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0 The Rural Housing Purchase (RHPP) Program uses state funds
appropriated to the Homeownership Fund for the purchase of mortgage
loans for owner occupied residences in rural Alaska.

0 The Rural Nonowner-Oo:upied Mortgage Purchase program purchases
mortgage loans for multifamily structures in rural Alaska with state
appropriated funds appropriated to the Homeownership Fund.

Loan Terae

The major advantage of AHFC financing to the borrower is pres—
ently the lower-than-market interest rate. |In this section, a dis—
cussion of interest rates as well as the general terms of AHFC loans
iIs presented. Table 1 presents a summary of loan terras for AHFC's
current programs.

Interest Rates. Borrowers are attracted toAHFC loan programs
due  to their below-market interest rates. When the State Assisted
Mortgage (SAM) program was first created in 1080. the interest rates
of 9 percent for veterans and 10 percent for other borrowers on the
first $90,0000f the mortgage loans were specified in the legislation.
The interestrate on the balance of the loan was to be set ac” irding
to AHFC"s cost of funds.

In 1981, these statutory interest rates were reevaluated in light
of the federal government®s limiting of AHFC"s authority to 1issue
tax-exempt bonds and increasing national interest rates. The fixed
mortgage interest rates were replaced with a formula which allowed
interest rates on the first $90,000 of loan balance to rise by Lhe
same number of percentage points as AHFC"s borrowing cost. Ulti—
mately,, the goal of this formula, referred to as the Roger’s Ratchet,
is to establish mortgage interest rates on the first $90,000 of a
mortgage loan at a point three percentage points below AHFC"s bor—
rowing cost. Once this goal 1is achieved, mortgage rates will move in
tandem with AHFC"s borrowing costs. The Rogerl" Ratchet was imple—
mented at a time when bond interest rates were sfyrocketing. Between
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June and November 1981, AHFC"s borrowing costs increased from 17.05
percent to 19.41 percent. The effect on AHFC"s mortgage interest
rates was to increase the rate on the first $90,000 from 10 percent to
12.375 percent.

There were many complaints about these interest rate Increases.
As 1s always the case when interest rates increase dramatically, some
borrowers with loan applications pending or builders with units under
construction were negatively affected. Monthly payments on a $90,000
loan increase froui $790 at 10 percent interest to $952 at 12.375 per—
cent, a 21 percent increase.

The uproar over the iInterest rate increases raises a very bhasic
question regarding the State Assisted Mortgage Program. To what
extent is the State of Alaska going to insulate the Alaska housing
markets from market conditions? The State of Alaska has two options:
(1) to provide a constant subsidy and allow the mortgage interest rate
to fluctuate or (2) to provide a constant interest rate and allow the
subridy to fluctuate. The latter option was rejected by the State of
Alaska when the Roger"s Ratchet was approved. The effect of a con—
stant rate policy would put great demand on the state"s budgetary
resources during periods of high interest rates and distort the market
through artificial r:;tes. While tying the AHFC mortgage rate to
market rates was 1inevitable, the timing of implementation during a
period of rapid interest rate increases raised the mortgage interest
rate to borrowers faster and higher than had been anticipated.

The 1interest rate for the Homeownership Assistance and Pledged
Account Programs are the same as the SAM rate. Interest rates for the
Mobile Horae Loan Purchase Program and Community and Regional Affairs®
Nonconforming Loan Program are tied to the interest rates in the SAM
program. The interest rates for the rural programs were established
by AHFC: d.75 percent for the Ruval Housing Mortgage Purchase Progran.
and 9.5 percent for the Rural Noiowner-occupied Program.

Table 2 summarizes the current interest rates by AHFC program.
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TABLE 2. AHFC INTEREST RATES AND SOURCE
OF FUNDS, OCTOBER 31, 1981

Program Interest Rate Sources of Funds
State-Assisted 12.375/1st $90,000 F. cmula based Bond Proceeds
Mortgage Program 19.411/Balance on AHFC State Approp.

borrowing cost

Formula based
Mobile Horae 12.375 on AHFC State Approp.
borrowing cost

Rural Owner-Occupied 8.75 AHFC State A; prop.

Rural Non-Owner-Occupied 9.50 AHFC State Approp.

Maximum Loan Amounts. In compliance with statute, AHFC estab—
lished maximum loan limits based upon the limits established by the
Federal National Mortgage Association (FNMA). As of October V 11, the
maximum loan limit for conventional loans in both the SAM £  -iural
Housing Purchase programs is $147,750 for single-family residt and
$189,000 for duplexes. Veteran Administration guaranteed loans are
limited to $110,000. Mobile home loans are limited to a maximum of
$72,500. Rural non-"-_ner-occupied loans cannot exceed $90,000 for
single-family residences and $130,000 for duplexes; for triplexes
through eight-plexes, AHMC has established a formula f*r determining
maximum loan amount based or the number of bedrooms in each unit. The
maximum loan amount for the program is $500,000. Participants in the
Homeownership Assistance Program are limited to loans of $76,000.

While AHFC won"t lend more than $147,750 on a single-family
residence, it will puichase first mortgage loans which are subject to
second mortgages. This allows borrowers to seek supplemental fi—
nancing. AHFC requires that the sum of the first and all second
mortgage balances not exceed 80 percent of the property value. Addi—
tionally, the second mortgage usually must be structured as a level
payment fully amortizing loan (AHFC Seller/Servicer Guide, page 11).
AHFC data indicate chat ninety percent of all properties purchased
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under the special mortgage purchase program as of October 31, 1981,
had sales prices less than $140,000.

Insurance. AHFC requires that mortgages with loan to value
ratios exceeding 80 percent have mortgage insurance. The mortgage
insurance "indemnifies mortgage lending institutions for the direct
and consequential losses that these institutions incur because of
nonpayment of first-mortgage loans"™ (Rapkin, page 730). This require—
ment can be satisfied through use of FHA insurance, Veterans Adminis—
tration guarantees, or through private mortgage insurance. If private
mortgage insurance 1is used, AHFC requires insurance coverage of 20
percent on loans with a loan-to-value ratio between 80 percent and
90 percent, and 25 percent for loans with a loan-to-value ratio
greater than 90 percent. Private mortgage insurance may be cancelled
when the unpaid principal balance is reduced to 80 percent or less of
the original value (appraised or sale, whichever is less). This
requirement is consistent with industry practice.

Length of Loan. AHFC loans generally have a maximum term of 30
years and a minimum allowable life of 20 years. The exception is the
mobile home program which has a maximum term of 20 years or the
remaining economic life of the property, whichever 1is less.

Down Payment. Down payment requirements vary by pro ram. For
conventional locns, a 5 percent minimum down payment is required with
a 10 percent down for rural duplex buyers. A VA guaranteed loan does
not require a down payment if the VA guarantee is 25 percent or more
of the property value. For the pledged account program, the peak
loan-to-value ratio may never exceed 95 percent.

Eligibility

With the exception of the Non-owner Occupied Program, the AHFC
programs are available to persons who can afford to purchase owner-
occupied housing. There are no maximum income limits for borrov;ers
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except in The Homeownership Assistance Program. The Special Mortgage

Loan Purchase Program (SMLPP) and its component programs— Romeowner-

ship Assistance and Pledged Account- are available statewide as is the

mobile home program. The two roral programs are limited to commu—
nities "which do not hr.vwe access to Anchorage or Fairbanks by read or

rail and that have a population of 4,500 or less" (Alaska Statute

18.55).

A borrower is allowed to have only one AHFC loan outstanding at a
time. This prevents the use of AHFC funds strictli  jr investment
purposes. Furthermore, the potential borrower, 1in all bv” the rural
non-owner-occupied program, must demoiistrate that the property to be
financed 1is intended for use as the primary residence (AHFC Seller/
Servicer Guide, page 11).

Credit Underwriting

AHFC operates as a business. As a business, AHFC must use
underwriting standards sufficiently strict to meet 1its financial
obligations. The underwriting standards are intended to ensure that
borrowers have the financial ability to meet the proposed obligation
and that the property 1is of sufficient quality to adequately secure
the loan.

Borrowers. AHFC income guidelines are that a borrower®s monthly
mortgage payment (including secondary mortgage insurance, property
taxes, secondary financing, and Owners Association Charges, if applic—
able) should not exceed 28 percent of allowable gross income. Addi—
tionally, the borrower®s total monthly obligation (defined to mean
total monthly first mortgage payment plus any monthly installment
obligations which extend beyond nine montns) should not exceed 36 per—
cent of allowable gross income.

The AHFC Seller/Servicers Guide states that allowable gross
income includes current base income plus any secondary sources such as
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overtime, commissions, bonuses, 1income from part-time jobs, invest—
ments, trust funds, child support, etc. Verification of all income

sources is required. When calculating gross income, AHFC underwriters

take into account the stability of the income source. Therefore, some

income sources listed above may not be used iIf they do not show sta—
bility over time. In cases where there are two or more.applicants who

plan "o take joint title, the effective incomes of the applicants are

summed.

