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DAN FAUSKE, Chief Executive O ficer/Executive Director

Al aska Housi ng Fi nance Corporation (AHFC

Anchor age, Al aska

PCSI TI ON  STATEMENT: | ntroduced a PowerPoint presentation -
Al aska's Housi ng Mar ket 2009.

PAUL KAPANSKY, Director

Mort gage Operati ons

Al aska Housi ng Fi nance Corporation (AHFC)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Answer ed questions during the presentation
by Al aska Housi ng Fi nance Cor porati on.

HOUSE EDT COWM TTEE -1- February 17, 2009



BRYAN BUTCHER, Director

Governmental Relations & Public Affairs

Executive Ofice

Al aska Housi ng Fi nance Corporation (AHFC)

Anchor age, Al aska

PCSI TI ON STATEMENT: Answer ed questions during the presentation
by Al aska Housi ng Fi nance Cor porati on.

JOE DUBLER, Chief Financial Oficer/Finance Director

Al aska Housi ng Fi nance Corporation (AHFC)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Answer ed questions during the presentation
by Al aska Housi ng Fi nance Corporation.

ACTI ON NARRATI VE

5:17: 50 PM

CHAI R JAY RAMRAS cal led the House Special Committee on Econonic
Devel opnent, International Trade and Tourism neeting to order at
5:17 p.m Present at the call to order were Representatives
Chenaul t, Johansen, and Ranras. Representative Tuck arrived as
the neeting was in progress. Also in attendance was Senator
French.

5:18: 00 PM

ANALASKA HOUSI NG FI NANCE CORPORATI ON: FEDERAL FUNDI NG FOR

DI STRESSED MORTGAGES AND THE FUTURE STRENGIH OF THE ALASKA REAL
ESTATE MARKET

CHAI R RAMRAS announced that the only order of business would be
a presentation by Alaska Housing Finance Corporation: Feder al
Funding for Distressed Mdirtgages and the Future Strength of the
Al aska Real Estate Market.

5:18: 13 PM

CHAIR RAMRAS invited the representatives of Al aska Housing
Finance Corporation (AHFC) to begin their presentation on
Al aska's real estate market.

5:19: 14 PM

DAN FAUSKE, Chief Executive Oficer/Executive Director, Al aska
Housi ng Finance Corporation, informed the commttee that the
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presentation would include issues with the housing market in
Al aska and national issues affecting the state. Slide 2
indicated that interest rates are historically low, prices are
stable, new construction is extrenmely low, and contractors are

busy wth renodeling. He spoke of the real estate market
problens in the Lower 48 such as the collapse of the housing
mar ket, | oss of jobs, excessive speculation, and neighborhoods

devast ated by forecl osures.

5:21:14 PM

CHAI R RAMRAS wel coned Senat or French.
5:21:48 PM

MR. FAUST recalled in the early '90s warnings about |oans sold
to the Federal Hone Loan Mrtgage Corp. (FHLMC) and the Federa

Nat i onal Mor t gage Associ ati on ( FNVR) wer e i gnor ed.
Unfortunately, the market ran anok wth speculative nortgage
backed securities. Some in the state encouraged AHFC to
specul ate, but it did not. M. Faust explained that Al aska has

a small proportion of adjustable rate nortgages (ARMS), a snal

| ending coomunity that did not participate in riskier |oans, and
there was mninmal speculative developnent or buying; thus a
continued noderate growh in the econony is expected. Slide 5
indicated that in the third quarter of 2008, Al aska' s

del i nquency rate was 2.66 percent - the lowest in the nation -
and AHFC s delinquency rate was 2.29 percent. Hi storically,
Al aska's highest delinquency rate of 5.9 percent was reached in
2000 and 2001. Furthernore, Al aska ranks 47th in foreclosures

at 1.64 percent, nearly 1/3 the national average of 5.17
percent. Slide 7 indicated that the market is cooling; the 2008
end- of -year nunber of homes for sale in Anchorage is nuch | ower
than in the '90s and after the hot period from 1999 to 2005

M. Faust opined today's nore noderate pace is a little below
nor mal . He |isted average sales prices for hones in Anchorage,
Mat - Su, Fairbanks, Kenai, and Kodiak, and noted that there has
been a steady and predictable increase in prices.

