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P A R T  1

L IN TR O D U C TIO N

The p u rp o se  o f th is  re p o r t  is to  p rov ide th e  A laska  In d u s tr ia l D ev elopm en t 

A u th o rity  w ith  an  o u tlin e  o f a l te rn a t iv e  ap p ro ach es  fo r  th e  f in an c in g  o f m -'.lli- 

fa m ily  r e n ta ' mousing p ro je c ts .  This re p o r t  is in ten d ed  to  se rv e  a s  an in itia l fo c a l 

p o in t f o r .ne  d iscussion  and  c la r if ic a tio n  o f  th e  go a ls  and  c o n s tr a in ts  under w hich 

AIDA can  im p le m e n t p ro g ram s to  su p p o rt re n ta l housing  d e v e lo p m e n t. A m ong 

th e  issu es  th a t  c a n  and  should  be d iscussed  a re  th e  fo llow ing :

a) th e  s iz e  and  sco p e  o f an AIDA m u lti- fa m ily  housing 
p ro g ram  (e .g . $20 m illion  versus $200 m iliion);

b) th e  s iz e  and  incom e lev e ls  of th e  ta rg e t  p o p u la tio n  fo r 
such  r e n ta l  housing;

c) th e  c o s t  and  m a rk e t r e n t  levels fo r  new  re n ta l  housing;

u) v a c a n c y  r a te s  in ex is tin g  re n ta l u n its ;  (i.e . D em and  Study)

e) th e  fo rm  o f any  S ta te  a ss is ta n c e  in c lud ing , a s  ex am p les : 
r e n ta l  su b sid ies , a  S ta te  m oral o b lig a tio n  to  b ack -u p  AIDA 
m u lti- fa m ily  bonds, or S ta te  a p p ro p r ia tio n s  fo r  AIDA 
o p e ra tin g  or d e b t se rv ic e  ou tlays .

f) th e  a b i li ty  o f p r iv a te  d o m estic  (A laskan) f in a n c ia l in te r ­
m e d ia r ie s  to  p a r t ic ip a te  in, or p le d g e  c o l la te ra l  fo r new  
re n ta l  housing  loans.

g) th e  a b ili ty  and  w illingness of AIDA to  add s ta f f  m em bers 
w ith  e x p e r ie n c e  in ad m in is te rin g  m u lti- fa m ily  loan  
p ro g ram s; and

h) th e  a p p lic a b ility  of various fe d e ra l p ro g ram s to  an  AIDA- 
sponso red  m u lti- fa m ily  loan p ro g ram .

F ollow ing  c la r i f ic a t io n  o f th e se  issues, a m ore c o m p le te  r e p o r t  w ill develop

d e ta ile d  fin an c in g  a l te rn a t iv e s  ta rg e te d  to  m ee t th o  sp ec ia l n eed s  and re so u rc e s

of A ID A .
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T his in i tia l  r e p o r t  is b a se d  on a  se t o f underly ing  a ssu m p tio n s  th a t  m ay be 

re v ise d  or re f in e d  in su b s ' .juent d iscussions. In p a r tic u la r ,  i t  is assum ed  th a t  an 

e f f ic ie n t  and  e f f e c t iv  m ech an ism  for im porting  c a p i ta l  funds m u st expressly  

a d d re s s  th e  c o n c e rn s  o f in v e s to rs  w ith  th e  risks in h e re n t Lr m u lti-fa m ily  re n ta l  

1 ousing p ro je c ts .  S e c tio n  II o f  this re p o rt rev iew s th e se  risks and d iscusses 

m e th o d s  u sed  by o th e r  a g e n c ie s  in reducing  these  risk s  to  bondho lders . This 

r e p o r t  a lso  a ssu m e s  th a t  th e se  risks will n o t be borne so le ly  by AIDA; r a th e r  any 

p ro g ra m  m u st ex p re ss ly  p ro v id e  for a  sharing of risk s  by p r iv a te  fin an c ia l 

in te rm e d ia r ie s  d o m ic iled  in A laska  and by p ro jec t o w n e r/m o rtg a g o rs .

M any o f  the  p ro g ra m  c h a ra c te r is t ic s  th a t may b e  n e c e ssa ry  to  su ccessfu lly  

a t t r a c t  o u ts id e  in v e s to rs  w ill n o t vary  w ith th e  ch o ice  o f ta x ab le  v e rsu s  ta x - 

e x e m p t fin an c in g  a l te r n a t iv e s .  N ev erth e less , since  it  is assum ed  th a t  a  m ajor 

g o a l fo r  AIDA is to a t t r a c t  th e  low est cost sou rce  o f funds, th is  re p o r t  is 

r e s t r ic te d  to  a  d iscussion  of ta x -e x e m p t financing a l te rn a t iv e s .  U nder p re se n t 

m a rk e t  c o n d itio n s , ta x -e x e m p t financing  c a rr ie s  a  c o s t a d v a n ta g e  of 

a p p ro x im a te ly  300-400 b a s is  p o in ts  over tax ab le  financ ing  o f  eq u iv a le n t p ro je c ts . 

F o r r e n ta l  u n its  w ith  a  c o s t,  say , of $40,000 p e r un it f in an c ed  over 30 year? , 

th e se  sav ings  m ay a m o u n t to  m ore  than  16% of annual d e b t se rv ice  c o s ts  and 

c u m u la tiv e ly  a m o u n t to  m ore  th an  $34,000 over the  life  o f th e  m o rtg ag e . By the 

sa m e  to k e n , i t  is p re su m e d  th a t  th ese  co s t savings w ill be  passed  th rough  from  

p ro je c t  ow ners  to r e n te r s .

F in a lly , b ecau se  o f u n c e r ta in ty  and a  lack of in fo rm a tio n  reg a rd in g  the 

a p p lic a b ility  o f  v ario u s  fe d e ra l  p rogram s in the A laska housing m a rk e t,  this 

in i t ia l  r e p o r t  a ssu m es th a t  m u lti-fam ily  p ro jec ts  f in an ced  th rough  AIDA w ill no t 

c a r ry  FH A  in su ra n c e  nor w ill such  p ro je c ts  be su b jec t to  r e n ta l  subsidy p ay m en ts  

th ro u g h  the S e c tio n  8 p ro g ra m .

/•
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D. G EN ERA L CO N SID ERA TIO N S IN T H E  DESIGN O r
A LTERNATIVE FIN A N CIN G  VEHICLES

A. E lig ib ility  R e q u ire m e n ts  fo r  T a x -e x e m p t F inancing

Based on th e  a ssu m p tio n s  o u tlin e d  ab o v e , th e  d ev e lo p m en t o f an  

AIDA fin an c in g  p ro g ram  m u st f ir s t  m e e t  th e  re q u ire m e n ts  ou tlin ed  un d er fe d e ra l 

s ta tu te s  including  th e  M o rtg ag e  Subsidy Bond T ax A ct o f 1980 ("MSBTA") 

B rie fly , th e  p rin c ip a l te s t s  th a t  m ust b e  m e t a r e  th re e :

a) Bonds issued  a f te r  D e c e m b e r 31, 1981 m u st be  in 
re g is te re d  fo rm ;

b) T he in te r e s t  r a te  on m o r tg a g e  loans c an n o t e x c e e d  th e  
tru e  in te r e s t  c o s t o f  th e  ta x -e x e m p t bonds by m o re  than  
150 b asis  p o in ts ; and

c) A t le a s t  20%  (15% in ta rg e te d  a re a s )  o f th e  r e n ta l  un its  
f in a n c e d  m u st be p ro v id ed  to  lo w -incom e te n a n ts  as 
d e fin e d  by th e  In te rn a l R ev en u e  C ode, 5 e c tio n  167(K)(3)
(B).

M ore sp e c if ic a lly , lo w -in co m e te n a n ts  a re  d efin e d  as househo lds w ith 

in co m es (ad ju s ted  fo r  fam ily  s ize) n o t in e x c e ss  o f  80 p e rc e n t o f th e  m edian  

in co m e fo r the  a re a  as  d e te rm in e d  by th e  U .S. D e p a r tm e n t of H ousing and U rban 

D ev e lo p m en t. M oreover, u n d er p re s e n t  in te rp r e ta t io n s  o f th e  1980 le g is la tio n , 

th e se  un its  m ust be  re n te d  to  e lig ib le  te n a n ts  fo r  a  m inim um  of tw en ty  y ^ a rs  and 

m axim um  re n ts  c h a rg e d  c a n n o t e x c e e d  30 p e rc e n t  o f th e  m axim um  m onth ly  

incom e allow ed f j r  o c c u p a n ts  of such u n its .

The com bined  e f f e c t s  o f th e  "20% -  30% " re q u ire m e n ts  m ean  th a t 

a l te rn a t iv e  subsidy a r ra n g e m e n ts  w ill g e n e ra lly  be n ece ssa ry  fo r any  g iven  

housing d e v e lo p m en t to g e n e ra te  a d e q u a te  re v e n u e s . In th e o ry , th e  re n ta ls  

ch a rg e d  fo r the rem a in in g  80 p e rc e n t o f  th e  u n its  cou ld  be ra ised  to  the  p o in t 

n e c e ssa ry  to m e e t p ro je c te d  rev en u e  g oals. T he fe a s ib ility  o f th is  app ro ach  

depends on th e  leve l o f  re q u ire d  r e n ta l  re v e n u e s  fo r unsubsid ized  u n its  re la tiv e  

to "m a rk e t re n ts "  on a l te r n a t iv e  housing u n its  in th e  a re a . A m ore  co m p le te
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a n a ly sis  o f th is  a p p ro a c h  re q u ire s  sp e c if ic  d a ta  on such fa c to rs  as incom e and 

re n t  lim its  fo r e lig ib le  low in c o m e  te n a n ts , p ro je c t  c o s ts , and a re a  m a rk e t re n ts . 

It should  also  b e  n o te d  th a t  AIDA and  th e  S ta te  le g is la tu re  may d ec id e , as a  

m a t te r  o f  p o licy , th a t  r e n ta l  subsidy  p a y m e n ts  can  and should be p rov ided  from  

S ta te  re so u rc e s .

B. G e n e ra l C o n s id e ra tio n s  in In su la tin g  B ondholders from  P ro je c t Risk

In v es to rs , g e n e ra lly , a r e  r is k -a v e rs e  and  m u lti-fam ily  re n ta l  housing 

p ro je c ts  a re  g e n e ra lly  p e rc e iv e d  as in h e re n tly  risky . T h e re fo re , a  v iab le 

f in an c in g  p ro g ram  m u s t d e v ise  su ita b le  m e th o d s  to  in su la te  bondho lders ' from  

th e  risk  o f lo sses a s s o c ia te d  w ith  p ro ie c t d e lin q u en c ies  or d e fau lts .

The a b ility  o f  o w n ers  o f m u lti- fa m ily  r e n ta l  d ev e lo p m en ts  to m e e t req u ire d  

m o rtg a g e  p ay m en ts  and  o p e ra t in g  ex p en ses  depends upon a  v a r ie ty  of fa c to rs , 

includ ing  th e  a c h ie v e m e n t and  m a in te n a n c e  o f  a  su ff ic ie n t level o f o ccupancy ; 

sound m a n a g e m e n t; tim e ly  and  a d e q u a te  in c re a se s  in re n ts  to  co v er in c re a sed  

ta x e s , u ti l i ty  c o s ts  and  m a in te n a n c e ; and  so c ia l and d em ograph ic  fa c to rs  th a t 

in f lu e n c e  co n su m er dem an d  fo r  th e  p ro je c t.

B ondholders, p a r tic u la r ly  in v e s to rs  o u ts id e  the  S ta te ,  c an n o t be  e x p e c te d  

to  incur the  c o s ts  o f m o n ito rin g  th e se  f a c to r s  or o f absorb ing  th ese  risks.

T ra d itio n a lly , is su e rs  o f  ta x -e x e m p t bonds have developed  a v a r ie ty  of 

m e th o d s  designed  to  sh ie ld  b o ndho lders  fro m  th ese  risks, including the  use o f 

FH A  in su ran ce  a n d /o r  the  p le d g e  of r e n t  subsidy paym en ts  under the  S ec tio n  8 

p ro g ra m . U nder th e  a ssu m p tio n  th a t th e se  fe d e ra l p rogram s do no t apply in the 

p re s e n t  A laska housing  m a rk e t ,  AIDA w ill n eed  to develop o th e r  m ethods of 

c re d i t  su pport and  th e  c h o ic e  w ill, to som e e x te n t ,  be d ic ta te d  by the type of 

p ro g ra m m a tic  a p p ro a c h  fo llo w ed  in im p lem en tin g  a  m u lti-fam ily  housing 

p ro g ram .



