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working people to get a hand up. At this time, there are less than 10 single family or zero-lot
homes on the Juneau market that would qualify for the AHFC first-time homebuyer program,
excluding IHH’s current offerings. Many or those units are in extremely poor shape. Of the 11
units IHH has slated to build before the end of September, all have been sold Overall, 15 of the
19 units being built at Park Place have been sold to first-time homebuyers using AHFC programs.
Four of those families are single parents with children. In addition, we have a waiting list of first-
time homebuyers who want the opportunity to purchase a home from IHH if we continue to build

this type of housing.

Unfortunately, we may have to abandon this market because our profits are based upon volume
production instead of standard contractor profit margins. In the event that SB 113 passes, the
market for first-time homebuyers will shrink drastically. IHH, and other companies, will no longer
be able to produce and sell the number of housing units necessary to make this type of

development possible.

We would greatly appreciate your help in getting this disastrous hill killed. We have worked very
hard to bring our costs down and make a quality housing product that is affordable to our state's
demographically young population. Unfortunately, we can’t do it alone We need your help to
protect the AHFC's programs Thank you for your assistance in this important matter. If you have
any questions, please don’t hesitate to call me

Sincerely,

Rod Whitehead, President
IHH Industries, Inc
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Alaska Housing Finance Corporation
Resolution No. 99- 31

Resolution Authorizing a Summary ofand Response to Senate Bill No. 113 Introduced on March

19.1999 by the Senate Finance Committee.

BE IT RESOLVED by the Board of Directors of the Alaska Housing Finance Corporation as
follows;

Findings:

(a) The Senate Finance Committee introduced on March 19,1999 Senate Bill No. 113, “An
Act making activities of the Alaska Housing Finance Corporation subject to the
Executive Budget Act, relating to appropriations to the Alaska Housing Finance
Corporation; relating to bonds and bond anticipation notes issued by the Alaska Housing
Finance Corporation; and providing for an effective date” (the Bill); and

(b) The Board of Directors of the rVlaska Housing Finance Corporation (the Board) has
reviewed the Bill and has found it to be not in the best interest of the people of the State of

Alaska.

Conclusion:
Pursuant to the foregoing findings, the Board of Directors urges the Legislature not to take

action on the Bill and authorizes the Chair and the staffto prepare a Summary ofand Response
to the Bill (the Summary) and distribute it to the Senate Finance Committee.

This resolution shall take effect immediately.

DATED THIS sth day of April, 1999.

Board Chair

SS13rtVmke
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Alaska Housing Finance Corporation
Summary ofand Response to:

SENATE BILL NO. 113
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FIRST LEGISLATURE — FIRST SESSION

BY THE SENATE FINANCE COMMITTEE

Introduced: 3/19/99
Referred: Finance

A BILL
FOR AN ACT ENTITLED

“An Act making activities of the Alaska Housing Finance Corporation subject to the
Executive Budget Act, relating to appropriations to the Alaska Housm% Finance
Corporation; relating to bonds and bond anticipation notes issued by the Alaska Housing
Finance Corporation; and providing for an effective date.”

General Responses:
L AHFC has substantial resources. One of its most significant and often underappreciated,

Is its ability to access capital markets. This ability to leverage its financial resources is
available to the Corporation on a structured basis through the issuance of “revenue
bonds” and on a general credit basis through the issuance of “general obligation bonds.”

2. The financial leverage through revenue bonds is enhanced when the issuer is particularly
strong financially. This leveraging can, however, be done by an issuer without
substantial equity. The fewer resources the issuer has, the higher the level and cost of
additional third-party credit enhancement, which results in a greater cost of funds passed

on to the borrowers.

3. The financial leverage through the issuance of general obligation bonds which arc not
secured by a separate portfolio of cash-producing investments, is possible only with
financially strong issuers with substantial financial resources, a consistent history of solid
earnings, and a seasoned and financially astute management team.

4. SB 113 would impose the Corporation to an extreme degree of legislative oversight and
control. It is difficult to envision the role and responsibilities ofa Board of Directors post
implementation of the changes called for in SB 113.

5. Supplanting Board control and oversight with that of the Alaska Legislature would be
viewed negatively by the rating agencies, investors, and other capital market participants
upon whom the Corporation relies to leverage its resources. Investors and others
involved in extending credit to the Corporation trust that its Board will make sound
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decisions regarding the application of its resources to meet program requirements and the
terms of existing and future financial obligations. They would be generally unwilling to
extend this same level of trust to a large, diverse, legislative body which necessarily has
less knowledge regarding the detailed programs and financial responsibilities of the

Corporation.

6.  The radical changes incorporated in SB 113 would be difficult to explain to capital market
participants. The extensive history of financial assistance provided by the Corporation to
the State, culminating with SB360 and the Corporation’s issuance of general obligation
bonds to fund state capital projects, has been interpreted by those outside the Corporation
as a clear demonstration of positive relations between AHFC and the Legislature. The
tone of SB 113 is totally opposite this perception. The appearance of SB 113 so soon after
the Corporation’s first issuance of State Capital Project Bonds issued on behalf of the
State will be seen as a violation of the agreement understood to be in place when SB360
became law and was adopted by the AHFC Board of Directors. It is interesting to note
that the State Capital Project Bonds, 1999 Series A Bonds were included in Goventing}

“Deals ofthe Year” (March, 1999).

1. Implementation of SB 113 would make it much more difficult for a holder of AHFC debt
to know what of the Corporation’s resources could be counted on being available to the
Corporation for it to meet its financial obligations. The Corporation’s debt obligations
could be stigmatized with an additional rate penalty imposed for the unknown.
Alternatively, investors may simply refuse to purchase AHFC bonds.

8. The uncertainty referenced in General Response #7 would prevent the Corporation from
issuing any additional debt based solely upon its general obligation. In addition to the
recently implemented financing program for State Capital Projects, virtually all of the
Corporation’s multi-family loans are financed with the proceeds of bonds the primary

support for which is AHFC’s general obligation pledge.

9. The emphasis of the Corporation over the last several years has been to maximize its net
income. This emphasis was felt appropriate as it is much easier for the capital markets to
accept transfers to the State and funding of programs which provide no return back to the
Corporation if the amount committed to these activities does not exceed the
Corporation’s net income. By limiting these amounts to net income, the Corporation is
able to demonstrate that its financial health has not deteriorated. The movement of
control and oversight from the AHFC Board to the Alaska Legislature will make it more
difficult for the Corporation to maximize earnings opportunities and achieve cost
reductions. As a consequence, the Corporation will be less able to provide financial
assistance to the State and continue funding of its programs directed to those who need

assistance the most.

10.  The Executive Budget Act already applies to AHFC to a large extent. While the current
review procedures for the corporation’s operating budget, capital budget, aggregate
mortgage loan activity for both subsidized and non-subsidized loans, and a variety of
other reporting and control mechanisms are included in the Corporations authorizing
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decisions regarding the application of its resources to meet program requirements and the
terms of existing and future financial obligations. They would be generally unwilling to

extend this same level oftrust to a large, diverse, legislative body which necessarily has

less knowledge regarding the detailed programs and financial responsibilities of the

Corporation.

The radical changes incoiporated in SB113 would be difficult to explain to capital market
participants. The extensive history of financial assistance provided by the Corporation to
the State, culminating with SB360 and the Corporation’s issuance of general obligation
bonds to fund state capital projects, has been interpreted by those outside the Corporation
as a clear demonstration of positive relations between AHFC and the Legislature. The
tone of SB 113 is totally opposite this perception. The appearance of SB113 so soon after
the Corporation’s first issuance of State Capital Project Bonds issued on behalfof the
State will be seen as a violation of the agreement understood to be in place when SB360
became law and was adopted by the AHFC Board of Directors. It is interesting to note
that the State Capital Project Bonds, 1999 Series A Bonds were included in Governing's

“Deals of the Year” (March, 1999).

Implementation of SB 113 would make it much more difficult for a holder of AHFC debt
to know what of the Corporation’s resources could be counted on being available to the
Corporation for it to meet its financial obligations. The Corporation’s debt obligations
could be stigmatized with an additional rate penalty imposed for the unknown.
Alternatively, investors may simply refuse to purchase AHFC bonds.

The uncertainty referenced in General Response #7 would prevent the Corporation from
issuing any additional debt based solely upon its general obligation. In addition to the
recently implemented financing program for State Capital Projects, virtually all of the
Corporation’s multi-family loans are financed with the proceeds of bonds the primary
support for which is AHFC’s general obligation pledge.

The emphasis of the Corporation over the last several years has been to maximize its net
income. This emphasis was felt appropriate as it is much easier for the capital markets to
accept transfers to the State and funding of programs which provide no return back to the
Corporation if the amount committed to these activities does not exceed the
Corporation’s net income. By limiting these amounts to net income, the Corporation is
able to demonstrate that its financial health has not deteriorated. The movement of
control and oversight from the AHFC Board to the Alaska Legislature will make it more
difficult for the Corporation to maximize earnings opportunities and achieve cost
reductions. As a consequence, the Corporation will be less able to provide financial
assistance to the State and continue funding of its programs directed to those who need

assistance the most.

The Executive Budget Act already applies to AHFC to a large extent. While the current
review procedures for the corporation’s operating budget, capital budget, aggregate
mortgage loan activity for both subsidized and non-subsidized loans, and a variety of
other reporting and control mechanisms are included in the Corporations authorizing
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statutes, these controls largely exceed requirements by other states toward their housing
authorities. For example, an Enterprise Fund accounts for operations where services or
products are provided on a fee basis in a manner similar to a typical private business
enterprise. AHFC is accounted for within the State’s financial statements as an
Enterprise Fund, and should possess flexibility to increase revenues, cut costs, and
provide innovative and cost-effective programs.

The Corporation has developed a reputation for sound management of its financial affairs
and innovativeness in its approach to program development and accessing of capital
markets. Ithas been widely recognized for bringing about programs meeting the specific
needs of targeted Alaska residents with financing structures supportive of the program
objectives and at the lowest rates and costs. The decreased efficiency and reduced
flexibility of market timing which will result from SB 113 will substantially diminish and
possibly totally eliminate AHFC’s ability to develop customized programs and innovative
financing structures. The initial effect will be decreased applicability of the
Corporation’s programs and higher interest rates to the borrowers. The ultimate effect of
the inability to respond timely to changing program demands and financing structures
will likely be the elimination of even the most basic of the Corporation’s lending

programs.

Sectional Summary and Response:

*Sec. 1. AS 18.55.140 is amended to read:

1855.140. Issuance of bonds, notes and refunding bonds. The
corporation may issue bonds and notes from time to time [IN ITS DISCRETION] for a
purpose authorized by this chapter and may issue refunding bonds for the purpose of
paying or r_etirin%gonds previously issued under this chapter. HOWEVeY, the corporation

mav only isste bonds, refundin? bonds, and bond anticipation notes after the
Issuance has been approved by Taw.

Response:

L This section requires approval by law for bonds and bond anticipation notes issued for

old Alaska State Housing Authority (ASHA, merged with AHFC in 1992) public
building projects. This section is not needed because AS 18.55.100(d) already requires

approval by law of bonds for public building projects.

*Sec. 2. AS 18.55.240 is amended to rea:

Sec. 18.55.240. Power of corporation to obtain federal aid and cooperation.
The corporation may borrow, accept contributions, grants, or other financial assistance
from the federal government in aid of any housing or public building project and for this
purpose may comply with conditions and enter into the mortgages, trust indentures,
leases, or agreements that are necessary, convenient, or desirable in order to obtain
financial aid or cooperation from the federal government in the undertaking, construction,
maintenance, or operation of a housing or public building project authorized by AS
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18.555.100— 18.55.290. Every expenditure of federal funds bv the corporation is
subject to appropriation.

Response:
L This section is unnecessary. All federal dollars received under this section are already
appropriated under the Executive Budget Act (AS 18.45.089(a)).

