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February 17, 2000

The Honorable Tim Kelly

Chairman

Senate Community and Regional Affairs Committee
State Capitol Building

Juneau, Alaska 99801

Dear Senator Kelly:

Attached is a copy of a resolution adopted by the Anchorage Assembly on
February 15h. The resolution, which was approved on a 9 - 2 vote, urges the
Alaska State Senate to pass HB 272, my legislation requiring assessors to
consider deed restrictions when valuing federally qualified low-income housing.

I would appreciate your including a copy of this resolution in the
committee packets for when you schedule HB 272 for consideration in the Senate
Community and Regional Affairs Committee.

Sincerely yours,

Andrew Halcro

Enclosure
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For reading: FEBRUARY 15, 2000

ANCHORAGE. ALASKA
AR NO. 2000-41

A RESOLUTION OFTHE ANCHORAGE MUNICIPALASSEMBLY SUPPORTING HB 272, “AN
ACT RELATING TO THE TAX ASSESSMENT BY A HOME RULE OR GENERAL LAW
MUNICIPALITY OF HOUSING THAT QUAUFJE6 FOR THELOWA4NCOME HOUSING CREDIT
UNDER THE INTERNAL REVENUE CODE, AND PROVIDING FOR AN EFFECTIVE DATE.”

— 1 Im mm| " ] kk K K

. WHEREAS, affordable housing in Anchorage which serves senior citizens, residents with
special needs, and low income families is now at substantial risk of fiscal default because the
Municipal Assessor no longerrecognizes recorded deed covenants which limit rents received from

tenants: and

. WHEREAS, upon default, these Properties will likely become tax-exempt public housing
projects, thereby reducing annual property tax revenues by as much as 5486,000; and

_ WHEREAS, the slate’s largest investors have stated that investment in,affor_dable_housing
inAncnorage will not resume witholta consistent assessment policy that recognizes limjts impose
on rents the properties collect, and a policy tnal does not treat federal low income housing tax

credits used to build affordable housing as "real property*; and
WHEREAS, Federal officials have étated_ tha? the As?]essor's [F,ctice, if not corr_ecte? b%
grom t action, could jeopardize continued receipt ot more than $3 million in Community Bloc
rants made available to the Municipality of Anchorage.
NOW, THEREFORE, the Ancnorage Assembly nereoy resolves:

Section i That the Assembly supgorts HB 272 and commends the Alaska State House of
Representatjves for Its passage of HB 272 and urges the Alaska State Senate to enact this

legislation without delay.
Secuon 2: This resolution snail take effect upon passage and approval,

PASSEDzoA(g\IoD APPROVED by the Anchorage Municipa) Assembly this day of

Chair
ATTEST:

Municipal Clerk
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To: Sen. Tim Kelly
Chairman
Senate Community and Regional Affairs Committee
From: Rep. Andrew Halcro
Re: HB 272, Low Income Housing
Date: February 8, 2000

Attached are copies of HB 272, my sponsor statement for the bill, and supporting
information. | would appreciate your scheduling this bill for consideration by the Senate
Community and Regional Affairs Committee at your earliest convenience.

E-Mail: Represottative Adrov Haladglegis.state_ak.us
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HB 272
SPONSOR STATEMENT

The federal government (HUD) has established a program offering tax credits to
developers to build and maintain low and moderate income housing units. Developers receive
tax credits in exchange for limiting rental prices to 30% of a tenant's income. These properties
are restricted to individuals who earn less than 60% of median income and are targeted toward a
population who previously did not have housing.

In 1998, the Municipality of Anchorage changed the way in which they assess these
projects. Prior to 1998, the Municipality of Anchorage assessed low-income housing based on
the capped rental rates. They now are assessing these properties at their estimated market value -
- the amount of rent these properties would receive if the rental rates were not deed-restricted.

This change in assessment has created a severe problem for the non-profit agencies and
others who are developing these types of properties. Banks are now refusing to finance these
properties because they are not financially viable under the market assessment approach.

Providing affordable housing to those otherwise priced out of the market is an important
goal. The federal government is providing tax credits to encourage development of low-income
housing to meet the need for basic housing for families. The Municipality of Anchorage has
indicated their assessment practice is a function of state law. However, the approach taken by
the Municipality of Anchorage has negated the federal incentive to develop low-income housing.

HB 272 would require local governments assess low-income housing at its rental value

instead of its estimated market value. It is appropriate that the state law be changed to encourage
the development of needed affordable housing for low-income families.

E-vail: Rpresentative Adrew Haladglegis_slate_ak.us
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HOUSE BILL NO. 272
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIRST LEGISLATURE - SECOND SESSION

BY REPRESENTATIVES HALCRO AND ROKEBERG, Croft, Porter, Kemplen, Hudson, Murkowski,
Kerttula, Smalley, Mulder

Introduced: 1/10/00
Referred: Community and Regional Affairs

A BILL
FOR AN ACT ENTITLED
"An Act relating to the tax assessment by a home rule or general law
municipality of housing that qualifies for the low-incoine housing credit under the

Internal Revenue Code; and providing for an effective date."”
BE IT ENACTED BY THELEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 29.45.110 is amended by adding a new subsection to read:

(d) When determining the full and true value of property that qualifies for a
low-income housing credit under 26 U.S.C. 42, the assessment of the value of the
property must be based on the actual income derived from the properly and may not
be adjusted based on the amount of any federal income tax credit given for the
property. To secure an assessment under this subsection, an owner of property that
qualifies for the low-income housing credit shall apply to the assessor before May 15
of each year in which the assessment is desired. The property owner shall submit the
application on forms prescribed by the assessor and shall include information that may

reasonably be required to determine the entitlement of the applicant.

HBO02/2a 1 HB 272

New Text Underlined [DELETED TEXT BRACKETED]
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2. This Act takes effect January 1, 2001.

A HB0272a

New Text Underlined [DELETED TEXT BRACKETED]



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA
FAX (907) 465-2029 130 Seward Street, Suite 409

Mail Stop 3101 Juneau, Alaska 99801-2105

MEMORANDUM October 12, 1999

SUBJECT: Adding a limitation or restriction on municipal determination of the
full and true value of property for which a low-income housing credit
is allowable under 26 U.S.C. 42 (Work Order No. 1-LS1148\A)

TO: Representative Andrew Halcro, Co-Chair .
House Community & Regional Affairs Committee
Attn: Jonathon

FROM: Jack Chenoweth
Assistant Revisor

L..-

The division director, Tam Cook, to whom this amendment of material in Title 29 would
usually be assigned, is on leave through the date on which you have set a meeting on this
matter. In her absence, | have prepared the accompanying draft.

Though you mentioned the recent example of Washington State, your instruction expressly
indicated that I should not prepare a tax EXEMPLION, as had recently been done by that state's
legislature. Accordingly, | have prepared this as a limitation on the manner in which the
municipal assessor determines the full and true value of certain property.

This matter affects the valuation of certain low-income housing, sometimes also called
"affordable housing." The immediate difficulty, as | understand from the copies of the
several pieces of correspondence that accompany the work order request, is that the
Municipality of Anchorage is changing from determining a full and true value of the
affordable housing property based on "rental™ or "income™ considerations to one predicated

on "market" conditions.

The ability to select among recognized valuation methods to appraise property is today
committed to the discretion of the municipal assessor. Twentieth Century Investment Co.
v. City of Juneau, 359 P.2d 783, 788 (Alaska 1961); NortlLStar..Alaska.HQIiising.CQrp, v,
Fairbanks North Star Borough Bd. of Equalization, 778 P.2d 1140, 1143-1144 (Alaska

1989).

The approach set out in the accompanying draft would circumscribe the municipal assessor's
authority to the relatively limited extent necessary to require that the assessor determine
value taking into account the limitations and restrictions that operate to qualify the property
for the federal income tax credit allowable under 26 U.S.C. 42 (Internal Revenue Code).

The measure, involving an addition of a new subsection to AS 29.45.110, directs the



Representative Andrew Halcro
October 12, 1999
Page 2

assessor, when making the full and true value determination of the affordable housing, to
determine value based on its actual rent or actual income without adjustment for the
allowable income tax credit. In other words, if, to qualify for the tax credit, requirements
attach to the property to limit its use and occupancy that tend to diminish the property's rent
or income, the assessor may not ignore or overlook those factors, no matter the assessor’s
selection of a general valuation method.

From my understanding of AS 29.45.110, setting out the general obligation of the municipal
assessor to value property at full and true value, | do not see that this matter is fairly
addressed simply by directing the municipal assessor to select one method of property
valuation over another. The preferred approach, | believe, would continue to leave choice
of discretion to the assessor but require that official to use actual income rather than a

projected market value of the units.

Also, based on AS 29.45.062,1believe that the municipal assessor needs to be apprised that
property is, or may be, subject to the new limitation on valuation, so the burden would be on
the property owner to make timely application for the assessment. The last part of the
language of the accompanying draft follows AS 29.45.062(b)'s application approach and
cites to the same deadline.

JBC:pl
99-159.pIm

Enclosure
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Representative N orm an Rokeberg

September 15,1999

The Honorable Rick Mystrom FAX: (907) 343-4499
Mayor, Municipality of Anchorage

PO Box 196650

Anchorage, AK 99519-6650

RE: Tax Assessments on Low-income Housing

Dear Mayor Mystrom:

Members of Anchorage's banking community have brought to my attention a serious
situation concerning tax assessments on low-income housing. 1would appreciate your
review of this matter and your advice as to why a change was made in the way these
assessments are handled.

It is my understanding that up until the end of 1997, the Municipality used a taxation
method that was based on the actual income stream of these low-incomc projects. This

7o involved taking into consideration the cap on the rents as required by the federal
government. In 1998, apparently the Municipality changed its assessing method thus
t causing taxes on some of these properties to nearly double. No longer was the cap on
- rents considered. It is my further understanding that the federal HUD has indicated its
siC. concern about this new policy.

Many of these projects involve "very" low-income individuals and provide housing for
people who were formerly "street” people. Apparently the Municipality's "housing plan™
.cncoura8es these developments but its new taxing policy does not.

review this matter and let me know why the decision was
lof assessment on these types of projects? Does the State of
tatutory  change for die Municipality to return to assessing these
die MW" method (following federal guidelines of taking into consideration
rents or income of the property)?

j~Kj'Rokeberg
fpjresentativc
wtrict 11
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The Honorable Norman Rokcberg
Alaska State Mouse of Representatives
716 West 4lh Avenue, Suite 640
Anchorage, Alaska 99501

Dear Norm:

The assessment of property located in the Municipality is based on Slate and local
law and the legal precedents available from throughout the nation as they apply to

specific property types.

The method of valuation employed by the Municipality is consistent with the
method used in most states including major states such as Michigan and New
York. The Municipality is not aware of any statements by HTJD wjih regard to the
onerous effects of the legal decisions in these major states or by HUD on a national
level. We are aware of a letter issued by the Anchorage HUD office which appears
to be based on local advice as opposed to national policy. Interviews of HUD and
assessment officials in other states do not reveal any concern or position of such.

If the body of legal precedent developed across the country pertaining to Low
Income Housing property assessment were to change, the Municipality would
review the current methodology and consider changes consistent with Stale and
local law. Absent changes to this legal precedent the current method of assessment
for Low Income Housing properly will remain unchanged.

1 hope this letter has answered your questions regarding the assessment of Low
Income Housing within the Municipality ot Anchorage.

Sincerely

"(."Hi/ nj'Lifjhts and Flowers"



Representative Eric Croft

October 8, 1999

Representative Andrew Halcro

Community and Regional Affairs Committee
716 West 4 h Avenue, Ste. 620

Anchorage, AK 99501

» Dear Representative Halcro:

Recently some disturbing practices have come to my attention through the banking
community, with regard to affordable housing and how it is being assessed in property
taxes in Anchorage. 1’m concerned that both the state and local governments are not
doing enough to encourage the development of affordable, low income housing—and in

this cases is discouraging it.

It is my understanding the Municipality of Anchorage has started a practice of assessing
low income housing at market rents. | fear this will result in non-profit organizations
discontinuing involvement with new affordable housing projects. Other states, especially
Washington State, have done a good job to create incentives for the business community
to stay involved in affordable housing projects. | believe Alaska should step forward and

do the same.

