni ng sal ary.

M . Anagasan stressed the need for increased retirenent benefits,
warning that the current five-percent |evel does not provide |ong-
| asting security for VPSO enpl oyees. He predicted that the recent
success in retaining officers would be lost w thout retirenent
benefit increases. This he said is because many VPSGCs woul d | eave
for other careers with better retirenment benefits.

M . Anagasan concluded that the Bristol Bay Native Association
endorses the bill, which provides "areas of significant
devel opnent” and woul d "establish direct results.”

JOSIE STILES, Village Public Safety Oficer Program Director,
Kawer ak Native Association, testified via teleconference from None
in support of the legislation. She listed the 15 villages in the
Bering Straits region that participate in the program and the
services provided. She stressed the hardshi ps and risks the BPSO
enpl oyees encounter in their jobs. She referenced witten testinony
in support of the increased salary and benefits to BPSO enpl oyees.
[ Copy on file.]

JIM KNOPKE, Director, Village Public Safety Oficer, Tanana Chiefs
Conference, Inc., testified via teleconference from Fairbanks on
behalf of the 42 villages served. He expressed support for the
| egi slation and deferred to the earlier testifiers' coments.

ROBIN LOAN, Village Public Safety Oficer Coordinator, Tlingit
Hai da Central Council, Inc., testified via teleconference from
Craig in support of the bill.

QJY BELL, Director, D vision of Retirenent and Benefits, Departnment
of Adm nistration, testified in Juneau that this |egislation would
add VPSGs to the Public Enployees Retirenment System (PERS). He
detailed the commttee substitute as foll ows.
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Sections 4 and 6 —places VPSGs in PERS unless an enpl oyee
files a waiver to opt out.

Section 7 — | abor provision that indicates how and when a VPSO
enpl oyee coul d opt out of PERS. A current VPSO coul d opt out
within 90 days of the effective date of the act and new
enpl oyees could opt out within 90 days of conmmencenent of
enpl oynent as a VPSO.

M. Bell informed that there are sone retired state enployees
currently working as a VPSO, who woul d have to forgo coll ection of
their retirement benefits unless they opted out of PERS. He added
that in the future PERS retirees could al so chose to becone VPSGCs
while collecting retirenent benefits if they waive participation in
PERS as a VPSO.

Section 8 - relates to PERS and indicates that for rate
stability the VPSO enpl oyers (Native associations) would be
treated as one enployer for the purpose of setting enployer
rates.

Section 9 - relates to current statute allow ng the purchase
of VPSO service as credit toward PERS, which requires the ful
actuarial cost to be paid by the enployee. This section does
not change this provision except to elimnate the naxi num
anount of five years that could be purchased. Tine served for
whi ch a wai ver has been filed could not be purchased.

Section 10 — includes VPSGs in the definition of a PERS
enpl oyee.

Section 11 — relates to the definition of peace officer by
addi ng a new category of regional public safety officers to
the provision allowing retirement after conpletion of 20 years
of service but specifically excludes VPSGs enployed in VPSO
progr ans.

AT EASE 10:40 AM/ 10: 44 AM

SENATOR RI CK HALFORD, sponsor of the bill, testified that this
| egi sl ati on represents the next phase of a project he and Senator
Ward had begun with the creation of a pilot project four years
prior. He described the four parts of this project as the probation
and parole program pay scale changes as a result of the expansion
to the probation and parole program addition of retirenent
benefits, and the creation of a "career track"” in the VPSO program
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Senator Halford asserted that VPSOs serve Alaska and provide a
val uabl e service. He stated "If there are any group of people that
we ask to go unarnmed into the lion's den, it's the Village Public
Safety Oficers.”

Senator Halford qualified that this |egislation does not provide
everything that was requested but enphasized it is a "substanti al
upgrade" of the statew de VPSO program He noted the VPSGCs "do nore
for less than virtually anybody else in | aw enforcenent."