5:26:19 PM

CHAIR RAMRAS related coments from an apprai ser who said that a
honme in Anchorage cost $100,000 nore than in Fairbanks, but that
the cost of living in both cities was cl ose. He asked what an
addi tional $100,000 in nortgage costs represents.

5:27:32 PM
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PAUL KAPANSKY, Director, Mrtgage Operations, Al aska Housing
Fi nance Corporation, estimated princi pal and interest on
$100,000 at 5 percent interest would cost approxi mately $600 per
nont h.

5:27:57 PM

CHAI R RAMRAS conpared the cost of living in several regions.
5:28:11 PM

MR. FAUST clarified that the nunbers presented are from
Septenber 2008, and do not reflect sone recent events, such as
the increase in rates by ENSTAR Natural Gas Conpany. Al so,
there is sonme al arm about the Fairbanks area and the high energy
costs there this wnter. Slide 10 indicated sales activity in
the statewi de housing market was down in Anchorage, Mat- Su,
Fai r banks, Kenai, and Kodi ak.

5:30:17 PM

CHAI R RAMRAS asked about the Juneau market .

5:30: 33 PM

MR. FAUST advised that the market in Juneau is always different,
partly because nmuch of the land is owned by the Gty and Borough
of Juneau (CBJ), and there is a limted anount of affordable
housi ng. Vacancy nunbers are al so | ow.

VR. KAPANSKY added that the overall trend has been an
appreciation in properties.

5:32: 04 PM
CHAI R RAMRAS asked about the market in Ketchi kan.
5:32:15 PM

MR. KAPANSKY offered it is a stable market, with some good buys
avai | abl e.

5:32:42 PM

MR. FAUST observed Ketchikan has survived some tough tines.
Al aska Housi ng Finance Corporation has properties there and the
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housi ng market has remained stable. Slide 11 indicated the
annual residential sales activity in Anchorage is down from the
peak in 2003; furthernore, he cautioned that normal trends stil

send a call to keep economc indicators in nmnd, such as
unenpl oynent, new construction, heavy construction, residentia
construction, consunmer confidence, and consunmer savings. M.

Faust expressed his concern over the |lack of consuner confidence
and noted that AHFC | aunched a statew de advertising canpaign to
conbat negative housi ng market news fromthe Lower 48.

5:36: 58 PM

BRYAN BUTCHER, Di rector, Gover nient al Relations & Public
Affairs, Executive Ofice, Alaska Housing Finance Corporation,
in response to Representative Ranras, said that the "Built to
Last" ad canpaign ran for six nonths in the major markets of the
state.

5:37:34 PM

CHAI R RAMRAS spoke of the AHFC "first-time honmebuyer” courses
through which participants can earn a credit against their
cl osing costs.

5:37:38 PM

MR. FAUST affirned that know edge about nortgages nekes people
better borrowers. Slide 12 indicated the nunber of hones for
sale in Anchorage is "cooling" back to nore historical norns.
Slide 13 indicated the average nunber of market days to sell a
home in Anchorage, WMat-Su, Fairbanks, Kenai, and Kodiak 1is
increasing and is a cause for sone concern. Slide 15 indicated
a decline in annual residential building permt activity from a
high of 1,039 permts issued in 2002 to 225 permts issued in
2008. M. Faust stated the cause for this decline is due to the
tightening of credit from banks; in fact, builders nust own the
land to qualify for a specul ative construction | oan.

5:41: 29 PM

CHAIR RAMRAS asked for a conparison of Alaska's current
foreclosure rate with the rate one or tw years ago.

5:41:55 PM

MR. KAPANSKY observed for the |ast year or two, there has been a
gradual upswing in foreclosures, but not to an al arm ng degree.
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He explained that the rate is gauged on the nunber of |oans
outstanding, or about 93,000 | oans. The third quarter
foreclosure rate was 0.88 percent; one year ago it was around
0.5 percent.