AHFC states that its underwriting standards are flexible for
persons who have higher debt-to-income ratios than allowed by the
standards but who have demonstrated a past ability to make the higher
level of payments. A review of loans purchased by AHFC through the
State Assisted Mortgage Program as of October 31, 1981, shows that
3.7 percent of loans have principal and interest payments which exceed
the 28 percent of gross income standard (AHFC data base). Siuce the
standard requires inclusion of taxes and insurance, a higher portion
of borrowers exceeded the standard. The data show that 10 percent of
the loans had principal and interest payments between 25 and 28 per-
cent of gross income.

In addition to the income requirements, borrov/ers must show they
have sufficient funds to meet down payment, closing costs, axci prepay—
ment requirements for taxes and Insurance.

Property. AKEC requires that a structure purchased with AHFC
financing meet the minimum construction standard acceptable in the
community in which the structure 1is located. Deviations from the
minimum construction standards may be acceptable 1l an engineer will
certify that the deviation will not 1impair the health or safety of
occupants and that they will not reduce the useful life of the resi—
dence below the term of the proposed mortgage loan. The property must
be connected to public utilities if the utilities ore available in the
community in which the property is located. Usie of the community
standard rule is of major importance in rural communities where many
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properties could not mr;et absolute construction standards established
for urban areas.

Before units in condominium or ".banned unit developments can be
purchased, ALIFC must approve the development. In the approval proc—
ess, AHFC examines the characteristics and quality of the structure
and the financial ability of the condominium association to meet its
responsibilities.

Special Program Eligibility

In addition to the general program requirements, the Home Owner—
ship Assistance (HOF), Pledged Account Mortgage (PAM), and the Mort—
gage Bond Subsidy Tax Act loan programs have additional program and/or
eligibility requirements.4

Home Ownership Assistance. The Home Ownership Assistance Program
(HOF) “provides monthly subsidies to aid qualified low- and moderate-
income SAM borrowers meet their monthly housing payments.

In addition to guidelines required by the SAM program, the HOF
program has income, asset, and property value limits. The limits
defining low and moderate income in the HOF program are more restric—
tive than the 1income limits which existed in the Insured Mortgage
Program, the program for low- and moderate-income buyers’which pre—
ceded the Special Mortgage Loan Purchase program. According to AHFC,
the HOF income limits were extrapolated from .ncome data obtained from
the U.S. Department of Housing and Urban Development. Table 1.3 lists
the current statewide HOF 1income limits as well as the last set of

4AHFC  1s currently developing a rehabilitation second mortgage
program which will allow existing homeowners to keep their current
first mortgage loan and bc”row the funds required for rehabilitation
from AHFC in the form of a second mortgage.
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income limits from the 1insured mortgage program for Anchorage and

Fairbanks.
TABLE 3. INCOME LIMITS FOR HOMEOWNERSHIP PROGRAM
Insured Program

Family Size Statewide HOF Anchorage Fairba;
{ 25,650 28,800 33,300
2 26,650 32,900 38,100
3 27,650 37,100 42,800
4 28,550 41,100 47,700
5 29,650 43,700 50,600
6 30,650 46,300 53,600
7 31,650 48,800 56,600

8 or more 32,650

In addition to the income limits, a borrower®"s sssets at the time
of applicationcannot exceed two times the maximum income limits. A
borrower over 65 vyears of age 1s allowel assets up to three times
maximum income. Neither the sales price nor appraised value of the
subject property may exceed $80,000, and the maximum loan balance is
$76,000.

Under current AHFC regulations, eligibility of borrowers under
the HOF program 1is reviewed annually. Subsidy payment levels are
adjusted on the basic oe updated income information. Participation in
the HOF program is limited to once per mortgage. Once a borrower ic
eliminated from the program due to loss of eligibility, he may not
reapply, evenif subsequent income meetseligibility requirements.

The subsidy payment 1is determined byone of two formulas; the
formula is selected on the basis of the lesser amount:
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1. The sum necessary to reduce the borrower®s payment of
principal and interest on the loan to 20 percent of
gross monthly income, provided the subsidy does not
reduce the total monthly mortgage payment to less than
25 percent of gross monthly income; or

2. The sum necessary to reduce monthly payments of prin—
cipal and interest on the loan to the amount payable as
If the mortgage were bearing an interest rate’of 6 per—
cent per annum (Seller/Servicers Guide, p. 100).

Table 4 illustrates a subsidy calculation. This calculation is
based on a $65,000 loan and the current 12.375 percent interest rate.3
The monthly principal and interest payments at the current interest
rates for this loan are $687.42. Both formulas are used to determine
the wultimate subsidy available. Under formula 1, the potential
subsidy depends upon the 1income of the applicant. The subsidies
available if formula 1 was used range from $520 for a household with
$10,000 per year annual income to $270 for a household with a $25,000
income. Under formula 2, the subsidy is fixed at $297.71. Table 1.5
shows that formula 2 is selected for all applicants except those with
annual incomes of $25,000. Further analysis shows the households with
$10,000 and $15,000 annual incomes would not qualify for loans due to
excessive payment-to-ii“come ratios. Table 1.4 shows that even with
the subsidy provided by th™ HOF program, very low income households
cannot qualify for AHFC loans.

As with any subsidy program which has maximum income limits, the
HOF program excludes borrowers on the upper side of tne income limits
but who may have very similar characteristics to the HOF borrowers.
For example, a two-person household with an income of $25,000 annually
qualifies for HOF participation. Using the $65,000 loan value at
current AHFC SAM interest rates, this HOF participant 1is required to
make a monthly payment of $417.42, with AHFC subsidizing the remiining

sThe mean loan balance for HOF borrowers between the start of the
program and October 31, 1981, was $63,363.
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TABLE 4. EXAMPLE OF HOMEOWNERSHIP ASSISTANCE PROGRAM SUBSIDY CALCULATION

ASSUMPTIONS:

Loan 865,000
Market nterest Rate 12.375%
Monthly Principal and Interest ao

Payment at Market Interest Rate

SUBSIDY OPTIONS:

FORMULA 1: _Principal and Interest Payment
ltduced to 20% of Income

Payment at 20% of Monthly Income
Monthly Subsidy Required if Formula 1 Used

FORMULA 2: Principal and Interest Payment
Calculated at 6% Interest Rate

Payment at 6% Interest Rate $389.71

Montniy Subsidy Required
if Formula 2 Used $297.71
SUBSIDY CALCULATION:
Monthly Payment at Market Rate
Subsidy (Lesser of Formula 1 or
Formula 2)
Monthly Payment After Subsidy

STATUS OF LOAN:
Payment to Income Ratio
Loan Status

$10,000

$167
$520

$687.42
297.71
$389.71

46.7%
Rejected

Annual Income

$15,000 $20,000

$250 $333
$437 $354

$687.42 $68/.42
297.71 297.71
$389.71 $389.71

31.1% 23.3%
Rejected Approved

$25,000

$417
$270

$687.42
270.00
$417.42

20 0%
Approved



$270.00. A two-person household with an annual income of $27,000,
however, does not qualify for a HOF. If they attempted to obtain the
same $65,000 loan, their payments would be $667.42. This loan would
not be approved, however, since the mortgage payraent-to-income ratio
would be 30.5 percent. Based on the 28 percent mortgage payment-to-
income rule, the maximum loan this household could receive is $59,570.

The two analyses regarding income presented above are base®l on an
assumed $65,000 loan. This p "ints to a third area of concern involv—
ing the homeownership assistance program, the supply of acceptably
priced housing. Through October 31, 1981, 33 percent of properties
purchased through the Special Mortgage Purchase Program had prices
less than the $80,000 HOF limit; 19 percent had sales prices less than
$70,000. The analysis shows that lower-priced properties are required
if HOF is to aid the lower-income buyet (less than $20,000 annual
income) and the buyer who doesn"t qualify for HOF due to income only
slightly over the income maximums. As inflation takes its toll on the
lower-priced units, the HOF program will be less able to serve the
intended borrowers. Any expansion of the program, however, will
require an increase in funding levels.

Pledged Account Mortgage Program. The pledged Account Mortgage
(PAV) provides a mechanism for a graduated payment mortgage. A gradu—
ated payment mortgage allows the monthly payment to increase over the
life of the mortgage. This allows a borrower to qualify for a more
valuable nroperty than would be possible under an even-payment
mortgage and meet the 1increasing payments er time with expected
Increases In iIncome.