The tw o g en e ric  ap p ro ach es  a d o p ted  by o th e r  a g e n c ie s  a r e  d ir e c t  loan 

p ro g ram s and  lo a n -to -le n d e r p ro g ram s.

C . D ire c t Loan P rogram s

U nder th e se  program s,, th e  agency (e .g . AIDA) issues ta x -e x e m p t s e c u r i t ie s  

and uses th e  p ro c e e d s  to g ra n t m o rtg ag e  loans d ire c tly  to p ro je c t o w n ers  o r to  

p u rch ase  m o rtg ag es  from  e lig ib le  o rig in a to rs . T he ag en cy 's  bonds a r e  se c u re d  in 

th e  f i r s t  in s ta n c e  by m o rtg ag e  loan re p a y m e n ts , includ ing  any  in su ran ce  o r  

subsidy p ay m en ts  d ire c tly  re la te d  to the m o rtg ag e  p o rtfo lio .

It should be em phasized  th a t  in v esto rs  and  ra tin g  a g e n c ie s  p la c e  p a r t ic u la r

im p o rta n c e  on the  ex p erien ce  and re so u rc e s  o f ag en cy  s ta f f  m em b ers  in

assessing  th e  q u a lity  o f  bonds issued under d ire c t  loan p ro g ram s. As s ta te d  by

S tan d a rd  <5c P o o r's  C o rp o ra tio n ;

"C o n sid erab le  em phasis m ust b e  p laced  on th e  ag en cy  s ta f f  
s in ce  a d e ta ile d  analysis  o f eac h  p ro je c t is im possib le  and  th e  
re so lu tio n s  g en era lly  provide fo r ad d itio n a l s e r ie s  of bonds. We 
co n s id e r  th e  size and  e x p e rien ce  of th e  s ta f f  in th e  key a re a s  of 
design , u n derw riting , f in an ce , lega l, c o n s tru c tio n  m a n a g e m e n t 
an d  p ro p e rty  m an ag em en t."  (S tan d ard  & Poor's  C o rp o ra tio n ,
Bond R ating  G uide)

A m ong th e  tasks requ ired  to be p e rfo rm e d  or m o n ito red  by ag en cy  s ta f f  

under d ir e c t  loan p rogram s a re  s ite  s e le c tio n  and m a rk e t rev ie w , eco n o m ic  

fe a s ib ility  an a ly se s, co n s tru c tio n  in sp ec tio n  and  m an ag em e n t s e le c tio n  and  

rev iew .

The ev a lu a tio n  o f s ite  se lec tio n  and rev iew  may include an  in sp ec tio n  o f 

s ite  c h a ra c te r is t ic s ,  surrounding  land uses, a v a ila b ility  o f public tr a n s p o r ta tio n  

and u tility  sy stem s , p rox im ity  of the s ite  to  re c re a tio n , h e a lth  c a re , re lig io u s  and 

socia l a m e n itie s , shopping and ed u c a tio n a l fa c il i t ie s , and em p lo y m e n t 

o p p o rtu n itie s . Such analysis m ay also include rev iew  o f d em o g rap h ic  fa c to rs  as
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w ell a s  c u r re n t r e n t  le v e ls  and v a c a n c y  r a te s  fo r c o m p arab le  housing un its  in the 

m a rk e t a re a .

T he an a ly sis  o f e co n o m ic  fe a s ib il i ty  req u ire s  a s se s sm e n t o f co n stru c tio n  

c o s ts  and possib le  d e lay s  in c o n s tru c t io n  o r fu tu re  in c re a se s  in  c o s t ;  the financia l 

and  m an ag em e n t c a p a b il i t ie s  o f th e  d ev e lo p er a n d /o r  p ro je c t  ow ner; the 

p ro je c tio n  o f  re n t le v e ls , o p e ra t in g  ex p en ses  and ta x e s ; and th e  c o m p a tib ility  of 

th e  p ro je c t w ith  g o v e rn m e n ta l bu ild ing  codes and F e d e ra l and S ta te  

e n v iro n m e n ta l re q u ire m e n ts .

D uring the  c r i t ic a l  c o n s tru c t io n  ph ase , su ita b le  a r ra n g e m e n ts  m ust be 

dev e lo p ed  to  m o n ito r  c o m p lia n c e  w ith  p lan s  and .sp ec ifica tio n s , to  rev iew  and 

a p p ro v e  changed  o rd e rs , and to  a p p ro v e  req u is itio n s  fo r c o n s tru c t io n  advances.

This b r ie f  d iscussion  o f th e  fu n c tio n s  requ ired  to  be p e r fo rm e d  under d irec t 

loan  p ro g ram s c a r r ie s  im p o r ta n t im p lic a tio n s  fo r the  im p le m e n ta tio n  of new 

p ro g ram s.

While it m ay b e  p o ssib le  to  c o n t r a c t  w ith  o u ts id e  p a r t ie s  fo r the 

p e rfo rm a n c e  o f  c e r ta in  o f th e se  fu n c tio n s  from  tim e  to- tim e  or p ro je c t to  

p ro je c t ,  th e  in te re s ts  o f the  ag e n c y  (AIDA) in m anaging  its  risk  expo su re  can  be 

e x p e c te d  to  re q u ire  in -house  s t a f f  c a p a b ili tie s . T here  w ill n e c e ssa rily  be a 

s ig n if ic a n t lead tim e  to  r e c r u i t  and s ta f f  th e se  fu n c tio n s  and  to develop 

a p p ro p - ia te  o p e ra tin g  p ro c e d u re s  fo r d ir e c t  lending. T hese s ta f f  re so u rces  m ust 

a lso  b e  view ed as  " fix ed  c o s ts "  and  w ill e n ta il  a  s ig n if ic a n t in c re a se  in annual 

o p e ra tin g  ex p en ses . In th e  sh o rt run  or s ta r t -u p  p erio d , th e se  c o s ts  may requ ire  

a p p ro p ria tio n s  fro m  o th e r  AIDA p ro g ram s or S ta te  a p p ro p ria tio n s . In the  long 

run, th e  in c re m e n ta l re so u rc e s  an d  c o s ts  may be funded fro m  fe e s  charged  to  

m o rtg a g o rs  and d e v e lo p e rs . H o w ev er, th e  v iab ility  of th is ap p ro ac h  requ ires  a 

su b s ta n tia l,  su sta in e d  c o m m itm e n t by AIDA and the  S ta te  to  m ulti-fam ily
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p ro g ra m s  so th a t  th e se  fix ed  c o s ts  m ay be eco n o m ica lly  a llo c a te d  o v er a  s izeab le  

num ber o f  p ro je c ts .

W hile a d e q u a te  p ro fe ss io n a l s ta f f  re so u rces  a re  a  p re re q u is i te  to 

d evelop ing  m a rk e ta b le  bonding  p ro g ram s, i t  w ill a lso  be n e c e ssa ry  to  develop  

o th e r  so u rc e s  o f  c r e d i t  su p p o rt to fu r th e r  in su la te  bondholders from  p ro je c t 

risk s. T he m o s t co m m o n  a p p ro ac h  used in o th e r  p ro g ram s is to  p rov ide  

b o ndho lders  w ith :

a) th e  g e n e ra l o b lig a tio n  p ledge o f th e  agency  under 
w hich  an y  o th e rw ise  unencum bered  reven u es m ay be 
used  to su p p le m e n t m o rtg ag e  loan re p a y m e n ts ;

b) th e  use o f  a  d e b t se rv ic e  re se rv e  fund  in v e sted  in 
m a rk e ta b le  s e c u r it ie s  and p ledged so lely  fo r th e  
p u rp o se  o f  m e e tin g  tem p o ra ry  cash  flow  a b e r ra t io n s  
fro m  p ro je c ts ;  and

c) th e  "m o ra l o b lig a tio n "  p ledge  o f  tne S ta te  to rep len ish  
th e  d e b t s e rv ic e  re s e rv e  fund.

It should b e  n o te d  th a t  th is  app ro ach  has b e e n  fo llow ed  by AIDA in the  

im p le m e n ta tio n  o f its  U m b re lla  Bond P rog ram .

T he  use o f an  a d d itio n a l m oral o b liga tion  p ledge  by th e  S ta te  req u ire s, 

obv iously , S ta te  a p p ro v a l and th is will occasion  a  rev iew  o f th e  c o s ts  and 

b e n e f i ts  o f such " c o n tin g e n t"  S ta te  lia b ilitie s .

The p o te n t ia l  b e n e f i ts  a r e  c le a r :  ra tin g  ag e n c ie s  g en era lly  a c c o rd  rev en u e  

bond issu es  w ith  S ta te  "m ora l o b lig a tio n "  backups a  ra tin g  one lev e l below  the 

ra tin g  on S ta te  g e n e ra l o b lig a tio n  d eb t. M oreover, w ith  a d e q u a te  p ro je c t 

su p erv is io n  and  se le c tio n , the likelihood fo r a c tu a l ca sh  o u tlay s  by th e  S ta te  can
I

be m itig a te d .

T he c o s ts  a re  m o re  d if f ic u lt  to m easure  b u t re q u ire  an  an a ly sis  of the 

e f f e c ts  o f  ad d ed  " c o n tin g e n t lia b ilitie s"  on the  c o s t and  ra tin g s  o f S ta te  g e n e ra l 

o b lig a tio n  d e b t. F u r th e r  analysis  o f these im p o rta n t issues re q u ire s  ad d itio n a l 

d a ta  and  is beyond  th e  sco p e  of th is  re p o rt.
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O ther  im p o r ta n t  is.-.ues in evaluating  th e  e f f ic a c y  of a  m u l t i - fa m ily  d i r e c t  

loan program  fo r  AIDA include the an a ly s is  o f  c o n s tru c t io n  loan  versus  

perm anen t m o r tg a g e  f inanc ing  and the e x t e n t  of r isk -shar ing  or p a r t i c ip a t io n  by 

p riva te  lending in s t i tu t io n s .

D. C o n s tru c t io n  Lending versus P e rm a n e n t  M ortgage  F inanc ing

The p a s t  e x p e r ie n c e  o f  many agenc ies  in o th e r  S ta te s  has p o in ted  ou t  th a t  

substan tia l risks in m u l t i - fam ily  ren ta l  housing lending o c c u r  du r in g  the  

construc tion  phase  o f  p ro je c ts .  Several a p p ro a c h e s  have  been  used  to  m i t ig a te  

these risks to lending  a g en c ie s  and their bondho lde rs .  S ev era l  S ta t e  a g en c ie s  

have opted to r e s t r i c t  p ro g ram  lending a c t iv f t i e s  to  p e rm a n e n t  m o r tg a g e  

purchases for r e c e n t ly  c o m p le te d  p ro jec ts .  Simply, this a p p ro ac h  p e r m i t s  the 

agency to avoid  c o n s t ru c t io n  risks. It a lso  req u ire s  m o r tg a g o rs  to seek  

a l te rn a t iv e ,  h ig h e r -c o s t ,  c o n s tru c t io n  f inanc ing  fro m  co n v en tio n a l  so u rc e s  a t  

tiixable in te re s t  r a t e s .  Thus the full p o te n t ia l  b e n e f i t s  o f  low er ta x -e x e :  jpt 

borrowing co s ts  a r e  no t passed  through to  th e  in i t ia l  c a p i ta l  c o s ts  o f  p ro je c t  

developm ent. A second  app roach  followed by a g en c ie s  r e s t r i c t s  c o n s t ru c t io n  

loan financing to  p ro je c ts  covered  by F H A  in su ran ce  on c o n s t ru c t io n  loan 

advances and c o m m itm e n ts  by GNMA to ta k e  ou t  the  p e rm a n e n t  m o r tg a g e  upon 

final en d o rsem e n t  for in su ran ce  by FHA. This a p p ro ac h  g en e ra lly  p r o t e c t s  the 

agency from  c o n s t ru c t io n  risks and resu lts  in high ra t in g s  and  low b o rrow ing  

costs. H ow ever, the  ap p licab i l i ty  of this ap p ro a c h  assum es  th a t  p r o je c t s  and 

m ortgages can  m e e t  the  a p p ro p r ia te  re q u ire m e n ts  under these  F e d e ra l  p ro g ra m s .