Enclosed is a copy of a letter from Jan Sieberts, Senior Vice President of National Bank
of Anchorage. Jan has spent many years creating housing projects throughout Alaska.
He details some of the background to understanding this issue. Additionally, | have
enclosed a letter from the Department of Housing and Urban Development which sharply
criticizes the Municipalities’ tax treatment of affordable housing.

| urge your committee, under your leadership, to take steps to correct this. Alaska is a
state filled with opportunity for all those who come here, shouldn’t part of that
opportunity include clean, affordable housing for families? Let’s do all we can to ensure

this occurs.

Thank you for your consideration and please don’t hesitate to contact my office with
questions.

Sincerely,

CC: Jan Sieberts

January-May: State Capitol * Juneau, Alaska 9980M 182 « (907) 465-4998 « (800) 689-4998 « Fax (907) 465-4419
N June-December: 716 W. 4th Avenue < Anchorage, Alaska 99501 < (907) 258-8162
Representative_Eric_Croft@legis.state.ak.us
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September 10,1999 P.O. Bo* 100600

Anc+rorage, AK 99510-0600
Phone (907) 522-8888

Eric Croft _
State Representative
P.0. Box 101617
Anchorage, AK 99510

Re: Affordable Housing

Dear Representative Croft,

National Bank of Alaska has been actively involved in |_mprovmg?_the housing stock in
Alaska for our 90 years of existence and currently service $3 billion of the résidential
home loans in the state of Alaska. In recent times we have been actlve_IY involved in
partnership with various non-profit entities in the creation of quality multi- am||?/ housing
properties in Anchorage and other communities inthe state. Since the cost of the
construction is substantially higher than what would be otherwise economically _
justifiable using conventional financing, we have utilized the federal low income housing
tax credit program which enables investors to obtain their income through a credit on
their federal income tax. This program has been so successful that in excess of 60% of
the rental proE_ertJes inthe Untied States are currently utilizing tax credits to build new
properties. This is the only effective means of providing housing for low income and
very low income individuals and congress anticipates increasing the amount of tax
credits available by 40%.. This is estimated to generate financing for an additional 27TM
affordable housing units in the Untied States.

Under the Community Reinvestment Act banks are encouraged(and graded) by the
Office of Comptrollerof Currency to make low income housing tax credit investments.
In the state of Alaska, NBA, Firs* National Bank of Anchorage, Key Bank and Bank of
America have made these inv¥-c' +'nts as has other national investors. The end result
IS the best quality rental housinguiu in Anchorage, are tax credit projects.

In all the projects NBA has been involved the general partner and primary beneficiary
has been a non-profit organization. Two of the projects we are involved in, the Loussac
Sogn SRO and the Adelaide SRO projects are projects for “very" low income(incomes
nof'to exceed 30% of median). In some cases, we are providing housing for people
that ﬁr_evmusly lived on the streets of Anchorage. The Spruce View Apartment_ﬁ)_rmect,
which is located on Lake Otis Blvd., provides quality affordable housing for families. |
am sure you are aware most of the rental housing built in Anchorage was built for use
by pipe Iine workers and other construction workers and does not adequately fit the
modem needs of the families that are becoming an increasing part of our community.
NBA has a commitment to meeting the needs of the low to moderate members of olr

community.



Despite the fact that the Municipality of Anchorage "housing plan" encouraged banks
and investors to invest in low income housing tax credits to encourage the development
of this segment of the market, they subsequently changed their attitude on taxation.
Until 1997 the Municipality accepted a methology of taxation which taxed based on the
income of the projects. In 1998 they changed t ewaggroach which in some cases
increases the taxes on properties by nearlg double. They no longer would take into
account the cap on the rents as required by the federal government. The result of this
i catastrophic losses to the owners due to major increases in property taxes. Recently
HUD wrote a strong letter to the Municipality indicating that they believe that the
“Municipality's tax policy disregarding the rent restrictions on these Propertles IS the
single %reatest threat to the preservation of existing stock and development of
affordable housing in Anchorage today."

Qur concern is if the Municipal assessor prevails on this issue it will effect the
development of affordable housing to the residents of the entire state of Alaska.
Certamlg, the quaht}/ of rental housing built will be less than was developed in recent
?/ears. ‘Because of this issue Alaska 1S the only state in the United States that is not
fully utilizing their allocation of tax credits. Itwould be fool hardy for a financial
institution to become involved in the development of well planned quality properties that
require tax credits.

We uelieve that like the state of Washington these issues will have to be resolved by
state legislation which requires assessors to recognize the tederaII)F_ required rent
restrictions when assessing these properties. The non-profits and financial institutions
have no problem with reasonable taxation on the properties unlike the state of
Washington's legislation which exempted taxation on these properties all to%ether. The
state 0f Oregon's Supreme Court sided with the various housing entities on this issue.
Making it impossible for various non-profrts and developers to develop affordable
housing utilizing tax credits, means that in the long term that AHFC will be pressured to
develop public housing which will Probably not be managed with as much sensitivity to
local issues as would a local private developer and at much greater cost to the state.
We would like ¥0ur supgort in correcting the current situation which is restricting the
development of affordable housing for the citizens of the state of Alaska.

Sincerely yours,

Aan Sieberts
Senior Vice President

JKS:kak
CC: Ed Rasmuson
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September 10,1999 P.0. Box 100600

Anchorage, AK99510-0600
Phone (907) 522-8888

Caren Mathis

Planning Director
Municipality of Anchorage
PO Box 196650
Anchorage, AK 99519

Re: Affordable Housing/1998 HUD Performance Report
Dear Ms. Mathis;

National Bank of Alaska has been actively involved in i_mprovingi_the housing stock in
Alaska for our 90 years of existence and currently service $3 hillion of the residential
home loans in the state of Alaska. In recent times we have been act|ve_l¥ involved in
partnership with various non-profit entities in the creation of quality multi- amll?/ housing
properties in Anchorage and other communities in the state. Since the cost of the
construction is substantially higher than what would be otherwise economically
justifiable using conventional financing, we have utilized the federal low income housing
tax credit program which enables investors to obtain their income through a credit on
their federal income tax. This program has been so successful that in excess 0f60% of
the rental proE_ert_les in the Untied States are currently utilizing tax credits to build new
properties. This is the only effective means of providing housing for low income and
very low income individuals and congress anticipates increasing the amount of tax
credits available by 40%. This is estimated to generate financing for an additional 27M
affordable housing units in the United States.

Under the Community Reinvestment Act banks are encouraged(and graded) by the
Office of Comptroller of Currency to make low income housing tax credit investments.
In the state of Alaska, NBA, First National Bank of Anchorage, Key Bank and Bank of
America have made these investments as has other national investors. The end result
is the best quality rental housing built in Anchorage, are tax credit projects.

In all the projects NBA has been involved the general partner and primary beneficiary
has been a non-profit organization. Two of the projects we are involved in, the Loussac
Sogn SRO and the Adelaide SRO projects are projects for “ve<y" low income(incomes
not to exceed 30% of median). In some cases, we areg)rowdm | housing for people
that ﬁr_evmusly lived on the streets of Anchorage. The Spruce View Apartment_ErOJect,
which is located on Lake Otis Blvd., provides quality affordable housing for families. |
am sure you are aware most of the rental housing built in Anchorage was built for use
by pipe line workers and other construction workers and does not adequately fit the
modem needs of the families that are becoming an increasing part of our community.

Ah/in 'a zRqzp.qz/nfi 'm xm ti.ui.rr iurh uunn urn ua gn:i?n m RR-Ri-ion



NBA has a commitment to meeting the needs of the low to moderate members of our
community.

Despite the fact that the Municipality of Anchorage "housing plan” encouraged banks
and investors to invest in low income housing tax credits to encourage the development
of this segment of the market, they subsequently changed their attitude on taxation. In
1998 the Municipality changed its approach to tax assessments which in some cases
increases the taxes on these affordable properties by nearly double. They no longer
would take into account the cap on the rents as required by the federal government.
The result of this is catastrophic losses to the owners due to major increases in property
taxes. We have invested many millions of dollars into these properties and feel

betrayed by the Municipality's actions.

Our concern is if the Municipal assessor prevails on this issue it will effect the
development of affordable housing to the residents of the entire state of Alaska.
Certamlg, the quaht{ of rental housing built will be less than was developed in recent
Years. Because of this issue Alaska Is the only state in the United States that is not
ully utilizing its allocation of tax credits. Itwould be fool hardy for a financial institution
to become involved in the development of well planned quality properties that require
tax credits with this taxation issue hanging over its heads.

We believe that like the state of Washington these issues will have to be resolved by
assembly action or state legislation unless the Municipality comes to its senses. The
non-profits and financial institutions have no problem with reasonable taxation on the
properties, but the Washington Ie_ﬂ|slature_ exempted similar properties from all property
taxes. Unreasonable taxation will make it uneconomic to develop affordable housing
even with the utilization of tax credits. This means inthe long term the quality of
affordable housing in the Municipality will deteriorate and managed by those less
interested in the well being of the lower income individuals in the community.

I'm sure our non profit partners have more to offer on this subject.

Sincerely yours,

"Jan Sieberts
Senior Vice President

JKS:kak
CC: Ed Rasmuson
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ALASKA STATE LEGISLATURE
House of Representatives

INTERIMF e

COMMITTEE ASSIGNIVENTS:
716 WEST 4TH AVENUE. SUITE 640
LABOR 4COMMERCE COMMITTEE. CHAIRMAN ANCHORAGE. AK 99501
JUDICIARY COVMMITTEE. MEMBER PHON&);) J69 0117
LEGISLATIVE COUNCIL. MEMBER FAX: ({
SPECIAL COMMITTEE ON UTILITY RESTRUCTURING. MEMBER
SPECIAL COMMITTEE ON ECONOMIC DEVELOPMENT A SESSION.
TOURISM. MEMBER ALASKA STATE CAPITOL
JUNEAU. AK 99801-1182

PHONE: (907) 465-4963
e-mail: Represenlalivo_Norman_Rokebarg«Slagis.slaie.ak.us FAX: (907) 465-2040

Representative N orm an R okeberg

MEMORANDUM

TO: House Community & Regio/ial AffairsMembers
FROM: Rep. Norman Rokeberg N

DATE: January 31, 2000

RE: HB 272 - Municipal Tax Credit:Low Income Housing

| would encourage your support for this legislation, which arises from a situation we
are facing within the Municipality of Anchorage.

As you know, the construction and operation of low-income housing units is
important as such units provide residential space for low-income Alaskans. Certain
guidelines have to be met in the construction and operation of these facilities.

While federal law (26 U.S.C. 42) provides for a low-income housing credit as
described in the legislation, the Municipality of Anchorage been basing real
property taxes due on the full and true value of the property without applying the
actual income standard which has been customary. This means that these
properties must pay more in real property taxes with revenues that are based on
lower rentals than similar units and similar property pay. This*is"hot a way to
encou.-age these projects, which Alaska's banking community and developers have
been supporting with the understand that the rental income standard would be
used. In fact, financial institutions have been encouraged by local governments to
bee one involved in financing these projects and using the Low Income Housing Tax
Credit. The tax credit is the incentive to invest not the rental income stream.

In 1998, low-income housing properties' assessed value for taxation went up as
much as 100%. These properties were designed to show little profit and the
financial future of some of these projects is at stake. Increase in local taxes cannot
be a cause for a rental increase under the program guidelines (which limit the
amount of rent charged to 30% of the tenant's income).



Discussions with my local government have indicated that unless state law is
changed, the Municipality will continue with its current practice (since 1998) of not
considering rental income when working with low-income housing units' real
property tax assessments. While the Municipality of Anchorage is apparently the
only local government current involved in this matter, the potential is there, without
this law, for other local governments to use the same full and true value taxing

policy.

As a result of the MOA's policy, Alaska is the only state in the Union to not use its
allotted tax credits for this program. Therefore, we have irretrievably lost some

benefits from this successful private-public program.

Thank you for your consideration of this legislation.
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P.O. Box 100600
Anchorage, AK 99510-0600
Phone (907) 529-88B0

»anuary 8, 2000

Senator Loren Leman

Alaska State Senate

PO Box 190773

Anchorage, Alaska 99519-0773

Subject:  Taxation Policy and Low Income Housing Tax Credits

| missed your reception yesterday as | have been ver busy underwriting new loans for
the upcomm_? building season and issues related to the sale of the bank. We continue
to be committed to community issues and anticipate that we will continue our
community commitment in the foreseeable future. An issue that we feel may require
legislative assistance has been brought about by the re?resswe method in which low
income housing which have been created by the federal tax credit program have been
assessed property taxes by the Municipality of Anchorage.