The AHFC graduated mortgage program utilises the even-payment
mortgage as 1its base. Payments are reduced in early years of the
mortgage by utilizing funds deposited by the borrower at the time of
purchase in a pledged account. Under this program, increases in



payments cannot exceed 7.5 percent per year, and the full payments
must be reached no later than the fifth year of the mortgage (AHFC
Seller/Service ""aide, pages 84-85).

The Mortgage Bond Subsidy Tax Act Program. Under the Mortgage

Bond Subsidy Tax Act of 1980, tax-exempt bonds may be used to finance

residential mortgages if certain conditions are met. These conditions

are that the borrower may not have owned or had interest in a home for

three years, that the property be tbe principal residence of the

buyer, and that the sales price may not exceed 90 percent of the

average area sales price (AHFC, Select Corporation and Program Infor—
mation, November 1981). AHFC has established maximum purchase prices

of $82,474 for existing single-famiJ.y structures, $101,370 for new

single-family, and $96,646 for existiig duplexes.

Summary

AHFC offers several loan programs. Each program is designed to
serve different segments of the Alaska housing market. All potential
home buyers ~n the state are eligible to apply to the Special Mortgage
Purchase program. Low- ind moderate-income home buyers may apply for
additional subsidies through thw Home Ownership Assistance program.
Mobile home and rural purchasers are served th ough separate programs.
The interest rates on AHFC loan progrtms vary according to the source
of funds and statutory requirements. Tht other terms of the loans are
designed to match the market segnent served. Many of the loan terms
such as requiring mortgage insurance or federal insurance, maxim 1
value of loan, and maximum life of loan are based Industry prac—
tices. Because AHFC operates as a business, the ar. ,t and property
underwriting standards are designed to limit the risk of purchasing
problem loans.
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AHFC Operations

Since AHFC operates as a secondary purchaser o mortgages, not as
a direct lender, the financial institutions retain a role as the
originators and servicers of loans. As of November 1981, twenty-nine
financial institutions and six vregional housing authorities were
authorized to originate loans for AHFC programs.

Seller/Servicers

Loan Origination. The role of the direct lender (seller) is
illustrated by reviewing the loan origination process as practiced by
AHFC. AHFC joes notdeal directly with the potential borrower. The
borrower applies for themortgage loan from a financial institution
participating in  theAHFC program as a seller. The seller™s duties,
as stated in AHFC"s Seller/Servicer Guide, include:

0 Helping the borrower complete a loan application.

0 Acquainting the borrower with terms of mortgage auu rights
and responsibilities.

0 Inspecting the property offered as security.
o0 Selecting an appraiser.

0 Ordering and receiving the necessary borrowers®™ credit
documentation directly from the original source.

0 Making nderwriter®s determination of the entire credit
and prot package prior to recommending the mortgage to
AHFC for ase.
The AHFt ondary purchase process requires that AHFC personnel

underwrite each loan. Completed applications mid accompanying docu—
mentation are forwarded to AHFC for prior approval of the borrower and
property. Prior approval by AHFC is required before the mortgage loan
can be made by the seller.



This step in the origination process has been a point of criti—
cism by some members of the financial community. Comments about the
prior approval system include that 1t transforms the sellers into
paper processors and that it causes undue delay in the loan origina—
tion process. During July 1981, the average prior approval turnaround
time at AHFC was approximately 15 days. In January %PSZ, the turn-
around timt was one day (AHFC).

A suggested alternative to the total use of prior approval Iis
delegated underwriting. In delegated underwriting, the secondary
purchaser authorizes certified underwriters who work for sellers to
decide whether or not a loan is acceptable to the secondary purchaser.
IT the del"vated underwriter approves the loan, the secondary pur—
chaser 1s coa“.itted to purchase the loan. If subsequently the loan
does not meet the secondary purchaser"s standards or the loan becomes
delinquent, the seller is required to buy the loan back from the
secondary purchaser.

The major benefit of delegated underwriting is that it reduces
loan processing time by reducing underwriting duplication. Delegated
underwriting, therefore, can reduce the underwriting costs of the
secondary purchaser. The secondary purchaser then audits loans pur—
chased under delegated underwriting.

The use of delegated underwriting does not preclude the use of
prior approval. The Federal National Mortgage Association (FNMA), a
major secondary market purchaser, utilizes both systems In its opera—
tions. Not all sellers employ certified delegated underwriters, and
. questionable loans, the seller may want to receive a prior approval
to limit the risk of making the loan.

AHFC considered using a delegated underwriting system in 1981 in
order to reduce loan processing time (Goldbar, January 8, 1982). The
system was not put into place, however, due to possible conflicts with



the bond resolutions under which available funds were obtained. Bond
offerings made through ""%8l specify that AHFC underwrite each loan it
purchases. While thiu precludes the use of delegated underwriting
under current bond 1issues, AHFC has no plans to implement delegated
underwriting in the future when procedures could be changed. The
principal reason is that AHFC does not want to risk, a potentially
adverse reaction by the bond rating agencies to such a procedure. A
reduction 1in bond rating would 1increase AHFC"s cost of borrowing.

When the completed loan application 1is forwarded to AHFC for
prior approval of the borrower and property, AHFC underwriters can
approve the loan as is, approve the loan witn conditions, or deny the
application. When AHJ*C underwriters approve a loan application, AHFC
is committed to purchase the mortgage loan after it closes. Once AHFC
grants prior approval, the seller proceeds with the loan process.
After the loan is closed (the sales transaction completed and funas
dispersed), the Seller packages the loan for sale to AHFC. AHFC
purchases loans from sellers twice monthly, on the 10th and the 25th
of each month.

AHFC dispc rses funds at the time of closing for rural loans made
through the regional housing authorities. This 1S necessary because
the regional housing authorities are not financial institutions with
the ability to make and warehouse loans. The transfer of funds is
made to a title company operating as a trustee.

For tueir vrole in the loan origination process, sellers are
allowed to charge the borrower an origination fee, commonly one per—
cent of the loan amount.

Loan Servicing. After AHFC purchases the loan, the seller re—

tains the function of the loan servicer. The primary responsibilities
of the servicer are to:
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o

Collect principal and interest payments,

o

Forward payments, minus servicing fee, to AHFC.

o

Complete monthly reporting requirements as required by AHFC.

o

Report delinquent accounts to AHFC.

o Initiate foreclosure proceedings as necessary. *

The servicer receives a fee for servicing the loan. This fee,
which varies by AKFC program, is deducted from the payments the ser—
vicers collect for AHFC. These collection fees are one component of
the interest rate AHFC charges the borrower. The servicing fees are
based on the unpaid balance of the mortgage loan. The servicing fees
are 3/8 of one percent for the SMPP, one percent for the mobile home
program, and 1/2 of one percent for the rural owner-occupied program.

Fund Allocation to Sellers. AHFC operates under a fund reserva—
tion system that allows sellers to request AHFC to set aside funds for
the loans originated by the seller. The reservation hulds fu ids for a
three-month period at a specific interest rate. AHFC requires that
sellers pay a half-of-one-percent fee at the time the funds are
reserved, a fee ultimately charged to the borrower.

Under the special mortgage purchase program, AHFC has maintained
sufficient cash flow to meet the request for funds by the sellers. In
the event that sufficient funds were not available to meet all
sellers® requests for funds, aHFC has established a fund allocation
policy. In the case of a shortage of funds to meet reservations,
funds will be allocated on the "basis of recent and future anticipated
lending activities of the financial institution (seller/servicers) as
well as upon the potential need for mortgage loans in each judicial
district of the state as it determines 1s required based on the most
current research reasonably available to i1t" (AHFC regulations, 15 AAC
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118.315(6)). The Seller/Servicers Guide further states that AHFC may
reduce the amount of reservation based on seller/servicer performance
(AHFC Seller/Servicer Guide, p. 12).

Under the fund reservation system, sellers lose their fund reser—
vation fee iIf the reservation period expires before»the funds are
committed. Sellers can, with AHFC approval, however, assign reserved
funds to another seller (AHFC Seller/Servicers. Guide, p. 13).

Summary

As a secondary purchaser of mortgages, AHFC does not deal di—
rectly with the borrowers. Participating financial institutions and
regional housing authorities act as the seller/servicer of AHFC loans.
For most types of financial institutions, AHFC has replaced other
secondary purchasers. Savings and loan institutions are more directly
affected since they have traditionally made some loans for their own
portfolios.

Seller/servicers® responsibilities range from taking applications
from borrowers, disbursing funds, and collecting monthly payments to
determining whether foreclosure proceedings are in order. For their
services, seller/servicers are allowed to charge the borrower a loan
origination fee of one percent and deduct a service fee, which varies
by AHFC program, from payment collections.

AHFC Program Activity

By all measures of program activity, AHFC has operated at record
levels since July 1980. The reasons for this activity are the attrac—
tive terms provided by the Special Mortgage Loan Purchase Program and
the record-high mortgage interest rates available from the alternative
mortgage sources.