Finally, o th e r  a g e n c ie s  provide com bined  c o n s tru c t io n  loan and p e rm a n e n t  

m or 'gage  f inanc ing .  G enera l ly ,  the im p le m e n ta t io n  of th is a p p ro a c h  is 

r e s tr ic ted  to a g e n c ie s  w ith  a  successful t r a c k  reco rd  of m u l t i - fa m ily  lending  and

to p ro jec ts  w ith  s u b s ta n t ia l  F ed e ra l  subsidy supports .
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E. M o rtg ag e  P a r t i c ip a t io n s  by  P r iv a te  Lending In s t i tu t io n s

It  m ay  be  a p p ro p r ia te  fo r  AIDA to  develop  a  m o r tg a g e  loan p a r t ic ip a t io n  

p ro g ra m  to  s h if t  r e la t iv e ly  m o re  o f  th e  c o n s tru c t io n  risks  to p r iv a te  m ortgage  

o r ig in a t io n  in te rm e d ia r ie s .  For e x a m p le ,  AIDA cou ld  p ro v id e ,  say, 50% of 

c o n s t ru c t io n  loan f inanc ing  while p r iv a te  lending in s t i tu t io n s  supply the  

rem a in in g  loan a d v an c es .  P e r m a n e n t  m o r tg a g e  f in an c in g ,  c o n t in g e n t  upon the  

su c c e ss fu l  c o m p le t io n  o f  c o n s t ru c t io n ,  could  th en  p ro v id e  fo r  90% AIDA 

p a r t i c ip a t io n  and  10% p a r t i c ip a t io n  by p r iv a te  m o r tg a g e  lend ing  in s ti tu tions .

In g e n e ra l ,  th e  c o n c e p t  o f  risk sha r in g  through a  loan  p a r t i c ip a t io n  program  

can  s e rv e  a s  an  added  e le m e n t  o f  l a te n t  c re d i t  su p p o r t  fo r  AIDA and i ts  

bondho lde rs .  P a r t i c ip a t io n ,  e i th e r  th rough  loans o r  e q u i ty ,  by p r iv a te  lending 

in s t i tu t io n s  helps en su re  th a t  th e se  in s t i tu t io n s  will s e l e c t  e co n o m ica lly  v iable  

p ro je c ts  and will p rov ide  e x t r a  re s o u rc e s  in m onito ring  and  m anag ing  p ro jec ts  

o ver  th e  long run. M oreover ,  AIDA has  e s ta b l is h e d  th e  p re c e d e n t  for 

p a r t i c ip a t io n  p ro g ram s  th rough  its  U m b re lla  Bond P ro g ra m .

Assessing th e  a p p ro p r ia te  leve l o f  p r iv a te  lender  p a r t i c ip a t io n  does requ ire  

f u r th e r  ana lysis  to  d e te rm in e  the  e f f e c t s  on overall p r o j e c t  f in an c in g  costs  and 

th e  w ill ingness  and ab i li ty  o f  p r iv a te  lending in s t i tu t io n s  to  fund various  levels of 

p a r t i c ip a t io n .

F .  L oan  to  Lender P ro g ra m s

A m a jo r  a l t e r n a t iv e  to  d i r e c t  loan p a r t i c ip a t io n  p ro g ra m s  is a loan to 

lende r  p ro g ra m . These p ro g ra m s  have  been  in c reas in g ly  p opu la r  in r e c e n t  

m o n th s  and a re  fa ir ly  easy  to  im p le m e n t  in a  short p e r io d  o f  t im e . Under the  

loan to  len d er  c o n c e p t ,  the  agen cy  issues its  t a x -e x e m p t  bonds and relends the  

p ro c e e d s  to p a r t ic ip a t in g  lending in s t i tu t io n s .  These in s t i tu t io n s ,  in turn, m ake
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c o n s t ru c t io n  loans an d /o r  p e rm a n e n t  loans to developers ' o f  r e n ta l  housing. The 

p r iv a te  le n d e rs  thus re ta in  the m o r tg ag e  loan and assu m e  the  r isk s .  The loan 

f ro m  the  agen cy  to  the lender is a  g en e ra l  ob ligation  of th e  lend ing  in s t i tu t io n  

and  re p a y m e n t  o f  the  loan is add itionally  back ed  by the  p le d g e  o f  a c c e p ta b le  

c o l la te r a l  o r  a  l e t t e r  of c re d i t  from  a  m a jo r  bank w ith  a  high c r e d i t  ra t in g .  

Thus, the  te rm s  o f  the  agency  loan to the  len d er  provide th e  p r im a ry  s ecu r i ty  fo r  

th e  ag en cy 's  bonds. This e f fe c t iv e ly  in su la te s  the a g e n c y  and i£5 bondholders  

f ro m  p ro je c t  r isks, sh ifting  these  risks to  the lending in s t i tu t io n s  th a t  may be  

b e s t  su i te d  to  a n a ly z e  and m anage such loans.

U nder th e  loan to lender c o n c e p t ,  p r iv a te  lenders  and  d e v e lo p e rs  func tion  

in the  sa m e  m an n er  as  w ith trad i t io n a l  so u rces  of m o r tg a g e '  c a p i ta l .  F o r  

ex am p le ,  d ev e lo p ers  use p r iv a te  a r c h i t e c t s  to  draw  up p la n s  and sp e c if ic a t io n s ;  

p r iv a te  a t to rn e y s  to  handle the  legal w ork ; p r iv a te  e n g in ee r in g  c o m p an ie s  to  

survey the  p ro p e r ty  and do t e s t  borings; p r iv a te  suppliers to  p ro v id e  m a te r ia ls ;  

p r iv a te  g e n e ra l  and  su b c o n tra c to rs  to build the  d e v e lo p m en t ;  p r iv a t e  m ark e tin g  

f irm s  to  a d v e r t i s e  and p ro m o te  the  d e v e lo p m en t;  p r iv a te  leas ing  a g e n t s  to r e n t  

th e  new un its ;  and  p r iv a te  m an ag em en t c o m p an ie s  to c o l l e c t  r e n t s  and  m ain ta in  

the  p ro p e r ty .  L enders  u n d e rw rite  loan app l ica t ions  using th e i r  n o rm a l  s tands .  

They p e r fo rm  th e  c red i t  analysis of dev e lo p ers ;  rev iew  th e  t r a c k  reco rd  of 

c o n t r a c to r s ;  a c c e p t  or r e je c t  locations , an a ly z e  the cost and  m a rk e ta b i l i ty  of the  

p roposed  housing; see  tha t codes and o th e r  g o v e rn m e n ta l  r e q u i r e m e n t s  a re  m e t;  

and in sp e c t  c o n s tru c t io n  through to co m p le tio n .

D eve lope rs  in te re s te d  in the p rogram  may apply to  a  p a r t i c ip a t in g  lender 

for c o n s tru c t io n  and p e rm a n e n t  f inancing . The lender c a n  r e s e rv e  funds from  

the  p ro s p e c t iv e  bond issue b; signing a C o m m itm e n t  A g r e e m e n t  and  paying a  

C o m m itm e n t  Fee  to the  agency (which fe e  can  be passed on to  th e  developer) .
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The a g e n c y - to - le n d e r  loan r a t e  is e s tab l ish ed  a f t e r  b o n d s  a r e  sold, typ ica lly  a t  a  

level l / 8 t h  % to  5 /g th  % above  th e  bond in te r e s t  c o s t .  The le n d e r - to -d e v e lo p e r  

loan r a t e  is s e t  a t  a  leve l no  g r e a t e r  than  150 b as is  p o in ts  above  the  bond 

in te r e s t  c o s t .

While the  a g en c y  bond m a tu r i t i e s  and le n d e r  loan  r e p a y m e n ts  may b i  

ta i lo red  to th e  n o rm a l lo n g - te rm  a m o r t iz a t io n  o f  th e  m u l t i - fa m ily  m o r tg a g e  

loan, r e c e n t  loan to le n d e r  bond issues h av e  re su l te d  in r e la t iv e ly  s h o r t  m a tu r i ty  

s t r u c tu re s ,  w hich re q u ire  m o r tg a g o rs  to re f in a n c e  loans  in a p p ro x im a te ly  10 -  13 

y ea rs .  A lthough  th is  does s h i f t  a  p o te n t ia l ly  se r io u s  in t e r e s t  r a t e  risk to the 

m o r tg a g o r ,  this r isk  is o f f s e t  so m e w h a t  by th e  lo w e r  c o s t  o f  ta x -e x e m p t  

f inanc ing  under the  s h o r te n e d  bond m a tu r i ty  s t r u c t u r e .  M oreover ,  banks as 

p a r t i c ip a t in g  lenders  have  b e e n  r e lu c ta n t  to  p led g e  c o l l a t e r a l  b e '  oi;d 10 - 13 

y ea rs .

L eh m an  B ro th e rs  Kuhn Loeb has p io n e e red  th e  d e v e lo p m e n t  o f  r e c e n t  loan

to  le n d e r  bond p ro g ra m s ,  m e e t in g  the re q u ire m e n ts  fo r  m u l t i - f a m ily  loans under

the MSBTA o f  1980, by w orking  w ith  issuers  to  d e v e lo p  both  c o l la te ra l iz e d

p ro g ram s  and > e t te r -o f -c re d i t  (LOC) b ack e d  p ro g ra m s .  U nder the  c o l la te ra l iz e d

ap p ro ach ,  bonds hav e  been  s t r u c tu r e d  w ith  s e r ia l  m a tu r i t i e s  beginning  in the

third y e a r  and a  f ina l ba lloon  p a y m e n t  in the  13th  y e a r .  Bond m a tu r i t ie s  and

lender loan m a tu r i t i e s  a re  m a tc h e d  to m o r tg a g e  loan  m a tu r i t i e s ,  which a re ,  in
«

turn, b a sed  on a m o r t iz a t io n  o v e r  a  3 0 -y ea r  period .

U nder this p ro g ra m , to s e c u re  an  AA bond r a t in g ,  .anders  a r e  requ ired  to

pledge c o l la te r a l  secu r in g  the agen cy  bonds acc o rd in g  to  th e  fo llow ing schedule :

D ire c t  U.S. G o v e rn m e n t  or U.S. G o v e rn m e n t  g u a ra n te e d  
s e c u r i t ie s  in an  a m o u n t  whose m a rk e t  v a lu e  eq u a ls  125% 
o f  the le n d e r  loan; FHA/VA single fam ily  m o r tg a g e  loans 
w hose m a rk e t  v a lu e  equals  140% o f  th e  le n d e r  loan, 
a n d /o r  c o n v en t io n a l ,  single fam ily  m o r tg a g e  loans  w hose 
m a rk e t  va lue  eq u a ls  150% of the  lender loan .
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I t  should  b e  n o te d  t h a t  o th e r  u n d e rw r i te rs  have  proposed  a l te rn a t iv e  

m e th o d s  fo r  s t r u c tu r in g  bond  m a tu r i t ie s  under c o l la te ra l iz e d  lo a n -to - len d e r  

p ro g ra m s .

While no bond issues  ap p e a r  to  have  been  sold under th e s e  proposed 

s t r u c t u r e s ,  th e  b a s ic  d i f f e r e n c e  in ap p ro a c h  with the tyr>e o f  p ro g ra m  developed 

by L eh m an  B ro th e rs  is in th e  m ism atch in g  of bond pr inc ipa l m a tu r i t i e s  and 

m o r tg a g e  loan  m a tu r i t i e s .  As ad v an c ed  by this a l t e rn a t iv e  ap p ro ac h ,  the 

m o r tg a g e  loan  r e p a y m e n ts  a r e  schedu led  basically  iden tica lly  w ith  th e  Lehm an 

a p p ro a c h .  Bonds, h o w e v e r ,  a r e  schedu led  on a  level d e b t  basis o v e r  a  13 y ea r  

p e r io d .  Thus, le n d e rs  rep ay  p r in c ip a l  to  th e  agency  m ore  rapidly  th a n  p r inc ipa l is 

r e c e iv e d  f ro m  th e  d e v e lo p e r .  In e f f e c t ,  then , this ap p ro ach  re su l ts  in a  nega t ive  

c a s h  f low  fo r  th e  le n d e r .

G e n e ra l ly ,  th e  ab i l i ty  and  willings of lenders  to  p ledge c o l l a t e r a l  is of 

p r im a ry  im p o r ta n c e  in d eve lop ing  a  success fu l  lo a n -to - len d e r  p ro g ra m .  In o rder  

to  r e d u . e  th e  c o l l a t e r a l  r e q u i re m e n ts ,  L ehm an  B ro thers  has d eve loped  a  l e t t e r  of 

c r e d i t  (LOC) a l t e r n a t i v e .  S im ply, th is  a l te rn a t iv e  involves the  p u rc h a se  of a 

LO C f ro m  a  t r ip le -A  r a t e d  bank as  ad d i t io n a l  c re d i t  support fo r  the  agency 's  

bonds. The p r in c ip a l  a d v a n ta g e s  of the  LO C -backed  bond a re  s ig n if ican t ly  lower 

i n t e r e s t  r a t e s  a s s o c ia te d  w ith  th e  A aa  ra ting  and the  red u c e d  c o l la te ra l  

r e q u i r e m e n ts .  U nder  th is  a l t e r n a t iv e ,  the  bank issuing th e  LO C does  requ ire  

o r ig in a t in g  le n d e rs  to  s e c u re  the  LO C w ith  a  p ledge of c o l la te r a l  b a sed  on U.S. 