*Scc. 3. AS 18.55.370 is amended to read:

Section 18.55.370. Use of money. Money appropriated [OR MADE
AVAILABLE] under AS 18.55.300 — 18.55.470 may be used by the corporation to
make

(1) character loans, not exceeding $500 for each dwelling, to residents or
cooperatives for the improvement, conversion, or construction of dwellings in remote
areas for occupancy by the residents or members of the cooperatives.

(2) loans for moderate-cost or rental housing facilities and projects to public
agencies, or private nonprofit or limited dividend corporations, or private corporations or
cooperatives organized under AS 10.15.005 — 10.15.600 that are regulated or restricted
by the corporation until the termination of all loan obligations to it as to rents or sales,
charges, capital structure, rate or return, and methods of operation to the extent and in the
manner that provides reasonable rentals to tenants and a reasonable return on the
investment; loans to cooperatives may be made for up to 95 percent of the appraised
value of the housing facility.

Response:
L This section applies to the Corporation’s low income rental housing program and requires

that money be appropriated for the program.

*Sec. 4. AS 18.55.520 is amended to read:

Sec. 18.55.520. Powers of the corporation. In addition to all powers previously
vested in or granted to the corporation by any other law, the corporation has all the
powers necessary or convenient to carry out and effectuate the purposes and provisions of
AS 18.55.480— 18.55.960, including the following powers:

1)...

Ezg to agree to the conditions that it considers reasonable and appropriate that
are attached to federal financial assistance and imposed under [PURSUANT TO] federal
law ...

(3) within its area of operation,

(A) . (E)... |

(F) to borrow money and issue bonds that have been approved bv law
for issuance and provide security for loans or bonds;

(G).. (H)..
(4)...
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(5)... notwithstanding the provisions of any other law, the corporation may
include in a contract for financial assistance with the federal government for a
redevelopment project those conditions imposed under [PURSUANT TO] federal law...
(6)... (8)..
(9) to make expenditures that are necessary to carry out the puiposes of AS
18.55.480 — 18.55.960, and, subject to appropriation, to make expenditures from
money obtained from the federal government and the state [WITHOUT REGARD TO
ANY OTHER LAWS PERTAINING TO THE MAKING AND APPROVAL OF
APPROPRIATIONS AND EXPENDITURES];
(10)...
(11)... (A)... to demolish and remove any structures on the property [] and pay
all costs related to the acquisition ... (B)...

(12)...

Response:
L This change requires that bonds approved under AS 18.55 (old Alaska State Housing

Authority) Slum Clearance and Redevelopment powers must be approved by law. This is
currently an inactive statute of the Corporation.

*SeC. 5. AS 18.55.570(a) is amended to read:

(a) The corporation may .
(1) issue bonds that have been approved for issuance bv lawand notes [FROM

TIME TO TIME] for any of the purposes of AS 18.55.480 — 18.55.960, including the
payment of principal and interest upon advances for surveys and plans for redevelopment
projects; i

(2) issue refunding bonds that have been approved for issuance bv law for the
purpose of the payment or retirement or in exchange for bonds previously issued by it;

(3)... (4)...

Response:
L As with Sections 4 and s, this deals with the Slum Clearance and Redevelopment powers

and is currently an inactive statute of the Corporation.

*SC. 6. AS 18.55.700(a) is amended to read:
(a) The corporation has all the powers necessary or convenient to undertake and carry out

urban renewal plans and urban renewal projects, including the power to acquire and
dispose of property, to issue bonds that have been approved ?or Issuance v law and
other obligations, to borrow and_ accept grants from the federal government or other
source and, subject to appropriation, make expenditures from federal funds, and to
exercise the other powers granted to it by AS 18.55.480 — 18.55.960 with respect to
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redevelopment projects.

Response:
L As with Sections 4 and 5, this deals with the Slum Clearance and Redevelopment powers

and is an inactive statute of the Corporation.

*Sec. 7. AS 18.55.998(a) is amended to read:
(a) There is created in the Alaska Housing Finance Corporation a supplemental housing
develocrment grant fund. Using corporate earnings or other available funds, IN
accordance With an appropriation for the purpose, the corporation shall make on-site
sewer and water facilities, road construction to project sites, energy efficient design
features in homes, and extension of electrical distribution facilities to individual

residences.

Response:
L This section refers to appropriation authority for the supplemental housing development

grant fund. These grants are already subject to appropriation under the Corporation’s
capital budget (AS 18.56.089(a)).

*Sec. 8. AS 18.56.082 is amended to_read; _
Sec. 1856.082. Alaska housing finance revolving fund. The Alaska housing finance

revolving fund is established in the corporation. The [REVOLVING] fund consists of
appropriations made to It. Income of the fund and [THE REVOLVING FUND BY
THE LEGISLATURE,] money or other assgts rec_elved [TRANSFERRED TO THE
REVOLVING FUND] by the corporation, Including [ANDE]unrestricted repayments of
principal on loans made or purchased by the corporation, shall be separately accounted
for and mav be appropriated to the fund. Amounts deposited in the [REVOLVING]
fund shall be expended for the purposes of the corporation, set out in this chapter.

Response:
L Inorder for the Corporation to carry out its mission and maintain its relationship with

investors and constituencies, the proposed changes to this section should be deleted. This
change would require appropriation of mortgage loan payments currently pledged to
bonds as well as mortgage loan payments which may be hereafter pledged. As to existing
pledges, this section would be unconstitutional. As to future pledges, the legislative
appropriation requirement would bring the uncertainty of the appropriation process into
what is now fixed as a matter of contract between the Corporation and its bondholders.

2. The General Account of the Revolving Fund is used by the Corporation to account for all
activities not subject to specific restriction by statute or the terms of financing
agreements. It is used as the Corporation’s “working capital” account. As such, the
majority of all financial transactions flow through this account. The Bill calls into
question whether any amounts received into this account can continue to be considered an
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asset of the Corporation.

Where in other cases, the investors have had to be concerned whether the State would
appropriate resources away from the Corporation, here the risk is that absent specific
legislative appropriation of earnings and collections on AHFC’s own assets back into the
Revolving Fund, such amounts will automatically revert to the State. It creates so much
uncertainty regarding the earnings and collections on AHFC’s assets that it is entirely
possible we will be unable to continue to claim the assets reflected in the Corporation’s

financial statements as ours.

*SeC. 9. AS 18.56.084 is amended to read:
Sec. 1856.084. International borrowing. For the purpose of obtaining access to
international capital markets to borrow money for the special mortgage loan purchase
program under AS 18.56.098, as an addition to the powers of the corporation under AS
18.56.0900, the corporation man (1)... (2)... (3) issue bonds that have been approved
for 1ssuance v lawand borrow money for investments in corporations established under

this section; (4)...

Response:
1. This section was originally enacted to facilitate international borrowing when
international borrowing through a foreign subsidiary was necessary under tax law. Since

tax law has changed, this section of the statute is defunct.

*Sec. 10, AS 18.56.089(a) is amended to read:
(a) The provisions of AS 37.07 (Executive Budget Act)
[(1)] apply to _ _ -
7 [(A)] the operating budget of the corporation and to all activities of the
corporation under AS 1555 and this chapter [; (B) ...(F)... (2) .. (A)... (C)..]

Response:
L As stated in the response to Section 8, the Corporation feels that these proposed changes

would have an adverse effect on fulfilling its mission and therefore should be deleted.
This change would subject all the activities of the Corporation to the Executive Budget
Act. This would include amounts pledged to the payment of debt service. These
amounts have previously been excepted from the appropriation powers. An appropriation
requirement for amounts contractually pledged to existing bonds would be
unconstitutional. Any appropriation requirement for future debt service would cause an
immediate downgrade of the Corporation’s bonds and substantially increase the cost of

debt service.

*Sec. 11 AS 18.56.110(a) is amended to read:
(a) The corporation, by resolution, may issue bonds and bond anticipation notes after the

issuance has been approved by law in order to provide funds to carry out and effectuate
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ItS purposes.

Response:

1

As with Sections g and 10, this section should be deleted. The Corporation typically

Issues bonds in large amounts to finance its programs. This section would require
submission to the legislature of proposed bond issues with specific amounts, terms,
maturities and redemption provisions. This approval process could not accommodate a
reasonable bonding program because of the delays and uncertainties inherent in the
legislative process. Among other things, this could have a very negative impact on the
Corporation’s ability to offer competitive and current mortgage rates on its mortgage
loans.

The Bill would require all debt issued by the Corporation to be specifically approved by
law. The level of detail required to be approved is unspecified. To issue bonds, the
Corporation must provide an opinion of bond counsel that, among other things, all legal
requirements for the issuance of the debt have been met. Lacking specificity as to the
financing provisions, bond counsel will likely be required to have a great amount of the
detailed financing structure incorporated in the approving legislation. There will be a
significant period of time between the obtainment of the detailed legislative approval for
the issue and the actual marketing of the debt. During this period, the market can have
changed dramatically. The Corporation would lack the flexibility to adjust the structure
of the debt issuance to best meet the demands and desires of the current market. This will
increase the overall cost of funds and a decrease AHFC’s ability to tailor the transaction
to the needs of the program participants.

*Sec. 12. AS 18.56.430(a) is amended to read:

(a) There is created in the corporation the home ownership assistance fund consisting of
money appropriated to it by the legislature and deposited in it by the corporation.
Subject to appropriation, money [MONEY] in the fund shall be used solely to assist
persons of lower and moderate income to purchase or construct single-family homes
financed under AS 18.56.400 — 18.56.600 by providing a subsidy to those persons.

Response:

L

This change would require amounts to be appropriated to be expended from the home
ownership assistance fund. This section is unnecessary. Currently the Corporation is
subject to the Executive Budget Act and the requirement of appropriation generally. The
exceptions are that appropriations are not necessary respecting activities in the exercise of
its borrowing function, repayment of its debts, its ability to refinance existing mortgage
loans, and are attributable to the servicing of loans. All other Corporation activities are
required to be by appropriation.

*Sec. 13. AS 18.55.710(a) is amended to read:

(a) The senior housing revolving fund is established. The revolving fund consists of
appropriations made to it by the legislature, the proceeds of bonds sold under AS
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18.56.790, repayments of principal and interest on loans made or purchased from assets
of the fund, and money or other assets transferred to the revolving fund by the
corporation. Subject to appropriation, the [THE] corporation may
(1) pledge amounts deposited in the revolving fund for bonds issued under AS
18.56.790;
(2) use amounts deposited in the fund for making, purchasing, or participating in
(A) senior housing mortgage loans;
(B) loans made for building materials for senior housing;
(C) loans made for renovation or improvement of congregate or individual

residences; and
(D) loans made for the construction of senior housing.

Response:
L This change, requiring an appropriation for the pledging of amounts deposited in the

senior housing revolving fund for bonds and for the use ofamounts in the fund is
undesirable for the reasons stated in the response to Section 8.

*Sec. 14. AS 18.56.790(a) is amended to read:
(A) Under the procedures of this chapter, the corporation may issue bonds in a total
amount not exceeding $30,000,000 to fund senior housing loans made under AS
18.56.700 — 18.56.799. Each separate bond issue under this subsection is subject to

approval by law.

Response:
L This proposed change requires separate approval by legislative enactment for senior

housing bonds and is subject to the same objection detailed in Response #1 to Section 11.

*Sec. 15. This Act takes effect July 1, 1999.
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Michael J. Burns
District President

b B0* 11000
Anchomge. AK 99510

Tel 907-564-0250
Fax 907-563-1764

VIA FAX: (907) 465-1719
April 8, 1999

Senator John Torgerson
Co-Chair
Senate Finance Committee

Dear Senator Torgerson:

Lam writing to express my opposition to SB113. 1must confess that, not only am 1opposed to this Bill, but 1
am quite honestly dismayed by its prospective impact.

As a well-scarred survivor of the recession of the late 1980°s, the prospect of losing one of the most important
players in that survival process is difficult to comprehend.

Facing the realities of the oil industry, be they consolidation, declining production, or low crude prices, will be
a challenge for our economy.