The mayor's office claims that the ﬁroblem_ Is brought about by State law, but it is an
issue of unfair valuation whereby the Municipality refuses to consider the effects of
federally restricted rents. As anF real estate investor knows rental property valuation is
determined by cash flow characteristics of the property. The Municipality's actions are
bankruptm% many of the properties developed for low income housing and restricting
future development. Ifthese properties fail they will ultimately become the Property of
Alaska Housing Finance and will pay will or no property tax to the Municipality.

An important objective of National Bank of Alaska over the past 50 years has been to
meet the housmg needs of those in communities in which we serve. With the help of
others we have done a pretty good job in developing programs for home owners in
most communities. The tou%hestgoal to achieve is'to provide quality housing to those
low income individuals who do not qualify for home ownership. The various financial
Institutions serving the cpmmu_mtr finally thought we had the tools to improve the quality
of affordable rental housing with the creation of the Low Income Housing Tax Credit
proggam as approved by Congress. However, despite the needs in our community the
Anchorage Tax Assessor has brought the process of developing affordable housing to
a grinding halt much to the detriment of the low income citizens of our community.

In 1995 the Municipalit)éenqouraged financial institutions to invest in affordable housing
using LIHTC's, but'in 1998 increased the tax assessed value of most of these
properties by 100%. All but one ofthese properties are owned by non- profits. As the
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prcgoerties were designed to show little profit the tax increases have been devastating
nd may ultimately lead to financial failure of the properties altogether.

To quality for LIHTC's the owners must limit the rents charged to 30% of the tenant’s
income. ‘An increase in taxation can not be offset by an increase in rents. The Adelaide
property is designed to house individuals who make 30% of median income or not
more than around $12,000 per year. This property has often taken in individuals who
previously lived on the streets. Three properties were built for families with incomes of
not more than 60% of median income and some restricted to families with incomes of
50% of median or less, Admittedly, these three properties are likely the best quality
rental housing for low income individuals in the community with green belts, club
houses, play grounds, and modern fire safety systems.

S0 what is the Municipality's problem? The development of these proR‘ertles has
already substantially increased the tax collections of the Municipality. New construction
of affordable housing will further increase the tax collections of the Muni. The assessor
believes that the properties should be taxed as if their was no restriction on the rents
received by the owners. Historically, commercial and multi-family proRerty has been
taxed hased on the "income approach” as appraisers would call it or the cash flows
reasonably obtained on operation of the property to determine a value. The Muni taxed
these properties accordin Q’_U[]tﬂ 1997, however, then decided to tax them based on an
unachievable rent level. Additionally, the tax assessor believes that the LIHTC's
obtained by the investors for injecting capital into the properties should be taxed too.
This would"be similar to charging taxes on grants from federal or state governments.
Forsmall busingss owners itwould be like the Muni charging taxes on someone's
depreciation write offs,

LIHTC's are indirect subsidies designed to encouragze equity investment of private
funds and facilitate feasibility. The primary form that these indirect subsidies take is tax
credits, which may be used to offset federal income tax liabilities dir ctly by the owner
which may be individuals or corporations. So an individual may buy tax credits for a
dollar invested in the property, and Uncle Sam will allow him to get his repayment over
a 10 year period. The investor must remain committed to stay inthe affordable housm(ta
partnership for 15 Jears and their are more than normal investment risks. The property
must remain affordable for the fifteen year period and in Alaska the State often requires
that they remain affordable for 30 years.

Other risks are foreclosure, delivery of the tax credits, compliance of tenant eligibility,
comprehensive and often untested IRS regulations, and in Anchorage a change in
ph|losoth on property tax evaluation by the Muni is a risk nobody contemplafed. The
penalties fo the investor by the IRS are substantial if the project does not meet every
asE)ect of the tax code and ifthe property goes into default. " It is estimated that over
60% of the rental housing built in'the United States today are built with the use of tax
credits. The reason for this is that the costofb_und_mg housing has increased far more
rapidly than income of low to moderate income individuals and their ability to pay rent.
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S0 why is the construction of affordable housing important to Anchorage? In the last
couple of years we have seen numerous fires in old apartment houses with the loss of
life and personal property. Additionally we read about crime and juvenile problems
often concentrated in neighborhoods with older substandard properties. In Mt. View for
instance it is not uncommon to find 12 plexes located on 6000 square foot lots with
inadequate parking, no common area space for children to play, and poor maintenance.
These conditions can not lead to a healthy life style for the children or residents of
these neighborhoods. The majority of our apartment stock was built over 25 years ago,
do T(Ot meet modern building or fire codes, and were designed to house construction
workers,

It is evident to national lenders that our multi-family housing stock is substandard.
Freddie Mac and Fannie Mae are the two largest mu|t|-fam|g lenders in the country and
they do not lend money on multi-family housing in Alaska. Only sporadically does HUD
insure a multi-family mortgage and they moved their loan origination office to Seattle.
Pension funds and thrifts are not lending in Anchorage. Alaska Housing Finance and
the few local banks are the only financial institutions willing to take the risk, but it is the
overall quality of the rental housing stock that keeps lenders away.

The residents are changin%with more families, fewer singles, and a deterioration in real
wages. Frankly, many ofthe older properties are ohsolete and will not survive the test
of time. What Is evident to the financial community and creative housing developers
that work with low income individuals is that today we have the means to improve the
housing stock in Anchorage to modern standards by the use of LIHTC's. Government
programs change so if we want to take adv_antaﬂe of this opportunity we should do it
now. Alaska is the only state that is not using all of it's allowed tax Credits and that is
due solely to the MuniCipal Tax Assessor.

No investor is going to put his funds at risk while the current situation exists. California
for instance is the major user of tax credits, and it charges no taxes on affordable
housing owned hy non profits and (_:_harges ta,"es based on the restricted rents on
properties owned by others. Hawaii and Montana generally do not charge taxes to non
profits owning affordable housing properties, and the Washington State Legislature just
past a law restricting taxation on affordable housing properties owned by non profits. It
seems various tax assessors in Washington were playing the same game, and the
Washington legislature voted 97-3 for the property tax exemption. The Oregon
Supreqr]e Court decided that tax assessors must consider restricted rents when valuing
properties.

A reasonable taxation Policy by the Municipality will bring about the creation of hetter
housing conditions for the lower income citizens of our community and they are growing
as a class. While we talk of the expanding tourist industry, new hotels, possible
convention center, and new retail sector we should consider the wages to be paid in
these industries. And how is modern affordable housing going to fit'into the



JAN-13-UU THU UA"ch P NBA COLLIL KtAL tSTATI hfiX N, UU /2ti€2hB2 P. Ub/Ub

Municipality's new land use plan?~The creation of new, safer housing will also create

construction jobs and help local business. We have the ability to improve our

affordable housm%hstock and the well being of our citizens, and we should bring the tax
|

assessor along with us.

We have talked to a number of assembly members on the issue and theK have been
very supportive, but are not sure an ordinance would not be vetoed by the Mayor, The
Mayor has not been supportive. This is notlust an NBA issue. You can talk to Mike
Bums at Ke?; Bank, David Lawer at First National Bank, and *he various non profits who
developed the properties. Feel free to contact me any time at 265-2991.

Sincerely yours,

Jan Sieberts
Senior Vice President
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First National Bank
of Anchorage

January 26,2000

Representative Andrew Halcro
House of Representatives

State Capital, room 418
Juneau, AK 99801-1182

Dear Representative Halcro:

On behalf of The First National Bank of Anchorage, | wish to thank you for your
sponsorship of HB272. The Municipality of Anchorage’s insistence upon assessing rent
restricted housing projects as if such restrictions did not exist, and the uncertainty about
whether the same treatment of them might occur elsewhere in the State of Alaska, will

prevent further development of such projects.

We have participated in two such projects that are presently injeopardy by reason of the
intransigence ofthe Municipality of Anchorage, and we will not participate in any other
such project unless we can be certain that it will not suffer the same fate.

By all accounts the Low Income Housing Tax Credit program is the most successful
housing program in the nation for low to moderate - income families. And until the
Municpality of Anchorage brought an end to further such development in Anchorage, it
was the most successful program for that purpose in the Stale of Alaska. Now, Alaska is
the only state that does not fully utilize its federal lax credit allocation.

Particularly in the western portion of the US, state legislatures are choosing to completely
exempt such projects from ad valorem taxation. Your hill, which we enthusiastically
support, would require only that the assessment of each such project for ad valorem tax
purposes be based upon the economic value of the project, not its cost or it imagined

value free of rent restrictions.

We commend your leadership in this matter, and if | can personally be of assistance by
providing additional information that may be necessary or desirable to bring about
passage of this legislation, please let me know.

Very truly yours,

David A. T, awer\
Senior Vice President & General Counsel

First National Bank Corporate Headquarters Building
1U1 W. MIhAvenuer Anchors*. AK 995035904 « P.O. Box 100720 +Anchorage, A K 99510-0720
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Anchorage
Neighborhood
Housing
Services, Inc.
3700 Woodland Drive
Suite 500
‘]anuary 27’ 2000 Anchorage, AK 99517
(907) 243-1558
FAX (907) 243-3214
Representative Andrew Halcro
Alaska State Legislature
State Capitol, Suite 418
Juneau, Alaska 99801-1182

Dear Representative Halcro,

Thank you for introducing House Bill 272. This is very important legislation and |
applaud your efforts. | would like to offer one recommendation to your bill. As you
know, we have been working locally with Assemblyman Alan Tesche and Melissa Taylor
to introduce an ordinance addressing the same issue. | have attached a copy.

I would recommend that you include “other financing that requires legally binding rental
restrictions through long-term deed restrictions”.

Not all of the properties involved in the tax appeal are low income tax credit properties,
but do have legally binding rental restrictions through long-term deed restrictions, such as
AHFC Tax Exempt Program and HOME Program.

Ifyou would like more information or if | can be of any assistance in your efforts

regarding this hill, please do not hesitate to contact myselfor JeffJudd, Executive
Director of Alaska Mutual Housing Association at 243-1558.

Sincerely,

Michael I
Executive Director

fidgHo\Wirks
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Anchorage
Neighborhood
Housing

Services, Incr

January 27, 2000 3700 Woodland Drive
Suite 500
Anchorage, AK 99517

Representative Andrew Halcro (907) 243-1558

Alaska State Legislature FAX (907) 243-3214

State Capitol, Suite 418
Juneau, Alaska 99801-1182

Dear Representative Halcro,

| am writing to express my support of House Bill 272, legislation that would require local
governments to assess housing which qualifies for a low-income housing credit under 26
USC 42 on the actual income derived from the property and not the value that would
result from a “market”, or unrestricted property.

For the past two years, a number of non-profit agencies providing low-income affordable
housing for individuals and families, many of whom are elderly, disabled, or previously
homeless have been subjected to eradically inflated property taxes by the Municipality of
Anchorage Tax Assessor. In some cases, as much as a 180% increase in one year. These
organizations have repeatedly filed appeals and spent thousands of dollars on attorney
fees.

Clearly the mission of these organizations is to increase the quality of living in our
communities for those less fortunate. They have contributed to solving the problem of
homelessness in our community; revitalized neighborhoods through the renovation of
previously deteriorated properties; and destigmatized “low income” properties by
creating quality, affordable housing throughout a diversity of neighborhoods.

Nationally, 60% of all multi-family affordable housing in the United States is created
through Federal Low Income Housing Tax Credits. Without consideration given to the
actual income derived from these properties when assessing them, no future development
will occur. Further, these properties left to meet the higher property taxes, will overtime
deteriorate or face foreclosure.

Thank you Representative Halcro, for introducing House Bill 272. Your efforts will help
guide the Municipality towards not only a more permanent solution, but one that ‘vill
contribute to the overall health and development of our citizens and our community.

Sincerely,

Mary JAne Michael '
Executive Director

NeighborWorfa
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AMHA

Anchorage Mutual
Housing Association

January 27,2000

Representative Andrew Halcro
Alaska State Legislature

State Capitol, Suite 418
Juneau, Alaska 99801-1182

Dear Representative Halcro,

Thank you very much for your sponsorship of House Bill N0.272 regarding the tax assessmento f
quality, affordable housing properties funded in part with federal tax credits through the Low
Income Housing Tax Credit (LEHTC) Program. This program and other affordable housiug
programs available through the Alaska Housing Finance Corporation, provide critical funding
that is necessary for the development and rehabilitation o f multi-family properties that serve low-
income families.