5:43: 20 PM

MR. FAUST spoke of msleading headlines and the need for
consuners to examne the true neaning of percentages that are
reported in the news. He then noted that Alaska will benefit
from $19.8 nmillion of [federal] stinulus noney for blighted or
forecl osed areas.

5:44:55 PM

REPRESENTATI VE CHENAULT asked for what purpose the stinulus
money wi Il be used.

5:45: 22 PM

MR. BUTCHER advised there are strict limtations on the use of
the noney; for instance, it can not be used to pay down a |oan
or to help sonmeone avoid foreclosure. The noney is designated
to help foreclosed and blighted neighborhoods that bring down
home values in adjacent areas. Fortunately, this is not a
problem in Al aska; however, the limtations and short deadline
may make it difficult for properties in the state to qualify for
the noney. He described the limtations on the use of the noney
and ot her possible uses by non-profit organi zations.

5:48:17 PM

MR. FAUST offered to keep the legislature informed as to the
projects AHFC submts for funding.

5:48: 49 PM

REPRESENTATI VE TUCK asked how the public finds information on
nort gage assi stance and safe nortgage | ending.

5:49: 09 PM
MR. FAUST suggested the classes offered by AHFC, or contact with
a nortgage banker and realtor can provide guidance. |Information

is also on the AHFC website; however, the new restrictions on
| oans are working as checks and bal ances, he opi ned.

HOUSE EDT COWM TTEE - 6- February 17, 2009



5:50: 18 PM

MR. BUTCHER added that AHFC encourages troubled honmeowners to
talk to their bank for options. Also, it was just announced
J.P. Mrgan and Bank of Anerica Corporation are freezing
foreclosures at this tinme.

5:51:19 PM

MR. FAUST advised that AHFC has a honme and credit counseling
service available. Furthernore, if there is a unique situation,
AHFC wi Il work with the honeowner of a distressed property.

5:53:11 PM

MR.  FAUST <continued his presentation wth Slide 16 that
indicated a decline in the nunber of residential building
permts for Fai rbanks and Juneau. Regardi ng apart nment
vacancies, the national average is 10 percent; Anchorage,
Juneau, and Wasilla/Palmer were in the healthy range at 5
percent and under, while Kenai/Wasilla was at 8.6 percent and
Fai rbanks was high at 21.2 percent. M. Faust pointed out that
nortgage interest rates are projected to go down well below the
average seen over the last 20 years.

5:57:22 PM

JOE DUBLER, Chief Financial Oficer/Finance D rector, Al aska
Housi ng Finance Corporation, presented Slide 23 that was an
index of highly rated nunicipal securities. He explained the
slide describes the difference in interest rates for the London
Interbank Offered Rate (LIBOR), the U S. Treasury (UST) rate,
and the Muinicipal Mirket Data (MVD) rate. He pointed out that
the UST and LIBOR rates are currently far below the tax exenpt
MWD rate that is available to AHFC Interestingly, the LIBOR
rate has been lower than it is now 2.08 percent of the last 10
years; the UST has been lower 2 percent of the last 10 years;
and the MMVMD has been | ower 47.02 percent of the last 10 years.

6: 00: 07 PM

MR. DUBLER, in response to Representative Ranras, said that the
borrowi ng cost to AHFC is currently about 6 percent. Slide 24
indicated AHFC s tax exenpt rate is about 6.25 percent and the
conventional market rate is about 5 percent.

6: 00: 32 PM
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MR. FAUST, in further response to Representative Ranras, noted
that the federal governnent is punping noney in the market at
4.25 percent and acknow edged that there is no tax exenpt market
at this time and AHFC is "priced out." However, AHFC is not
shutting prograns down and has the capital to continue its
| endi ng practices. He assured the conmittee if the situation
does not inprove AHFC w Il be meking adjustnents. M. Faust
stressed that there nmust be a market for AHFC to act; in fact,
subsi dies do not make economc sense at this time either. He
suggested that bank re-finances are up and Al askans are taking
advantage of l|ow rates; however, his frustration is for owners
that are "below water,” and are unable to re-finance due to the
reduction in the market value of their hones.