1am confident that the State and the private sector have the financial strength and enough economic diversity
to successfully meet these challenges. However, compounding Ihal challenge by such a devastating blow to
the real estate industry, such as (his, would have serious economic repercussions.

Our customers in the industry (home builders, developers, mortgage bankers and brokers, and Realtors) are
united in their opposition to this Bill.

| feel somewhat remiss in offering no alternatives or substitute language for this proposed Bill, but in all
candor, it is so flawed that 1 fmd no mcrii in proposing any type of “fix.” 1 also ask you to be mindful of the
potential damage to AHFC’s credit rating and reputation even the mere discussion of this Bill could have.
Thank you for your consideration.

Respectfully,

Michael J. Bums
President
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Alaska Home Mortgage,
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Senate Finance Committee Members April S, 1999
State Capitol
Juneau. Alaska

Dear Senator.
Lam corresponding to urge you to kill SB 113 U SB 113 is made lass, it will kill

Alaska Housing Finance Corporation (AHFC), as we know it today and the resulting
implications will be broadly fell throughout the housing industry in the State of Alaska. They do
not need more controls, but must remain autonomous from the legislature to continue its mission

of providing safe and affordable housing
AHFC'. being the 0Jy viable investor in the state keeps money in Alaska and attracts

money to the state from outside investors
Al'll C has a multiplier impact to the real estate community by providing a stable
housing environment for Alaskans to buy homes, which benefits Realtors, homebuilders, and

building supply providers
This bill would kill the liquidity of AHFC’ by requiring legislative approval Ibi bond

sales This in turn would severely impact AIIFC’ s affordable loan programs that benefit First

Time Homebuyers These programs have helped thousands of Alaskans obtain home ownership,

without these Al IFC programs, many people would still be unable to obtain the American dream
Once again, | strongly urge you to kill SB 113 Let AHFC’ operate as it has, being

profitable to the State, and providing great opportunities for Alaskans to obtain home ownership

Stephanie Kuhnel

Inc =P 0. Bov 19&H50 =Anvborage, Alaska 99519-0850 =907-503-3033 =Fax 907-201-3401

01



APP -01-99 13=41 FROM.HUD AK STATE COORD 10.9072713778 PAGE

W/ U.S. Department of Housing and Urban
Development
AJaska State Office
University Plaza Building
Office of the State Coordinator
949 East 36* Avenue, Suite 401
Anchorage, AK 99506-4399
(907) 271-4170
(907) 271-3778 FAX

www.hud.gov/alaska.html
.vww.bud.gov/ltxal/anc/jnchomeJimjl

TO: _Senate Finance Committee  FAX# (907) 465-4779

ARLENE PATTON
FROM: STATE COORDINATOR FAX# (907) 271-3778

PAGES SENT: 3
(including cover sheet)

DATE: 411 199

COMMENTS: SBU3
Comments | made during the S/31/99 public hearing are attached.

Thank You for the opportunity to express HUD's concerns with SB 113.
HD is concerned with the new text being added to Section 2 " Every
expenditure of federal funds by the corporation is subject to

appropriationll

Section 6."and, subject to appropriation, make expenditures from

federal funds",


http://www.hud.gov/alaska.html
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Good evening, My name is Arlene Patton, | am the State Coordinator with
the U.S. Department of Housing & Urban Development (HUD) @ 949 E. 36t
Ave., Suite 401, Anchorage, AK. 99508.

As you are probably aware, HUD is a federal funding agency. During
FFY’98, through HUD’s many programs, Alaska benefited from over S780M in
resources that helped fund housing, crime and drug prevention, Infrastructure,
Community Development, Youth Activities and prevention of Homelessness.

My comments tonight are limited to only the programs and funds that HUD
relies on AHFC to administer.

In 1992, the State merged the Alaska State Housing Authority, which was
the recognized Statewide Public Housing Authority, into Alaska Housing Finance
Corporation. That merger was one of the first nation-wide pilots, where HUD’s
Public Housing programs were administered by a Housing Finance Corporation.
During those public hearings, as HUD’s State Representative, | expressed our
Department’s concerns. Through the years, many ofthose concerns and
processing issues have been resolved, due to a healthy working relationship
between HUD and the Coiporation. Some of those same concerns have now'
resurfaced as a result of SB 113. HUD’s programs require timely processing and
constant board approval of budgets, policies, plans, etc. AHFC must have the
flexibility and authority to meet all the requirements and deadlines imposed by
HUD. Ifspending and program delivery are not done within the scope of the
funded project or in a timely manner, then future opportunities could be

jeopardized.

With a very capable staff, and a committed board, HUD has scored AHFC
as aHigh Performing H.A. AHFC has also received recognition for its
development of innovative programs. Both are needed to better serve Alaskans.

| trust that the State’s leaders will not take action that would negatively
impact AHFC’s positive image and its ability to continue to work in partnership
with housing and resource providers.
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Because AHFC is recognized as a high performing Housing Authority,
benefits from a AAA bond rating <ind has helped to develop new programs,
Alaska’s homeownership rate has increased from 55.4% in 1993 to a high of
70.4% at the end of 1998. That rate is one of the highest in the nation and is over
4% greater than the National average of 66.3%. None ofthe accomplishments
identified; home ownership, high performing, level of funding, would have been
possible without the flexibility that currently exists, within AHFC operation.

Over the past fifteen years, 1have watched Public Housing and AHFC go
from a troubled agency to a high performer. Have assisted task forces that have
provided expertise in developing new programs and have been involved in one of
the strongest housing partnerships that exist in the housing arena. But we will not
be finished until every Alaskan has a Safe, Decent, Sanitary, and Affordable place

to live.

| appreciate the opportunity to comment on S.B. 113. | trust that the State’s
leaders will deter from action that will hamper AHFC’s ability to deliver
programs, respond in a timely manner to all of HUD’s demands, and to assist in
developing and funding new programs that are needed.

As a resident of Alaska for over 26 years, |recognize the current demands
being put on the State’s leaders. Please remember, though, what we do today must
be for the long term and NOT just an immediate fix to the problem.



U.S. Department of Housing and Urban
Development

Alaska State Office

University Plaza Building

Office of the State Coordinator

949 East 36" Avenue, Suite 401
Anchorage, AK 99508-4399

(907) 271-4170

(907) 271-3778 FAX

www.hud.gov/aJaska.html
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TO" Senate Finance Committee # 907-465-4779

ARLENE PATTON
FROM: STATE COORDINATOR FAX# (907) 271-3778

PAGES SENT: *
(including cover sheet)

DATE: * [29 1 99

COMMENTS: sh 113
| have read the amendments to SB 113, presented during the hearing of

Monday, April 19, 1999.
| appreciate the delete on Page 6, line 31, through page 7, line 1

However, HID also has concerns with the new text added to
Page 2, line 7 through 8 "Every expenditure of federal funds bv the

corporation is subject to appropriation”. W recommend that added

text also be deleted.

Thank You
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March 30, 1999

Senator John Torgerson
State Capitol Room 516
Juneau,AK 99801-1182

Dear John:

1got some VERY distressing news this morning about the Senate Finance
Committee’s fast-tracking of Senate Bill 113. This must be stopped

immediately.

1cannot believe that the majority, with its emphasis on governmental hands-
off, would hamstring probably the ONE state bureaucracy, Alaska Housing
Finance Corporation, that is actually doing a good job for the people of
Alaska, and is not being run at a loss. They give the legislature money eveiy
year and now you want to mess with their arbitrage monies that arc directly
related to our clients getting great state-financed mortgage programs. If
every bond they float has to be run by the legislature, they will miss the best
interest rates, will have to depend on the caprice of the legislature for the
appropriations to make bond payments and they will lose the confidence of
their investors, and therefore lose their money.

| don’t know whose idea this was, but whatever happened to not fixing
things that aren’t broken??? And what about the good faith of selling bonds
for all those state capital projects contained in SB360. That was a seven-
year agreement and now you’re changing the rules.

Please reject this bill. 1fyou can’t, at least take it off the fast-tract so the
people of Alaska have a chance to comment on it. You are doing us all a
disservice by pursuing AHFC. Please try to access money for the
government to spend some other way.

Sincerely,

Anne C. Whitney, Associate

203 WPioneer Ave., Sic. 1 _ P.0. Box 150
Homer, AK 99603 Anchor Point, AK 99556
(907) 235-7141

(907)235-7700
(907)235-6557 Fax coastal@xyz.net (907) 235-6876 Fcx
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April 12,1999

The Honorable Drue Pearce, Senate President
The Honorable John Torgerson

The Honorable Scan Parnell

Co-Chairs, Senate Finance Committee

Sent VIA Fax

RE: SB 113
Dear Senators Pearce, Torgerson and Parnell,

As an Alaskan resident, I strongly oppose SB 113.

A a homeowner, Iwould not have been able to afford my present home. In 1995, AHFC
introduced the 5% loan program for affordable housing. If this was not in place my life
time dream of owning my own home would not have become reality. | feel with the
programs that AHFC offers this gives the same opportunity to other residents.

| have a problem with our Senators giving a thought of controlling funds which may take
away programs from the residents of Alaska. If the affordable housing didn’t exist where
would the little people go for homes.

Sincerely,

Martha S. Johnson
Concerned Resident
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Mortgage Loon Department
P.O. Box 107025

Apnl 12, 1999 1500 W. Benson Blvd., 4th Floor

Anchorage, AK 99510-7025
Phone (907) 257-3434 / Fax 257-3412

The Honorable John Torgerson
State Capitol

Juneau. Alaska 99801
DELIVERED VIA FAX

RE: SB 113

Dear Senator Torgerson

| have been in the mortgage banking profession for 16 years and | have grave
concerns regarding SB 113.

Alaska Housing Finance Corporation play: a crucial role in creating
homeownership opportunities for the residfents of this State through their
programs for first time homebuyers and IdJvand moderate income borrowers. In
order for AHFC to offer these programs at affordable rates, they need to be able
to sell bonds. This bill will negatively impact AHFC's bond rating and reputation

in the bond market.

Alaska Housing Finance Corporation is the leader in providing financing to rural
Alaska. They are dedicated to improving tne housing stock in this State which is
demonstrated by the development of new and innovative loan programs.

As a mortgage lender and someone who is concerned about the well being of
our State, | urge you to take an active role in finding out more information about
the impact the approval of this bill will have on our economy.

| am confident that once you become more informed, you will see as | do, that
if this bill is made law, the impact on the edonomy of this State and the housing
industry as a whole will be catastrophic.

Sincerely,

Michelle Carufel Q
Vice President t= ]

dit?EAS2£06 'ON XUJ BOWOHONy dw Wi 91>:£0 301 66-Sl-ddy
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April 12, 1999

The Honorable Sean Parnell and John Torgerson
Co-Charis, Finance Committee

Members of the Senate Finance Committee

Sent Via Fax

Re: SB 113
Dear Co-Chairs and Members of Senate Finance Committee:

As a private citizen and a native of Alaska | personally know many family's that
could not own their own home if it were not for Alaska Housing Finance
Corporation and the many programs they are able to offer. The National Bank of
Alaska has worked closely with AHFC over the years, and has developed many
affordable financing options for Alaskans throughout the state.

Alaska Housing Finance Corporation is one of the most effective housing
authorities in the country. If AHFC cannot retain the authority to issue bonds
when the need arises and favorable market conditions exist, Alaskans will be
faced with highter interest rates under AHFC programs. Higher interest rates
will stand in the way of many people being able to own their own homes.

| urge you to oppose SB 113 and protect the benefits we all currently enjoy from
AHFC for future Alaskan home owners.
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Mortgage loan Deportment

April 10,1
P 0,1999 PO.80x107025
1500 W Benson Blvd., 4ih Floor

The Honorable Sean Parnell and John Torgerson Anchorage, AK 99510-7025
. . . . Phone (907) 257-3434 | Fax 257-3412

Co-Chairs, Finance Committee;

Members of the Senate Finance Committee

SENT VIA FAX

RE; SB 113
Dear Co-Chairs and Members of the Senate Finance Committee:

National Bank of Alaska and | strongly oppose SB 113 because the bill, if became law,
will severely impair AHFC's ability to provide affordable and quality housing to the
people of Alaska.