34



The increase 1in activity 1is illustrated by examining the his—
torical levels of mortgage commitments and purchases between 1974 and
1981 (Table 5). The data for both AHFC commitments (loans which have
been approved but not yet purchased from seller) and purchases sky—
rocketed as a result of implementation of the Special Mortgage Loan
Purchase program. In calendar year 1979, the last full year before
the SVWLP.", AHFC committed to purchase $185.5 million in"loans and pu
chased $189.4 million in loans. The 1979 monthly average was approx
mately $15=5 million of mortgage activity. In the last six months of
1980, after the SMLPP began, AHFC committed to purchase $329.9 million
in loans and purchased $242.1 million. Activity in the first nine
months of 1981 was $696.4 million in commitments and $582.2 million in
purchases. AHFC monthly average purchases rose from $15.8 million in
1979 to $64.9 million in the first nine months of 1981, a quadrupling
of the 1979 level.

AHFC Applications and Denials

During the period July 1, 1980, to June 30, 1981, AHFC received
11,348 applications for all of its programs, a monthly average of 945.
Table 6 shows the number of applications by month and program for
1981. In June 1981, the receipt of applications peaked at 1,540;
these applications requested $127.8 million in mortgage funds. The
volume of applications declined slightly in August, September, and
October 1981 before falling sharply in November. There are two rea—
sons for this drop. First, there is usually a seasonal drop in mort—
gage activity during winter. Second, the rise iIn AHFC interest rates
reached their current peak iIn November.

The Special Mortgage Loan Purchase program is the dominant AHFC
program receiving 90 percent of applications representing 96 percent
of mortgage funds requested for the period July 1, 1980, through
November 30, 1981.



TABLE 5. AHFC MORTGAGE COMMITMENTS AND PURCHASES
BY CALENDAR YEAR

Commitments Purchases
Year Annual Monthly Average Annual Monthly Average
1974 $36,118,202 $3,009,850
1975 35,237,435 2,936,453 35,177,0/6 2,931,423
1976 71,171,942 5,930,995 53,985,643 4,498,803
1977 139 _,891,225 11,657,602 126,007,384 10,500,615
1978 140 ,,254,330 11,687,860 126,814,826 10,567,902
1979 185,484,600 15,457,050 189,356,994 15,779,749
1980a 72,685,550 12,114,258 74,427,975 12,404,663
- 1980" 329,943,850 54,990,642 242,105,044 40,350,840
1981C 696,393,150 77,377,016 582,191,710 64,687,968

XT

gJanuary-June 1980

kjuly-December 1980

CG

anuary-Septenher 1981

SOURCE: AHFC, Selected Corporation and Program Information, November 1981
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TABLE 6. AHFC APPLICATIONS BY PROGRAM

Period Special Mortgage Loan Mobile Home Rural Housing Rural Nonowner-Occupied
Purchase Loan Purchase Mortgage Purchase
Number Volume " Number  Vvlume Number Volume Number Volume
July-
December 1980 4,582 381,566,625 3% 9,570,650 NA NA
(monthly avg.) 764 63,594,438 66 1,595,108
January 1981 610 52,024,400 61 1,375,400 9 607,850
February 1981 682 57,504,100 56 1,439,900 9 6/8,700
March 1981 915 78,2.85,200 29 730,200 1,360,750
April 1981 1,073 94,650,800 52 1,129,650 15 1,192,950
May 1981 1,198 111,978,200 89 2,090,300 n 846,050 2 585,000
June 1981 1,354 121,331,800 160 4,134,350 22 1,859,650 4 507,200
July 1981 1,344 119,810,150 146 3,831,350 25 1,761,200 2 872,400
August 1981 1,103 101,056,100 129 3,416,900 15 1,326,400 2 108,300
September 1981 1,129 103,031,870 122 3,208,650 21 1,738,200 1 82,500
October 1981 1,137 103,080,550 139 3,842,750 20 1,759,100 4 320,750
November 1981 807 73,720,050 138 3,675,700 21 1,873,500 3 493,600
TOTAL 15,934 1,395,978,015 1,517 38,445,600 186 15,004,500 18 2,969,750

SOURCE:  AHFC Selected oorporation and Program Information, November 1981.



Of the 11,348 applications received between July 1, 1980, and
June 30, 1981, 2,211, or 19.5percent, were denied. AHFC defines as a
denial any application which is Dot ultimately purchased by the Cor—
poration, regardless of reason. The 19.5 percent rate, therefore, 1Iis
not actually denials, but rather applications which for some reason
did not complete the full cycle of processing. These figures also do
not take 1into account loans which are denied and then subsequently
approved. Table 7 lists the reasons for denials.

Income- and wealth-related factors were responsible for approxi—
mately 43 percent of AHFC denials during this period. The reasons
include 1insufficient income for mortgage payments (17.6 percent),
insufficient income for total obligation (6.1 percent), insufficient
income stability (6.9 percent), unacceptable credit (3.2 percent),
insufficient equity (2.1 percent), and income too high for participa—
tion in the Homeownership Assistance program. Also during this
period, 10 percent of applications were denied ..or insufficient date.

While some denials are expected, the level of denials for income-
related reasons and insufficient data- 53 percent of all denials and
5.7 percent of all appxications- raises questions as to why the denial
rate i1s as high as 1t is. There are several reasons, often conflict—
ing, cited for the level of income related denials. First, AHFC and
the seller/servicers were dealing with a new and greatly expanded
program. It takes time for all participants to become familiar with
the program®s guidelines and operations. Second, while seller/ser—
vicers are supposed to forward only those loans which they recommend
for purchase, there 1s no penalty for submitting loans which don"t
qualify. This y lead some financial institutions to submit loans
which should not be submitted. Third, some seller/servicers contacted
during this study expressed disagreement with AHFC underwriting
criteria; especially definition of 1income, and asserted that the
criteria are often inconsistently applied. Finally, underwriting
decisions are often complex with judgments required on a case-by-case
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IABLE 7. AHFC DEKIALS, JULY 1, 1980,

TO JUNE 30, 1981
(A1l Programs)

Reason for Denial

Insufficient Income for Mortgage Payments
Insufficient Income for Total Obligations
Insufficient Stability

Unacceptable Credit
Lack of Required Equity
Unacceptable Property

Insufficient Data Presented

Unacceptable Terms and Conditions

Return on Request of Lender

Applicant Over Income for
Homeownership Assistance

Lack of Funds Reserved

Other

Change in Program
Cane Ilation of Commitment

Total Denials
Tt tal Applications

Denial Rate

SOURCE: AHFC Data Base
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Number
Denied

390
134
153

70
46
159

222

14
206

15%

192

56
A10

2,211
17,656

19.5%

Percent
of Denials

17.63%
6.06
6.92

3.16
2.08
7.19

10.04

.63
9.31

7.01
.58

2.53
18.63

100. 0%



basis. It is often possible for there to be different judgments made
by the seller/servicer and AHFC. AHFC recognizes the problem with
denial rates and meets regularly with seller/servicers to work on the
problems which are identified.

Another major class of denials involved the cancellation of
commitments (18.6 percent) and the return of applications at the
request of the lender (9.3 percent). Commitments may be cancelled by
AHFC if the loan is aot returned to AHFC for purchase within 120 days
of approval for existing properties and 180 days for new structures
under construction, owner/builders and refinance improvements (AHFC
Seller/Service Guide, page 14). Sellers may iequest the cancellation
of commitment if the sale falls through for any reason.

Unacceptable properties were responsible for 7 percent of denials.
The remaining 12 percent of denials were based on reasons including
unacceptable terms and conditions, lack of funds reserved, changes in
program, and other miscellaneous reasons.

For the period July 1, 1981, through October 31, 1981, AHFC’s
denial rate for the Special Mortgage Loan Purchase Program was
17.4 percent. For this same period, denials in the Mobile Home Loan
Purchase 'wn at 14 percent and the Rural Housing Mortgage Purchase
Program at 6 percent.

Program Results

The Special Mortgage Loan Purchase Program is responsible for the
increase in AHFC activity. The statistics which follow are for the
period July 1, 1980, through October 31, 1981. During that period,
the program purchased 9,792 mortgage loan? with an original mortgage
value of $853.1 million. These figures include loans made under the
HOF, PAM, and refinance programs. During this period, 733 borrowers
qualified for participation in the homeownership assistance program.



These loans had an original loan balance of $46.4 million. In Decem—
ber 1981, AHFC provided $153,636 in HOF subsidy payments to 891 recip—
ients, a mean subsidy of $172. As of October 31, 1981, there were
356 PAM loans with an original mortgage balance of $36.6 million. The
refinance and home improvement program funded only 23 loans, with an
original mortgage balance of $1.8 million. *

From its creation in 1980 through October 31, 1981, the mobile
home program has financed 891 mobile home purchases. These loans had
an original loan balance of $20.9 million.