6: 04: 11 PM

MR. DUBLER added that AHFC has the sanme structure it has had for
thirty years, but it is affected by the housing market and the
government's efforts to fix the housing market by an influx of
nmoney that is driving the cost of funds. He predicted that AHFC
will experience many re-finances in the next six to eight
nont hs.

6:05:12 PM

MR. FAUST provided the exanple if AHFC gets nany pre-pays, there
is the question of re-investing the cash. Al so, the possibility
that AHFC may be interested in participation-loan prograns with
banks. These possibilities are under discussion if credit is
needed to sustain the real estate market in Al aska. He advi sed
that nationwi de banks are influenced by national problenms and
this can also influence | ocal banks.

6: 06: 43 PM

MR. DUBLER predicted that the market will come back eventually
and that AHFC will ride out the present conditions.

6: 07: 59 PM

MR. FAUST turned to the subject of changes in |lending practices
and pointed out that eligible borrowers have dimnished 30 to 40
percent and | oan investors and nortgage insurance conpani es have
tightened credit standards. Hi gher standards include; higher
down paynents required; higher Fair |saac Corporation (FICO
scores required; junbo loan financing limted; no nore exotic
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| oans; and increased fees and no seller-financed down paynent
assi stance on Federal Housing Authority (FHA) | oans.

6: 08: 54 PM

REPRESENTATI VE CHENAULT asked about the federal governnent's
plan on re-finances and whether loans wll be dropped, terns
| engt hened, or interest rates |owered.

6:10: 33 PM

MR. FAUST explained the problem with the econony started wth
the housing industry. The collapse of Wall Street was based on

nor t gage- backed securities and ot her non-col |l ateralized
i nvest ments. He opined that the housing market nust be fixed
before going forward. Furt her nore, the destruction of

nei ghbor hoods nust be stopped to save the value of neighboring
homes and t he honeowners' investnents.

6: 12: 36 PM

REPRESENTATI VE CHENAULT pointed out speculation also inflated
t he mar ket .

6:13: 06 PM

MR. FAUST stated that he does not see speculation nmuch in
Al aska.

6:13: 31 PM

REPRESENTATI VE CHENAULT congratulated M. Faust on his prudent
| endi ng practices.

6:13:42 PM

MR. BUTCHER informed the commttee that AHFC has enphasized to
the Al aska congressional delegation that the federal governnent
must be very careful in its attenpts to fix the problens of the
troubled states with "out there ideas.”

6:14: 49 PM
MR. FAUST displayed Slide 27 and read, "one percent decrease in
interest rates roughly translates into a 10 percent increase in

homebuyer  purchasing power." Slide 28 indicated state
denogr aphers forecast population growmh in Alaska wll nean an
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increased demand for housing; in fact, the fastest grow ng
segnent of Alaska's population is seniors. Slide 20 indicated
1.6 jobs are needed to afford a single famly hone. Turning to
t he subject of |oan volune, M. Faust said that in FY 07 AHFC S
| oan volune was 2,808 loans totaling $565.7 nillion. In FY 08

AHFC s loan volunme was 2,012 loans totaling $493.5 nmillion.
Projected through FY 09 are 1,500 |loans totaling $368 mllion,

which is a reduction of 25 percent. Slide 31 indicated that
private-sector construction spending was down 12 percent and
publ i c-sector spending was up 16 percent. He then conpared hone

val ues and hone sal es nati onw de.
6: 18: 26 PM

MR. FAUST began a description of the AHFC energy progranms and
said that the agency has funded $200 million for weatherization;
$100 million for rebates; an additional $60 mllion for rebates;
and [funds for] training conponents for both prograns. The
previ ous weat heri zati on program weat herized 600 hones; this year
that nunmber will triple to 1,800 hones and projections are for
the weatherization of 4,000 homes in the second year of the
program and 7,500 homes in the third year. The Honme Energy
Rebate Program has processed 6,212 ratings and approxinately
$58.9 mllion is committed. There are 150 to 200 applications
received per day; 200 inquiries received per day; 349 post-
i mprovenent rebates have been paid at an average reinbursenent
of $5,941; and 162 new "5 Star Plus" rebates have been paid
totaling $1.2 mllion.