As an Alaskan and employee of the National Bank of Alaska, | am deeply concerned of
the negative effects SB 113 will have on the state’s economy. For the last few years, |
have had the opportunity to work closely with AHFC and see for myself very many
positive influences AHFC has brought to the housing industry and our economy in
general.

For over twenty years, AHFC has been providing many, many Alaskans with affordable
and quality housing. AHFC is able to achieve this accomplishment mainly because of its
independent ability to issue bonds to provide fundings for various home loan programs
and needed housing projects.

Without the independent authority to issue bonds, as restricted by SB 113, AHFC will
certainly have very limited ability to continue its mission of providing affordable housing
to the people of Alaska. Without funding from AHFC, many Alaskans will not be able to
enjoy the dream of homeownership. Potentially, the jobs of many other Alaskans
(working as Realtors, homebuilders, building supply providers, and mortgage bankers,
etc.) will also be jeopardized because a large number of them will no longer be needed
to support a declining housing market in the state. As a result, SB 113, if passed, will
cause a serious multiplier effect in the state's economy.

| trust you, the senators of the citizens of the state of Alaska, do care about the state’s
economy and the quality of life for all Alaskans. Therefore, | urge you to vote no on SB
113 so that all of us and the future generation can continue to enjoy the very many
benefits AHFC has brought to us.

Sincerely,

Nhan Phung
Assistant Cashier
(907) 257-3305 t

f
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April 12, 1999

The Honorable Sean Parnell and John Torgerson
Co-Chairs, Finance Committee;

Members of the Senate Finance Committee
SENT VIA FAX

RE: Senate Bill 113
Dear Co-Chairs and Members of Senate Finance Committee:

As a resident of this great state, I'm writing to express my concern regarding
Senate Bill 113. |feel giving control of Alaska Housing Finance Corp. to the
state legislature would be a disaster. It's apparent by AHFC'’s success that they
know their business and how to manage it. | urge you to let them continue to
control their operation. To do otherwise would certainly destroy AHFC as we
know it today.

| have lived in Alaska for over 30 years. My parents retired here. My daughter
was raised here and currently works full time in Anchorage. One of her goals is
to purchase a home someday. Without AHFC’s 1¢ Time Homebuyer Program,
she will have difficulty achieving this goal. Her modest salary would make it very
hard to qualify for other loan programs. She is only one of many young Alaskans
who surely want to keep Alaska as their home.

Our young people have a hard enough time starting off on the right foot. As
children, we try to teach them to be responsible citizens. Today's world has so
many challenges. Please don’t send a message to them that the state doesn’t
care about their needs. We should all be supporting business that benefits
Alaskans of all ages.

Please show how much you care about the future of Alaska by voting NO on this
bill.

Sincerely,

iviary rerez
19460 Wingham Circle
Eagle River, AK 99577
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April 12, 1999

Senator John Torgerson
Semite Finance Committee
Room 515

Alaska State Legislature
State Capitol (MS 3100)
Juneau, AK 99801-1182

Suuject: SB113/Alaska Housing Finance

Dear Senator Torgerson,

SB113 has many negative ramifications to many groups of Alaskans. | represent
two of the groups as | am a mortgage banker for National Bank of Alaska and

am a board member of the Kenai Peninsula Builders Association. | also
represent a third group of Alaskans that does not yet realize the negative impact

the proposed legislation has, the citizens.

| recently moved to the Kenai Peninsula and with my wife was able to purchase
our first home. We have two young children that can now enjoy playing in our
own backyard, rather than a shared space with other tennants. We were able to
take advantage of the financing offered by AHFC and used the first time home
buyer program along with the Interest Rate Reduction for Low Income
Borrowers. This allowed us to afford a home that suited our needs, rather than a
home that was considerably smaller and would not have benefited us.

What the proposed changes will do is detrimental to the interest rates AHFC is
able to pass along to Alaskans as the bond rating will surely decrease. AHFC
has been paying dividends to the state for a number of years and will continue to
do so if left alone.

While | am only one voice out of thousands that you represent, | am certain that
my views are shared by many other Alaskans, both professionals that would lose
business and individuals that would lose the opportunity to enjoy the pride of
homeownership. | hope that you will consider all of the facts, and more
importantly the short and long term impact this will have on Alaskans trying to
purchase a home.
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Pending Legislation Could Hurt

Alaska Housing Finance Corp.'s Ratings
Peter Block, San Francisco (1) 41M71-5044; Thomas J Sheridan,

New York (!) 212-208-1118; Michael Forrester. New York (l) 212-2028-1763;
Pamela Berkowitz, San Francisco (1) 415 371-5012

NEW YORK (Standard 6 Poor's CreditWire) April 22, 1999-
-A bill pending in the Alaska legislature could hurt the
issuer credit rating and some ratings on general obligations
bonds of the Alaska Housing Finance Corp. (AHFC), Standard &
Poor's said to a)é. L _ _ _

Standard b Poora issuer credit rating and ratings on
about $700 million of outstanding general obligation bonds
of the Alaska Housing Finance Corg. is double-"A'-minus. The
double-'A'-minus ratings reflect Standard fi Poor's opinion
that the corporation has a strong ability to meet its
general obligations, Standard &Poor's also has various
Issue ratingS on other AHFC bonds. These ratings primarily
reflect the strength of the mortgage assets pledged for debt
repayment, although AHFC pledges its full faith and credit
to these honds. _ o

Should Senate Bill (SB) No. 113 become law in its
current form, various restrictions would be imposed upon the
corporation that could likely lead to credit pressure for

AHFC, Standard & Poor's said. _
SB 113 would subject AHFC to the state's Executive

Budget Act. This annual budget process would require the
corporation to receive legislative approval for various
activities, including use of its general fund assets,
issuance of debt, and use of federal funds. Currently, the
bill IS pending before the Alaska Senate Finance Committee
%gd r{\éa 9come before a full legislative vote on or before May
_ AHFC's investment-grade issuer _credit rating
mcqri)orates_the corporation’'s qua3|-|nde|penden<_:e from the
legislature in carrying out its affordable housing mission.
The corporation largely acts independent of the legislature
through a board of directors. _

~ The corporation's relatively strong double-'A'-minus
rating also iIncorporates a reduced risk of legislative
appropriation of its unrestricted assets, in addition to the
corporation's strong earnings profile, and a competent
management team. _ _

~In December 1998, Standard i Poor's recognized the
legislature's recent track record and public statements
_reggardl_ng maintenance of AHFC's financial health and
integrity by raising its issuer credit rating and ratings on
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aRout_$700 million of the corporation's GO bonds to double-
“minus from smgle-'A'-plus.

"Passage of SB 113 would clearly be a reversal of
course by the legislature towards AHFC's operations," 3aid
Tom Sheridan, director in Standard & Poor's Public Finance
Department. o _

Among its most severe Froylsm_ns, SB 113 would subject
AHFC to the state's annual e(TusIatlve a?proprlatlons
process for use of its general fund assets and issuance of
new money bonds. o

“While the bill explicitly allows AHFC to pay debt
service on all its bonds, the legislature would retain
ultimate control over AHFCc's general fund. Legislative
control of this fund has the potential to restrict the
corPoratlon's ab_l|l'[)é to access capital, if needed, to pay
debt service on its bonds. _ _

SB 113's provision regarding new money debt issuance
also has the potential to negatively |mPact AHFC's general
credit quality. The corporation, like all state housing
finance agencies, relies heavily upon mortga_?_e revenue bond
issuance to remain a viable enfity. The positive interest
rate spread between mortgages funded by the bonds and the
debt, provides AHFC with funds to support its obligations
and fund additional housing programs. _

The introduction of SB 113 by Alaska's Senate Finance
Committee underscores the wide-ranging Impact of oil price
declines on the state of Alaska's gegera! fund budget. The
state is currently grappling with a $1 billion budget
deficit and is ex Iorln% various Fropos_als to diversify its
revenue stream. The state typically derives 80% of its
unrestricted general fund revenue from rents and royalties
on oil and gas production in the state.

Standard 6 Poor's will continue tracking the progress
of SB 113 and will take appropriate rating action following
passage of any measure that impacts the credit quality of
the Alaska Housing Finance Corp. and any of its hond
obligations. — CreditWire

ooooooo
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A I S I d/\ /\ 521t Easl 34th Avenue
Anshoraoe. AK 99503-4199
OUSI nq (907) 561-1900
P.O. Box 101020
FINANCE CORPORATION Anchorage, AK 995101020

MEMORANDUM April 18, 1999

TO: Brad Pierce, Policy Analyst
Office of Management & Budget

FROM: Daniel R. Fauske, CEO/Executive Director
Alaska Housing Finance Corporation

SUBJECT:  SB 113 proposed amendment (4/7/99 by Cook)

The Director of OMB has asked my to provide you with comments or concerns regarding the
proposed amendment to SBI13, an Act relating to the finances of the Alaska Housing Finance

Corporation (AHFC). 1very much appreciate this opportunity.

First, the proposed amendment appears to remove the option to re-fund bonds from the
legislative authorization requirements of SB113. It appears that the requirement in the
legislation for authorization by law of any bond issuances by the corporation would remain.

Next, the amendment would exempt e>(<Penditures to 3pa the principle of and interest on bonds of
the corporation from the Executive Budget Act (AS 37.07).

These changes proposed by this amendment appear to reflect a concern toward allowing AHFC
to maintain flexibility in working with capital market participants. This concern is very-
appreciated, and | want to express my gratitude for this attempt to address concerns expressed by
AHFC earlier. Regrettably, many provisions of SB 113 that give serious cause for concern by
AHFC are not addressed in this amendment, and it is my sincere hope that there is an opportunity

to address amendments in these sections.

It has been called to my attention that frustration has been expressed regarding AHFC's earlier
response to SB 113. It this is, indeed, the case, please know that senior management and the
Board of Directors are fully willing to respond to any questions or concerns by the Senate
Finance Committee anytime that is mutually convenient. To date, minimal contact or
information has been conveyed directly to AHFC by the legislature regarding the intent and
purpose of SB 113.

During the upcoming week, both corporation staff and myselfwill be available in Juneau to meet
and discuss any questions or concerns toward AHFC with legislators.

We can be contacted by calling our local office at 586-3587.

“Housing For All Alaskans"
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Apnl 21, 199

Mr. John Togerson
Senate Finance Committee

Re. Senate Bill 113

Dear Mr. Togerson,

| Rmtaking this time to write you concerning the above referenced bill because I feel a
serious mistake is about to be made. 1 have been an Alaskan resident for forty nine years,
and, in one role or another, an active member of the housing/finance sector of our
economy for the last thirty of those years. | have survived the dramatic changes we
incurred in the housing and financial tields, and lived to tell about it. So it comes as a
great surprise that anyone in our electorate would want anything resembling this bill to be

passed.

Alaska Housing Finance Corporation has been a true hero in this state, a rare statement to
make about a bureaucratic institution. They alone saved us from the ravages of high
double digit interest rates that were prevalent in the 70’s and early 80’s.  They have
rovided a stable, low cost source of housing finance that has enabled many Alaskans,
Including rural residents and veterans, to enf'oy the benefit of home ownership. No
institution can be perfect for every individual and every specific need, but AHFC has
come closer to this ideal than any | "ve dealt with.

This Bill, if passed into law, will totally destroy the ability of AHFC to meet the needs of
many Alaskan residents. How will they be able to respond to changinﬁ market conditions
with the added constraints and bureaucratic influences envisioned In this hill? Why does
anyone in the legislature think that we would not be bright enough to see that this isjust a
run on AHFC’s cash reserves? AHFC and the Governor worked out a deal to provide
substantial financial dividends to the State just last year. Do you think the national
financial markets won’t become leery of AHFC’s future ability to protect itself from

legislative meddling?