G o v e rn m e n t  s e c u r i t ie s  w ith  a  m a rk e t  va lue ,  of 105% of the le n d e r  loan, or 

m o r tg a g e s  w ith  a  m a rk e t  v a lu e  of a t  le a s t  110% of the lender  loan.
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m .  A PR O PO SED  STRATEGY FO R
THE ALASKA INDUSTRIAL DEVELOPMENT AUTHORITY

The d iscussion in the  previous sec tion  has  p o in ted  ou t  th a t  e a c h  o f  the  tw o 

p r in c ip a l  ap p ro a c h e s  to  m u lti- fam ily  lending has  i ts  unique a d v a n ta g e s  and  

d isad v an tag es .  By w ay  of sum m ary , the  p r in c ip a l  advan tages  o f  d i r e c t  loan 

p ro g ra m s  a re  the  w ide f lex ib ility  p e rm i t t e d  AIDA in se lec ting  p ro je c ts  an d  

s t r u c tu r in g  a p p ro p r ia te  f inancing  te :m s ,  and  th e  c e n t r a l iz e d  focus p e r m i t t e d  fo r  

t a rg e t in g  S ta te  or F e d e ra l  subsidy p rogram s.

The p r inc ipa l d isa d v a n ta g e s  a re  the  n eed  fo r  exp lic it  c r e d i t  su p p o r t  

a r r a n g e m e n ts ,  th e  lead  t im e  necessary  to  im p le m e n t  such a p rog ram , and  th e  

s ig n if ic a n t  o p e ra t in g  ex p en ses  requ ired  to  p ro p e r ly  adm in is te r  a  di. . .- t loan  

p ro g ram .

The p r inc ipa l a d v a n ta g e s  of the loan to  lenders  approach  a re  th a t  such  

p ro g ra m s  m in im ize  the  need  for o th e r  so u rces  o f  S ta te  support and they  m ay  

le ad  to genera lly  h ighe r  ra t ings  and lower in te r e s t  costs . The p r in c ip a l  

d isad v an tag es  inc lude  l im ita t io n s  on the ab i l i ty  a n d /o r  willingness o f  d o m e s t ic  

f in an c ia l  in s t i tu t io n s  to  p ledge su f f ic ie n t  c o l la te r a l ,  and the re f in an c in g  risk  

faced  by m o rtg ag o rs .

It is our opinion th a t  AIDA m ay best s e rv e  the  long-run in te re s ts  o f  A laska  

by the d ev e lo p m en t o f  a  d i r e c t  loan p a r t ic ip a t io n  p ro g ram . However, g iven  th e  

lead  tim e n ece ssa ry  to  p roperly  im p lem en t this p rog ram , AIDA m ay c h o o se  to 

f i r s t  in i t ia te  a m o d e s t ly - s iz e d  loan to lender p ro g ram  utilis ing  a  bank l e t t e r  o f  

c r e d i t .  Im p lem en ting  such a program  will e s ta b l ish  an im m ed ia te  p re s e n c e  for 

AIDA in the m u l t i - fa m ily  r e n ta l  deve lopm en t m a rk e t .  Moreover, this in i t ia l  s te p  

c a n  be used to buy addition.-1 t im e and e x p e r ie n c e  for the deve lopm en t o f  an  

AIDA d ire c t  loan p ro g ra m .
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PART 2

I. INTRODUCTION

You hav e  In fo rm ed  us th a t  c a p i ta l  m a rk e t  co n d it io n s  in r e c e n t  y e a rs  have  

b een  p a r t i c u la r ly  dam ag ing  to  housing m a rk e ts  in A laska . The con tinu ing  vhigh 

le^e l o f  i n t e r e s t  r a te s  and  the  e x t r e m e  vo la ti l i ty  o f  the  r a t e s  have seriously  

d is ru p te d  c o n v e n t io n a l  r e a l  e s t a t e  lending in s tru m en ts  and  in s t i tu t io n s .  M ore­

over,  th e  p e rv a s iv e  u n c e r ta in t ie s  surrounding the fu tu r e  c o u r s e  o f  f iscal policy 

and m o n e ta ry  policy  do n o t  p ro m ise  a  s h o r t - te rm  re s o lu t io n  to  the p ro b lem s  

f a c e d  by t ra d i t io n a l  len d ers  or b o r ro w ers .  The r e s t ru c tu r in g  o f  f in an c ia l  m a rk e ts  

th a t  is now underw ay  will la s t  long beyond the n e x t  p e a k  in the  in te re s t  r a t e  

cyc le  and will f o rc e  new a p p ro a c h e s  fo r  the f inanc ing  o f  b a s ic  s h e l te r  needs, 

p a r t i c u la r ly  for low and m o d e ra te  incom e fam ilies.

The high lev e l  o f  ta x ab le  in te r e s t  r a te s  on c o n v e n t io n a l  m o r tg a g e  loans has 

e f f e c t iv e ly  p r ic e d  new  r e n ta l  housing un its  beyond the  r e a c h  of many fam ilie s .  

F u r th e rm o re ,  c o n v e n t io n a l  lending  in s ti tu tions ,  b u f fe te d  by th e  e x t re m e  v o la t i l ­

ity  of m a rk e t  in t e r e s t  r a te s ,  a r e  increasingly  r e lu c ta n t  to  p rov ide  lon g - te rm  

f ix e d - r a te  loans.

A t the sa m e  tim e , d em an d  fo r  re n ta l  housing is in c re a s in g  in A laska. In 

p a r t ,  th is  in c re a se d  d em and  c a n  be  t ra c e d  to the c o s t  o f  c r e d i t  in the s in g le ­

fam ily  m o r tg a g e  m a rk e t .  Also, basic  social and  d e m o g ra p h ic  changes  have 

in c reased  the  d em an d  fo r  " a f fo rd a b le "  re n ta l  housing. E a r l ie r  adu lthood , la te r  

fam ily  fo rm a t io n s ,  and  m ore  m obile  l i fe s ty les  have co m b in e d  to s t im u la te  the 

need  for r e n ta l  as  opposed  to o w n er-o ccu p ie d  housing u n its .
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The A la s k a  Indus tr ia l  D ev e lo p m en t A u th o r ity  or a n o th e r  public  co rp o ra t io n  

should  be p o s i t io n e d  to  p lay  an  im p o r ta n t  ro le  in m ee tin g  th e se  fu n d a m e n ta l  and 

la s t in g  chang  ?s in m u l t i - fa m ily  housing f inance .

M o rtg ag e  lending, m u l t i - fa m ily  housing f inance  is e s se n t ia l ly  a  business 

loan  m a rk e t .  A c e n t r a l i z e d  fo cu s  fo r  the im p le m e n ta t io n  and  m a n a g e m e n t  of 

s h a re d  p u b l ic -p r iv a te  s e c to r  ro le s  and responsib il i t ie s  in m u l t i - fam ily  housing 

e x c e rc is e d  by an  e n t i ty  w ith  an  unders tand ing  o f  lending to  the p r iv a te  business 

s e c to r  would b e  a  p a r t i c u la r ly  e f f ic ie n t  and e f f e c t iv e  w ay o f  m on ito r ing  housing 

need s ,  a d m in is te r in g  the  m yriad  o f  fe d e ra l  p ro g ram s  and developing  unique 

p ro g ra m s  re sp o n s iv e  to  the  need s  of Alaskans.

A c e n t r a l  focus  would p e rm i t  cohes ive  b u t  f lex ib le  f inanc ing  p rogram s, 

including  d i r e c t  loan o r  m o r tg a g e -p u rc h a s e  p ro g ram s  u ti l iz in g  FH A  insurance  

u n d e r  S ec t io n  221(d)(4), S ec t io n  8 p ro je c t  f inancings, and F H A -insu red  c o n s tru c ­

tion  loan f in an c in g s  w ith  p e rm a n e n t  loan ta k e o u ts  under c o m m itm e n ts  from  

GNM A. M o reo v er ,  in n o v a t iv e  m e thods  of S ta t e  of A laska  support could be 

in te g ra te d  w ith  o r  d eve loped  independen t of these  t ra d i t io n a l  m e thods  of f inan ­

c in g s .  Such innova tions  could  inc lude lo w -ra te  loans d e lay ed  a m o r t iz a t io n  loans 

o r  eq u i ty  p a r t i c ip a t io n s .  O th e r  m ethods  of S ta te  support could  include d i re c t  

le g is la t iv e  a p p ro p r ia t io n  of ex is t ing  S ta te  a sse ts  to p rov ide  su p p lem en ta l  cash 

flow  th a t  cou ld  be  used to s e c u re  bonds issued to fu r th e r  m u l t i - fam ily  housing 

f inanc ing .

Fash ion ing  such a ro le  fo r  a public co rp o ra t io n  re q u ire  a  thorough assess­

m e n t  o f  p r e s e n t  and fu tu re  r e n ta l  housing needs in A laska , a rev iew  o f the 

c u r r e n t  ro le s  o f  the S ta te  and  its agenc ies ,  as  well a s  p r iv a te  lenders  and 

d ev e lo p e rs  in th is  m a rk e t ,  and  a  s t r a t e g ic  plan for e f f e c t iv e ly  ta rg e t in g  the 

p ro g ra m s  th a t  cou ld  be deve loped .
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O ur d iscussions  w ith  rep resen ta t ive s  o f  lending in s t i tu t io n s  and public  

o f f ic ia ls  in A laska in d ic a te  an  urgent need  to a c c e s s  lo w -c o s t  funds to  s t im u la te  

new  c o n s tru c t io n .  V acancy  ra tes  a re  e x t r e m e ly  low and  new  c o n s t ru c t io n  is 

v ir tu a lly  a t  a  s ta n d s t i l l .

M ost o f  the  t r a d i t io n a l  financing a p p ro a c h e s  em p lo y ed  by o th e r  s t a t e s  in 

the  p a s t  do n o t  a p p e a r  app licab le  or feas ib le  fo r  f in an c in g  m u l t i - fa m ily  p ro je c ts  

today .  F or  e x am p le ,  while a  m ortgage-pu rchase  p ro g ra m  u ti l iz in g  F H A -insu red  

loans un d er  S ec t io n  221 (d)(4) could th e o re t ic a l ly  be  im p le m e n te d  in a  rea so n ab le  

t im e ly  fash ion , this would require the  use o f  lo n g - te rm  (30 year)  bonds. A t 

p r e s e n t  y ie lds ,  th e  h igh leve l of in te re s t  r r t e  on lo n g - te rm  bonds in the  ta x -  

e x e m p t  m a rk e t  e f f e c t iv e ly  foreclose this op tion  a s  the  re su l t in g  m o r tg a g e  loans 

could  n o t  be  a m o r t iz e d  by the  underlying dw elling  u n its .

M oreover,  the  c u tb a c k s  proposed and im p le m e n te d  in o th e r  f e d e ra l  p ro ­

g ram s ,  such as  the  GNMA tandem  prog ram  a long  w ith  th e  in e v i ta b le  de lays  in 

develop ing  the n ece ssa ry  in te rface  w ith  th e se  p ro g ra m s  and  b e tw e e n  the  

a p p ro p r ia te  F e d e ra l  a g en c ie s  fu rther f r u s t r a t e s  m oving ah ea d  pos it ive ly  and  

quickly.

T ab le  1

C urren t  M arke t Y ields on 
A a-R ated  S ta te  A gency  

Housing Bonds (FHA-VA In jured)

F ebruary  9, 1982

M a tu r i ty  _ _ Y ie ld _
(in Y ears)

10 11 .25%

20 13 .00

30 13 .50

2-3



w

T ab le  1 a b o v e  p o in ts  o u t  th a t  y ie ld s  on 3 0 -y e a r  Aa r a t e d  housing  agency  

bonds a r e  p re s e n t ly  a ro u n d  13 1/2%. The e l e c t i v e  m o r tg a g e  loan  r a t e  on new  

issues  a t  this y ie ld  leve l would nece ssa r i ly  ra n g e  b e tw e e n  14 1 /2%  and 15%. 