The rural owner-occupied program has funded 213 mortgage loan
purchases in rural Alaska through October 31, 1981. These loans had
an original loan balance of $14.5 million. Between July 1, 1980, and
October 31, 1981, the rural nonowner-occupied program financed seven—
teen loans, representing an original balance of $2.7 million.

Future Levels of Activity

Given “hese high levels of activity in the first program year,
the question arises as to whether the level of activity experienced is
a norm which can be expected to continue into the future or a special
case. In this section, we identify the factors which influenced the
1980-1981 activity.

First, by eliminating the income requirements for homeowners and
expanding the value linits of property eligibility for purchase, the
Special Mortgage Purchase Program made AHFC funds an option for the
majority of tie residential housing market. Of the 9,792 borrowers
who received SMLPP loons between July 1980 and October 31, 1981, 6,311
(64 percent) could not have qualified for AHFC funds under the old
Insured Mortgage Program (the pre-June 1980 low and moderate income
program). The Insured Mortgage Program placed maximum income limits
on borLowers and limited the price of eligible housing. An analysis
of SMLPP buyers shows that 6,275 of the borrowers had incomes ex—
ceeding the last set of income limits under the Insured Mortgage



Program. Of these buyers, 2,967 purchased houses which exceeded the
price limits.

Second, the choice of using AHFC funds instead of alternative
funds such as from the financial institutions or federal credit agencies
depends on the interest rate, maximum loan amount, and loan terms
available from each source. A review of interest rates for the period
June 1977 to June 1981 (Table 8) shows tb~t the original base interest
rate of 10 percent in the Special Mortgage Loan Purchase program was
not only below the prevailing rates for other lenders at the time the
program started but also the lowest rates since December 1978. This
lower interest rate opened up the market to borrowers who may not have
been able to afford the higher market interest rates. For example,
monthly principal and interest payments on a $90,000 mortgage increase
from $790 at 10 percent to $925 at 12 percent. In the 10-to-16 per—
cent 1interest rate range, a one percent increase iIn the mortgage
interest rates raises the monthly payment from $67 to $72 on a $90,000
loan. Additionally, buyers who could afford to purchase a house at
market rates can afford to purchase more expensive housing at the
lower rates-

TABLE 8. INTEREST RATES

FNMA FHLMC AHFC3
6/30/77 9.106 9.008
12/31/77 9.213 9.435
6/30/78 10.125 9.971
12/31/78 10.920 10.797
6/30/79 n -4:2. 11.595
12/31/79 12.985 12.898
6/30/80 12.807 12.204 10.0
12/31/80 15.430 14.735 10.0
6/30/81 16.337 16.564 10.0
12/31/81 16.845 12.375

Inte.eit rate for non-veterun on first $90,000 balance.

SOURCE: Real Estate Research Report, Fall 1981.
Alaska Housing Finance Corporation
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Contrary to expectations, the threat of higher interest rates did
not greatly dampen application activity. One explanation forwarded to
explain this behavior 1is that borrowers expect future interest rates
to increase even further. Future interest rates could increase either
as a result of further increases in market interest rates or due to

changes in AHFC programs. i

Not surprisingly, AHFC has Captured most of the eligible markets
due to its lower interest costs. As long as AHFC interest rates are
lower than the alternative sources, AHFC will maintain its dominant
role as the primary source of owner-occupied residential mortgage
funds.

Characteristics ot Borrowers

In examining any public program, a common questioi is "Who was
served by the program?" While AHFC ho"- ing programs have effects that
30 beyond the borrower (see Chapter Five), the borrower is viewed as
the maior benefioiary. In this section, we examine three character—
istics of borrowers who received AIfC financing. These characteris—
tics are iIncome, previous ownership history, and residency. By com—
paring the variations across programs, we can begin to determine
whether the various programs actually serve the intended groups.

Income. With the exception of the rural nonowner-occupied pro—
gram, AHFC loan programs are ucsigned to serve home buyers. Since
homeownership by its very nature has minimum income requirements, AHFC
programs serve those persons who have sufficient income to purchase
rather than rent housing. Since AHFC operates as a business enter—
prise;, with underwriting standards acceptable to their investors, some
borrowers face the possibility that they have insufficient income to
qualify ;or AHFC programs. The subsidy elsnents of the AHFC programs
do, hov/ever, allow borrowers to qualify "or mortgage loans that
might not qualify for at market 1interest rates. The homeownership
assistance program further reduces the 1income required for low- and
me ..erate-income buyers in Alaska.



Table 9 shows the 1income distributions of households receiving
AHFC financing under the State Assisted Mortgage, Home Ownership
Assistance, Pledged Account Mortgage, Mobile b'ree, and Rural Owner-
Occupied programs. The distribution shows that c-rer all programs in
thu Special Mortgage Loan Purchase Program, 61 percent of borrowers
had household incomes greater than $40,000 per year, and 39 percent
had incomes greater than $50,000. Only 2 percent of SMLPP recipients
had incomes less than $20,000 per year with a total of 16.1 percent
having incomes less than $30,000. For the rural owner-occupied pro—
gram, 54 percent ofborrowers had annual household incomes greater
than $40,000, and 19.7 percent had incomes less than $30,000. Two
AHFC programs provide the majority of assistance to hous .holds in the
$10,000-$20,000 income range. The HOF program provided 20 percent of
its loans to this income group, and the mobile home program provided
16 percent. None of the AHFC programs provide assistance to the very
low income households (households with incomes less than $10,000).

In order to compare the income distributions of AHFC recipients
with the income distribution for the general population, we wuaed an
income distribution of Anchorage obtained from a 1978 survey and the
income distribution of Anchorage recipients of the AHMC Special Mort—
gage purchase and mobile home programs (Ender, 1977).5 The survey
showed that in 1976, 28.7 percent of Anchorage households had incomes
less than $20,000 (see Table 10). In 1976 dollars, only 8.9percent
of Special Mortgage Loan purchase program recipients had incomes less
than $20,000. While the Anchorage income distribution may not be
fully ref resentative of the state, 1t does provide a measure upon
which to compare the income of AHFC recipients to the general popula—
tion. Evidence froma statewide survey shows that there 1is a higher

5Since the survey measured household income in 1976, we adjusted
the AHFC recipient incomes downward to account for growth in income.
The adjustment factor of .25 was based on the change in per capita
personal income between 1976 and 1981 as measured by the Bureau of
Economic Analysis.



TABLE 9. DISTRIBUTION OF HOUSEHOLD INCOMES
FOR BORROWERS USINiG AHFC PROGRAMS

(percent of borrowers)

Special Mortgage Loan Purchase Program

State-Assisted Home Ownership  Pledged Rural Owr
Annual Income Total Mortgage Assistance Account Mobile Home Occupit
< $10,000 0 0 0 0 0 0
$10,000 - $20,000 2.0 .6 19.8 .6 16.0 3.3
$20,000 - $30,000 14.1 8.4 80.1 15.7 43.7 16.4
$30,000 - $40,000 23.1 24.5 1 38.5 27.3 26.3
$40,000 - $50,000 25.2 27.3 0 26.1 6.7 22.5
$50,000 - $60,000 17.5 19.2 0 12.9 4.0 16.0
$60,000 - $70,000 9.5 10.5 0 4.8 1.7 5.2
> $7040nn0 8.6 9.5 0 1.4 .6 10.3
100.0 100.0 100.0 100.0 100.0 100.0
Numb :r or Loans 9,792 8,680 733 356 891 213

SOURCE: AHFC Data Base



TABLE 10. DISTRIBUTION OF HOUSEHOLD INCOME IN ANCHORAGE

Distribution of Household Income (adjusted to 1976 dollars) for

Distribution Special Mortgage Purchase Program
of Household
Household Income Income, 1976 Tota:* Recipients  HOF Recipients Mobile Home
< $10,000 10.0 0 0 8
$10,000 - $20,000 18.7 8.9 > 3 45.8
$20,000 - $30,000 20.9 22.4 25.7 42.6
$30,000 - $40,000 20.0 30.4 0 7.4
$40,000 - $50,000 12.9 21.6 0 2.1
$50,000 - $60,000 9.0 10.2 0 1.3
$60,000 - $70,000 2.9 3.9 0 0
> $70,000 3.5 2.6 0 +
Don"t Know 2.1
Total 100.0 100.0 100.0 100.0

SOURCE: AHFC Data Base
Ender, Richard L. The Opinions of the Anchorage Citizen o Locan Public Policy Issues,
Anchorage Urban Observatory, December 1977.



proportion of household., in the lower income categories statewide than
in Anchorage (ISER, 1978, 1979, 1981).