Right now, the national interest rates are holding steady at very attractive rates. It_miﬂht
be easy to delude ourselves into thinking they will remain where they are. Even if that
were true, AHFC provides low cost financing for many areas of the state the national
institutions won’t touch. And you will have committed political suicide if thh bill
becomes law and national rates jump substantiaIIY, It has happened before, ami it will
ha?pen again. I’ve seen the carna?e of an unstable housing finance vehicle, &% will be
holding those who support this bill accountable if AHFC is stripped of its autonomy as

provided for in this bill.
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Lurge you to reconsider the merits of this legislation. It will do irreparable damage to a
institution that is of major value to Alaska.

President
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Senator John Torgerson
Senate Finance Committee
Alaska State Legislature
State Capitol (MS 3100)
Juneau, AK 99801-1182

Subject SB 113/ Alaska Housing Finance Corporation
Dear Senator Torgerson,

AHFC with its strong bond rating has become a tremendous source of highly
beneficial financing means for many Alaskans. The corporations pro-active
approach in providing housing to low income families in urban and rural areas
has bheen of far reaching positive economic consequences. Netonly the

imm ediate lending industry is affected, but also many peripheral industries like
all facets of construction and home improvement, title com panies, all segments
of providers of services to home owners. This translates into many jobs bheing

potentially affected by an adverse change to AHFC's freedom ofoperation.

You may not be aware about the housing needs in rural Alaska and the
tremendous positive effect AHFC has had on the developmentofdecent safe
and sanitary housing stock in the rural areas. Under present operation
conditions AHFC is able to make new construction and renovation of existing

housing stock affordable to m any Alaskans.

Providing attractive financing tools encourages the development ofnew housing
and the renovation of existing housing. Housing is such a basic yet integral
component of a healthy economy that we should focus on ways to imoprove
current mechanism rather the potential elim ination ofa good working system .

Please reconsider voting yes on S B 113 .

Sincerely

Hilde Stapgens
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CITYOFST.M ARYS

PO Boi 209
St. Mary's, AK 99658
(907) 43&-2515

April 22, 1999

Hon. John Torgerson, Co Chairman
Senate Finance Committee
Juneau, AK

Dear Senator Torgerson.

lam concerned about the 5% contribution requirement of SB 147. |understand the intent
Is to create an additional sense of “ownership” by the village through requirement ofa
cash contribution. However, | believe the sense of ownership as well as project readiness
is already being met by other requirements ofthe VSW. Furthermore, the addition ofa
5% cash match may further stifle infrastructure developmentin the village, making it
even more difficult for a village to develop economic self-sufficiency.

For some years now the VSW has demanded proofofresponsible management capability
by villages prior to funding water and sewer projects. This is done through the
documentation requirements of the Capital Projects questionnaire, as well as through
analysis of the RUBA program. Furthermore, the planning process that the VSW
program goes through requires extensive village input throughout the process, prior to
construction. The village is well aware of what they are committing to before the first

pipe is put in place.

As evidence ofthe success of the present VSW approach, the number o fsystem failures
through mismanagement or failure to do needed O&M has dropped to virtually zero these
past few years.

rencourage you to reconsider your position on SB 157, and | thank you for your time and
consideration.

Sincerely yours.

Walton B. Smith
City Manager
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April 21, 1999

Senator John Torgerson, Co-Chair
Alaska Senate Finance Committee
State Capitol (MS 3100)
Juneau, AK 99801-1182

Re:  SB 150- Small Community Housing Mortgage Loans

Dear Senator Torgerson,

The Association of Alaska Housing Authorities opposes the passage and enactment
of SB 150 which demolishes one of the most effective mortgage loan programs in
Alaska. Quite the contrary, we support improvements and expansion jof the program
in coordination with other federal and state programs. Some of those ‘improvements
are currently now before the Senate Finance Committee through HB 93, Another
effort at improvement currently receiving public comments is the “One--Stop
Mortgage Center Initiative" co-sponsored by the federal Treasury and HUD

departments.

Before changing such an effective and important loan program, we recommend that
you consider its Legislative purpose and determine if conditions have so dramatically
changed to warrant its elimination. In AS 18.56.010 (a) you found that:

There exists within the state a serious shortage of decent, safe, and sanitary
residential housing available at low or moderate prices or rentals to persons
of lower or moderate income. There also exist within the state remote,
underdeveloped, or blighted areas where the development of ddcent, safe,
and sanitary housing is necessary to economic growth. These conditions are
inimical to the safety, health, welfare, and prosperity of the residents of the
state and to the sound growth of rural and urban communities.

Further, in AS 18.56.010 (h):

The legislature finds and declares that private enterprise has not been able to
provide, without assistance, an adequate supply of safe and sanitary homes
at prices or rents that persons of lower or lower and moderate income can
afford, or to achieve rehabilitation of much of the present housing for persons
of lower and moderate income, or to provide without assistance'the housing
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necessary to promote the economic growth of remote, underdeveloped, or
blighted areas, and that existing state and federal programs are inadequate to
meet housing needs of lower and moderate income or of remote,
underdeveloped, or blighted areas.

The current status of the inadequacy of state and federal programs is evidenced by
FY99 funding allocation data used by the U.S. Department of Housing and Urban
Development which identifies the immediate need for 12,519 units of housing for
low-income families statewide.

We recommend that before the Senate Finance Committee adversely and abruptly
changes such an important pro?ram which addresses tremendous unmet need, that
it conducts an investigation, including public hearings throughout rural Alaska, to
again determine the need for federal and state housing assistance. We believe that
you will clearly find that the need for this program is greater than ever.

We further recommend that the Senate Finance Committee should act favorably on
HB 93 as soon as possible.

Ifyou have any questions about these comments, or require additional information
that will benefit your consideration of this issue, v/s will be glad to provide.

Sincerely,

Bruce Kovarik
Executive Director

Pc:  Alaska Senate Finance Committee
Governor Tony Knowles
Jacqueline Johnson, Deputy Assistant Secretary, U.S. Department of
Housing and Urban Development
AAHA Members
Chron
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April 2, 1999

Senator John Torgerson
State Senate

State Capitol, Room 514
Juneau, AK 99801-1182

Dear Senator Torgerson:

The Alaska Chapter of the American Fisheries Society represents over 600 professional fisheries
biologists and scientists in Alaska. Our members are dedicated to the conservation and careful
management of Alaska’s fisheries resources. A key to successful management o f these valuable
resources is the routine daily cooperation among fish biologists, whether they work for state or
federal agencies, universities, local native organizations, or private industry. Good working
relations among the array o f biologists support the free interchange of ideas and information and
the ability to engage in cooperative projects aimed at sustaining healthy fisheries to the benefit of
all Alaskans. Our membership recently became aware of two bills being proposed to the Alaska
State Legislature. These bills concern us because they would limit cooperation and information
sharing on fisheries issues among fisheries professionals. Keeping in mind that resource
management decisions need to be made with the best available data, adoption of these bills as
written would potentially inhibit the availability of data to resource managers.

SB 68 would force state agencies, primarily Alaska Department of Fish an'l Game, to "not
cooperate with a federal agency in the implementation of a federal program that restricts the state
management of fish or game in the state unless the commissioner offish and game finds in
writing that the federal agency has entered into an agreement to reimburse the state for the full
cost of cooperation.” The Alaska Chapter of the American Fisheries Society takes no position on
state’s rights issues or whether the state should be reimbursed for involvement in federal
programs that restrict stale management. However, we do have significant concerns that the
legislation, as proposed, has the potential to inhibit optimal management strategies and, in some
cases, may harm important aquatic resources, some of which may already be tenuous. Fisheries
science and management are difficult enough under the best o f conditions, but they would be
made more difficult if access to additional information were denied by this legislation.

In many instances, staff within state agencies possess current or historical data and knowledge
that would improve resource management for sustained yield. However, the proposed legislation
would prohibit the sharing of this valuable information among state and federal biologists in
instances where the federal government has preempted or otherwise limited state management
authority. Establishing this barrier will prevent the best use of available data and may have
serious ramifications for the long-term sustainability of Alaska’s natural resources. State-federal
cooperation at the technical level is essential, particularly for highly migratory species such as

salmon.



HB 109 would prevent cooperation among state and federal biologists in fisheries management

r-"in'Glacier Bay National Park. The bill states that “an agency, employee, or agent of the state may
not expend funds to adopt, enforce, or otherwise assist in the implementation of the federal
regulatory program for control offish and game in the park and preserve or the navigable waters
within or adjoining the park and preserve." While the American Fisheries Society forms no
opinion on the issues of state or federal jurisdiction over natural resources in Glacier Bay, we are
very concerned that barriers against state and federal cooperation in fisheries management will
inhibit development of management strategies for valuable fisheries resources in this and other
parts of Alaska. Cooperation between state and federal biologists is essential to rational fisheries
management in Glacier Bay and elsewhere. The bottom line is that optimal resource
management depends on the best use of available information, and that data availability is
substantially improved through cooperative efforts.

We encourage you to oppose these two bills as written. Both bills could be modified so that their
primary intent of maintaining state jurisdiction and obtaining reimbursement for state/federal
involvement can be met without preventing routine cooperation among state and federal
biologists. In summary, management for sustainable yield needs to extend beyond short-term
political objectives if our natural resources are to be available for future generations of Alaskans.
Please contact us if we can provide additional information. | can be reached in Juneau at 586-
7585 (W) or 789-3259 (I1). Our environmental concerns committee chair is Eric Knudsen. Eric
can be reached in Anchorage at 786-3842 (W) or 345-5213 (H).

Sincerely,

L 3,/rvutsrb -’

Cindy Hartmann
President, Alaska Chapter, American Fisheries Society



28905 Reflection Lake Rd
Soldotna, AK 99669

April 24, 199
RE: SB 113, 151, 126 and 40

Dear Senator Torgerson,

| know you will be flooded with correspondence regarding the referenced SBs. It seems
everyone and every agency wants his or her little piece of pie left intact and okay to take
it away from somewhere else. | realize we are facing a serious financial shortfall and
cuts have to be made.

| support these bills as | don’t believe the legislative alerts that many ofthe affected

agencies are flashing over the fax and phonelines will have anywhere near the _
detrimental effect they claim. They don’t seem to realize that each Alaskan must share in

the pain the budget shortfall will cause.

| am a firm believer that government expenditures are too high and must be cut. We
can’t break our piggybank this year to get at the PDF and an income tax and expect that it
will cure our problem down the road. We need to reduce the amount of money it takes to
run the government before we look at die PDF or any sales or income tax.

| strongly support any efforts to curtail government expenditures provided there is a
safety net for those that truly, and I do mean truly, need financial support.