S ince our  u n d e rs ta n d in g  o f  housing m a rk e t  eco n o m ic s  in A laska  in d ic a te s  th a t  

p ro je c ts  may n o t  b e  fe a s ib le  a t  loan r a t e s  above  13-13 1/2% , i t  is c l e a r  th a t  

lo n g - te rm  f inanc ing  c a n n o t  p rov ide  a  s u j r t - r u n  so lu tions  to p re v a i l in g  c o n s t ru c ­

tion  dem and .

B ecause o f  th e s e  f ru s t r a t io n s  in h e re n t  in f inanc ing  along t r a d i t io n a l  lines, 

th e  S ta te  m ust look  e l s e w h e re  if  f inanc ing  s u p p o r t  is to  be m a d e  av a i la b le  fo r  

add ress in g  e x is t in g  d e m a n d  given f in a n c ia l  m a rk e t  c o n s t r a in t s .  Building on 

a l t e r n a t iv e  f in an c in g  id eas  em ployed  in th e  low er fo r ty -e ig h t ,  r e f in e d  to  m e e t  

the  re s t r ic t io n s  e x i s t in g  in A laska, we b e l ie v e  a  loan to  M a s te r  L e n d e r  financing  

ap p ro ac h  is the d e s i r a b l e  and  e f f e c t iv e  w ay to p ro c e e d .  This p ro g ra m  -  the  

M a s te r  Lender M u l t i - f a m i ly  Housing Loan P ro g ra m  -  is o u t l in e d  in  the nex t 

se c t io n  of this r e p o r t .  We b e l iev e  th a t  th e  M a s te r  L en d e r  p ro g ra m  c o n c e p t  has 

m any a d v a n ta g e s .  F i r s t ,  i t  is designed to  en ab le  th e  S ta t e  of A la sk a  to quickly 

ch an n e l  funds in to  n e w  c o n s tru c t io n  for th e  1982 build ing season .

e  A M a s te r  L en d e r  bond sa le  could  be read y  fo r  m a rk e t  w ith in  
90 d a y s  from  the d a te  of enab ling  re so lu t io n  by the 
c o r p o r a t io n .

Second, the  p ro g ra m  is designed to  en ab le  the  bonds issued to c a r ry  a  high 

ra t in g  (at le as t  d o u b le  A) and t>' :reby a c h ie v e  s ig n if ic a n t  in t e r e s t  r a t e  savings.

e  B ased  on  p re s e n t  m a rk e t  cond it ions ,  we b e l ie v e  t h a t  a 
M a s te r  L ender  bond issue could  be m a rk e te d  a t  t a x - e x e m p t  
r a t e s  t h a t  would p e rm i t  e f f e c t iv e  m o r tg a g e  loan r a t e s 
w ith in  t h e  13-13 1/2% l im it .

Thic p ro g ra m  a lso  is highly e f f ic ie n t  in th a t  ex is t in g  in s t i tu t io n a l  a r r a n g e ­

m e n ts  a re  u t i l iz e d  to  th e  m axim um  e x te n t  possible .
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e The M aster Lender program  preserves the trad itio n a l ro les
o f  the  local lender  and developer,  enabling ea c h  to s h a re  in 
th e  risks and r e tu rn s  from  p r iv a te  ca p i ta l  in v e s tm e n t .

e The M aster  L ender  co n ce p t  also req u ire s  no subsid ies  or 
o u t lay s  by e i th e r  the  public co rpo ra tion  issuing the  bonds or 
th e  S ta te .



II. The M aste r Lender M ulti-fam ily  Housing Loan P rogram

The b a s ic  s t r u c t u r e  of the  M as te r  L en d e r  p ro g ra m  is o u t l in ed  in C h a r t  1 

and invo lves  im p o r ta n t  ro les  for the c o rp o ra t io n ,  th e  M a s te r  L ende r ,  Jocal 

lenders  and  d e v e lo p e rs /o w n e rs  of m u l t i - fa m ily  housing  d e v e lo p m en ts .

B rie fly ,  th e  p ro g ra m  works a s  follows:

1. Upon ad o p t io n  of a p p ro p r ia te  re so lu t io n s ,  s e le c t io n  o f  th e  M as te r  
L en d e r  -  w hich  could be  a  bank , p ro p e r ty  or c a s u a l ty  f i rm  or any 
o th e r  lending  in s t i tu t io n  or e n t i ty  -  and  th e  d e v e lo p m e n t  of p rog ram  
loan  gu ide lines ,  the d es igna ted  c o rp o ra t io n  would a n n o u n ce  i t s  p lan to  
im p le m e n t  a  M ‘i - f a m j y  Loan P ro g ra m  and  sponsor a n  in fo rm a tio n  
m e e t in g  fo r  in te r e s te d  local lenders  and  d ev e lo p e rs .

2 . I n te r e s t e d  loc?'. lenders  would r e s e rv e  c o m m itm e n ts  f ro m  th e  p ro ­
g r a m  by u n d ' ’i * p a r t i c ip a t io n  loan  c o m m i tm e n t  a g r e e m e n t  and 
pay ing  a  i .  n i tm ,  1 f e e  to  the  c o rp o ra t io n .  We b e l ie v e  th a t  a  
c o m m i tm e r .• fv.e o f  1 p o in t  is .a p p ro p r ia te .  This fe e ,  w h ich  would be 
p as se d  th rough  to  the  deve lopers ,  p ro v id es  a  c o n t r ib u t io n  to the  
e x p e n se s  of th e  p ro g ra m , and m a k e s  possib le  e a r ly  a m o r t iz a t io n  of 
th e  c o s ts  a s so c ia te d  w ith  the f inanc ing .

3. L o ca l  lending in s t i tu t io n s ,  in co n ju n c t io n  w ith  the  M a s te r  L ender ,  will 
app ly  s ta n d a rd  u n d erw rit in g  c r i t e r i a  to  s e l e c t  p ro je c ts  and  d ev e lo p e rs  
f o r  p ro g ra m  p a r t i c ip a t io n .  L oca l le n d e rs  will o r ig in a te  new  loans 
u n d e r  p ro g ra m  gu ide lines  and will p io v id e  100% of th e  n e c e ssa ry  
c o n s t ru c t io n  loans ( a t  taxab le  m a rk e t  r a te s ) .  A t the  c o m p le t io n  of 
c o n s t ru c t io n ,  loca l lenders  will r e ta in  a  p a r t i c ip a t io n  in the  p e rm a n ­
e n t  m o r tg a g e  f inanc ing , a t  m a rk e t  (e .g .  ta x ab le )  r a t e s .  We be l iev e  
th a t  a  10% loca l  lender  p a r t ic ip a t io n  in the  p e rm a n e n t  loan a 'lo w s  for 
a  su i ta b le  sharing  of risks b e tw e e n  th e  M a s te r  L en d e r  anu  the  loca l 
lenders ,  in su res  d il igence  on the  p a r t  o f  loca l lenders  in the  o r ig in a ­
t ion  and serv ic ing  of loans, and  p e rm i ts  p ro f i t  m aking  by the  local 
le n d e rs  in r e tu rn  for th e ir  p a r t ic ip a t io n  on th e  p e rm a n e n t  f inanc ing .

4. S ho rtly  a f t e r  f ina liz ing  local lender  c o m m itm e n ts ,  b u t  p r io r  to  a c tu a l  
c o n s t ru c t io n  o f  the p ro je c t ,  the c o rp o ra t io n  will issue bonds in th e  
a m o u n t  n ece ssa ry  to  f in an c e  90% of the p e rm a n e n t  loans. Based on 
e s t i m a t e s  supplied to us by AIDA, an  in i t ia l  bond issue in the  $75-100 
m illion  ran g e  a p p ea rs  feas ib le .

5. D uring the  c o n s t ru c t io n  period, w hich should be  l im ited  to  tw o years ,  
bond p ro c e e d s  will be  invented in h ig h -g rad e ,  s h o r t - t e r m  s e c u r i t ie s  a t  
a  yield  su b s ta n t ia l ly  in excess o f  the bond y ie ld . This y ie ld  sp read  
will p ro d u ce  n e t  incom e which will in p a r t  o f f s e t  bond issuance  
e x p e n se s  and p e rm i t  the c o rp o ra t io n  to  p a s s - th ro u g h  a low er 
f inanc ing  r a te .  We reco m m en d  a  c o n s t ru c t io n  per iod  no t  longer than  
tw o y e a r s  we be l iev e  this to be adv isab le  b e c a u se  it  insures  th a t  the  
p r o je c t s  c o n s t ru c te d  will address  o isc e rn a b le  and re a l is t ic a l ly  b e  
a s se s se o  <iemand. F u r th e r ,  two y ea rs  will insure  th a t  a ll  p ro c e e d s
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f r o m  the  f inanc ing  will be  spen t w ith in  the  t ra d i t io n a l  IRS-defined 
te m p o ra ry  p e r io d .

6. A t  th e  c o m p le t io n  of c o n s tru c t io n ,  the  co rp o ra t io n  will loan the  bond 
p ro c e e d s  to  th e  M aster  L ender ("Lender Loan"). T he  M aste r  Lender 
w ill p ro v id e  90% of the p e rm a n e n t  m o r tg ag e  loan a t  a  r a t e  pegged to 
th e  e f f e c t iv e  in te r e s t  cost o f  the  bond issue.

7. T he  L en d e r  Loan will be s t ru c tu re d  as  a  g e n e ra l  ob liga tion  o f  the 
M a s te r  L e n d e r .  The M aster Lender should be  s e le c te d  on the basis  of 
i t  b e ing  a  n a t io n a lly  recogn ized  in s t i tu t io n  possessing an  AA ra t in g  or 
b e t t e r  c n  i t s  g e n e ra l  obligation d e b t  s e c u r i t ie s .  S t ru c tu r in g  the  loan 
a s  a  g e n e ra l  ob liga tion  insures th a t  the  M as te r  L ender 's  ra t ing  can be 
p a s se d  th ro u g h  to the  co rpo ra t ion 's  bonds.

8. L o c a l  le n d e rs  will a c t  as o rig ina ting  any se rv ic in g  a g en ts  and  will 
c o m m i t  to  m a k e  loan re p a y m e n ts  on the p e rm a n e n t  loan to the 
M a s te r  L en d e r  on a  timely basis. In turn , the M a s te r  Lender wil 
u n d e r ta k e  re p a y m e n t  of the  L ender Loan to the  p ro g ra m  tru s te e .

9. E xcess  c a s h  flow s in the p rog ram  a f t e r  bond d e b t  s e rv ic e  re q u ire ­
m e n ts  hav e  b e e n  sa tisf ied  will r e v e r t  to the c o rp o ra t io n .  .

In our v iew , th e r e  a r e  a  number of im p o r ta n t  b e n e f i ts  f ro m  the  s t r u c u t r e  of 

the  M aste r  Loan M u lt i - fa m ily  Housing Loan p ro g ram .

F ir s t ,  th e  use of the  M as te r  Lender p rov ides  to  the  c o rp o ra t io n 's  bonds the 

secu r i ty  r e q u is i te  to  e x p e d i te  the m arke ting  and d is tr ib u tio n  o f  the  bond issue to  

inves to rs .  M o reo v e r ,  s t r u c tu r in g  the co rp o ra t io n 's  loan to the M a s te r  Lender as 

a  g en e ra l  o b lig a tio n  o b v ia te s  the need for cu m b erso m e  and c o s t ly  c o l la te r a l iz a ­

tion.

Second, loca l lend ing  ins ti tu tions  re ta in  the im p o r ta n t  fu n c t io n  of c l ien t  

m a in te n a n c e  an d  d e v e lo p m e n t  with local d eve lopers  and ow n ers .  These local 

lending in s t i tu t io n s  a r e  b e s t  positioned to e v a lu a te  the su i ta b i l i ty  and m a rk e t ­

ab ility  o f  p roposed  d e v e lo p m en ts  and the c a p a b i l i t ie s  of d ev e lo p e rs .  It is 

a p p ro p r ia te ,  th e r e f o r e ,  th a t  these local in s t i tu t io n s  p rov ide  o r ig ina tion  and 

c o n s t ru c t io n  loan  f inanc ing  and shield bondholders  and the M as te r  Lender from  

the  in h e re n t  r isk s  of the  co n s tru c t io n  period.
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Third, the  d ev e lo p e r /o w n er ,  under this p rog ram , can  m a in ta in  a  working 

re la tionsh ip  w ith  local lending in s t i tu t io n s  and b e n e f i t  from  a  lo w -c o s t  b lend o f  

10% taxable  -  90% ta x -e x e m p t  f inancing  a t  r a te s  well be low  (400-600 basis 

points) c o n v en tio n a l  m o r tg a g e  r a te s .  Based on our a ssessm en t o f  p r e f e r r e d  local 

lending p ra c t ic e ,  we would suggest th a t  th e  lo an -to -v a lu e  ra t io  b e  e s ta b l ish e d  a t  

75%, thus e s tab l ish in g  a  s ig n if ican t  loca l equity  c a p i ta l  c o n t r ib u t io n  to  fu r th e r  

insure  the su ccess  of the  p rog ram . . .