6:19: 53 PM
REPRESENTATI VE CHENAULT observed that the anobunt of the average

post-i nprovenment rebate is one-half of what was originally
pl anned for each project.

6: 20: 09 PM

MR. BUTCHER expl ained that the original estimte was an average
of $7,000 per hone and this is the average still expected.

6: 20: 55 PM

MR. FAUST gave the wait-lists for six sanple communities and
anticipated that the next bottleneck for the prograns will be
finding contractors to do the recommended i nprovenents.

6:21: 35 PM
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MR. BUTCHER assured the commttee AHFC has sufficient funds for
operations through FY 10.

6:21: 47 PM

REPRESENTATI VE CHENAULT asked why there are few applicants
waiting for raters in Bethel and Dillingham

6:22:12 PM

MR. BUTCHER explained a lot has to do with the shortage of
raters, although nore roving raters are available now to serve
rural communities. Also, a higher percentage of rural residents
are interested in the weatherization program

6: 22: 55 PM

MR. FAUST outlined the big picture for the near future. He said
that average hone prices are stable; hone sale activity is down;
time on the market is up; delinquencies are |ow, foreclosures
are low, interest rates are |ow, overall construction outlook is
good; new hone construction is down; additional $1 billion is
estimated [from the federal] stinulus package; and population
gromh is forecasted. He cautioned against Al askans "getting
sucked into the vortex in the Lower 48" and encouraged residents
to have consuner confidence. Furthernore, the stinulus funding
will be analyzed for energy noney and AHFC will be responsible
for a portion of this noney.

6: 24: 32 PM

REPRESENTATI VE RAVMRAS encouraged AHFC to present this material
on its website and in other forunms because it is very helpful to
spread information so that all know about the general health of
the real estate narket.

6:25: 27 PM

REPRESENTATI VE TUCK appreciated the efforts to keep people in
their hones and to ensure poor |ending practices do not return.

6:26: 14 PM
CHAI R RAMRAS observed that bank stocks are down and construction

business is down. He asked what wll act as a catalyst to
i ncrease residential construction in the A aska market.
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6:27:40 PM

MR. FAUST opined that consumers mnust have confidence and banks
nmust al so have confidence. Al aska Housi ng Fi nance Corporation
is looking at properties that are not perform ng adequately, and
at valuable properties that need rebuilt, wth the idea of
of fering sone assistance to banks and keeping the market strong.
In addition, AHFC properties with older buildings are better off
replaced if they are on valuable land, such as the Loussac
public housing units in Anchorage. Al aska Housing Finance
Corporation has 900 honmes in inventory, which is an acceptable
nunber . He reminded the conmttee that Al aska has pending
projects, such as the pipeline project, and wll need housing
inventory in the future. M. Faust recomended AHFC reach out
to commerci al banks for partnering opportunities and to continue
negotiating with | ocal banks to help sustain |lending activities.

6:32: 21 PM

CHAI R RAMRAS surm sed that AHFC is anticipating a portion of its
loans will be re-financed and create a surplus of capital that
can be directed to partnerships with local and conmerci al banks.

6: 32: 25 PM

MR. FAUST clarified, in that case, AHFC w Il approach the
governor and the legislature for direction of its role on the
housi ng side of the state's econony.

6: 32: 31 PM

CHAI R RAMRAS assuned that another avenue is re-gentrification of
properties in the AHFC portfolio throughout the state.

6: 33: 22 PM

MR. FAUST agreed, and added unless sonething dramatic changes,
the state is vibrant, has a growing population and a strong
econony and nust continue to invest in the nor mal course.

6: 34: 33 PM

CHAI R RAMRAS thanked the presenters and noted that AHFC s
successful progranms |ead the nation by exanple.

6: 35: 25 PM

HOUSE EDT COW TTEE -12- February 17, 2009



ADJ OURNVENT

There being no further business before the commttee, the House
Special Conmttee on Econom c Devel opnent, International Trade
and Tourism neeting was adjourned at 6:35 p.m
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