Senator Hal ford gave a brief sectional analysis as follows.

Section 1 — relates to the intent, retirenent and benefits
pay, the responsibilities, and the career path of VPSCs.

Section 2 — relates to liability and limts liability to for
activities wth regard to probation and parole.

Co-Chair Kelly asked if the civil liability language is the sane as
that which applies to other peace officers.

Senator Hal ford answered it is simlar but pointed out that it only
applies to duties related to the newly added parol e and probation
functions. He noted this |anguage was inserted into the bill at the
request of the Adm nistration.

Section 3 — defines the existing VPSO program and adds to it
the parole and probation provision supervision coordination
with the Departnent of Corrections.

Section 4 — relates to PERS
Section 5 — defines the regional public safety officers

Sections 6 — 11 - address the retirenent benefits and
clarifies that VPSGCs are included in the baseline PERS and not
the public safety retirenent system

Senator Halford next addressed the fiscal note, stressing the
indeterm nate benefit of the legislation. He stated that this
project allows parolees and probationers to return to their hone
comunities rather than stay in larger cities or regional centers
where they have nore trouble with al cohol and other factors that
contribute to delinquency. He stressed the famly support and
wor kabl e options available in the parol ees’ and probationers' hone
communities. He predicted |ong-termsavings realized for the state
with a reduction in re-offenders returning to institutions.

SFC-01 (19) 04/ 19/ 01



Senat or Ward referenced an Al aska Native Comm ssion Report signed
by former President Bush and former Governor Hickel six years
prior. Senator Ward stated that this legislation inplenents sone of
t he recommendati ons of that report.

Senat or W1l ken voi ced concerns with the high adm nistration costs
of operating the VPSO prograns, which he noted has been an on-goi ng
i ssue. He wanted to know if admi nistrative costs are addressed in
the bill.
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Senator Hal ford responded the high admnistrative costs are still a
concern. He stressed that there are expenses relating to the
contracting of the VPSO service, but "there has always been a
di scussion as to what the cost was". He indicated that the 20 - 27
percent for admnistrative costs are the sane as the anount all owed
for the contractors in federal contracts. He stated that the
Adm nistration could address this matter through adm nistrative
nmeans. He chose not to address the issue in this |egislation.

Senat or Hof f man asserted that the VPSO is an excellent program He
said that one difficulty is wwth a high turnover rate and that this
| egi slation would help retain qualified officers and that delivery
of services would inprove.

Senator Wl ken referred to a one-tine federal training grant for FY
02 listed on the fiscal note. He pointed out that the expenditure
of these funds is shown on the fiscal note but that the funds are
not listed as federal receipts. He asked the anpunt of that grant
and whether it is anticipated the state woul d assune the training
costs after the grant expires.

Senator Halford deferred to Department of Public Safety for
details.

KEN BI SCHOFF, Director, Division of Admnistrative Services,
Departnment of Public Safety, addressed the $1.8 mllion federa
grant for training and equi pnent for village police officers and
VPSGs. He stated this is the funding source for the expenditures
listed on the fiscal note. He explained the reason the funds are
shown as interagency receipts is because the allocation is a
rei mbursabl e services agreenent with the FY 02 capital budget
appropriation. He noted this is a one-time grant that is available
for two years and that it is unknown whether additional federa
funding could be secured after the grant expires.
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Senator Leman referenced interagency receipts for $100,000 and
asked if these funds are appropriated fromthe $1.8 nmillion federal
grant.

M. Bischoff affirmed and explained the attenpt to identify
al | owabl e expenses under the grant requirenents to |essen the
general fund inpact of this |egislation.

Co-Chair Kelly ordered the bill HELD in Conmttee to allowtinme to
exam ne the fiscal note.

AT EASE 10:54 AM/ 10: 56 AM

ADJ QURNIVENT

Co-Chair Pete Kelly adjourned the neeting at 10:56 AM
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