Respectfully,

Ken Losser
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Cormonwealth North

Board ofD irectors

1998 -1999
Eleanor Andrews........... President, Tlie Andrews Group, Co.
N[0 RN £ — President and Founder, e.Com, Ltd. and e.Net, Ltd.
Richard F. Barnes............ President, ENSTAR Natural Gas
James F Branch ... Production Manager, Exxon USA
Richard Campbell ... President, BP Exploration SAlaska) Inc.
Thomas C. Edrington General Manager, ATU Telecommunications
Mano Frey e Executive President, Alaska State AFL-CIO
Glenn GOAfrey . Chairman of the Board, Koniag, Inc. & Director,
Alaska State Troopers
Edward Lee Gorsuch ... Chancellor, University of Alaska Anchorage
JOB Griffith s Executive Manager, Finance & Planning,
Chugach Electric Cooperative
Walter J Hickel...n. Former Governor: co-founder of Commonwealth North
D. Max Hodci Foundin? board member Commonwealth North
Karen L. Hunt Judge, Alaska Superior Court

Marc Langland President, Northritn Bank

James D. LinXWiler ... Partner, Guess & Rudd law firm
Loren H. Lounshury ... Founding board member of Commonwealth North
Jeff B. LowenfelS.........u.. President, Yukon Pacific Corp.
Kevin MEYers......wwmnn President, Arco Alaska, Inc.
Matthew Nicolai ............ President, Calista Corporation
Gene 0'Hara s Administrator, Providence Alaska Medical Center
Cynthia A. Parker.......... Executive Director, Anchorage Neiihborhood Housing, Inc.
0rton PIUMA v Director, Anchorage International Airport
Michael F. Porcaro........... President, Porcaro Communications
Susan Ruddy .oovvvevrsvsnes Vice President, Nature Conservancy
Jo-Li SN oo Vice President and Commercial Loan Officer,
National Bank of Alaska
William Sheffield............... Former Governor; Chairman, Alaska Railroad Corporation
William J. Tobin oo Editor, The Voice of the Times; founding board member
Nancy Bear Usera ........... Senior Vice President, Corporate Relations,
Alaska USA Federal Credit Union
Executive Director ... Duane Heyrnan
Hartig Fellow ... Beverly Gallant

AboutCommonwealth N orth

The mission of Commonwealth North is to educate its members and all Alaskans on relevant
Fubhc policy issues and to assist in their resolution. The organisation addresses state and national
ong-term issues and involves leaders from Alaska business, labor, education, public service, and
Native community. The goals of Commonwealth North include: strengthening the private sector
ol Alaska'seconomy, understanding Alaska’s role in the larger world, educating members on major
issues affecting our state and nation, and influencing state and national public policy decisions.
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Commonwealth North

E xecutive

Summ ary

Introduction

Alaska’s financial health depends on the state’s
achieving a sustainable level of revenue sufficient
to meet the needs of the state and its people.
The Alaska Statehood Compact anticipated the
use of publicly held assets for this purpose.
Alaska received 104 million acres from the
federal government at the time of statehood in
1959 The purgoses lor the endowment are set
forth in Alaskas Constitution. It mandates that
the state's land and resources be used, developed,
and conserved for maximum benefit of its people.

If mana?ed effectivel, these assets have the
potential of producing reliable and stable
revenues for the state and providin? continued
economic benefit to the people of Alaska. This
iscritical to Alaska’s future because no income or
other individual tax will ever be sufficient to pay
for necessary state services and infrastructure.

Commonwealth North wondered if the state
couid .|mFro.ve its return on these assets.
Accordingly, it established a study group with 32
of its members to “identify and recommend
unifying policies and principles to guide
management of Alaska's public assets to
maximire their return and assure their benefit to
the people of Alaska."

The study group specifically looked at land and
resource assets as well as the business and
financial assets the state has created with its oil
wealth over the past 20 years. These are the
assets that are available for development and that
can generate earnm%s. The study group did not
look at conventional public assets such as public
schools, office buildings, and transportation
infrastructure.

Assumptions
The study’s recommendations are predicated on
a set of assumptions that reflect underlying

principles for successful management and the
OEeratmg realities of public sector management.
These basic assumptions are:

1 The assets which are derived from Alaska's
land-grant should be managed consistent with
the Constitutional mandate to maximize their
use and benefit to the people of Alaska.

2 The Constitutional prohibition against
dedicated funds is recognized asa policy principle
which provides that the public interest Is served
when all stale revenues, regardless of source, are
available for appropriation by the Legislature to
meet Alaska’s total needs.

3 There are two types of returns derived from an
asset's management: financial and beneficial, and
each must directly or indirectly benefit all the
people by serving a public purpose.

4. Asset management is most effective within a
structure  which R‘rovides. flexibility ~ for
maximizing returns while assuring accountability
to the state and its people.

5 Performance measures for determining
efficiency, results and retuns are essential for
public accountability.

6. Private enterprise shuuld be the first option for
obtaining expertise, goods and services to
develop public assets. To the extent that public
sector programs compete with the private sector,
their activities should be priced in a manner
which minimizes adverse effects on private sector
competition.

7. Maximizing returns for all assets will enhance
revenue to the state as well as provide greater
diversity and stability of state revenues.

Recormrtendations

The result of extensive research, interviews, and
discussions is a set of five sequential
recommendations for enhancing state revenue,
assuring Pubhc accountability, and maximizing
the use of state assets to benefit Alaskans.



1. Clarify Roles and

Responsibilities
A. Elected lenders should establish policy and
managers should be given authority and
flexibility to implement those policies.

B. Assets available lor develoPment should
be managed independently of the
organizational authority responsible for
promulgating regulations infecting the
development of that asset.

C. Activities to develop assets and produce
returns, to the fullest extent possible, should
be carried out by, or in partnership with, the
private sector,

2. Measure and Disclose
Performance
A. Management performance and agency
operations should he measured based on
meeting mission, efficiency and financial
objectives.

B. Three types of performance measures
should be adopted to evaluate management
of each asset:

1 ApproEriate efficiency measures to
evaluate the cost of operations.

2. Measures that show the organization's
results in meeting its statutory mission.

3 Quantifiable measures that state the
monetary value of the asset’s beneficial
and financial returns.

C. Financial and operational performance
based on these measures should be reported
to the public annually, for each asset under
management, using consistent accounting
and reporting standards.

3. Manage Assets as a Portfolio
A. The state should strategically manage its
assets in a manner that provides for an
integrated assessment of risk, potential
return, debt, market conditions and cross
investment opportunities.

B. Financial and beneficial returns on all
assets under state management should be

MANAGING FOR MAXIMUM RETLRN

annually reported to the public on both an
aggregated and individual basis using
consistent accounting standards.

C. The Fortfolio.of assets should be used
strategically to achieve long-term sustainable
revenue and return objectives.

4. Pay Returns to the General Fund

A. To the extent that financial returns
exceed the need for elticient operations,
beneficial ~ returns and  appropriate
capitalization as determined by the
Legislature, they should be deposited into the
state Treasury for allocation by the
Legislature based on the state’s overall
priority needs.

B. Every asset management organization
should have an expectation to contribute a
financial return to the state General Fund
based on a formula appropriate to its
activities and maturity.

5. Create a System to Achieve These
Recommendations

A. Establish an integrated system of portfolio
management which oversees, monitors and
reports asset management performance on an
aggregated hasis.

B. Incorporate state owned natural resources
available for development into the state asset
management portfolio.

Conclusion

It is in every Alaskan's interest to participate in
developing "a sustainable system for funding
government that is adequate to fulfill the state's
obligations. Income taxes, or other methods of
individual taxation, will never be sufficient to
meet  Alaska's  financial needs and
responsibilities. The responsible development,
use and management of Alaska's assets are the
only means of achieving this goal.

Fortunately, Alaskans already have considerable
experience with successful models for state asset
management, and must capitalize on those
successes. Our purpose in setting forth these
recommendations is to stimulate a public dialog
on the goals of public asset manaqement and the
best means of achieving those goals.



Commonwealth North

Back”m nd
and Current

Condition

Alaska received 104 million acres from the
federal government at the time of statehood in
1959, The purpose for the endowment was to
provide an economic base for the development of
the state and to provide the revenues necessary
to operate the new state.

The policy of the state, reflected in its
Constitution, is to use, develop, and conserve
this land and its resources consistent with the
public interest for the maximum benefit of its
people (Sections 81 and S.2):

8.1 It is the #qolicy of the state to encourage the
settlement of its land and the development of its
resources by making them available for maximum
use consistent with the public interest.

82 The legislature shall provide for the
utili:ation, development, and conservation of all
natural resources belongin? to the state,
including land and waters, for the maximum
benefit of its people.

The economic history of Alaska since statehood
has been largely driven by the development of its
petroleum resources, first in Cook Inlet and later
on the North Slope. The development of the
state’s petroleum reserves has resulted in a flow of
revenues that has paid virtually the entire cost of
operating government and building the physical
infrAr**ic'itiV to meet the states needs.

However, recogni:ing that petroleum is a
depleting resource, the state has invested a large
portion of the revenue from oil in other,
renewable assets with earnings potential.
Although the Alaska Permanent Fund is the
largest and best known of these, there isan entire
portfolio of financial and real assets derived from
the transformation of oil.  For example, the

PPEA =

Alaska Housing Finance Corporation and the
Alaska Industrial Development and Export
Authority were hoth caintahzed with ol
revenues.  Additionally, Alaska continues to
hold awealth of other resource reserves available
for revenue generation through responsible
development.

Although oil continues to be the dominant
natural resource industry in the state, production
has been declining since 1988 and revenues from
oil are no longer sufficient to provide for all the
needs of state government. Oil revenues will
continue to be an important source of state
revenues for the foreseeable future. However, the
state must increasingly generate other revenues
]Eo take their place to provide a stable fiscal
uture.

The Permanent Fund has become the focus of
public attention because it is Alaska's largest
asset and because it pays a return directly to all
Alaskans. But we cannot overlook the other
assets in the state's portfolio that can also make a
significant contribution to the state's economic

welfare.

To maximize the return from these assets, they
must be managed strategically and efficiently.
The state has considerable experience with
successful models for state asset management.
However, the question was posed whether there
is room for improvement.  Accordingly,
Commonwealth North formed a study group
from its membership to explore the answers to
this question and commended it with a charge to
meet specific goals.
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The Charge

Commonwealth Norths hoard of directors asked
the study group to identify and recommend
unifying policies and principles to guide
management of Alaska’s public assets in order
to maximize their return and assure that they
benefit the people of Alaska.

The Goals

The goals of the study are:

k To encourage and contribute to a public
debate about the appropriate management
principles applicable to Alaska’ public assets;

+ To produce a statement defining public
expectations for management and return on
Alaska's assets; and

« To recommend appropriate  business
management principles that can be used
compatibly with government's obligations to
protect the public interest.

Approach and

I etno oTo

Thirty two Commonwealth North members
participated in this study through a series of
meetings, discussions and research assignments
over a period of six months. Recognizing that a
detailed investigation of all state assets was
beyond its capabilities, the study group adopted
the following guidelines:

1. The study group will evaluate general
principles (not the specifics) of the management
of Alaska's public assets.

MANAGNG FRMAXIMUM RETURN

2 The study group will develop a statement of
general policy, principles, priorities and
recommendations for the improved management
of Alaska's public assets.

3. The study will be successful if it encourages
and contributes to the public awareness of, and
debate about, the appropriate overall
management objectives applicable to Alaska's
public assets.

The study group limited its investigation to
Alaska's land and resource holdings received at
the time of statehood, as well as the business and
financial assets created with the state's oil wealth.
This represents the portfolio of assets available
for development and for the generation of
earnings to benefit all Alaskans. Excluded from
review were the conventional public assets used
in the delivery" of standard public services such as
public  schools, office  buildings  and
transportation infrastructure.

Assets in the following agencies were identified:

State Resource Agencies

e Land, Real Estate
* Fish and Game

* Minerals

*0il and Gas

e Timber

Business Management Agencies

* Marine Highway System
* International Airport System

Independent Agencies

Created in Statute/Boards Appointed by Governor

* Alaska Permanent Fund Corporation

» Alaska Railroad Corporation

* Alaska Housing Finance Corporation

* Alaska Industrial Development and Export
Authority

» Alaska Science and Technology Foundation

» Alaska Aerospace Development Corporation

Independent Support Service
Agencies

» Alaska Tourism Marketing Council

» Alaska Seafood Marketing Council

* Alaska Student Loan Corporation

» Alaska Mental Health Trust Authority
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Five sub-groups were formed to investigate
various categories of assets: financial assets;
transportation; land; natural resources; and
research, development and support activities.

The study group then adopted the following
study plan:

Task 1. Gather information

Each sub-grouB collected information on as many
assets as possible, using a standard format. This
included information on the management
structure of the agency in control of the asset, its
mission and goals, its fiscal structure, reporting
requirements, methods of evaluation, decision-
making process, and planning and projections.
éReport addendum available upon request from
ommonwealth North.)

Task 2: Management interviews

Each sub-group en%aged in a series of discussions
with current and former asset managers. These
discussions were used not only to collect
information on current management practices
but also to investigate what works, what does not
work, and what improvements could be made in
current practices.

Task 3: Determine findings

Based on information and interviews, each sub-
group developed a list of preliminary findings
covering mana%ement practices of the agencies
reviewed. This list was synthesized asa result of a
series of discussions among all study group
members.