Previous Ownership History. First-time home buyers purchased
38 percent of the properties financed under the Special Mortgage Loan
Purchase program. This compares to a national average in 1978 of
36 percent (U.S. Department of Housing and Urban Development). There
is, however, variation among AHFC programs.

First-time home buyers who participa* jdonly in the SAM program
matched the national average exactly at 36 percent. The HOF and the
Mobile Home programs both showed a high rate of participation by
first-time home buyers— 75 and 65 percent, respectively. These par—
ticipation rates are likely tied to the price of property allowed
under each program. First-time Lome bi "=s are most likely to enter
the housing market at the lower d of the price range. The rural
owner -occup_ed program also showed u high rate of first-time-: home
huyf»rs--56 percent.

The PAM program had the lowest j.articipation rate by first-time
home buyers— 21 percent. Just as the HOF is well-suited for first—
time home buyers, the PAM program®s equity requirementsdo not suit
the average first-time home buyer.

Rt»>- ?ncy. A sample of AHFC loan application files Shows that
18 percent of recipients 1in the Special Purchase program and the
mobile home program had been residents of the State of Alaska less
than one year. Only 6 percent of rural owner-occupied loans went to
residents of less than one year. New residents are more likely to be
in the housing market due to their recent moves.



Geographic Distribution of AHFC Loans

In order to analyze the geographic distribution of AKFC loan
funds, we created ten geographic categories. There are separate
categories for Anchorage, Fairbanks, Juneau, Ketchikan, Kodiak, and
Sitka. The Anchorage, Fairbanks, and Juneau categories include sur—
rounding communities which are part of their housing, market areas.
Palmer, Wasilla, and Willow are combined. The final three categories
are road-connected communities 1in southcentral and interior Alaska;
communities in southeast Alaska which qualify under the AHFC rural
definition; and communities in southcentral, western, interior, and
arctic Alaska which qualify under the AKFC rural definition.

Table 11 shows the distribution of loans according to the number
of loans made for the Special Mortgage Loan Purchase Program, the
Mobile Home Loan Purchase Program, and the Rural Housing Mortgage
Purchase Program. As a point of reference, the distribution of loans
for AHFC"s entire portfolio and a population distribution of the state
are also presented.

Loan activity in the Special Mortgage Loan Purchase Program is
concentrated in the larger cities. The majority of Special Mortgage
Loan Purchase Program activity took place in Anchorage: 68 percent of
overall SMLPP loans, 84 percent of HOF loans, and 89 percent of PAM
loans.  Fairbanks received 10.9 percent of SMLPP loans but only 4.3
percent of HOF and 3.9 percent of PAM loans. Juneau received 5.7
percent of SMLPP activity with 1.9 percent of HOF and 3.2 percent of
PAM.  An additional 10 percent of Special Mortgage Loan Purchase
Program loans went to the road-connected Southcentral and Interior
places including Palmer, Wasilla, and Willow. The remainder of SMLPP
activity went to Ketchikan (2.3 percent), Kodiak (1.1 percent), Sitka
(1.2 percent), and rural areas (.7 percent). Palmer and Wasilla
received most of the remaining HOF (5.3 percent) and PAM (2.5 percent)
loans. Participation in HOF and PAM was limited in Ketchikan, Kodiak,
and Sitka and almost non-existent in rural areas of the state.



TABLE 11. GEOGRAPHIC DISTRIBUTION OF AHFC LOANS
(percent of loans)

Special Mortgage Loan Purch.se Program

Entire Rural Owner- I-opulation
Place Portfolio Total SAM3 HOFb PAMC Mobile Home Occupied (1981)
Anchorage 59.6 67.9 65.7 83.9 89.0 42.6 0 43.1
Fairbanks 11.9 10.9 11.8 4.3 3.9 11.7 0 13.9
Juneau 6.1 5.7 6.1 1.9 3.2 17.2 5 5.0
Ketchikan 2.5 2.3 2.5 5 0 4.3 0 2.7
Kodiak 1.7 1.1 1.2 7 3 3.6 18.3 1.1
Sitka 1.6 1.2 1.3 3 0 4.8 1.9
Palmer/Wasilla/
Willow 5.6 4.3 4.3 5.3 2.5 1.3 0 1.0
koad-Connected
Southcentral
Interior 7.8 5.9 6.3 3.0 .8 9.4 1.4 13.4
Rural Southeast 1.0 .3 3 0 .2 -1.8 15.5 3.7
Rural 2.1 A4 5 A 0 3.3 64.3 14.2
Total 100.0 100 .0 100.0  100.0 100.0 100.0 10U.0
No. of Loans 19,463 9,792 733 356 891 *213
State Assisted Mortgage Homeownership Assistance "Pledge Account Mortgage

SOURCES: AHFC Data Base
AHFC-Selected Corporation and Program Information, October 1981, Alaska.
Department of Community and Regional Affairs, July 1, 1981, Population,
Municipalities, and Census Areas. December 15, 1981.



Several factors provide possible explanations to the overall
level of SMLPP activity in Anchorage. F’\s°c, we expect real estate
markets to be more active in larger places. Anchorage provides buyers
with more opportunities to buy both new and existing housing. A
review of the distribution of real estate employment iIn the state
shows that 64 percent of all persons employed in real estate related
jobs worked in Anchorage in August 1980 (Alaska Department of Labor,
1980). Second, the Anchorage economy 1is expanding rapidly. The
Alaska Department of Labor estimates that between August 1980 and
August 1981, employment in Anchorage grew by 6,000 jobs, 78 percent of
the statewide increase of 7,700 jobs (Alaska Department of La”or,
October 1981). Third, SMLPP activity measures only part, although the
major portion, of AHFC activity. Rural areas, constituting approxi—
mately 18 percent of the state"s population, have alternate AHFC and
other state programs available.

Finally, the knowledge of and participation in AHFC programs by
seller/servicers are important to the geographic distribution. First,
seller/servicers and the real estate industry are the major sources of
information for the borrowing public regarding AHFC programs. AHFC
underwriters respond to completed applications; they do not evaluate
whether the applicant should be applying for a loan in another AHFC
program.  Second, seller/servicers can choose the AHFC programs in
which they participate. The lopsided geographic distribution of HOF
and PAM loans 1in the Anchorage area 1is likely the result of these
factors.

Mobile home loans are distributed more proportionately across the
state. The majority of loans, 79.4 percent, were made in urban areas.
When compared to population, the mobile home activity was highest in
Southeast Alaska. Juneau received 17 percent of mobile home loans;
Sitka, 4.8 percent; and Ketchikan, 4.3 percent. Only 5 percent of
mobile home loans went to rural areas. The cost involved iIn trans—
porting mobile homes to remote sites is a likely reason.



The distribution of rural owner-occupied loans was close to
proportionate with the population in the eligible areas. Rural South—
east Alaska received 15 percent of rural owner-occupied loans; rural
Western, Interior, and Arctic Alaska received 64 percent; and Kodiak
Island received 18 percent. A review of rural loans shows that most
of the loans were made in the regional centers and larger villages
(Table 12). Bethel, Nome, and Kotzebue received 52 percent of rural
owner-occupied loans; and Petersburg and Wrangell received 11 percent.
Possible explanations for the distribution are that the larger rural
cities have more active real estate markets and that persons in these
places have greater access to the Regional Housing Authorities and
financial institutions which act as seller/servicers for the program.
Additionally, there is greater opportunity to earn cash incomes in the
regional centers.

There 1s additional evidence that access to seller/servicers in
rural areas may be a factor iIn program participation. A review of
geographic location of SMLPP loans turned up 54 loans which were
located in rural areas as defined by AHFC (AHFC data base). The
apparent reason for these loans®™ being part of the SMLPP and not the
Rural Housing Mortgage Purchase Program 1is that the loan recipients
used seller/servicers who did not participate as the seller/servicers
for the rural program. The cost to the borrower is the higher
interest rate of the State Assisted Mortgage program. These 54 loans
were located in Cordova (21), Petersburg (14), Wrangell (7), Dilling—
ham (4), Skagway (3), Unalaska (2), Kotzebue (1), King Salmon (1), and
Yakutat (2).

Property Characteristics. An examination of the characteristics of
properties financed by AHFC programs since July 1980 provides a broad
overview of the Alaska owner-occupied housing raarKet.

The housing characteristics of the State Assisted Mortgage pro—

gram are used as a base case against which other AHFC programs can be
compared. Table 13 summarizes the housing characteristics discussed.
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TABLE 12. GEOGRAPHIC DISTRIBUTION OF RURAL LOANS

Southeast

Western. Arctic,

SOURCE:

(as of October 31, 1981)

Special Mortgage Loan
Purchase Program

Petersburg (3,001) 14

Skagway (819)
Wrangell (2,345)
EIfin Cove

Craig (560)
Metlakatla

7

Port Alexander (90)

Pelican (172)

Regional Centers:
Bethel (3,549)
Cordova (2,223)

Interior

Dillingham (1,670) 4
King Salmon/Naknek (1182 1

Kotzebue (2,250)
Nome (3.039)
Galena (805)

Kodiak Island Villages

McGrath (343)
Aniak (338)

St. Mary*s (432)
Barrow (2,353)

Nonregional Centers:

Yakutat (430)
Unalaska (1,944)
Port Lions (211)

N

Mountain Village (580)

Nunapitchuk
Seldovia (505)
Tanana (463)

AHFC Data Base.