In return for these federal sources of funding, the owner must agree to legally binding long term
deed restrictions (15 - 30 years) restricting the use ofthe property to lower income families at
restricted rent levels. Generally, these restricted rent levels are below the "market” rents in the
area. This “affordable” rent enables the lower income family to have the same basic
opportunities of life, food and clothing for instance, that higher income families perhaps take for
granted. In doing so, we create a healthier community for all Alaskans.

Due to the restricted revenue generated by these affordable housing properties, the market value
of the restricted property is less than it would be ifthe project were at "market rate” or
unrestricted property. And that is the very crux ofwhy HB 272 is needed. HB 272 would specify
more clearly that local governments must consider the deed restrictions that apply to such
properties when determining the ,Ifull and true™ value.

Failure to pass HB 272 jeopardizes future investment in affordable housing in our communities;
may likely cause at least some existing owners to default on obligations secured by existing
affordable housing properties; and will lead to the deterioration of our neighborhoods. Jt is due to
these concerns that | strongly support your effort to pass HB 272.

Thank you again for your efforts in this regard.

3700 Woodland Dr., Suite 400 « Anchorage, AK 99517 » (907) 248-1321 Fax (907) 243-3214
Affordable Housing For Alaskan Families
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Alaska Bankers Association
P.O. Box 100600 Anchorage, Alaska 99510-0600 — (907 266-2920

January 26, 2000

Representative Andrew Halcro
House of Representatives
State Capital, room 418
Juneau, AK 99801-1182

Dear Representative Halcro;

On hehalf of the Alaska Bankers Association, Iwrsh f0 thankXou 0r your sponsorshi
As you are well aware, the Municipality of Anchor ges InSisten e despit
repeated reversals b}/ the Board of £ qualrzatron u on assessrn%t e rent res rrcted
pﬁ)usrng prortects as it these restrictions did not exist, will bring about the demise of
ese Projects

The financial structure of these pr Aects varies somswhat from situation to situation. In
eneral terms, Alaskan bank NB Firs atrona K becamethe limited partner in
artnership with a non-profit Ioca Anchorage ergt; orhood Housing). The banks,
In return for federal tax credrts rnvestthe equr capital, AHFC rovrdesthe mortgage,
and ANHS the management of the project, The f mancra partner's only return on
Investment is from tLte fax credits. In fact ina time certarn set forth iri the partnership
agreement, the hank gives its inferest in the project to ANHS.

Itis indeed atrar[redy that, by almost any measure, the most successful housing

gro ram for low 10 moderate- income families wil rourrs ever?/where acroFS the nation
xcept Alaska, Alaska was the only state that did not UHZ ufilize its edera tax credrt

allocation. This can I's blamad on nothrn% but the actions of the Munic ary

states completely exempt projects, such as these from taxation altogethér. Your b

with which we highly concur, requires that the assessment be hased upon the

economic value of the project, not its construction cost or imagined value. This

approach is very similar o the exrstrn? State statute that requires assessors take into

%Rg%%elrl%trggze)rny diminishment of value based upon a conservation easement

Aqarn our thanks_to you fo
information that either the A
please give me a call at (907

[ your leadership on this issue, and if there is any additional

ur le
%k Bankers Association or its members can provide you,

Sincerely,

Tavie A Lawer
President
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[oui
Michael J. Burn*
District President
KcyBank
PC) Box 100420
Anchorage, AK 99510
Tel: VO7-564-0250
| ax: 907-563-1764

VIA FACSIMILE: 907-465-2418

January 28,2000

Representative Andrew Halcro
House of Representatives
State Capitol, Room 418
Juneau, Alaska 9801 -1182

Re: HB272
Dear Representative Halcro:

Your commitment to understanding the unique partnership of the Federal government, the non-
profit developers, Alaska Housing Finance Corporation, and the financial institutions of the state
that are (jointly) developing low and moderate-income housing, is to be saluted. This is not a
simple structure and the time that you have spent in discern-ing how the program works is most
appreciated.

| have been in the banking business for 27 years and have seen many housing programs come and
go, and collapse of their own weight. This tux credit-based private devclop-mcent is, by far, the
most successful. It is a tragedy that last year Alaska was the only state to not fully utilize its
Federal allocation. These programs cannot work when taxed under the unique theory of the
Municipality of Anchorage.

Your legislation will allow all of us to change the quality of the housing stock in Alaska. Thank
you for your support and the time you have taken to understand this complex issue.

Sinoerely,
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Affordable Housing for Individuals and Families

e-mail batf99t@ alaske.com (907)364-3573 FAX: (907)364-2674
1801 Douglas Highway, No. 16, Douglas, AK 99824

Rep. Andrew Halcro jan 27 2000
Via fax: 465-2418

Dear Rep. Halcro,

Thank you for sponsoring House Bill 272. \We are very appreciative of any effort to
resolve the on-going property tax problem we’ve encountered with our apartments for
low-income tenants.

Housing First, Inc., is one ofthe non-profit housing organizations that has used tax
credits to build affordable rental apartments in Alaska. Using this source of funding,
along with funds from a number of other sources, isc?tiding conventional loans,

we have built two buildings, with 21 units total, in Juneau si?3 Douglas.

Each year since construction of each property, we have appealed our property taxes to the
City and Borough of Juneau. Each year, we are glad to say, we have received some relief
from these taxes. Some years, the appeal has gone to the Board of Equalization; in other
years, our appeal has been settled administratively. We have tried to persuade our city
assessor to take an income-based approach to assessing the buildings, but have been
unsuccessful. Generally, we reach a tax agreement that is between our request, based on
an income-based approach, and the full market-based assessment we receive from the

city.

It is clear to us that without a legislative solution to this problem, we will have to commit
resources, time and energy to each year’s appeal, and each year accept something less
than what we believe is a fair assessment.

For us, property tax reliefhas made the difference between owning buildings that are
operating in the black or in the red. As a non-profit organization that has one part-time
staff person and an active board of volunteers, it is vitally important that our buildings are
able to pay for themselves. We have no other source of operating funds, since 100
percent of our units have rent ceilings attached.

These rent ceilings are in place for 30 years from construction of the building; our oldest
building has 24 years remaining on the*— ceilings. As a non-profit organization, even
after the 30 years are up, we are obligated (and feel it our duty) to continue operating
these buildings for low-income tenants for the remaining life of the structures.
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These rent ceilings are attached via deed restrictions, therefore, any owner ofthe building ~ -----
would face the same financial crunch we have faced. These lengthy restrictions are

another excellent reason to grant property tax relief. The value of our buildings is

affected by these ceilings.

We have taken the risk and responsibility of building these apartments for the public
good. Inreturn, we would like a fair assessment of the value of our properties.

Again, we thank you for sponsoring this important legislation.

Sincerely,

Robin Gilcrist
President, Housing First, Inc.
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A n ch o r age H o using Initiatives,K6Ilnc

— Post Office Box 202222 - Anchorage, Alaska 99520-2222

January 31,2000

Representative Andrew Halcro
Alaska State Capitol
Juneau, AK 99801

Dear Representative Halcro:
Subject: HB 272 - Low Income Housing Tax Assessments

On behalfof Anchorage Housing Initiatives, Inc. | pledge our wholehearted support to the
passage of HB 272. This legislation is critical to the continuation ofthe development of safe,
decent, and affordable housing in Anchorage and throughout Alaska. Anchorage Housing
Initiative is a designated Community Housing Development Organization in Anchorage that
provides community integrated housing to persons who experience disabilities.

One major means of providing such housing is through the development ofnew, accessible
multifamily housing through the Low Income Housing Tax Credit (LIHTC) program. This
program has been the source for the development of 66 units of multifamily housing by
Anchorage Housing Initiatives that are accessible, affordable and would not have been possible
had it not been for the LIHTC program. These units are currently at imminent risk of default due
to the excessively high and unwarranted property tax assessments imposed by the Municipality of
Anchorage. The property tax assessment policy of the Municipality of Anchorage will not only
resuh in the loss of current affordable housing units such as HUIpoint Park and Access, it has
resulted in the suspension of development in Anchorage ofany new LIHTC projects.

While our units are located in Anchorage, this is a statewide issue inthat LIHTC are available
statewide and a consistent, fair and equable tax assessment policy is required to promote
development inareas most at need of affordable housing. The passage of HB 272 will be
landmark legislation for Alaska in recognizing the need for safe, decent and affordable housing for
all communities. You have our complete support for this legislation.

President, Board of Directors

# Community Integrated Housing for Persons Who Experience Disabilities

TOTfL P.02
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-« Southecentral
P Counseling Center

adivision of Anchorage Community Mental Healtli Services, Inc.

* 4020 Folker Street « Anchorage,Alaska 59508 ¢ (907)563-1000 ¢ Fax (907) 563-2045 « P-mailL sccdir@alaska.net

January 31,2000

Representative Andrew Halcro

Alaska State Capitol
Juneau, AK 99801

Dear Representative Halcro:
Subject: HB 272 - Low Income Housing Tax Assessments

On behalfof Anchorage Community Mental health Services, Inc. | lend our wholehearted support
to the passage ofHB 272. This legislation is critical to the continuation ofthe development of
safe, decent, and affordable housing in Anchorage and throughout Alaska. The individuals and
families we serve are primarily low and moderate income and may are people who experience
disabilities. Safe, decent and affordable housing is critical to their stability in the community and
their quality oflife. The development of new, accessible multifamily housing through the Low
Income Housing Tax Credit (LIHTC) program is a major means of providing such housing.

This program has been the source for the development of 1,235 units of multifamily housing in
Anchorage through rehabilitation of existing housing and new that would not have been possible
had it not been for the LIHTC program. These units are currently at imminent risk of default due
to the excessively high and unwarranted property tax assessments imposed by the Municipality of
Anchorage. The property tax assessment policy of the Municipality of Anchorage will not only
result in the loss of current affordable housing units, it has resulted in the suspension of
development in Anchorage ofany new LIHTC projects.

The need for safe, decent and affordable housing in Anchorage and throughout Alaska is critical
and it can only be developed ifthere is a consistent and equable means ofassessing these
properties. The passage of HB 272 will accomplish this and clear the way for additional
development that can only have positive effects for those who will benefit from safe and
affordable housing for themselves and their families. You have our complete support for this

legislation.
Sincerely,
Ken Taylor 1
Executive Director
(«arlitufi*ijic Si‘iiior.v:vi;c5 i fvrvi.v. siv.-ipois} frrvfcVs
TuJm iu. DiyM «<\FSiiUOl.s \MUO»»* \VVuCi ISY-
'm.?-row Jupiter b jr
AN M
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Member
FDIC

Alaska Pacific Bank

January 31,2000

The Honorable Representative Andrew Halcro
Alaska House of Representatives

Stale Capitol, Room 418
Juneau AK 99801 118? Via Facsimile to (907) 465-2418

RE: HB 272
Dear Representative Halcro:

| am writing to express my thanks for your sponsorship of HB272 and to lend my
endorsement to this important legislation, which will allow financial institutions to
continue supporting new low income housing projects in partnership with non-profit
housing groups.

Since federal tax credits are the only incentive financial institutions currently receive for
their participation in this type of partnership, it is imperative that municipalities base tax
assessments solely on the income derived fiom the property, without consideration of the
value of any subsidy. The illogical tax treatment of these subsidies by the Municipality
of Anchorage is a major factor in distinguishing Alaska as the only stale that has not fully
utilized its federal income tax credit allocation. It is a shame that, in a vast state with a
desperate need for more low- and moderale-income housing for its residents, a
municipality would act to disnurage investment by willing partners.

Your efforts to support affordable housing for Alaskans are appreciated by the banking
industry, to which | add my personal thanks.