Task 4: Develop recommendations
Based on the findings, the entire study group
developed a set of recommendations for
management of public assets.

D efining

Concepts

Critical to the review was reaching a common
understanding of certain basic terms and

concepts.

Returns on public assets

In a review of public assets, the concept of
“returns" takes on a broader meaning than merely
the financial bottom line. In fact, the use of
public assets results in two distinct types of
returns; financial and beneficial.  They are
mutually exclusive, but each directly affects the
other. ~Both are intended to satisfy a public
purpose.

Financial returns are paid to the Treasury and
then approFriated to meet the stare's needs.
They directly contribute to the state’ solvency.
Through the appropriation process, these return’:
are also used to sustain management operations.

Beneficial returns benefit individuals directl%/
through program subsidies, or indirectly throug
the multiplier effect of job creation and business
activity. Beneficial returns serve a public ﬁurpqse
by providing goods and/or services otherwise
unavailable or unaffordable to meet a perceived
public need. But beneficial returns are not free.
They are achieved by a reduction in the financial
return potential.

RETURN ON ASSETS

Public

Private
Asset

Asset

o
R,



The Alaska Disconnect

The concept of economic development as a
Eubhc purpose frequently surfaces in evaluating
eneficial returns. Clearly, customers, vendors,
contractors and others benefit when the state
uses its assets for business activity. However,
unlike revenue structures in virtually all other
states, this business activity does not produce a
financial return to the state from personal
income tax revenues.

Consequently, the state’s expenditures to
promote economic development, while laudable,
do not produce a direct return on investment.
This "Alaska Disconnect” presents a paradox.
The more jobs created, the greater the
population growth-which results in greater
demand for government infrastructure and
programs. The demand for government services,
including education, creates a need for greater
revenue with no off-setting funding source.

This phenomenon points out the dramatic need
to evaluate the cost of heneficial returns.
Determining their value provides a means for
measuring beneficial returns against the potential

for financial return which could be used to help
fund state services.

ReVENGE BERERATION

—= State
PUT%: Treasury  INHUTS

it
Income Tax
~ ALASKA DISCONNECT

State

ounTiE_ETs Treasury INPUTS
. S|
Eg%lon %\/%#Ef

MANAGING FOR MAXIITUM RETURN

Mission Creep

Most asset development agencies have a mission
statement embedded in their authorizing statute.
Over time, the activities, priorities and operation
of these agencies will normally evolve due to
changing needs and outdated programs. This can
result in inconsistencies hetween the agency's
activities and its stated mission.

Frequently, however, agency priorities will be
driven by other factors that divert resources and
interfere with an agency's ability to achieve its
mission. These factors can include en?agmg in
activities for which there is additional funding
available, or responding to political pressure to
Eartmlpate in specified activities. The result can
e performance tied to these external factors,
rather than ro the agency's Primary mission. We
call this diversion away from mission direct
activities “mission creep".

TOTALR%%%EMENT

AFTER
MISSIOM CREEP

BEFORE
MISSION CREEP
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Assum ptions

To evaluate Alaska’s current system of asset
management, it is important to begin with a
common understanding of management
standards and performance expectations. The
study group used the following assumptions as the
basis for its analysis.

1 The assets derived from Alaska’s land grant
should be managed consistent with ~the
Constitutional mandate to ma.\imi:e their use
and benefit to the people of Alaska.

2 The Constitutional prohibition agains*
dedicated funds is recognized asa policy principle
which provides that the public interest Is served
when all state revenues, regardless of source, are
available for appropriation by the Legislature to
meet Alaska’s total needs.

3. There are two types of returns derived from an
asset’s management: financial and beneficial.
Each must directly or indirectly benefit all the
people bv serving a public purpose.

4. Asset management is most effective within a
structure that provides flexibilité for maximizing
returns while assuring accountanility to the state
and its people.

5 Performance measures for determining
efficiency, results and returns are essential for

public accountability.

6. Private enterprise should be the first option for
obtaining expertise, goods and services to
develop public assets. To the extent that public
sector programs compete with the private sector,
they should be priced in a manner which
minimizes adverse effects on private sector

competition.
7. Maximizing returns for all assets will enhance

revenue to the state, and provide greater diversity
and stability of state revenues.

PAE8 =

Findings

The study group reviewed Alaska’s asset
management Pracnces to reach an understandmg
of the public operating environment an
conditions affecting return on assets. The
findings listed below describe existinﬂ
circumstances.  Not all findin%s apply to a
agencies or assets. However, each of the findings
represents a condition that materially contributes
to the state's ability to produce returns and
develop its assets.

The findings are statements of fact as ,oerceived
by the study group. Most, if not all, of the
findings can be interpreted either positively or
negatively, depending on the reader’s point of
view.

Mission and Goals
1 Vague statutory mission statements result in
broad and often inconsistent interpretations.

2 Goals are frequently defined by activity rather
than by returns.

3. Missions may be adapted because of funding,
political ~ prioritization, ~and  short-term
expediency, which results in mission creep.

4. The public's interests are not clearly defined or
reported.

Performance Standards and
Accountability

1 There is no monetary value assigned to or
reported on heneficial returns.

2 Performance measures, where they exist, are
often tied to activities rather than to mission or

returns.

3. There is no standard format for reporting
operational costs and benefits returned.



Structure

1 Regulatory and asset management functions
within a single agency are often incompatible for
achieving optimum results.

2 Operational mandates created in statute and
regulation do not allow for the flexibility
necessary to efficiently adapt to evolving
missions and priorities.

3 Independent agencies have greater flexibility
than executive branch departments in operations
and funding.

4. Assets are managed independentlf/, with no
portfolio mtegzranon that would ensure
diversification of risk and return, compatibility in
objectives, performance standards and measures,
and coordination of activities and reporting.

MANAGING FOR MAXIMUM RETLRN

Management

1 The states annual budget process does not
provide effective integrated review of asset
management, does not promote a long-term view
of returns, and instead focuses on operational
activity as opposed to results.

2 The v%garies of the annual appropriation
process and the volatility of state general fund
revenues influence asset development potential.

3 Availability of, and access to, alternative
funding sources influence operational activity.

4. Politicization of management apﬁointments
creates personnel turnover, which impairs
continuity and returns.

5 There are few management or budgetary
incentives for maximizing returns.

6. Long-term plans, and the accumulation of

Jital to meet long-term needs, may be used for
Pohtlcal puiposes, which creates a disincentive
o strategic asset management.

7. Special interests significantly influence returns
and allocation of returns.

Recommendations

After considerable debate, Commonwealth North offers the following recommendations

to Alaslians for their consideration. The recommendations are progressive-that is, each

builds on the previous ones toward a more effective asset management system.
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1, Clarify Roles and Responsibilities
A. blected lenders should estnblisli policy, and managers should he given authority and flexibility to
implement those policies.

B. Assets available for development should be managed independently of the organi:ationnl
authority responsible for promulgating regulations affecting the development of that asset.

C. Activities to develop assets and produce returns, to the fullest extent possible, should be carried
out by or in partnership with the private sector.

The People
Executive Branch Legislative Branch
I
* Implementation of * Mission Statement
legislative policy * Purpose/Policy

«Appointments

Agency Board or Commissioner
L

I .

« Management oversight

+ Asset management policies
 Performance measures

Management

I
* Program implementation

sAgency operations
+ Performance reporting
« Development oversight

Private Sector

I

* Development activities
* Return production

« Economic development

Beneficiaries
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2. Measure andDiscbse Peijbnmne

A.

Management performance and agency operations should he measured based on meeting mission,
efficiency, and financial objectives.

Three types of performance measures should be adopted to evaluate management of each asset:

1 Appropriate efficiencK measures to evaluate the cost of operations.
2 Measures that show the organization’s results in meeting its statutory mission.
3 Quantifiable measures that state the monetary value of the asset's heneficial and

financial leturns.

Financial and oEerational performance hased on these measures should be reported to the public
annually for each asset under management, using consistent accounting and reporting standards.

The People

Executive Branch | Legislative Branch
L i |

- J
* Implementation J + Financial return policies

*Appointments

Agency Board or Commissioner

I
*Adopt operational efficiency standards

based on peer data
*Adopt financial/beneficial performance

goals
«Adopt measures to track mission

accomplishments

Agency Management
|

« Recommend appropriate measurement
standards for each category

Track and monitor performance

«Annually report agency performance
based on these standards to the
Legislature, Governor, and the Public
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3. Manage Assets as a Portfolio

A.

The State should strategically manage its assets in a manner that provides for an integrated
assessment of risk, potential return, debt, market conditions and cross investment opportunities.

Financial and beneficial returns on all assets under state management should be annually
repodrteg to the public on both an aggregated and an individual basis Using consistent accounting
standards.

The portfolio of assets should be used strategically to achieve long-term sustainable revenue and
return objectives.

Consolidated Performance
Reportto the People

Executive Branch jl Legislative Branch
I |

* Implementation b @ PONICY

O ffice of Management Legislative Budget
and Budget and Audit

Management AssetAgencies

Agency Reports to
the Public
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4. Pay Return to the Qenerd Fund

A.

To the extent that financial returns exceed the need for efficient operations, beneficial returns, and
appropriate cafntah_zanon asdetermined bg the Legislature, they should be deposited into the State
Treasury for allocation by the Legislature based on the States overall priority needs.

Every asset management organization should be expected to contribute a financial return to the
State general fund, based on a formula appropriate to its activities and maturity.

State Treasury

General Financial
~Fund Returns
Appropriations
Prioritized Needs Asset Management

Operation

Beneficial
Returns

Beneficiaries
l

m PXEI
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5. Create a System to Achieve These
Recommendations

A. Establish an integrated system of portfolio management which oversees, monitors, and reports asset
management performance on an aggregated hasis.

B. Incorporate state-owned natural resources available for development into the State asset
management portfolio.

People

Executive Branch Legislative Branch

Alaska Asset

Management Group
|

e Consolidated Financial Reporting
o Portfolio Risk Management

* Performance Measures
 Management Network
-Strategw Planning

e Debt & Capital Structure

Individual Boards and ManAgém

Asset ManagementAgency Portfolio
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Conclusion

it is in every Alaskan's interest to participate in developing a sustainable system for funding
government that is adequate to fulfill the state's obligations. Income taxes, or other methods of
individual taxation, will never be sufficient to meet Alaska’ financial needs and responsibilities.
The responsible development, use and management of Alaska's assets are the only means of

achieving this goal.

The Alaska Constitution directs that all these state assets be used for both the development oj
the state and the maximum benefit of the people. This means that Alaska's assets, both those
created by the transformation of oil and those received as an endowment at the time of
statehood, must increasingly contribute to Alaska's economic welfare. The state can accomplish
this goal by generating earnings that provide both financial and beneficial returns. Financial
returns paid into the General Fund will help pay the necessary costs of public services for the
benefit of all Alaskans. Beneficial returns will help achieve the targeted public purposes

identified for each asset.

Fortunately, Alaskans alreculy have considerable experience with successful models for state
asset management, and must capitalize on those successes. Our purpose in offering these
recommendations is to stimulate a public dialogue on the goals of public asset management and
the best means of achieving those goals.
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E xecutive

Summ ary

Introduction

Alaska's financial health depends on the state's
achieving a sustainable level of revenue sufficient to
meet the needs of the state and its people. The Alaska
Statehood Compact anticipated the use of politicly
held assets for this purpose. Alaska received 104
million acres from the federal government at the time
of statehood in 1959. The purposes for the
endowment are set forth in Alaskas Constitution. It
mandates that the state's land and resources he used,
developed, and conserved for maximum benefit ol its

people.

If managed effectively, these assets have the potential
of producing reliable and stable revenues for the state
and providing con'inued economic benefit to the
people of Alaska. This is critical to Alaska's future
because no income or other individual rax will ever he
sufficient to pay for necessary state services and
infrastructure.