54

Rural Housing Purchase
Occupied Program

P~

NEFELDNDN

53

12

33
26

39

NERL, RN

e

VIR

210

State of Alaska, Department of Community and Regional Affairs,
July 1, 1981 Populations, Municipalities and Census Areas
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TABLE 13. CHARACTERISTICS OF PROPERTIES FINANCED
THROUGH AHFC PROGRAMS

Special Mortgage Loan Purchase Program

State-Assisted Home Ownership  Pledged
Characteristic Total Mortgage Assistance Account
No. of Loans 9,792 8,680 733 356
Original Principal
Balance $853,133,200 $768,232,080 $50,001,807  $36,637,000
Mean Sales Price $98,033 $99,988 $68,215 $110,141
Mean Note Amount $87,125 $88,506 $63,363 $102,912
Mean Loan-to-
Value Ratio 88.9% 94.221% 94.146%
Dwelling Type:
Single Family 78.64% 80.2% 55.1% 88.2%
Condominium 13.55 11.4 42.0 9.3
Duplex 5.70 6.4 0 8
Planned Unit
Development 2.11 2.1 2.9 1.7
New/Existing:
New 25.7% 26.1% 17.2% 34.6%
Existing 74.3 73.9 82.8 65.4
SOURCE: AHFC Data Base

Mobile Home

891

$20,917,060
$25,765
$23,476

91.1%

NA
NA
NA

NA

6.51%
93.49

Rural Owner-
Occupied

213

$14,499,000
$82,466
$68,070

82.5%

96.71%
3.29

0

41 .3%
58.7



The mean sales price for SAM-financed properties was $99,988 for
the period July 1, 1980, through October 31, 1981. The mean mortgage
loan amount was $88,506. The predominent housing type was single
family (80.2 percent), followed by condominiums (11.4 percent),
duplexes (6.4 percent), and units in planned unit developments (2.1
percent). Finally, 26 percent of all units were new.

The mean sales price for homeownership assistance program prop—
erties was $68,215 with a mean loan value of $63,363 and a mean loan-
to-value ratio of 94.2 percent. This lower mean sales price is
expected due to both the sales price limit of $80,000 and the income
limits of the buyer. While the majority of homeownership assistance
program borrowers (55.1 percent) purchases single-family residences,
they purchased a greater proportion of condominiums than SAM borrowers
(42.0 versus .1.4 percent). Also, homeownership assistance program
borrowers purchased more existing structures than the market on
average (82.8 percent versus 73.9 percent). Both of these factors can
be attributed to the price of structures. Condominiums tend to be
less expensive than single-family units, and existing structures tend
to be less expensive than new structures, controlling for all other
factors. AHFC data shows that over the period examined, the mean
sales price of single-family residences was $100,250, $25,560 more
than the mean sales pri®e of condominiums. The mean sales prices of
single family residences were $114,275 for new, and $95,275 for
existing, a $19,000 difference. The mean price for new condominiums
of $87,000 was $15,450 more than for existing units.

The properties purchased by participants in the Pledge Account
Mortgage Program (PAM) also showed the expected characteristics--just
the reverse of HOF purchasers. PAM borrowers purchased higher-priced
houses (mean sales price, $110,141) although the loan-to-value ratio
remained high at 94.1 percent. PAM borrowers purchased more single—
family residences (88.2 peLuent) and fewer duplexes (.8 percent) than
SAM borrowers. Additionally, new structures made up 35 percent of PAM
purchases.
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The characteristics of the properties purchased under the Rural

Housing Mortgage Purchase Program are different from the character—

istics of the SAM-financed properties. The mean sales price for rural
loans was $15,000 lower than for SAM loans, indicating that rural
housing prices are generally less than urban prices. Single-family
properties were the overwhelming structure type, 97 percent. New
units made up 41 percent of rural owner-occupied purchases. This
indicates that the rural housing markets are either expanding or there
i1s currently a replacement of existing units in rural areas.

The mean mobile home purchase price in 1980-1981 was $25,765.
Only 6.5 percent of mobile home purchases statewide were for new
mobile home units.

Program Financing and Costs

A review of AHFC"s operations shows that a primary responsibility
of AHFC 1s financial management. AHFC raises and invests capital
funds within the framework of i1ts housing programs.

The primary sources of capital funds are proceeds from mortgage
bond sales, mortgage loan principal repayment, contributions of
capital from the State of Alaska, proceeds from bonds sold to the
State of Alaska, and funds generated through operations. The uses of
capital funds include the acquisition of mortgages, the payment of
mortgage bonds and notes, short-term investments, and changes i.i cash
balances. Table 14 summarizes the sources and uses of AHFC capital
for fiscal years 1978 through 1981.

Mortgage Bonds

The single, largest source of capital tor AHFC is bonds. The
proceeds from these bonds, issued on national capital markets, are
used to purchase mortgages. As of December 31, 1981, AHFC had issued
$1,753 billion 1in mortgage bonds. Of this total, $1.1 billion, or
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TABLE 14. SOURCES AND USES OF AHFC CAPITAL FUNDS

Sources of Capital Funds

Provided by Operations

Mortgage and Loan
Principal Repayment

Net Proceeds from Sale
of Mortgage Bonds

Net Proceeds from State
of Alaska Notes

Contribution of Capital
from State of Alaska

Other

Total

Uses of Capital Funds
Increase in Investments
Acquisition of Mortgages
Payment of Mortgage Bonds
Payment of Alaska Notes
Increase in Cash
Other

Total

FISCAL YEARS 1978-19S13

(in millions of dollars)

1978 1979
9.808 13.538
29.094 29.698
99.913 209.657
.905

25.440 0

164.255 253.798
21.241 34.909
116.968 189.490
1.850 3.580
.115 .301
- 1.730 .070
25.811 25.448

164.255 253.798

1980

30.343

45.623

264 .669

4.712

400.000
.096

745.443

189.363
549.404
5.005
.387
1.180
.104

745.443

198 la

23.735

61.575

373.081

7.310

150.000

.093
615.794

180.006
427.833
7.690
.329

- .160
.096

615.794

auntil Fiscal Year 1981, AHFC"s fiscal year ran from December 1
to November 30; Fiscal Year 1981 was a transition year which ran from

December 1 to June 30.

SOURCES:

AHFC Annual Report 1978-1980

AHFC Financial Statement, 1981
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63.3 percent, were 1issued for use in the Special Mortgage Loan Pur—
chase Program which began in July 1980.-

The structure of AHFC bond debt i1llu&trates the growth and recent
expansion of AHFC operations. Of the total bonds issued since the
first 1issue in 1972, 98 percent of principal 1is still outstanding.

Structure of Bonds. The bond instrument u~.ed by AHFC has changed
over time. Until the Mortgage Subsidy Bond Act of 1980 (Ullman Bill)
limited their use, AHRC- issued tat.-exempt bonds. The Uliman Bill
forced AHFC inf.o the taxable market the majority of its financing.

The tax-excraDt bonds issued by AKFC prior to 1981 were structured
as serial bonds with thirty years as the terra of the longest bond.
With serial bonds, principal payments are due at specified dates over
the life of the bond 1issue. Since the mortgages financed with the
proceeds from these bonds also had a maximum thirty-year life and
principal repayments are included iIn even payment mortgages, the cash
flow from the mortgages approximated the cash flow requirements of the
bond issue. The serial bonds which matured in earlier years were to
be paid off with mortgage loan principal payments. Mortgage loan
prepayments were used to purchase new loans and pay off outstanding
bonds. A prepayment 1is the paying off of a mortgage loan ahead of the
specified schedule as when someone sells a house.

When AHFC entered the taxable bond market, it had to restructure
its bond issues. First, taxable bonds are usually fixed term, not
serial; that is, all bonds in the issue have the same maturity date,
with interest payments due at specified times over one life of the
bond. Second, due to interest rates and market expectations at the
time AHFC entf ed the taxable market, AHFC could not expect to sell
bonds with a thirty-year maturity.