Sincerely,

LISA C. BELL
SVP & ChiefOperating Officer
Alaska Pacific Bank

Stivinf Southeast /Jiaska Since J955

A DMIN [STRATTVF OFFICES * 2094 JORDAN AVENUE <« JUNEAU, Alaska 99801-8046
(907) 789-4844 < Fax; (907) 790-5110 + Wedsite: www.alaskapacifichank.coiD

I£|UU2
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CORDES DEVELOPMENT, INC.
P. O. Box 1197
16421 25th Street
Sunset Beach, California 90742
(562)592-1518  Fax: (562)592-2049
teamcordes@earthlinlc.net
January 31, 2000

Representative Andrew Halcro
State Capitol Building - M/S 3100
Juneau, Alaska 99801-1182

Re: House Bill 272

Dear Representative Halcro:

We have participated in the development of affordable housing in rural Alaska using low income
housing tax credits for several years. Affordable housing is a much-needed commaodity
throughout Alaska, particularly the mral areas where much of the existing housing is substandard,
without indoor plumbing and/or overcrowded. Affordable housing not only benefits the families
that are fortunate enough to live there, but also provides a secondary economic benefit to the local
economy where the housing is located in that the tenants will have more disposable income to
spend on goods and services other than housing.

However, the cost of construction and the cost of living is so high in Alaska that it is cost
prohibitive to construct housing that is decent, safe and affordable without subsidies from public
and private institutions - including reductions or waivers of property taxes. There are two solid
grounds that warrant property tax allowances for affordable housing properties. One is economic:
the real value of such a property is, truly, less than that of a “market rate” (unrestricted income)
property. The other is social: arestricted income (affordable) housing project cannot be
financially feasible without subsidies or concessions at several levels, and lowered property taxes
Is the most reasonable and beneficial means for a subsidy or concession to be given at the local
community level - which is the level that is benefiting the most from the housing.

The definition of “affordable housing” is housing in which the rents are restricted to amounts that
are affordable to those citizens whose income is below the median income level in the area in
which they live (called Area Median Income, or “AMI”). In order to be eligible to participate in
the low income housing tax credit program, (1) the housing units must only be rented to families
with incomes that are at or below 60% (or, in most cases, lower than 60%) of the median income
for the area in which they live, and (2) the rents must be restricted to 30% of the income of the

targeted income level.

What this means is that there is a very precise, defined, and enforced (by the government agencies
that provide the funding) limit on the amount of income that can be generated by an affordable
housing property. However, the general costs of operating and maintaining an affordable housing
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project are identical to those of unrestricted, “market” rate housing. Without any subsidies or
government concessions, these projects are not financially feasible. With subsidies and/or
government concessions - that have the effect of lowering the debt service and the property taxes
- such restricted income properties are financially feasible (but only minimally, by design) but
they are not profitable. The value of such a property is, therefore, obviously substantially less
than its unrestricted-income neighbor. |f offered for sale, the restricted income property would
never sell for the same price as the unrestricted-income property, all other things being equal.
Tliis reality is reflected in appraisals of restricted income properties - which always have a much
lower value when using an “income approach” as compared to a “market approach.”

As noted above, affordable housing projects are not possible without government assistance or
concessions. Income-based property tax assessments for affordable housing properties provide
the most logical means for the local level community and government - which are the ones most
benefiting from the presence of affordable housing in their community - to participate and do its
share to assure the financial feasibility of the project. In order for a restricted income, affordable
housing project to be financially feasible it must have means to reduce its costs of operation. The
two means that are available are (1) reduced debt service (as compared to market rate housing),
and (2) some sort of reduction of property taxes.

There seems to have been some confusion in the discussions of this proposed House Bill
concerning what “low income housing tax credits” are and how they enable a housing project to
be affordable. The Low Income Housing Tax Credit program is a federal program and it only
applies to federal taxes - not state taxes. Tax credits enable a project to reduce its debt service to
an amount - hopefully - that the project can afford. 1fa project is awarded tax credits, the tax
credits allow it to be able to generate large sums of equity from investors (generally large
corporations) that are used to build the project (the equity investment generally finances anywhere
from 30% to 50% of the total development cost), and the project then has less that it has to borrow
as a permanent loan and pay debt service on. However, there is a pre-detennined limit on how
much tax credit a project can be awarded, and therefore a limit on how much of the cost of the
project can be financed in this manner.

The tax credit program has been an excellent tool to facilitate private investment funds in
affordable housing, thereby reducing the reliance on government - but that program, and those
equity funds, alone are not sufficient to make such properties financially feasible. In exchange for
the equity money that the investors put into the project to build it (or, in the case of older, existing
properties, to rehabilitate it), the investors get to take a pre-determined amount of tax credit on an
annual basis against the investors’ ordinary income for a period often years. It is very important
to note that the motivation for the investors to contribute the equity into the project is not for any
“project income” they might receive; in most cases there is no income that ever flows to the
investors, or if there is any, it is quite small. They make the investment so that they can take a
credit against their federal (not state) taxes due on their primary income. For Alaska based
taxpayers who purchase these credits, this means more money stays in Alaska, and more tax
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revenues go to Alaska. For out of state investors, they are contributing large upfront sums to
receive tax credits over ten years and their investment funds effectively reduce the project’s debt
service and its interest, which in turn is passed on to tenants as lower rent. Lower rents mean
larger amounts of disposable income to spend locally, since those families who are at or below
60% ofthe Area Median Income rarely spend outside of Alaska. This increase in local
expenditures not only generates more local taxes, but also circulates money locally rather than
paying banks higher mortgage payments. Thus tax credits do, indeed, generate money locally and
these affordable housing complexes deserve to be taxed no higher than what their restricted rents
generate in income and definitely not as if they were market units.

Moreover, it is the investor, not the developer that receives the tax credits. These tax credits are
against federal income tax (i.e.,

The budget for any affordable housing project is a delicate one. There are limits to the subsidies
and the equity it can generate to reduce its debt service. It has a very real limitation on the amount
of income it can receive while it is operating under the income restrictions of the funding
programs (most of the programs require that the income restrictions remain in place for at least 30
years - some are as long as 50 years). It is hyper-sensitive to ever-increasing costs. It is
dependent upon the goodwill of others to be financially feasible.

A property tax assessment based upon an “income approach” valuation is the correct approach
economically for a restricted income property. It is also the socially correct approach for a
property whose purpose is to promote the welfare of the less advantaged citizens of Alaska.

Sincerely,

David J. Cordes
President
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Representative Andrew Halcro January 31, 2000
716 W. 4tn Avenue
Anchorage AK 99501 VIA FAX 907-465-2418

Dear Representative Halcro,

Ehan.k you for focusing attention on the issue of taxation for affordable
ousing.

Since 1995 | have been involved in Anchorage as a participant in providing
affordabl_et housing. These properties serve a significant need in our
community,

Today's methods of providing for this need calls on private sector, for profit,
entities to partner with non-profits and local public sector housing agenmes.
We do this to achieve higher quality living environments than have been

possible in the past under 100% government subsidized housing programs.

This_Pr_ivatizatipn/partnership results in housing which is available only to
qualitying low-income tenants. The rents that can be charged to theseé
tenants are restricted by the deeds on the property.

Regardless of these restrictions the Anchorage tax assessor has insisted on
taxation without consideration for the amount of rent that can be collected

based on the restrictions choosing instead to tax these properties as though
they could collect market rate rents.

The effect of this policy has had a devastating impact on these properties,
which threatens their immediate survival. We are not askm? to forego
property taxes as is done for similar properties in other states. We are simply
asking for fair taxation hased on actual rents received.

Once again, thank you for giving this issue your attention. | am in full
support of your House Bill 272.

incorporated

Mark Pfeffer, AIA
President

425 C Street
butte sou
AncnoraQe
Aleska 9901
V 907.22h.9kU
r 907.1tu.7u07
L' JepxX=>Ualu .bC
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Representative Andrew halcro January 31, 2000
/16 W, 4tn Avenue
Anchorage AK 99501 VIA FAX 907-465*2418

Dear Representative halcro,

Ehan.k you for focusing attention on the issue of taxation for affordable
ousing.

. Since 1995 | have been involved in Anchorage as a partir jant in providing

icciiicecturfc  affordable housing. These properties serve a significant need in our

leveiopait-nt - community.

.ntenor otsdx™o

lidimAg ~ Today's methods of providing for this need calls on private sector, for profit,
entities to partner with non-profits and local public sector housing agenmes.
We do this to achieve higher quality living environments than have been
possible in the past under 100% government subsidized housing programs.

This. r_ivatizatipn/partnershiP results in housing which is available only to
qualitying low-income tenants, The rents that can be cnarged to these
tenants are restricted by the deeds on the property.

Regardless of these restrictions the Anchorage tax assessor has insisted on
taxation without consideration for the amount of rent that can be collected
based on the restrictions choosing instead to tax these properties as though

they could collect market rate rents.

The effect of this policy has had a devastating impact on these properties,
which threatens their immediate survival. We are not askln? to forego
property taxes as is done for similar properties in other stafes. We are simply
asking for fair taxation based on actual rents received.

Once again, thank you for gwmg this issue your attention. | am in full
support of your house Bill 272.

xncorporot*

oonce, AlA

c Screei
SvITC Buu
Rnrnnrage
alasXo

V 907.274.740
I yo7.274.7407
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Representative Andrew Halcro January 31, 2000
/16 W. 4t Avenye
Anchorage AK 99501 VIA FAX 907-465-2418

Dear Representative Halcro,

Ehan_k you for focusing attention on the issue of taxation for affordaPle
ousing.

Since 1995 | have Deen involved in Anchorage, as a participant in providing

irciutvcTure  affordable housing. These properties serve a significant need in our

levoiopisL-nt

community.

.ntorior acoign

anring

Today's methods of providing for this need calls on private sector, for profit,
entities to partner with non-profits and local public sector housing agenmes.
We do this to achieve higher quality living environments than have been

possible in the past under 100% government subsidized housing programs.

This_Pr_ivatizatipn/partnership results in housing which is available only to
qualitying low-income tenants, The rents tnat can be charged to these
tenants are restricted by the deeds on the property.

Regardless of these restrictions the Anchorage tax assessor has insisted on
taxation without consideration for the amount of rent that can be collected
based on the restrictions choosing instead to tax these properties as though

they could collect market rate rents.

The effect of this policy has had a devastating impact on these properties,
which threatens their immediate survival. We are not askln? to forego
property taxes as is done for similar properties in other states. We are simply
asking for fair taxation based on actual rents received.

Once again, thank you for giving this issue your attention. lam in full
support of your House Bill 272.

Sincerely,

incorporates

Desiree Ovsak
Director of Operations

C Street
SCD
Ancnorag*
AXXSKj  9SSDJ
\Y
t 907.kV*..«U7
£ KpUtOiaSKS.IU
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ltasilng Tax Credit:

| t

e Used

By Non-Profit Developers

7he interests of the non-profit as developer ofafforaable housing
and the investors interest in return on investment are married
through the creation of limited partnerships.

Tax creditfinancing will mnke these nrw Chicago townhouses, developed by rlie Neighborhood Instimie.
affordable to low income tenants.

BY JANE BLUMENFELD

-ube 1986Tax Reform Actcreateda
tax credit Lhai provides aboui S3
billion in annual subsidy for low

income rental housing develop-

ment The credii is a dollar-for-dollar
reduction in federal taxes for investment in
low-income rental housing, providing a

6 CINOVEMBER/DECEMBER 1991
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catalyst for private sector investment. The
credit can be used for up to 50 percent
(sometimes more) of the cost of building
affordable housing. Despite their tax exempt
status, non-profit developers can use this
valuable program to raise capital from
private investors through syndication for
the construction and rehabilitation of low
income rental housing.

0N X9J
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Each s ate receivesan allocation 0fS1.25
perresident. which is allocaied todevelop-
ment pro ects through die State Housing
Finance / gencyoranotherdesignatsd state
office. Tl.e legislation provides for a 10
percent sei-aside for projects sponsored by
non-profit developers. This article will deal
with how a non-profit developer can take
advantage of the low income housing tax

W61%:60 133 00-12-NOr



PARTNERSHIP

INVESTORS ANP NON-

1Z A TI1O N

PROFIT ORGAN

INVESTORS TARE TAX

CREDITS EACH YEAP-
VEARS.

FOR ten

credit and how a typical las credit deal is
structured.

1. The Partnerjbip

Non-profit housing developers are
exempt from fedora! income taxes, and
therefore (hey have no duect interest in
receiving an annua) tax credit. To private
nvestors, however,« tax credit (i.e. a re-
duction in their lax liability) provides an

#k nnuai cash rerum on theirinvestment. The

90/50 4
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AFTER

interests of the non-profit as developer of
affordable housing and the investor's inter-
est in return on investment are married
through the creation of limited partnerships.