Commonwealth North wondered if the state could
improve its return on these assets. Accordingly, it
established a study group with 12 of its members to
"identify and recommend unifying policies ami
principles to guide management of Alaska's public
assets to maximize their return and assure their benefit
to the people ol Alaska."

The study group specifically looked at land ami
resource assets as well as the business ami financial
assets the state has created with its oil wealth over the
past 20 years. These are the assets that are available
for development and that can generate earnings. The
study group did not look at conventional public assets
such as public schools, office buildings, and
transportation infrastructure.

Assumptions

The study's recommendations are predicated on a set of
assumptions that reflect underlying principles for successful
management and the operating realities of public sector
management. These basic assumptions are:

1 The assets which are derived from Alaska's laml-gram
should be managed consistent with the Constitutional
mandate to maximize their use anil benefit to the people of
Alaska.

2. The Constitutional prohibition against dedicated funds
is recognized as a policy principle which provides that the
public interest is served when all state revenues, regardless
of source, are available for appropriation by the Legislature
to meet Alaska’s total needs.

3. There are two types of returns derived from an asset’
management: financial and beneficial, and each must
directly or indirectly benefit all the people by serving a
public purpose.

4. Asset management is most effective within a structure
which provides flexibility for maximizing returns while
assuring accountability to the state and its people.

5. Performance measures for determining efficiency, results
and returns ate essential for public accountability.

6. Private enterprise should be the first option for obtaining
expertise, goods and services to develop public assets. To
the extent that public sector programs compete with the
private sector, their activities should he priced in a manner
which minimizes adverse effects on private sector
competition.

7. Maximizing returns for all assets will enhance revenue to
the state as well as provide greater diversity and stability of
state revenues.

Recommendations

The result of extensive research, interviews, and
discussions is a set of five sequential recommendations for
enhancing state revenue, assuring public accountability,
and maximizing the use ol stale assets to benefit Alaskans.

1. Clarify Roles and Responsibilities
A. Fleered leaders should establish policy and managers
should he given authority and flexibility to implement
those policies.

H  Assets available for development should he
managed independently of the organizational authority
responsible for promulgating regulations affecting the
development of that asser.

C. Activities to develop assets and produce returns, to
the fullest extent possible, should be carried out by, or
in partnership with, the private sector.

2. Measure and Disclose Performance
A. Management performance and agency operations
should he measured based on meeting mission,
efficiency and financial objectives.

B. Three types of performance measures should he
adopted to evaluate management ol each asset:

1 Appropriate efficiency measures to evaluate the
cost of operations.

2. Measures that show the organization’ results in
meeting its statutory mission.

5 Quantifiable measures that state the monetary
value of the asset'.; beneficial and financial returns.

C Financial and operational performance based on
these measures should he reported to the public
annually, for each asset under management, using
consistent accounting and reporting standards.

3. Manage Assets as a Portfolio

A. The state should strategically manage its assets in a
manner that provides lor an integrated assessment ol
A " Lreturn, debt, market conditions and cross

investment opportunities.

B. Financial and beneficial returns on all assets under
state management should he annually reported to the
public otr both an aggregated and individual basis using
consistent accounting standards.

(. The portfolio of assets should he used strategically to
achieve long-term sustainable revenue and icinrn



4. Pay Returns to the Geneinl fund

A. To the extent that financial retumns exceed
the need for efficient operations, henclicial
returns and appropriate capitalization s
determined hy the Leg}slature, they should he
deposited into the stale Treasury lor allocation hf/
the Legislature hased on the state's overall
priority needs.

If. Every asset management organization should
have an expectation to contribute a financial
retum to the state General Fund based on a
formula appropriate to its activities and maturity.

5. Create a System to Achieve These
Recommendations
A. Establish an integrated system of portfolio
management which oversees, monitors and
reports asset management performance on an
aggregated hasis.

If. Incorporate state owned natural resources
available for development into the state asset
management portfolio.

Conclusion

It is in every Alaskan's interest to part|C|Pate_ in
developing a sustainable system for funding
government that is adequate to fulfill the state’s
obligations. Income taxes, or other methods of
individual taxation, will never be sufficient to meet
Alaska’s financial needs and responsibilities. The
responsible development, use and management of
Alaslka's assets are the only means of achieving this
goal.

Fortunately, Alaskans already have considerable
experience with successful models lor state asset
management, and must carntahze on those successes.
Our purpose in setting lorllt these recommendations
Is to stimulate a public dialog on the goals ol public
asset management and the best means ol achieving
those goals.
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Appendix A

Agency groupings used in “Alaska’s Asset Portfolio: Managing for
Maximum Return”

PRODUCTION AND MANUFACTURING
Department of Fish and Game
Division of Forestry
Alaska Correction Industries
Oil and Gas Development
Division of Mining
Division of Agriculture

RESEARCH AND DEVELOPMENT AND SUPPORT SERVICES

Alaska Seafood and Marketing Institute
Alaska Tourism Marketing Council

Alaska Science and Technology Foundation
Alaska Aerospace Development Corporation

LOANS AND INVESTMENTS
Alaska Industrial Development and Export Authority
Alaska Housing and Finance Corporation
Alaska Permanent Fund Corporation
Alaska Fish and Agriculture Bank
Municipal Bond Bank
Student Loan Corporation

AVAILABLE FOR DEVELOPMENT AND REAL ESTATE
Division of Land
Alaska Mental Health Trust Authority
University of Alaska Lands
Department of Transportation Public Facilities
Pioneer Homes
Alaska Psychiatric Hospital

TRANSPORTATION
Alaska Railroad Corporation
Alaska Marine Highway
International Airports
State Airports and Harbors
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Asset: Alaska Aerospace Development Corporation (AADC)

Mission: To promote the general welfare by establishing & operating a commercial space
launch facility. To promote aerospace related economic growth and to develop
corresponding technology & support services.

Business Activities: Launch facility currently being built. Business is being sought for
this facility.

Management Structure:
Chief Executive: Pat Ladner, Executive Director.
Management Oversight: 9 member board composed of 1 member of the UAA board of

Regents. President of UAA, Director of UAA’s Geophysical Institute. Executive Director
of ASTF. Commissioner of DCED, 2 space industry members, 1 public member.

Financial Oversight: Through State Legislature.

Financial Overview:
Total Revenues: No operating revenue as AADC s in the startup mode.

Total Operating Budget: $1M, $64 1K of which S520K held in cash designated for the
current construction of the launch facility.

Fund Balance: S.5M
Contributions to State of Alaska Operating Budget: None
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Performance Measures: None

Present Return on Asset/Activities:

Primary Return: None
Secondary Return: Expect a positive impact on Alaska’s economic growth and stability.

Public Benefit: Possible job creation.

Historical Footnotes Affecting Returns: AADC s in the startup phase of its
development. The current construction of the rocket launch facility is using Air Force

funds (S18M). ASTF funds ($5M) and NASA funds ($5M).

December 1998 Page 5 0f41



Asset: Alaska Correctional Industries

Mission: Assist in the rehabilitation of prisoners by providing realistic work experiences
as much like those that prevail in private industry. Operate a work program for prisoners

that will be nearly self-supporting.

Business Activities:

Juneau commercial & hospital laundries.

Kenai office systems and metal plant.

Palmer auto body plant.

Palmer meat processing plant.

Fairbanks garment/flat goods shop.

Seward furniture plant and assembly /repackaging ofelectrical supplies.

Management Structure:
Chief Executive: Correctional Industry Commissioner

Management Oversight: 9-member board of directors. 7 appointed by the Governor plus
Commissioners of Administration and Corrections.

Financial Oversight: Board reviews annual budget.

Financial Overview:

Total 1997 Revenues: $3,316,165

Total 1997 Operating Budget: $3,149,511

Fund Balance : $166,654

Contributions to State of Alaska Operating Budget:
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Asset: Alaska Housing Finance Corporation (AHFC)

Mission: Manage capital assets and grants to provide Alaskans equal access to safe,
quality, affordable housing and in so doing, affirmatively create jobs and value-added

industries.

Business Activities:

Mortgage loan financing to low and moderate income borrowers, veterans and those
living in rural areas of the state.

Principle source of residential financing in the state and functions as a secondary
mortgage market.

Operate state public housing and subsidize rents.

Provides funding for the construction and acquisi ion of public buildings for lease to
the state.

Provides grant' ;o0 non-profit organizations.

Management Structure:

Self-supporting, non-stock public corporation.

Management Oversight: Seven member Board of Directors, 4 of whom are appointed
by the Governor, plus the Commissioners of Revenue, Community and Regional
Affairs and Health and Social Services.

Financial Oversight: Annual operating and capital budgets are reviewed by the
Governor and Legislature.
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Financial Overview:
1997 Total Revenues: $328,000,000.
1997 Total Operating Budget: $30,000,000 ($18,000,000 HUD).

1997 Fund Balance: $1.8 Billion.
1997 Contributions to State of Alaska Operating Budget: $50,000,000.

Performance Measures: Annual HUD Public Housing Management Assessment
Program required. AHFC also conducts surveys on home ownership and homelessness,
the number of program participants, number ofaward? received.

Present Return on Asset/Activities:

Primary Return: 2.4%
Secondary Return: Undetermined

Public Benefit: Creates jobs, reduces unemployment by.maintainin% a healthy home-
building industry; reduces dependencies on public housing and welfare programs through
Family Self- Sufficiency Program. Reduces energy bills via the Weatherization

Program.

Historical Footnotes Affecting Returns:

« Most investments purchased with the proceeds of tax-exempt bonds are. subject to
interest rate yield restrictions of 1.125% to 1.15% over the yield ofthe bonds.

«  Some of the tax-exempt bonds are subject to rebate provisions that may result in a

payment due to the IRS.
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Asset: Alaska Industrial Development and Export Authority (AIDEA).

Mission: To promote, develop and advance the general prosperity of the people of
Alaska. To relieve the problems of unemployment and to create additioiial employment
by providing various means of financing and facilitating the financing of industrial,
manufacturing, export and business enterprises and other facilities within the State.
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Asset: Alaska Mental Health Trust Authority.

Mission: To administer the Mental Health Trust established in perpetuity, to have the
fiduciary responsibility to its beneficiaries to enhance and protect the trust and to provide
leadership in advocacy, planning, implementing and funding ofa comprehensive,
integrated mental health program to improve the lives and circumstances of its

beneficiaries.

Business Activities: To manage its asset consisting of: 500.000 acres of Federal land,
500.000 acres of replacement land, and $200 Million in cash.

Management Structure:
Chief Executive: Executive Director.

Management Oversight: Undetermined.

Financial Oversight: $200 Million in cash is combined with the assets c cthe Permanent
Fund for investment purposes. Division of Natural Resources manages the land assets.

Financial Overview:

Total 1997 Revenues: $2,507,000.

Total 1998 Operating Budget: $759,900.
Fund Balance: Undetermined.

Contributions to State of Alaska Operating Budget: Undetermined.
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Asset: Alaska Permanent Fund Corporation (APFC)

Mission: To provide a means of conserving a portion of the state’s revenue from mineral
resources to benefit all generations of Alaskans. To maintain the safety of the principal
while maximizing total return. To use the fund as a savings device managed to allow the
maximum use of disposable income from the fund for the purposes designated by law.
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Asset: Alaska Railroad Corporation (AKJRR)

Mission: To provide safe, economic and efficient rail transportation to freight users,
businesses, passengers and military installations in the state. To foster and promote the
long term economic growth and development of the state. To develop and implement
plans for a rail transportation network. To foster and promote the development of the

state’s land and natural resources.

Business Activities: Provides freight and passenger service throughout the railbelt.
Owns and manages 578 miles of rail right of way from the Port of Seward, through
Anchorage and to Fairbanks, with a line from Fairbanks to Eielson AFB. The
Corporation owns approximately 38,000 acres of land including the rail right of way.

Management Structure:
* Independent corporation owned by the state of Alaska.

« Management Oversight: Seven-member board of directors appointed by the
Governor.

« Financial Oversight: The Board approves the annual budget and all capital projects.
Legislative oversight provided by the Legislative Budget and Audit Committee.
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