F ourth , a  p o te n t ia l  long -te rm  b e n e f i t  to the c o rp o ra t io n  and, m ore  

genera lly ,  th e  S ta te ,  s te m s  from  the d e v e lo p m en t  o f  a  good w ork ing  re la t io n sh ip  

w ith  o u t -o f - s ta t e  c a p i ta l  sources.

While the  r a te s  and fe e s  fo r  the various  loan com ponen ts  a r e  su b je c t  to  

nego tia tion  and ta x -e x e m p t  m a rk e t  cond itions ,  te rm s  th a t  ap p ea r  f o r s e e a b le  a re :

L en d e r  Loan: R ate  w ith in  25 basis points  o f  th e  TIC on the
bonds

C o n s tru c t io n  Loan: M arke t r a te  + 2 points
o r ig ina tion  fee

P e r m a n e n t  Loan: 90% - R a t e  a t  1% above the L e n d e r  Loan + 2
po in ts  o rig ination  and 1 p o in t  S tand  By
C o m m itm e n t  Fee

10% -M a rk e t  R a te  + 2 points 
o rig ina tion  fee

Serv ic ing  F e e :  O ne-fou rth  o f  1% for loans
below  $1 m illion; one-six th  
of 1% for loans over $1 m illion

The loan o r ig in a tio n  fe e  is paid by the  deve loper  on the c lo s in g  d a te  o f  the

respec t ive  loan. The fees  a re  designed to c o m p en sa te  the a p p ro p r ia te  lender  for

closing and a d m in s t r a t iv e  c o s t ,  for the risk o f  undertak ing  the  loan , and the

c o m m itm e n t  to  subsequen tly  re f in an ce  e i th e r  as  a p e rm a n e n t  loan  or upon

m atu rity  o f  th e  ba lloon . The S tand By C o m m itm e n t  Fee is a  un ique  ch a rg e

assessed by th e  M a s te r  Lender xor the use of its  c re d i t  and the  r isk  assum ed  by

%
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th a t  in s t i tu t io n  to  m a k e  possible the  dev e lo p er 's  a c c e s s  to  low c o s t  tax  e x e m p t  

"balloon" m a tu r i ty  f in an c in g .

Bond M a tu r i t ie s  and L oan  Term s

As no ted  e a r l i e r ,  p re se n t  m a rk e t  cond itions  p re c lu d e  the  is su an ce  o f  long­

te rm  bonds a t  r a t e s  su ff ic ie n t ly  low to p rov ide  m o r tg a g e  loans a t  or below 

13 1/2%. A ssum ing t h a t  p re s e n t  m a rk e t  cond itions  c o n t in u e  fo r  th e  n e a r - to -m id -  

te rm , we re c o m m e n d  th a t  the  in i t ia l  issue o f  the  c o rp o ra t io n 's  M a s te r  Lender 

M ulti-fam ily  bonds b e  s t ru c tu re d  w ith  a  7 -1 2 -y e a r  f ina l  m a tu r i ty .

The M as te r  L e n d e r  Loan and the  su b se q u en t  m o r tg a g e  loan  should be 

s t ru c tu re d  on th e  bas is  of a  2 0 -2 5 -y ca r  a m o r t iz a t io n  sch ed u le  of e q u a l  annual 

deb t s e rv ice  p a y m e n ts ,  w ith  a  "balloon" or te rm  m a tu r i ty  in a  y e a r  c o n s is te n t  

w ith the bond m a tu r i t y .  It m ust b e  reco g n iz e d  th a t  this loan m a tu r i t y  s t r u c tu re  

has the  pos itive  f e a t u r e  o f  sm all  p r in c ip a l  a m o r t iz a t io n  in th e  c r i t i c a l  ea r ly  

s tag es  of the p ro je c t 's  life. C onverse ly ,  the  M as te r  L ender a s s u m e s  the  g r e a t e r  

risk of re f in an c in g  a lm o s t  the  e n t i r e  p r in c ip a l  am o u n t  of th e  m o r tg a g e  loan.

Based on r e c e n t  m a rk e t  cond itions , th is  s t r u c tu r e  would p e r m i t  a  bond 

in te re s t  c o s t  of a p p ro x im a te ly  11-11 1/2% , a  ta x -e x e m p t  d e v e lo p e r  loan r a t e  of 

app rox im ate ly  12 1/2%  and a bleiided (10% ta x ab le  -  90% ta x -e x e m p t )  p e rm a n e n t  

loan r a te  o f  a p p ro x im a te ly  13% (assum ing a  r a t e  o f  17% on th e  10% local lender  

p e rm a n en t loan).

Given c u r r e n t  m a rk e t  cond itions  w ith  very  wide d i f f e r e n t ia l s  b e tw e e n  short 

and long -te rm  y ie ld s ,  th is m a tu r i ty  s t r u c tu r e  re p re s e n ts  a  c o m p ro m is e  b e tw e e n  

the p roh ib itive ly  h igh  co s t  of lo n g - te rm  f inanc ing  and the  re f in a n c in g  risks 

inheren t in lo w -co s t ,  s h o r t - t e rm  financ ing . The use  of this ty p e  o f  m a tu r i ty  

s t ru c tu re  in r e c e n t  bond sales in d ic te s  th a t  this is an a c c e p ta b l e  t r a d e o f f  of
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c o s t - r i s k  f a c to r s  in th a t  is does  p rov ide  fo r  low -cost p e rm a n e n t  f inanc ing  fo r  a t  

le a s t  f iv e  to  ten  y e a r s  d e p e n d e n t  on the  final m a tu r i ty  s e le c te d .  The final 

m a tu r i t y  schedu le ,  should be  ta i lo re d  to m a rk e t  cond itions  a t  th e  t im e  o f  sale.

To com ply  w ith  fe d e ra l  r eg u la t io n s  under the  M5BTA and  to  in c re a se  the  

supply  o f  r e n ta l  housing  a t  th e  low est a d m in is tra t iv e  c o s t ,  a d h e re n c e  to the  

fo llow ing  p rog ram  p a r a m e te r s  h a v e  varying d eg rees  of im p o r ta n c e :

T ype o f  Housing: Newly c o n s t ru c te d  re n ta l  housing d e v e lo p m e n ts .  A ll develop­
m e n ts  re q u ire d  to b e  used as r e n ta l  housing for a  period  equa l  to  th a t  of the  
o u ts ta n d in g  bonds. Both of th e se  req u ire m en ts  a re  m a n d a te d  by th e  M5BTA and 
g o v ern  housing f in an c ed  w ith  th e  p ro ceed s  from ta x -e x e m p t  bonds.

Incom e R e s tr ic t io n s  on T e n a n ts : A t l e a s t  20% o f  the u n its  in e a c h  d ev e lo p m en t 
f in a n c e d  under  the  p ro g ram  m u s t  be occupied by low incom e t e n a n ts  as  th a t  
t e r m  is de f in ed  by 167(k)(3XB) o f  the  In te rna l R evenue C ode .  T he rem a in in g  80% 
o f  th e  u n i t s  m us t b e  occup ied  by te n a n ts  whose a d ju s ted  g ross  incom e p e r  
househo ld  w as less than th e  m axim um  incom e l im it  e s ta b l is h e d  by the  
c o rp o ra t io n .  P ro je c te d  ad ju s ted  gross incom e will be  used  to  d e te rm in e  
c o m p l ia n c e .  This in fo rm a tio n  is to oe  ob ta ined  during th e  te n a n t  app l ica t ion  
p ro cess  an d  sworn to  (n o ta r ized )  by the  app lican t .

R e c e r t i f i c a t i o n  o f  T e n a n t /In c o m e  Annual A udit: No r e c e r t i f i c a t i o n  of te n a n t
incom e is n ece ssa ry  following o r ig ina l occupancy . As long as  a  t e n a n t  occupies  a  
u n i t  in th e  d ev e lo p m e n t  (not n ece ssa r i ly  his or her  o rig ina l un it) ,  th e  te n a n t /u n i t  
c o n t in u e s  to  qualify  under  the d ev lo p m en t 's  incom e r e s t r i c t io n s .  H ow ever,  the  
c o rp o ra t io n  ac t in g  th rough  the t ru s te e  bank will co n d u c t  an  an n u a l  co m p lian ce  
a u d i t  o f  e a c h  d ev e lo p m e n t  f inanced  under the p rogram .

D is tr ib u t io n  of 20% In c o m e -R e s tr ic te d  U nits : The 20% incom e r e s t r i c t e d  units 
m u s t  be reasonab ly  in te rsp e rse d  on a  pro  r a t a  basis th roughou t the  d e v e lo p m e n t .

R e n t  R e s t r ic t io n s  on U nits : F o r  the  20% of the  un its  s e t  a s id e  fo r  the  low
incom e te n a n ts ,  r e n t s  can n o t e x ce ed  30% of the m ax im um  m o n th ly  incom e 
a llow ed  fo r  o ccu p a n ts  o f  such un its .

T e n a n t  A c c e p ta n c e : As long as  the sam e s tandards  applied  to  the  20%  re s t r ic te d  
incom e te n a n ts  a re  app lied  un ifo rm ly  throughout the  d e v e lo p m e n t ,  th e  d eve loper  
m ay r e j e c t  any t e n a n t  on the basis of bad c re d i t ,  poor job h is to ry ,  and o the r  
reaso n s  ev idenc ing  te n a n t  u n d es irea b il i ty .  For exam ple ,  the d e v e lo p m e n t  may be 
d es igned  and m a rk e te d  exclusively  to  the elderly or to ch i ld le ss  coup les .

S e le c tio n  o f  Incom e and  R ent R e s t r ic te d  U nits: Specific  u n i ts  m e e t in g  incom e 
and r e n t  r e s t r ic t io n s  r e q u ire m e n ts  may be redesigned  by the  d e v e lo p e r  from 
t i m e - t o - t im e  (w ith  n o t ic e  to the  co rp o ra t io n  and the bond t ru s te e ) ,  so long as a t
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le a s t  20%  of the  un its  w ith in  the d e v e lo p m e n t  a r e  so d e s ig n a te d  fo r  20 y e a rs  and  
f u r th e r  so long a s  the  d e s ig n a te d  un its  a r e  rea so n ab ly  in te r s p e r s e d  th ro u g h o u t  
the  d e v e lo p m e n t .

V iolation of In co m e  R e s t r ic t io n  R e q u i r e m e n ts : Loan docum encs  b e tw e e n  the
lender  and  d e v e lo p e r  will inc lude  a v a r ie ty  of m e ch an ism s  fo r  en fo rc in g  th e  
incom e r e s t r i c t io n  re q u ire m e n ts .  A v io la t io n  o f  such  r e q u i r e m e n ts  would 
c o n s t i tu t e  an  e v e n t  o f  d e f a u l t  under the  loan , su b je c t  to  r e a s o n a b le  and  s ta n d a rd  
n o t ic e  and c u re  prov is ions p r io r  to any fo re c lo s u re  a c t io n  on the m o r tg a g e .

R e g u la to ry  A g re e m e n ts  and D eed R e s t r i c t io n s : The d e v e lo p e r ,  th e  c o rp o ra t io n  
and the  bond t r u s t e e  will e n t e r  in to  a r e g u la to ry  a g r e e m e n t  and th e  d e v lo p e r  w ill 
b e  requ ired  to r e c o rd  c e r t a in  deed  r e s t r i c t io n s  req u ir in g  use of e a c h  d e v e lo m e n t  
fo r  20 y e a rs  fo llow ing co m p le t io n  o f  c o n s t ru c t io n  of such  d e v e lo p m e n t  as  r e n t a l  
p ro p e r ty  in w hich a t  le a s t  20% of th e  u n its  a r e  o c c u p ie d  by low er  in c o m e  
te n a n ts .  The r e g u la to ry  a g re e m e n t  m ay be u l t im a te ly  e n fo rc e d  by d e fa u l t  a n d  
a c c e le r a t io n  o f  the  m o r tg a g e  n o te .  T he  deed  r e s t r i c t io n s ,  w hich  run  w ith  the  
land, m ay be e n fo rc e d  by any  av a i lab le  ju d ic ia l  p ro c e e d in g s .