What is a Limited Partnership?

A limited partnership is a partnership
with limited and general partners. One or
more general pertnerfs) run the businessof
the partnership and the limited partners)
put in equity in exchange for pan of the

3JMLS3 V31l HW00 m

NoN-PRoFIT ORGAN-

IS ABLE TO

BUIUP HOUSING-

15 VEARS, THE

PARTNERSHIP ENDS.

returns get.erated by the partnership.
Limited partnerships allow “passive”
investors toparticipate in real estate invest-
ment with rit k limited to theamount oftheir
investment. Limited partnerships allow
developers 13raise equity fordevelopment
projects.

Whyare Limited Partnerships used?
Limited partnerships are created for a
single purpose or project and are designed

SHELTERFORCE C 7
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io dissolve after that purpocs is fulfilled.
They limit investcr liability. They allow the
“pass through” of tax benefits, unlike
corporations. They allow centralization of
management, through the general partner.
They allow sponsors/developers to main-
utin control of iheir projects while raising
netv equity.

wrio makes decisions in a
Limited Partnership?

Theterms of (he partnership agreement,
governing the on-gcing relationship, are
set jointly by the general and limited
partnerfs). Oncc. die partnership is estab-
lished, 'he general oaimer makes all day to
day operating deeis ions. Limited partnerfs)
may only take drastic action if the general
partner defaults on 'he terms of the partner-
ship agreement or is grossly negligent,
events that can lead to removal of the gen-
eral partner.

= \//ho owns what?

Ownership imerestsof the Limited Part-
nership arc split between the limited and
general partners according to a negotiated
formula. Limited partnerfs) can buy up 10
99 percent ownership of profits/losses and

cash flow (excluding fees to the general
partner). The general partner retains the 1
percent or more remaining ownership of
profits, losses, and cash flow (plus any
agreed upon fees). The limited and general
partners split any profits from sale or
refinance of partnership assets. The split
generally provides an incentive to the
general partners who may receive up to 50
percent of profits. To guarantee long-term
affordability, many limited partners are
bought out after 15 years by the non-profit.
The non-profit retains ownership or the
project and can maintain low income
tenancy.

The General Partner's Rights:

The specific rights of each party are
negotiated in the Partnership Agreement.
In general, the general partner has the right
in make all the day-to-day and develop-
ment decisions, to determine how much
cash to distribute (to the limited parmcrfs))
versus how much to hold in reserve, and to
assess possible sales proposals.

The General Partner's Obligations:
The genera] partner must complete the
project as proposed, must manage the pan-

Don 7 eren think ofusing tax credits
irifhont oirnine:...

“Tax OredKs for Low Itteoras Housing”

by Joseph Guggenheim.
Sixth Ktlirinn, Mnv 1991

An undcreii ndable and comprehensive guide and sourcebook

written for the non-lawvecr.

Over 10.000 copies 6ol<l to date!

Expert practitioner comments: ‘'an indispensable guide:" “my

personal bible on the lax credits.’

S53.95 softcover; S i-45.00 loose leaf binder with three quarterly
supplement?: shipping extra. Discountfar community non-profits,

Ardor from .Simon Publications, P.O. Eos 223, Glon Echo, MD 20812
Phone 301-320-5771
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nersbip and the business as agreed upon in
the parm trship agreement, and must, gen-
erally, guarantee any additional funding
needed to complete the project (repayable
with iotei est). In addition, the general part-
ner oversees construction, leasing, prop-
erty cnant gement, and maintains the books
and recor Isof the partnership. It must sub-
mit perioc icreports to the limited partnerfs)
on the prcj ccts financial condition and status,
inducing analyses of the property’s sale
potential.The general parmermay notwith-
draw witl out the approval of the limited
parmer.

The Limited Partner's Rights:

The limited partner’s rights are few: to
be inform;d of operating conditions: to
approve a sale or refinancing: and to re-
move the jeneral partner for gross negli-
gence or heach of contract.

The Limited Fanner's Obligations:

The limited paruierfs) have the obliga-
tion to contribute equity in the form of
either landf.nd improvements and/ordollars.

General Pcmer Fees:
The genrral partner should receive the
following fres:
» Deve oper Fee—for developing the
project
* Property Management Fee--forman-
aging the on-going operations of the
property
» Partnership Management Fee—for
overseeing the operationsof thepan-
nership
e Incentive Management Fee—struc-
tured is up to one third of net cash
flow

Distribution of Cash Among the Panners:

There are three ways in which the part-
nership rccei vescash which is to bedislrib-
uted. which tre (1) development tinandng
proceeds. (2. general operations and cash
flow, (3) anc through sale or refinance of
assets. Belov'is a preferred method of use
of partnership cash and a description of
how it will >enefit a non-profit general
partner. However, these points are all nego-
tiable.

W 55'6Q tad 00-12-HW



Substantia! rehabilitation ofthis Chicago apartment building for let* income rentals wes
financed by tee credit proceeds through the National Equity Fund.

Development Fintnrinjj Proceeds (Loans,
Subsidies, Investments):
1. Development oosts except for Gen-
eral Pamer fees
2. Budgoted reserves

3, Loan from the General Parmer

n. How to Calculate a Potential
Limited Partner Investment
Calculating the value of the limited part-
nership investment will determine how
much cash the non-profit can generate from
the sale of limited partnership interests.
The vaiueofthe investment depends on the

= o1 o1 —

that the tax rredits will provide ibem. Thc
tax credit Isgislation is most favorable to
corporaiiore.as investors, becauseitpcrmiis
them to deduct depreciation and imercstas
busioessexjienses, whereas individuals are
noteligible l'orthose deductions. laTable 1
is the ealeu ation of the tax credit, which
provides a guideline for determining
whether the price is in the ballpark Each

2 investor will value the investment differ-

ently based on their own tax situation.

The amount of annual tax audit to bt
awarded iscilcu Lated as apercentage ofthe
acquisition «ost, and a different percentage
of the consruction costs added together
times the pcrcemagc of units available fel-
low income use. SeeTaxCmditFonnul2S
for special ristrictions.

The final figure equals the annu2latnQu.it
of tax credit that investors will receive for

4, Fees due to the General Partners

investor's own tax situation and the value ten years.

Tax Credit Formulas

The acquisition credit is calculated as approximately 4%’ of Iho eligible
basis3attributable to building acquisition costs, Vith a minimumrehabili-
tation cost of 53,000 per unitor 10%c0fthe adg usiVid basis of tho acquired
building, whichever is greater, The 10%test do*is nal apply to projects
acquired fromg?;)vem_ment entities, those propert es use a 4%acquisition
and a 4% rehab credil. Land costs are ireligible).

PLUS

_ _ The construction credit is the greater of. ) . ]

Proceeds of Capital Transactions: 1. _Approximate,/ 9% (see footnote 1) of the portion of “eligible besis™

1. Sale expenses and pay off ofthird attributable to construction or rehab costs which is not financed with
parry loans federal funds (except CDBG).
General Farmer loans
General Farmer fees
Partners’ tax liabilities
Return of partner’s capital
50 percent to General Parmer, 50
percent to Limited Parmer (or nego-
tiated split)

Operating Income:
1. Operating expenses and debt service
except for General Parmer fees and
2. Operating and replacement reserves
® 3. General Parmer fees except incen-
tive management fee
5.. General Partner incentive manage-
ment fee
6. lpercent to General Parmer. 99 per-

loans
4. General Partner loans
cent to Limited Partners

OR
. Approximately4%oofthetotareligib!ebasis” attributable toconslruc-
tionor rehab cosls fthe project is financed withover 5/91hs federal funds,
(except CDBG).

ook wn

TIMES

The 'applicable Iractiorf of total residential rental units or floor sjaace

Transfer of Interests: which are rented to qualified low income tenant*-, at affordable rents.

Neither party may admit any new party
without the other's prior written approval.
Neither the limited jiartner's interest nor
any beneficial interest therein may be trans-
ferred or pledgee! without the general

armer's consent, which can be withheld
— arbitrarily.

1The Av.end  era apptojrimobons ot tho ectual pcrcontngr s which oro dotorcn!n! by tho
IBS on a monmty basis as a peresntfiga ol a lateral inctox.

2Eligibls basis is ctoftnoa mo same os capreclabk) basis whict Incluttea costa ntmbirtotte to
mo oxutjng btddng and Improvements. For oxampte, costs associated with centfnjrtcn
financing are included Inbasis. Cos la associated wrth mo pcrmo ten I financing aro nolindudsd.
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TABLE 1

faleii!sftaafe & «ai Tax Gradif

. .Prﬂ'sct\SsﬂC!cposa8 Cestl

LU[I](SgtIOZ
Buildin .
Ea[téjmgtr%tructlon Cods @
Total

o

51,000,000

oL 1 OB
inek'%ble
5 ok

S tw.eo03

10nly tow intcmo units GO cligibto for tho tas croal-Hn tMs oxampto 100 pcfconi aro low

Incomo,

2 All 30ft cost? may rat bo eligible. For this calculation the/ ore not i-iparated out but os the
coJeuiaton Brnlloao occh Imd itom must ho reviewed.

3Iftho project isinn quolificdcsnaus ttect cr “difficult to developarea”ss defined by HUD. tho
projectwill bo UKFho for Otests ecanf of 130 porconL Thoannuel tax creditwill ba 30 percent

higher. In this easo Itwcufd bo S109,930.

L

Toexemplify this calculation, assume a

gr%ect has a fotal development cost of
1,000.000. broken down as follows:

In today's market. an investor would
multiply the credit by 10 years and by 5.45,
which 15 today's average market price for
tax credits (see Table 2?. Again, the dollar
value assigned to the fax credit will vary
from investor 1o investor. The S.45 is an
averaﬁe market price. Some investors will
be wi mq to paxr more for die credit while
others will pay Tess. The price takes into
account the present value of the 10 year
flow 0f income and rate of return expected

credits. Those sophisticated in real estate
often make direct investments, Banks can
earn tax creditsand can use the investments
tomeet CRA requirements. Insurance com-
panies have also been majorinvestors in tax
credits. Most corporations, however, choose
to invest through pools or syndications
Where theK play a limited role and_ have
experts who_ can negotiate the deais for
them. These investmentpools are managed
by several investment banks as well as The
Local Initiative Support Corporation (The
National Equit und?, The Enterprise
Foundation, and several smaller, regional

by the investors. investment pools.
HI. Who Is Inverting?
The 1986legislaiion was drafted TABLE 2

with anobvious bias toward corpo-
rate investors. There an: specified
limits to the amount of passive in-
come that individuals can claim on
their tax returns. Although. some
individuals are wﬂlmg t0 invest,
the returns are net yet significant
enough to generat-i an active retail
market for” lax credits and make
individual investors a strong force
in the market plno:. _
Corporations are die mostactive
users of low income housing tax

10 O NOVEMBIfIl/IDECEMBER 1991
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Calculating the Valn @f

the Tax Credit

WLtenlooking for investors, most devel-
opers xgin looking finite iocal companies
who n-ighthave an'interest in Eeepmject If
there 1ré no local Candidatea, then the Iaraer
investnent pools are contacted directly.
The ir vestment pools will want to know
basic i iformation about the deal, including
locatic n. number of units designed for low
incomo residents, development costs, rent
structure, operating expenses, sources of
financing, and marketing pians.

TV. Lo ng Term Ownsrehfp
and Alfordablllty

_Nor-profit developers arc concerned
with maintaining long tennaffordability of
the hoi sing. According to the tax laws,, if
the units are converted to mitrketrate units
within the first 15 years of the project, the
tax crec its can be “recaptured.” In addition
thealio rating agency nov/must sign a deed
covenant which reniains with the property
and req liras continued use as low income
housm? for anadditional 15 years after the
"recapture" period has exElred. In general,
most investors will look to have their
eqmt}/ nriumed through tax benefits rather
than through property value appreciation
gsale). Tilerefore, invesiOTssfcould bewilling
0 negot ate a purchase option for the non-
me' de veloper to purchasethe property at
heend o fthe" recapture” pericdata formu la
Brlce, an arrangementwhichis now allowed

y law. Thiswould return ownership of the
propert% to the non-profit developer who
would then be able to maintain dlelprogect
for low iicome tenancy in perpetuity.

June Blumtnfeld is a managing
associate with Shorebank Advisory
St'rvices. inc. fSAS), awhollyowned
subsidiary of Shorebcnk Carp-
otation. the holding companyfor
Sc nth'Shore Bank in Chicago. Prior
to joining SAS. Ms. Blumenfeld

Annual Tax Credit S 84.600 served as the National Fund
Credits Conlinue For 10 Years X 10 Msnager of the LISCfNational
1ol Aot of ToxCeds * SBAB000 S 2 Ml
urrent Market Price: 45¢ /$1 . i
Total Proceeds lo the Project. 380700 of recoumure ebcing mastorar

income housing tax credits.
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NATIONAL BANK OF ALASKA INTEROFFICE MEMO

To: Jonathon Lack Date: 1-19*2000

From: Jan Sieberts

Subject: HB 272/Tax credits

1 In regard to your question about profits coming from a combinations of the tax
credits and the rental income; the plain fact is that these properties are not designed
to make a profit. The majority of tax credit properties are put together by non profits
to improve the quality of housing for low income individuals, and in doing so the
target is to generally have a positive cash flow. Seldom do the properties show a
profit, and | have never seen one that did show a profit.

| have not seen a developer make a profit on the tax credits. Tax credits are issued
on a competitive basis. AHFC issues the tax credits in Alaska and does so on what
they believe is the most worthwhile and cost effective project. Tax credits are
issued based on the hard dollar capital costs, some of the soft cost, and not on the
land. The proceeds of the tax credits are used to build the project. | have seen
some cases were a development fee is charged, but in most cases it is deferred and
subordinated to any loan. Frankly, in our analysis we question whether they will
ever be collected in the fifteen year period we are committed to the property.-

As to profits from the rents, the experience is that more are not even showing a
positive cash flow and we have had to make additional cash advances to make the
projects work. I'm sure that Anchorage Neighborhood Housing and Shannon Wilks
of Anchorage Housing Initiatives which provides housing to impaired individuals
would verify this fact. The major reason for this is that rents are restricted to 30% of
incomes and residents can not make more than 60% of median income and in the
case of two properties we are involved in as a limited partner the maximum income
is 30% of median income or a maximum of $12000 per year per individual. Most
make less.

To raise the cash necessary to build the apartments (60% of all apartments built in
the United States today use tax credits) the developer sell the tax credits to a
financial institution whether it is Fannie Mae, The Enterprise Foundation, Sun Life,
NBA, First National Bank of Anchorage and Ketchikan, Key Bank, Bank of America,
and others.

2. Why then only tax the units on their income value? Doesn't this create an
untaxed windfall for the developer?

The state law says that properties will be taxed o» market values. Historically,
commercial and rental properties are taxed on rr ket values and market value
more often than not is determined by what is the jash flow of the property. The



federal government requires that these properties have rent restrictions for a
minimum of 15 years and actually AHFC more often required restricted rents for 30
years. Since it is obvious that their is not any windfall as more often than not these
properties are being fed in any event. The development of safe, modern housing as
created by the use of tax credits has substantially increased the tax base of the
municipality. What is happening is that it is adding punitive taxation that is forcing
the properties into financial despair.

It is the public policy of the United States government to improve the quality of the
housing for low income people, and the LIHTC program was designed to do that
and even the GAO says itis the most effective way to achieve this goal than has
ever been designed by the government. The general partners who are often the
developers are generally non profits and do not pay taxes in any event and they are
meeting their housing missions. |don’t see any windfall for anyone. The poor are
getting better housing, the muni is getting higher taxes, the neighborhoods are
improving, the properties are coming under better management, and the investor
who is putting up very risk prone capital is getting a reasonable deduction on their
federal income taxes. So itis the federal government who is bearing the economic
cost of developing this housing.

3. Ifthe city can tax at market value, that subsumes the profit from the resulting tax
credit?

The federal government is issuing tax credits to develop housing. To us this is
another form o; a financial transaction such as lease financing, mortgages, bonds,
commercial loans, tax exempt loans, government guaranteed loans, etc. Without
this program the costs of building quality, livable housing in this count?/ for low
income people would not be economically justifiable.

Is the Muni superseding federal housing policy? They are not taxing any other
investment or tax credit the bank makes. The muni is not taxing other tax credits
available from the government for historical rehabilitation(which they used to
rehabilitate the old city hall) or job creation tax credits. They do not tax apartment
house owners on their depreciation write off. And, they don't tax the bank for the
interest we are charging on home loans. The fact is to us an investment in LIHTCs
is strictley a financial transaction with a loan to the US treasury which it pays us
back over 10 years. The plain fact is apartments built with restricted rents are worth
less if sold than a project with no restricted rents. The government is not subsidizing
rents to market rents.

AS 29.45.110 states "The full and true value is the estimated price that the property
would bring in an open market and under the then prevailing market conditions in a
sale between a willing seller and a willing buyer, both conversant with the property
and with prevailing general price levels". So who is going to buy a property at twice
its economic value? Not the Muni, and not any intelligent business man. The plain
fact is that cost and value are not the same.

4 .What are the federal incentives to developers to develop low income housing?



Your question is rather broad in that the federal government provides subsidies both
direct and indirect on every home financed in the US. For someone to say that they
are not receiving a subsidy is naive.

The Adelaide project which is a 72 unit single room occupancy property on 9th Ave.,
designed to house individuals making 30% of median or about $12000 per year and
actually has taken individuals off the streets. Roughly the project required
$2,240,730 in tax credit funds, about $313,000 in HOME funds, $200,000 in funds
from the Federal Home Loan Bank of Seattle, $200,000 in funds from National
Reinvestment Corp., and the use of $500,000 in arbitrage funds. All of the LIHTC
projects have been very complex, taken a long time to put together by dedicated
people, and required multiple funding sources. Tax exempt loans are not available
on standard LIHTC projects, but may be available on certain income restricted set

aside properties.

As previously stated LIHTCs are a major part of the federal housing program that
deals with improving housing stock. Alaska has some of the worst rental housing
stock in America. The muni property taxation policy has brought this housing
development to a halt making Alaska the only state in America to not use all its tax
credits. This window of opportunity to develop affordable housing may be lost if the
government changes its policy. What is tragic is whereby we have the tools to
improve the quality of housing in our communities and for those .ess fortunate: short
sightedness is forcing our neighborhoods into continued physical decline. The
burden on the cost of this development comes from the federal treasury in the form
of the tax credits and inures to the benefit of the communities. Anchorage would
benefit from better neighborhoods, higher taxes, construction jobs, merchant sales,

etc.

The alternatives to fair taxation are not good. We are faced by punitive property
taxation when California, Washington,Montana, Hawaii, and other states often
exempt these properties from property taxation altogether. The Oregon supreme
court stated that taxation must consider the restricted rents. AS29.45.062 already
states that governments must consider conservaiton easements when assessing
value. A similar situation as restricted rents.



JOSEPH GUGGENHEIM
Housing Development Consultant
6600 Rarnoch Court

Bethesda,MD 20817

301 320-5771; fax 301 320-9519

THE VALUE OF THE TAX CREDITS SHOULD NOT BE ADDED TO THE
VALUE OF THE PROPERTY FOR ASSESSMENT PURPOSES

The basic concept of the tax credit program is to generate
equity to pay Tfor a substantial perceixtage of the costs of
developing affordable housing, so *.hat it 1is possible for
the developer to offer lower rcmts that are affordable to
low and moderate income household ;.

The value of the tax cii.gits can be directly measured by
the amount of equity that investors put up in exchange for
the rignt to claim the tax credits to reduce the 1income
taxes paid by the investors to the U.S. government.

However, iIn most cases, particularly high cost areas with
non-profit developers, the tax credit equity is used almost
entirely to pay for a substantial portion of development
costs. This allows the project to have a lower amount of
mortgage debt on the property and thus a lower monthly
mortgage payment, so that the property can achieve Tax
credit rents that are substantially lower than market rents.

Tax credit equity might be used to earn high developer
fees (profits), but this is not the case for projects with
non-profit developers or 1in high cost urban areas. The
amount of developer fTee (profit) that is allowed is closely
monitored and restricted under the tax credit statute by the
credit agencies administering the program (Alaska Housing
Finance Corporation).

The tax credit approach is a substitute for direct
government Tfinancial aid, such as an up-front development
grant that pays for the costs of constructing the housing,
as 1Is done i1n the low rent public housing program.

The other Tform of directgovernment aid 1is section 8
assistance, where a monthly check from the government to the
project pays a portion of the rent which is at high market
rate rent levels, allowing low income households to pay only
that portion of the regular rent that they can afford based
on their low incomes. Under this approach, tenants generally
pay 30 percent of their own monthly income for rent, and the
monthly government Section 8 check to the owner makes up the
difference between the regular rent and the amount the
tenant household can afford.



The tax- credit equity approach 1is an effort to general
private 1investment (in exchange for the use of the tax
credits) in order to help create affordable housing, instead
of the old approach of directly subsidizing either up the
front costs of development or the monthly costs of market
rate housing.

Thus if a project costs $6 million to be built and
developed, the tax credit equity put up by 1Investors in
exchange for the right to claim the tax credits might equal
$3 million, allowing a mortgage on the property of $3
million instead of $6 million, since the rents paid by and
affordable to lower 1income families can only cover a $3
million mortgage plus the costs of operating the housing.

In many situations, the tax credit equity - the value of
the tax credits - may not be enough of an indirect subsidy
to produce truly 1low 1income rent levels, and additional
government assistance in the form of up front subsidies or
monthly rental assistance payments are still needed to make
the project financially feasible at the 1low income rents
that are charged.

In most situations, the actual rent charged the low income
families 1i1s significantly less that the maximum rents
possible under the tax credit program, because either: 1)
the non-profit developer is committed to charging less than
the maximum permitted rent to reach very low income families
earning substantially less than the maximum permitted

incomes; 2) the developer made an extra commitment to
provide low rents iIn order to successfully compete for the
limited amount of tax «credits available; or 3 the

prevailing rents in a lower 1income neighborhood are Ilower
than the maximum permitted tax credit rents, and low income
families would choose instead to live in existing non-tax
credit housing (of a lesser quality) where the rents are
less than tax credit maximum rents.

In a project that cost $6 million to develop, wnere $3
million of equity paid by investors in exchange for the
right to claim tax credits pays Tfor 50 percent of
development costs, and rents from low 1income tenants can
only afford to cover the resulting $3 million mortgage, the
assessed value of the property should reflect the 3$3 million
mortgage amount that can be covered by the available rental
income under the restricted rents. The assessed value should
not reflect a $6 million mortgage amount that only upper
income tenants paying market rate rents could cover.

In Tow income projects with tax credits where the value of
the tax credits 1Is used to reduce the mortgage to amounts
affordable by low income tenants, it would be ludicrous to
add back into value for assessment purposes the equity



contributions (the amount of value produced by the tax
credits) that made the low rents possible in the first
place.
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First Natronal Bank
of nctcmgc

February 25, 2000

Senator Tim Kell
By Fax - 907-405-3756

Re: HB 272
Dear Senator:
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First National Bunk OoriHin<»fHfltfcjuansrs BUUIL
101W. 3«ih Avenue *Ancliotacc, AK 99503-5904 « KO. Box 100720 «AncJiorapr, AK 99510-0720
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a valuation ofthe project according to the limited rental that may be charged; not the cost
or replacement value of the project. But there isn’t enough income from the projects to
enable developers to pay any more, Wwhether it be for mortgage loan interest, operating
expenses, or additional real property taxes.

The Irtue of these projects is t thecan deveIo ths ralf litjes for t
tand\rlcap hese\gr trrrrg spechra th more Vr\tles gﬁ {0 ahl er stanggrd

hanwould be possiple If the Fe overnment did not offer up the tax or e,
The mone usedto Eur ld inth eagcrtr n arrenrtresangn‘ake theJ n[esrr ‘e

[0 ects
addrﬁrons 0th ner borhood where they are constructed wou nt L
eve%nersha toh rrqwrt rﬂax anﬁuto ental that ma ed
g m with AKFC Isn't enough to enadle the oeve operto pay adal tron mortgage
(bt no 1ess additional taxes.

Historically, the Progects In Alaska have been for real ro r% pug)oses ata
value commensurate with theamoum of rental the cangenera ot
constructrng themor thenr placement cost. Rece t gdBeAn horage assessor fes cho%e?