Eouitv  Jo in t  V en tu re s : Any qua l if ied  le n d e r  m ay, in its  n a m e  o r  th rough  a
subsid iary , e s ta b l is h  an  eq u i ty  jo in t  v e n tu r e  w ith  a  d e v e lo p e r ,  w i th  such jo in t  
v e n tu re  then borrow ing  f ro m  th e  le n d e r  u n d e r  the  p ro g ra m .  (It m u s t  be  n o te d  
th a t  n a t io n a l  banks  a r e  p ro h ib i ted  from  tak ing  an  e q u i ty  in te r e s t  in p ro je c ts  th e y  
f in an c e .)  In such  c a se s  the  len d e r  m ust m a k e  an a c tu a l  cash ,  p ro p e r ty  o r  in -k ind  
c o n t r ib u t io n  o f  e q u i ty .  This r e q u ire m e n t  w ill g ive  c o m f o r t  to th e  p ro g ra m  t h a t  
any  v e n tu re s  a r e ,  in f a c t ,  bona fide. F u r th e r ,  th e  le n d e r 's  p e r c e n ta g e  s h a r e  in 
ow nersh ip  r e tu r n  m ay n o t  exceed  the  lender 's  p ro  r a t a  s h a r e  of e q u i ty  
c o n tr ib u t io n .  In add i t ion  to insuring t h a t  v e n tu re s  fo rm e d  a re  l e g i t im a te ly  w h a t  
they  r e p re s e n t  to be , th is  r e q u i r e m e n t  p r o te c t s  the  f inanc ing  f ro m  p o ss ib le  
a c c u sa t io n  th a t  a  d is p ro p o r t io n a te  r e tu rn  is sim ply  a  d e v ic e  fo r  c i r c u m v e n t in g  
IRS-im posed a r b i t r a g e  r e s t r ic t io n s  ex is t in g  on ta x - e x e m p t  f in an c in g .  F ina lly ,  i t  
should be  the  po licy  of the  c o rp o ra t io n  t h a t  a  le n d e r 's  p e r c e n ta g e  sh a re  in 
ow nersh ip  o f  th e  eq u i ty  jo in t  v e n tu re  n o t  e x c e e d  30% . This p r o t e c t s  a g a in s t  
lender 's  p ro g ram  p a r t ic ip a t io n  being sim ply  s e l f - s e rv in g  to the  exc lu s ion  of 
in tended  p ro g ra m  b e n e f ic ia r ie s .

The key d e ta i l s  of th e  M as te r  L en d e r  Mult, fam ily  Housing L oan  P ro g ra m  

ou tl ined  above  h av e  been  te s te d  and a r e  a c c e p ta b le  in the bond  m a rk e t .  It 

should b e  no ted  how ever,  th a t  the bas ic  f inanc ing  s t r u c t u r e  c a n  an d  should be  

ad ap ted  to  be responsive  to the  needs or in te r e s t s  of the  c o rp o ra t io n .
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We u n d e r s ta n d ,  h o w e v e r ,  th a t  the  S t a t e  owns a  s u b s ta n t ia l  p o r tfo l io  of

ren ta l  h ous irm ortgages  loans .  The c o rp o ra t io n ,  a long  w i th  a p p ro p r ia te  leve ls  of S ta t e  
housing fo r  j

uiremer.'ts a .r toovernm en t,  m ay  wish to  exp lo re  w h e th e r  th e se  loans could  be p la c e d  in t ru s t  
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1) T h e  M a s te r  L e n d e r  Loan is r e p la c e d  by a  90% p a r t ic ip a t io n  in th e  
p e r m a n e n t  loan  by the  c o rp o ra t io n ,  a n d .

2) T h e  c o r p o r a t io n ’s bonds a re  b a c k s to p p e d  by a  p ledge of the  cash  flow  
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bad c re d i t
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in su rance  C o m p a n y .  This v a r ia n t ,  ou tl in ed  in C h a r t  3, p e rm i ts  the  ra t in g  on the 

n a t iona l  lend ing  in s i ru t io n  to  be passed th rough  to the c o rp o ra t io n 's  bonds.
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EXHIBIT A

C o l l a te r a l ;

F o r  n o n - ra te d  o r  less  th a n  AA r a t e d  in s t :tu t io n s ,  a p p ro x im a te  c o l la te ra l  

r e q u ire m e n ts  a r e  as  fo llow s: T he le n d e r  Ic j» m u s t  be sec u re d  by (i) d i r e c t  U.S. 

G o v e rn m e n t  or U.S. G o v e rn m e n t  g u a r a n te e d  s e c u r i t ie s  in an  a m o u n t  whose 

m a rk e t  va lue  equa ls  125% of  th e  le n d e r  lo a n ,  (ii) l e t t e r  of c r e d i t  f ro m  an  e lig ib le  

bank in  an  am o u n t  equal to  100% o f  t h e  le n d e r  loan , (iii) FHA in su red ,  VA 

g u a ra n te e d  or c o n v e n t io n a l  single  f a m i ly  m o r tg a g e  loans w hose m a r k e t  va lue  

equals  150% of  th e  le n d e r  loan . S ing le  f a m i ly  m o r tg a g e  loans  used  a s  c o l la te ra l  

m u s t  (a) have  a  f ixed  in t e r e s t  r a t e  a n d  s u b s ta n t ia l ly  equal m o n th ly  in s ta l lm e n ts  

of p r inc ipa l and  in t e r e s t ,  (b) h a v e  an  o r ig ina l t e rm  of 25 to  30 y e a r s ,  (c) h av e  a  

re m a in in g  te rm  a t  l e a s t  equa l to  15 y e a r s ,  (d) qua l ify  as  lega l in v e s tm e n ts  fo r  

f e d e ra l ly  c h a r t e r e d  savings ai A lo a n  a s s o c i a t e  .is Gf le n d e r  is a  sav ings  and  loan  

a sso c ia t io n ) ,  (e) be ol: th e  ty p e  w h ich  have  b e e n  genera lly  e l ig ib le  fo r  p u rc h a se  by 

FNMA o r  FHLM C, (f) n o t  have  m o re  th a n  90 days in a r r e a r s  a t  any  t i m e  during 

th e  p rece d in g  12 m o n th s  and re m a in  in a  c u r r e n t  s ta tu s  w hile  on d e p o s i t  in  th e  

C o l la te  -al pool, (g) be se rv ic e d  . th e  le n d e r  or th r  len d er 's  q u a l if ied  a g e n t ,  (h) if  

a  condom in ium  m o r tg a g e  loan , h av e  a  p r inc ipa l amoitnl such th a t  t h e  a g g re g a te  

a m o u n t  of all such  p ledged  condom in ium  lo a n .  . .e  n o t  in ex ce ss  o f  10% o f  th e  

c o l la te r a l  r e q u ire m e n t ,  and  G) possess  g e n e ra l ly  a c c e p ta b le  in s u ra n c e  based  on 

lo a n - to -v a lu e  ra t io s  if a  c o n v e n t io n a l  loan  and  FHA flood in s u ra n c e  i f  in a  flood  

zone. G o v e rn m e n t  s e c u r i t ie s  u sed  as c o l l a t e r a l  m us t be (a) d i r e c t  o b l ig a t io n s  of 

th e  U n i te d  S ta te s  of A m e r ic a  o r  any a g en c y  o r  in s t ru m e n ta l i ty  th e r e o f ,  or 

o b lig a tio n s  fu lly  g u a ra n te e d  by th e  U n i te d  S ta te s  of A m e r ic a  or any  ag en c y  or



1 EXHIBIT A 
(con’t . )

in s t r u m e n ta l i t y  t h e r t o f  ( in c lu d in g ,  w i th o u t  l im i ta t io n ,  m o r tg a g e  lo a n  pool 

p a r t i c ip a t io n  c e r t i f i c a te s  is su ed  by  G NM A ), provided  t h a t  su ch  d i r e c t  ob liga tions  

or g u a r a n t e e s ,  as th e  c a s e  m a y  b e ,  a r e  e n t i t l e d  to th e  fu ll  f a i t h  and  c r e d i t  o f  th e  

U n i te d  S t a t e s  of A m e r ic a ;  o r  (b) m o r tg a g e  loan  pool p a r t i c ip a t io n  c e r t i f i c a t e s  

is su ed  by th e  F e d e ra l  H e m e  L o a n  M o r tg a g e  C o rp o ra t io n .

C o l l a t e r a l  V a lua tion  and M a in t e n a n c e :

C o l l a te r a l  m us t be v a lu e d  a t  m a rk e t  and m u s t  be r e v a lu a te d  no le ss  

f r e q u e n t ly  th a n  q u a r te r ly  a n d  b ro u g h t  b a c k  to  requ ired  le v e ls  w ith in  30 days (i .e .,  

by  p ledge  of add itiona l c o l l a t e r a l  to  m a k e  up a  d e f ic ien cy  o r  by r e l e a s e  of ex cess  

c o l l a t e r a l ) .  FHLMC and FN M A  a u c t io n  yie lds a re  to  be  used  fo r  va lu ing  t h e  

c o l l a t e r a l  pool using t h e  ' 'm o r tg a g e  yield" def ined  as y ie ld - to  s tand- *d 

p r e p a y m e n t  d a te .  The s t a n d a r d  p r e p a y m e n t  is norm ally  12 y e a rs  or h a lf  o f  t h e  

e -n a m in g  l i f e  of th e  m o r t g a g e ,  w h ic h e v e r  i :  sh o r te r .

C o l  S u b s t i tu t io n :

F r e e  and  r . l i m i t e d  s u b s t i t u t i o n  of p e rm i t te d  c o l la te ra l  in re q u i re d  a m o u n ts  

a t  e a c h  e s ta b l ish e d  v a lu a t io n  d a t e .  M ore  f r e q u e n t  su b s t i tu t io n is  p e r m i t t e d  in th e  

e v e n t  of e a r ly  payoffs  of lo an s  in t h e  c o l la te r a l  pool or to  co n fo rm  to  r e g u la to ry  

r e q u i r e m e n t s .

-2 -



i  •
C h a r t  1 

Key Funds Flow for a  
M as te r  Lender M ulti-Fam ily  Housing Loan Program

biiHii r w x ittu s 90X PKKHANRHT I .(IAN

*



Chart 2 
Key Funds Flow for a 

M ulti-Fam ily Housing Loan Program  
C ollateralized  by State Portfolio of Loans

I ,

HONIl PKUCKUIS 90X I'KMHANENT I .(IAN



w m

C hart 3 •
Key Funds Flows for a 

Multi-Family Housing Loan Program 
Utilizing Collateral Pledge and L ette r of Credit

A i

nczsixrzTz appropriatics

E
G
E

0
r
c
A
S
B

r
L
0
tf

COLUTEXAL
LOAH PORTFOLIO
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Effective dates. — Section 52, ch. 115, effect July 28,1981, in accordance with AS 
SLA 1981, provided that this section take 01.10.070(c). i

A r t i c l e  4 . G e n e r a l  P r o v i s i o n s .

Section
165. Delinquent loans 
212. Fees charged by authority 
220. Definitions

S e c .  4 4 .8 8 .1 6 5 . D e l i n q u e n t  l o a n s .  I f  m o re  t h a n  tw o  p e r c e n t  o f  th e  
t o t a l  o u t s t a n d in g  b a la n c e  o f  lo a n s  p u r c h a s e d  f ro m  a  f in a n c ia l  i n s t i t u ­
t i o n  u n d e r  A S  4 4 .8 8 .0 1 0  —  4 4 .8 8 .2 2 0  b e c o m e s  d e l in q u e n t  fo r  90  d a y s  
o r  m o re ,  t h e  a u t h o r i ty  s h a l l  d is c o n t in u e  p u r c h a s in g  lo a n s  f ro m  t h a t  
f in a n c ia l  in s t i t u t i o n  u n t i l  th e  d e l in q u e n c y  is  re d u c e d  to  le s s  t h a n  tw o  
p e r c e n t .  (§ 4 2  ch  115  S L A  1 9 8 1 )

Effective dates. — Section 52, ch. 115, effect July 28,1981, in accordance with AS
SLA 1981, provided that this 'jection take 01.10 070(c).

S e c .  4 4 .8 8 .2 1 2 . F e e s  c h a r g e d  b y  a u t h o r i t y ,  (a) A n  a p p l ic a t io n  fee 
m a y  n o t  b e  c h a r g e d  fo r a n  a p p l ic a t io n  fo r  a u t h o r i t y  p a r t i c ip a t io n  in  a 
lo a n  u n d e r  A S  4 4 .8 8 .1 5 8 .