£0 assess th ro lects at hr ervaIue than ISWarran the mrt amountofrental

(ﬁn enerate. |\/| TGOVGT Aministration has ress theview th ataretu
{ tiStOFIC {reat nt oft em{(rn at Opers
Soug treso ution oTthe mattert rougn t

or the most part. local banks have purchased the tax edforsalet hel
rnance e?(?sttrr?are mcome housYn ro%%st(sedOnt errctr)e?tL? sen/e that un ﬁrere IS
certarntx hg\%fe IS atro like E 2thattherewr beno gfrom histor
treatme £ Of iects fhere wi c

C ntr to Slate law. Therefore deve
egr ture,

beno arther mvestmentb 0

M Ing a |nvest ow market rates o return |san|n estment
n%])?aﬂks M etoacIio art fo brin about suocessful\{ow

INCOME NOUSING. Ma |ngs annt/estmentvvrt '[ﬂ‘ﬁ prospect ot any return 1S not one

any will be

Exemption of such projects from taxation is the action that has been taken most recently
by the legislatures of Washington, Hawaii, Montana and California. That’s far more in
assistance than developers have sought by way of HB 272.

HB 272, besides making it possible for existing projects to continue and new ones to be
developed, has an additional benefit. By making the tax treatment of such projects the
same throughout Alaska, developers statewide can compete for the limited amount of
money and tax credits available for such projects on the basis ofthe m .ir. and need for the
project they propose, not the personal views ofthe current administration of the local
government where the project may be located.
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Vely truly yours,

David A T,

Senior \/ce President & General Counsel

"resident, Alaska Bankers* Association
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Cost Certification Format;

Section One:

1 pro owner and owper E
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Additional Requirements For Low Income Housing Tax Credit Projects:
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Additional Requirements For HOME or SCHDF Projects:

! %mﬂm fa“ HOME and SCHDF funds provick, |nclud|n
0

(72
—t
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PROJECT DEVELOPMENT COST SUMMARY FORM

PROJECT DEVELOPMENT COST DATA
ALL PROJECTS COSTS (INCLUDING UTILITY AND ROAD ACCESS COSTS) MUST BE STATED.
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i i 13 Y o
Corstruction Loan Interest ¢ % AvgLoan
AtS  Tem M)
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Property Texes During Construction
Qtrer:
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Qedit Report
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FOR LOW INCOME HOUSING TAX CREDIT PROJECTS ONLY:

Table of Eligible and Qualified Basis For Carryover Allocation or IRS Form #8609:
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Anchorage Daily News
| Wednesday, March 1,2000
Decent housing

Cut through debate to the purpose

The state House has ed by a 29-5 vote a bill to keep quality, low-
income fousing availa aﬁctseto Xlasians P qualtty,

Rep. Andrew Halcro sponsored the measure, which would.

* Require cities to tax low-income properties.bas on their actual
rentsqnot at slich properties mrgﬁt worti on the open market.

* Prohibit cities from including federal tax credits in property values
en oorng aSSESSMeNts. J property
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What does an Anchorage property tax assessment have to do with
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Problems? Suggestions? Let us hear from
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U.S. Department of Housing and Urban Development
Alaska Stale Office

Um_versﬂfy Plaza Bu;ldlnF% _
Office of Community anmnjg_] & Development
949 East 3611Avenue, Suite 40

Anch%rage, A}< 93508—4?99
www.hud.gov/alaska.htm

July 20, 1999

Lvnn Taylor, Manager .
Housing'and Community Development Block Grant Division

Departrient of Commuriity Planning and Development
.l\/umapahty of Anchorage

P 0 Box 196650
Anchorage. AK 995196650

Subject: 1999 Action Plan Review Comments

We have completed our review of your annual action Plan and find it legally approvable
The (TJrant a%reements for the three formula programs funded h_ro%qh the plan. Commuinity
Development Block Grant ECDBG). HONE Investment Partnership Program (HONE}, and
Emergency Shelter Grant (ESG), are being sent undler separate cover to Mayor Mystrom.

Although we find that the document continues to improve each year, our review did reveal
a number of isSues thet must be addressed prior to our final approval of the Action Plan. These
deficiencies, aiscussed below, will not delay our transmittal of the grant agreements, nor will it restrict
the Municipality's acoess o the grant funds (We have_aPproved your request to inqur pre-agreement
oosts inpoth the CDBG and HONE program..,. A satistactory résponse, however, is requiréd prior to
our final approval of the Action Plan and'should be stbmitted & soon & possible

Fostering Affordable Housing - HOME

.In accepting HONE program grants, participating jurisdictions commit to the mission of
preserving and incréasing the stock of affordable housing'In thelr communities.  This is incorporated
Into the Consoliclated Plan as agoal and a strategy. Specifically, in Anchorage's five year

Consolicated Plan, the Municipality pledges to...

(1) Increase the inventory of safe, affordable rental housing for renter
households eaming D pefcent of median income or less, with an emphasis on
the low- and extremely low-income and continue to provide rental assistance to
reduce rent cost burdén," (Municipality of -knchorage Consolidated Plan 1995-

2000, Section IV, Housing and Commuinity Development Strategic Plan, Five
Year Strategy, page 120)

OCD SMITH.mn 4652 7/0299 H'IOjC'Aplan 99 review LTR
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Further, the feckral regulations qoverning the Consolicated Plan require annual action plans to

contain a discussion of activities the HOME parﬂcgaating jurisdliction hes taken to* . foster and
maintain afforcable housing, [and to] remove harmiers to'afforciable housing, . (24 CFR 91 220(f)(1).

Although these subjects are discussed on pages 32 and 49 of the Municipality’s 1999 Action
Plan, the discussion I Incormplete in that there Is o mention, excent ina brief resporise to a public
comment on page B-8, of the Municipality's property tax policy regarding affordable housing projects

In afforcable multifamily housing projects, the rent of some or all of the units are capped,
by the terms of their financing, Generally at alevel that does not exceed 30 per cert of a low-
income family's agjusted income  While there is a refationship between area median income, _ .
which Is the [asis for determining an affordiable housing tenant's eligibility, and market rents, it is
not at all a dlirect relationship. Many factors can cause a great d|spar|t}§betvveen area income and
market rents availability of units @e vacancy rates), proximity of units to employment, schools,
public transportation, size and distribution of available units, efc |f operating costs increase, such
a5 a significant increase in property tax, and revenues cannot be raised to cover the additional

cost. default occurs.

We find that the Munici&e]xl Assessor's treatment of annual assessments of the value of
affordable housmg rojects in Anchorage Is inconsistent with the _Mumcgpah%s pledge to increase
the stockofaﬁorbaas l&housing within thejurisdiction. Annually mcreasm?t assesSed value of

these properties hased on the Mmistaken assumption that they aré capable ¢ %eneratln revenue at
the leve] of market rents has the impact of driving affordable housing projects into défault of the
terms of their financing. Adaitionally, private financial institutions an. tax credit investors will

not participate in new affordable housing projects In .Anchorage as long s the MumuEahty’s
property tax policy makes no distinction between affordable housing projects and market rate
rental properties. “Such a position undermines any confidence in the long-term financial feasibility

of an affordable housing project.

In qur view, the Municipality's tax policy disregarding the rent restrictions on these
properties is the single greatest threat to the preServation of existing stock, and future
development of affordable housmﬁ in Anchorage today. The MuniCipality cannot, on the one
hand, pledge to foster affordable | ousm%,]_ and on the Gther, penalize and discourage its
development, A permanent solution to,this problem is necessary to create the economic climate
required to “grow” affordable housing in Anchorage. The Municipality s Action Plan must
acknowledge"and address this bipolarposition and outline measures it will undertake to eliminate

It
Use of Program Income from the Rental Rehab Program - HOME

We note that you intend to augment the fundinP ofyour 1999 HOI\(/IjEdpro%raFEn projects

With B_rogram income generated from The repayment of loars orlglnall funded with Rental
Rehabilifation Grant Program rqrants. You also indlicate (page 20 of the Action Plan) that you
intend to claim this source of finaling as a portion of your réquired match of 1999 HOME times,

Prcsram income rfom these arants mav oniv be usee tor HOME program mmater, wren me Rema.




* not all of the old Rental Rehay Grants are closed. Because these grants were administered by our
Seattle Office, please contact Ms. Kaycie Collins at (206) 220-5150 ext. 3613 for the status 0f the

open grants and instructions on actions necessary to close them o,

Overall Benefit Calculation - CDBG

ain this year the Action Plan does not indicate which option the Municipali%]prefers 0
calculate its compliance with the overall benefit requirement of the CDBG program.

entitiement community receiving CDBG funds must specify, in accordance with 891 225 (b) (-1
(1i),, whether it intends to calculate the overall benefit requirement of the CDBG program over a
period of one, two or three * . specific, consecutive program years,...” You must identify the
specific year or years you wish the calculation to be based updn. We are avallable to discuss the
ramifications ofspecific choices if you feel it would be beneficial.

Amendments

As in previous years, funding any project not described in the current glan will require
formal amendment of the plan in accoraance with the procedures outlined at §91.105(c) and the
amendment é)ollcy inyour Consolidated Plan. You must notify HUD when you amend your
Consolidated or annual Action Plan, ither at the time you do So or Inyour Consolidated .Annua
Performance and Evaluation Report (CAPER) a the end of your program year.

. The Issues discussed in this letter and your response, following our approval, should be
Incorporated into the 1999 Action Plan. [fyou have an,¥ Questions regarding any of the Issues
discussed In this letter or require technical assistance With your resporise, pléase contact Gus

Smith, CPD Representative & (907) 271-4632.
Sincerely,

Kim W. Davis _ _
Acting Director, Community Planning
and Development Division

oC.
N Caren L. Mathis, Director
Department of Community Planning and Development
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uU SING FIRST
Aﬁordable f|ousfng for Individuals ang Fam|I|es

e-maii . R (907)364-3573 FAX: 907 364 674
1801 Douglas nghway No. 16. 99324
n. TimK Feb. 29,2000
arma Community and P.egional Affairs |
Via ax 6§e ﬁ%% yanirey
Dear Sen. Kelly,

Inank you Iorsch) ﬁtullngahearlng on HB 272 tomorrow. Please include this letter in
testimony on the

Hoysm F|rst In orﬁa%neo th rofit housin agorgamsanons that has usedlt

Cr tsobu1 4 erenta ka"Ino
bul AIH%S Wltﬁ 21 units total In Juneau antg s, usmths sourceo fundmg aong

ug
with furids from a number of other sources |ncIu§1 Ing conventional loans.

Housing First. Inc., is consequently strongly in favor of HB 272, i believe itisa
?oach he robF qu aSSesS ntoatour properties ang similar affordable

alr e
hous BUHI'[S'[ roudhout A rPas
Each year since construction of each property, we have appealed our property. taxes to the
%%aﬁ Rorongh ?uneau Eit al, I?/vertyarc %d f0s ;f)e aV(T Pecglvr(te)cljs rﬂe relief
ITom these tax Some ears, the %%rﬁeaj 9oes t? eBoEd’ ofEqualization: In othe

e 0l eal has heen %ettlega inistratively. We have trjedl to persuade qu

essor to take an income-based approach to assessm the bullings, but have n

e e e

It is clear to us that vvlthout a Ieglslatlve solution to th|s problem, we will have to commit

asources, time and energy to edch year's appeal, and each year accept soinething 1ess
T D e 3 P el e J

F°£tét. Y Bk e eﬂe s tt%t”%%’ﬂz%tt"&t“%a t'd'”%zbtétat o
aE? Per onan an achve boar vqunteﬁrs |t 1S wt%g gortaht th  our burldings are
per INg TUNGS, since 100

for themselves. We have no other source 0
percento our units have rent ceilings attached.

serentcell thed ds, arc in place for 30 years from congtruction of the
bu liding, ouro '}(? Ing has 4 years reh)tamlng on esece(hngs gure(ty tire value
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ofcur buildings is affected by these ceilings. During the 30 years, neither of these
bU||d|ngS can be seen as competing with apartment buildings able to charge market rents.
Even after the rent restrictions are lifted, we intend to continue renting at affordable rents,
if we choose not to, however, this legislation would permit tax assessors to assess the

property at a market rate.

We have taken the risk and responsibility of building these apartments for the public
good. Inreturn, \vc would like a fair assessment of the value of our properties.

Again, wc thank you for scheduling a hearing on this important legislation

Sincerely,

Robin Gilcrist
President, Housing First, inc.