(b ) T h e  c o m m itm e n t  fee  fo r a  lo a n  c o m m itm e n t  b y  th e  a u t h o r i t y  m a y  
n o t  e x c e e d  tw o  p e r c e n t  o f  t h e  p r in c ip a l  a m o u n t  o f  th e  lo a n . (A S 
4 4 .8 8 .0 8 5 ; § 34  c h  115 S L A  1 9 8 1 )

Effective dates. — Sect.on 52, ch. 115, Editor's notcR. — This section was 
SLA 1981, provided that this section take originally enacted as AS 44.88.08) and
effect July 28,1981, in accordance with AS wus renumbered by the reviaor of sb lutes
01.10.070(c). pursuant to AS 01.05.031(b).

S e c .  4 4 .8 8 .2 2 0 . D e f in i t io n s .  In  A S  4 4 .8 8 .0 1 0  —  4 4 .8 8 .2 2 0
(1 ) " a u t h o r i t y ” m e a n s  th e  A la s k a  I n d u s t r i a l  D e v e lo p m e n t  A u th o r i ty  

c r e a te d  b y  A S  4 4 .8 8 .0 1 0  —  4 4 .8 8 .2 2 0 ;
(2 ) " b u s in e s s  e n t e r p r i s e ” m e a n r  a  s in g le  p r o p r ie to r s h ip ,  c o rp o ra tio n , 

f i rm , p a r tn e r s h ip ,  o r  o th e r  a s s o c ia t io n  o f  perBO s o r g a n iz e d  in  a n y  
m a n n e r ,  fo r  a n y  b u s in e s s  p u rp o s e ,  o th e r  t h a n  on  u n o n p r o f i t  b a s is ;

(3 ) " f e d e r a l  a g e n c y "  m e a n s  t h e  U n i te d  S ta te s  a n d  u n y  o fficer, 
d e p a r tm e n t ,  a g e n c y  o r  i n s t r u m e n ta l i t y  o f  th e  U n ite d  S ta te s ;

(4 ) " g o v e rn in g  body  o f  a  p o l i t ic a l  s u b d iv is io n ” m e a n s ,  w h e n  u se d  
w i th  r e s p e c t  to  t h e  lo c a tio n  o f a  p ro je c t ,  t h e  c o u n c il o f  a  c i ty  i f  t h e  p ro jec t 
is  to  b e  lo c a te d  in  a  c ity  in  th e  u n o r g a n iz e d  b o ro u g h , o r  th e  a s s e m b ly  if  
t h e  p ro je c t  is  to  b e  lo c a te d  in  a n  o rg a n iz e d  b o ro u g h  o r  a u n if ie d  
m u n ic ip a l i ty ;

(5 ) " p ro je c t” m e a n s
(A ) a  p n t  o r  f a c il i ty  u se d  o r  in te n d e d  fo r  u s e  in  c o n n e c t io n  w ith  

m a k in g ,  p ro c e s s in g ,  p r e p a r in g ,  o r  p; e d u c in g  in  a n y  m a n n e r ,  goods, 
p r o d u c ts  o r  s u b s ta n c e s  o f  a n y  k in d  o r  n a t u r e  o r  in  c o n n e c t io n  w ith
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d e v e lo p in g  o r  u t i l i z in g  a  n a t u r a l  r e s o u rc e ,  o r  e x t r a c t in g ,  s m e l t in g ,  
t r a n s p o r t i n g ,  c o n v e r t in g ,  a s s e m b l in g  o r  p r o d u c in g  in  a n y  m a n n e r ,  
m in e r a l s ,  r a w  m a te r i a l s ,  c h e m ic a ls ,  c o m p o u n d s , a l lo y s , f ib e r s ,  
c o m m o d itie s  a n d  m a te r i a l s ,  p r o d u c ts  o r  s u b s ta n c e s  o f  a n y  k in d  o r  
n a t u r e ,  a n y  p l a n t  o r  f a c i l i ty  u s e d  o r  in te n d e d  fo r u s e  a s  a n  i n d u s t r i a l  
p a r k  o r  in  c o n n e c t io n  w i th  a i r  a n d  w a te r  t r a n s p o r ta t io n ,  o r  a n y  p l a n t  
o r  f a c i l i ty  fo r  t! i p r e v e n t io n ,  l im i ta t io n  o r  c o n tro l o f  a i r  o r  w a te r  
p o l lu t io n ,  fo r t h e  d is p o s a l o f  s e w a g e  o r  so lid  w a s te ,  fo r  t h e  lo c a l 
f u r n i s h in g  o f  g a s ,  o r  fo r  th e  f u r n i s h in g  of w a te r ;

(B) a  p l a n t  o r  f a c i l i ty  u s e d  o r  in te n d e d  fo r  u se  in  c o n n e c t io n  w i th  a  
b u s in e s s  e n te r p r i s e ;

(C) c o m m e rc ia l  a c t iv i ty  b y  a  s m a l l  e n te r p r i s e ;
(6) " p l a n t "  o r  " f a c i l i ty ” m e a n s  r e a l  p r o p e r ty ,  w h e th e r  a b o v e  o r  b e lo w  

m e a n  h ig h  w a te r ,  o r  a n  i n t e r e s t  in  i t ,  a n d  th e  b u i ld in g s ,  im p r o v e m e n ts  
a n d  s t r u c t u r e s  c o n s tru c te d  o r  to  b e  c o n s tru c te d  o n  o r  in  i t ,  a n d  m a y  
in c lu d e  f ix tu r e s ,  m a c h in e ry ,  a n d  e q u ip m e n t  on  i t  o r  in  i t ,  a n d  ta n g ib le  
p e r s o n a l  p r o p e r ty ,  r e g a r d le s s  o f  w h e th e r  t h e  t a n g ib le  p e r s o n a l  p ro p ­
e r ty  is  a t t a c h e d  to  o r  c o n n e c te d  w i th  r e a l  p r o p e r ty ,  i f  t h e  o w n e r  h a s  
a g r e e d  n o t  to  re m c  . e th e  t a n g ib le  p e r s o n a l  p r o p e r ty  p e r m a n e n t ly  f ro m  
th e  s t a t e  fo r  t h e  p e r io d  th e  a u t h o r i t y  s e ts ;  " p l a n t” o r  " f a c i l i ty ” d o e s  n o t  
in c lu d e  w o rk  in  p ro c e s s  o r  s to c k  in  t r a d e ;

(7) R e p e a le d  b y  § 7 0  ch  1 0 6  S L A  1980 ;
(8) " p ro je c t  c o s t” o r  " c o s t o f  a  p ro je c t"  m e a n s  a l l  o r 'a n y  p a r t  o f  th e  

a g g r e g a te  c o s ts  d e te r m in e d  b y  th e  a u t h o r i t y  to  b e  n e c e s s a r y  to  f in a n c e  
th e  c o n s t ru c t io n ,  e x p a n s io n , o r  a c q u is i t io n  o f  a  p ro je c t, in c lu d in g  
w i th o u t  l im i ta t io n  th e  c o s t o f  a c q u i r in g  r e a l  o r  ta n g ib le  p e r s o n a l  p r o p ­
e r ty ,  a n d ,  in  c o n n e c t io n  w i th  r e a l  p ro p e r ty ,  th e  co s t o f  c o n s t ru c t in g  
b u i ld in g s  a n d  im p r o v e m e n ts ,  t h e  c o s t o f  c o n s t ru c t in g  m e a n s  o f  a c c e ss  
to  a n d  f ro m  th e  p ro je c t, th e  c o s t o f  c o n s t ru c t in g  e x te n s io n s  o f  u t i l i t y  
s y s te m s  to  th e  s i t e  o f  th e  p ro je c t;  th e  c o s t o f  a  p ro je c t in c lu d e s ,  w i th o u t  
l im i ta t io n ,  th e  c o s t o f  f in a n c in g  th e  p ro je c t, i n t e r e s t  c h a r g e s  b e fo re , 
d u r in g  o r  a f t e r  c o n s tru c t io n ,  e x p a n s io n ,  o r  a c q u is i t io n  o f  th e  p ro je c t, 
c o s ts  r e l a t e d  to  t h e  d e t e r m in a t io n  o f  th e  f e a s ib i l i ty ,  p la n n in g ,  d e s ig n  o r 
e n g in e e r in g  o f  th e  p ro je c t a n d ,  to  th e  e x te n t  d e te r m in e d  n e c e s s a ry  by 
th e  a u t h o r i t y ,  a d m in i s t r a t i v e  e x p e n s e s ,  th e  c o s t o f  m a c h in e ry  o r  e q u ip ­
m e n t to  b e  u se d  in  th e  o p e r a t io n  o f  th e  p ro je c t  a n d  e x p e n s e s  o f  i n s t a l l a ­
t io n ,  r e p la c e m e n t  o r r e h a b i l i t a t i o n ,  a n d  a l l  o th e r  co s ts , c h a rg e s ,  fee s  
a n d  e x p e n s e s  w h ic h  m a y  b e  d e t e r m in e d  by th e  a u t h o r t y  to  be n e c e s ­
s a r y  to  f in a n c e  th e  c o n s t ru c t io n ,  e x p a n s io n , o r  a c q u is i t io n ;

(9) " p ro je c t a p p l ic a n t"  m e a n s  a  b u s in e s s  e n t e r p r i s e  o r  e n t e r p r i s e s  
p ro p o s in g  to

(A) u s e  o r  o cc u p y  a  p ro je c t; o r
(B) a g r e e  to  p e r m i t  o th e r s  to  u s e  o r  o ccupy  a p ro jec t;
(10) " r e a l  p r o p e r ty ” m e a n s  la n d  a n d  r ig h t s  a n d  in te r e s t s  in  la n d , 

in c lu d in g ,  w i th o u t  l im i ta t io n ,  in t e r e s t s  le s s  th a n  fu ll t i t l e  su c h  a s  e a s e ­
m e n ts .  u s e s , le a se e , a n d  lic e n s e s :

396



§ 44.88.220 S t a t e  G o v e r n m e n t § 44.88.220

(11) " le a s e ” in c lu d e s ,  w h e n  u s e d  a s  a  n o u n , a n  i n t e r e s t  in ,  o r  w h e n  
u s e d  a s  a  v e rb ,  t h e  t r a n s f e r  o f  a n  in te r e s t  in ,  p r o p e r ty  le s s  t h a n  fee  
s im p le  t i t l e ,  in c lu d in g ,  w i th o u t  l im i ta t io n ,  w h e n  u s e d  a s  a  n o u n , 
a g r e e m e n ts  to  u s e  o r  o cc u p y  p r o p e r ty ,

(12) " s m a l l  e n t e r p r i s e ” m e a n s  a  b u s in e s s  e n te r p r i s e  w h ic h  i s  a  
p ro je c t  a p p l ic a n t  w i th  g ro s s  in c o m e  o f  $ 1 0 ,0 0 0 ,0 0 0  o r  le s s  fo r  i t s  a n n u a l  
r e p o r t in g  p e r io d  e n d in g  im m e d ia te ly  b e fo re  th e  a p p l ic a t io n  to  th e  
a u t h o r i ty  fo r  a  lo a n ;

(13) R e p e a le d  b y  § 51  c h  1 1 5  S L A  1981.
(14) R e p e a le d  b y  § 51  ch  1 1 5  S L A  1981.
(15) R e p e a le d  b y  § 51 c h  115  S L A  1981.
(16) " c o m m e rc ia l  a c t iv i ty ” in c lu d e s  w o rk  in  p ro c e s . o r  a c t iv i ty

in v o lv in g  s to c k  in  t r a d e ,  a c c o u n ts  re c e iv a b le ,  o r  t h e  r e f in a n c in g  o f  
e x is t in g  in d e b te d n e s s ,  s u b je c t  to  t h e  p ro v is io n s  o f  A S  4 4 .8 8 .1 5 8 . (§ 1 ch  
6 4  S L A  1 9 6 7 ; a m  §§ 4 , 5 ch  6 4  S L A  1977; a m  § 70  ch  106  S L A  1980 ; 
a m  §§ 4 3  —  4 7 , 5 1  c h  115 S L A  1981)

Effect of amendm ents. — The 1981 "construction" in three places. The umend-
amendment effective July 28, 1981, sub- ment also added paragraph (16) and
stituted ' for any business purpose, other repealed paragraph (13) which defined
than" for "which iB not organized” in para- "tourism enterprise," repealed paragraph
graph (2). The amendment rewrote pnrn- (14) which defined "commercial fishing on* 
graphs (5) and (12). In paragraph (8), the terprisc" and repealed paragraph (15) 
amendment added "expansion” follov’ng which defined "mining enterprise."
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