The current taxable structure used by AHFC is the joint issue of
two bonds, each issue with a different maturity. On the last two
taxable bond sales, the terms are ten and twenty years. The two bond
issues are then combined into a single bond pool for purchasing mort—
gages. For example, the most recent taxable bond issues were State
Assisted Mortgage Bonds Series D ($90,000,000 due December 1, 1991)
and Series E ($60,000,00"" due December 1, 2001). The principal and
interest payments on the mortgages pledged to that bond issue are
deposited iInto a sinking fund as they are received. Principal and
interest payments on the bonds are made from the sinking funds. Since
the mortgages which secure the bonds have a longer legal life, AHFC
has established additional security for investors. First, the
original balance of the ntartgage pool pledged to repayment of a bond
iIssue is larger than the original balance of bonds. These additional
mortgages are funded through state appropriations (state appropria—
tions will be discussed in the next section). Second, AHFC estab—
lishes a source of funds which can be tapped if insufficient funds are
available from the sinking fund to meet an interest or principal
payment. The most recent device used by AHFC is a letter of credit.
This letter of credit, arranged at the time of the bond sale, iIs a
lending agreement between AHFC and a bank that guarantees AHFC"s
ability to borrow funds if the sinking fund does not provide adequate
funds to meet bond principal and interest payments.

Level of Activity. In fiscal year 1980, AHFC issued $269.4 mil —
lion in bonds with net proceeds of $264.7 million.6 Most of these
bonds, $230 million, were issued in July 1980 to provide initial bond
funding for the Special Mortgage Loan Purchase Program. During fiscal

6Prior to fiscal year 1981, the AHFC fiscal year was December
through November; for fiscal year 1981, the fiscal year was December
through June; starting in fiscal year 1982, AHFC"s fiscal year will
run July through June.



year 1S81, AHFC issued $384.4 million in bonds with net proceeds of
$373 million. As of Decem?jer 3*1, 1981, AHFC had 1issued $500 million
in bonds, 84 percent of its fiscal 1982 $592 million bonding author—
ity. This includes $200 million of tax-exempt bonds 1issued under
provisions of the Mortgage Bond Subsidy Tax Act of 1980. In order to
ensure sufficient funds to finance operations at the level of public
demand, AHFC requested supplemental bonding authority of $210 million
in Jaunary 1982.

Contributions by the State of Alaska

The State of Alaska has made a variety of financial contributons
to AHFC since operations began in 1972 (Table 15). These contribu—
tions include direct appropriations, loans, purchase of AHFC bonds,
and deposits to the state insurance fund. Total stite contributions
in all forms through fiscal year 1982 total $891.98 million. By far
the largest category of assistance is direct appropriations— 94 per—
cent of the total. Direct appropriations have increased dramatically
as a result of the program changes in 1980. Of total state appropria—
tions to AHFC of $836.8 million, $815 million has been appropriated
since 1980 to fund current AHFC programs. The State of Alaska has
loaned AHFC $27.6 million since 1972. Additionally, the State of
Alaska purchased $10.0 million in rural housing bonds. Finally, the
state has contributed $17.6 million into the insurance funds used to
f-ure the insui ed housing, mortgage program and the rural insurance
programs.

special Mortgage Loan Purchase Program. The Special Mortgage
Loan Purchase Program is the largest recipient of state appropriations
at AHI1C. For fiscal 1982, $222 million of the $265 million state
appropriation was for the SMLPP program.

In the SMLPP program, the state appropriations are used to pur—

chase mortgage loans. The cash flow derived from the principal and
interest payments on these state funded mortgages are pledged to meet
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TABLE 15. STATE OF ALASKA CONTRIBUTIONS TO AHFC, 1972-1982
(in millions of dollars)

Direct Appropriations Purchase of
Year Ended Loans to Corporation Deposited to State
November 30 Cash Property Corporation Obligations Insurance Fund
(in thousands)

1972 $ 2.625 $ 811

1973 9.800 4.619

1974 3.720

1975 9.400

1976 .500 $ .39

1977 12.300 2. 109

1978 -995

1979 -905 $ 5.600 3.630

1980 $114,000 286.000 4.712 5.505

1981* 150.000 4.400 4.900

1982  (budget) 265.000
$529,000 $307 j25 $27,567 $10,000 $17,590

For year ended June 30.

SOURCE: AHFC. Official Statement, State-Assisted Mortgage Bonds, Series A, June 18, 19L1.



the cash flow requirements of bonds. State appropriations are
required because AHFC purchases mortgage loans with interest rates
less than its own borrowing costs. The state-funded mortgages must
supplement the bond-purchased mortgages to a level adequate to meet
the bond debt service requirement. For example, if bond and mortgage
interest rates are both iC ?~:.cent, interest payments from $100 in
mortgages will be sufficient to pay interest on $100 in bonds. If.
however, the bond interest rate 1is 15 percent, $150 in mortgages at
10 percent 1is required to meet the bond interest payments of $15.

The amount of the state appropriation pledged to each bond pool
depends on the difference between AHFC"s bond and program mortgage
interest rates, the term of the bonds and mortgages, and the expected
level of prepayment. AHFC calculates the state appropriation required
for each bond issue based on the cash flow requirements of the bond
issue. AHFC makes assumptions regarding the expected prepayment lev.el
and calculates the additional amount of mortgages required to meet the
cash flow requirements of the issue. AHFC"s goal is to minimize the
state appropriation required for a given bonding amount and bond/
mortgage interest rate differential (Goldbar, January 8, 1982).

Table 16 lists the amount of st ite appropriations utilized by the
first seven bond issues under the Special Mortgage Loan Purchase pro—
gram. The state appropriation required to supplement the bond funds
rose from 3.7 percent of total funds available on Insured Mortgage
Program Bonds, 1980 second series (the first 1issue under the SAM
program) to 39.3 percent under State Assisted Mortgage Bond, Series B
and C. The major reason for the increase 1is found in the difference
between bond and mortgage interest rates. On Insured Mortgage Program
Bonds, 1980 Second Series, AHFC"s borrowing cost was 10.25 percent
versus a mortgage rate of 10 percent (9 percent for state veterans).
On State Assisted Mortgage Bonds, Series B and C, AHFC"s borrowing
cost of 19.153 percent exceeds the mortgage interest rate of
12.125 percent by 7.0"” percentage points. For the first seven bond
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TRI.E 16. USE OF STATE AITKOI™IUATION IV HNI) ISSLE, SPECIAL MORTGACE PURCHASE PROGRAM

Insured Mortgege Housing Ronds
(lax Bempt)

1990 1990
Secod Series Third Scries

Rond Prooceeds Used t©

Ruirdese Mortgages $203,306 $200,872
Slate Appropriation
Pledged o Issle 7.851 30.061
Total Fuds Available
for Mortgeges 211.156 239.933
State Appropriation as A
Percat of Total Funds J. ™ 16.3X
Costa of Futk™ 0.25X 12,20X
AFC_ Rate;
First $0,000 10.0X 10.0X
Ralance 10.5 12.29
State riation as
Perogg%rg% Total Fuch 16.8 7.1
o Each Point
of Interest Rate intial

* ¢l proceeds fran bod isse, RAIIFC estimate at tine of bod aalo.

dlncllxhﬁ Cost of issiinurc. Gate for nonvelerou.

SORE: ARC

@illio™ oi dollars)

State-Assisted Mortgage Ronds
I (Taxable)

Series A ScriesBad C  Series Dad E

$163. $166.510* $165,821*
&.661 B. 75 56.000b
231.663 . 261.28%° 201.8211°
3HB. X 30.3X 277X
17.0eX 19.153X 19.61IX
10.0X 2. X 12.3/X
17.06 9. 33 19.611
5.0 5.% 3.3

Hrze Mortgege Rods
(Tax Bempt)

First Scries Second S

97.768* 97.85"
203021 23.3001
127.250° 1211257
23.18X 19.26X
13.158X 13.19X
10.0X 10.0X
13.158 13.19
7.3%6 6.3

Ceatimate of total furs available.



issues used to Tfinance the SMLPP program, state appropriations of
$333 million was required, 24 percent of mortgage funds available.

While total state appropriations relative to bond proceeds
increased due to increases in the bond/mortgage interest rate differ—
ential, the state appropriation per one percentage point of differ—
ential has declined since the first bond issue used to finance the
Special Mortgage Loan Purchase Program. The state appropriation of
3.7 percent of total funds for Insured Mortgage Housing Bonds, 1980
second series represented a 14.8 percent share per one percentage
point of bond/mortgage interest rate differential. Table 16 shows
that this differential has decreased to as low as 3.4 percent per
point of differential for State Assisted Mortgage Bonds, Series D
and E.

As of November 31, 1981, AHFC had completed mortgage purchases
under the first three bond issues used to finance the Special Mortgage
Loan Purchase Program (Insured Mortgage Housing Bonds, 1980 second and
third series and State Assisted Mortgage Bonds, Series A). For these
issues, the mean state appropriation per mortgage loan purchased was
$3,108 for 1980 second series, $13,960 for 1980 third series, and
$31,822 for State Assisted, Series A. On ,i per percentage point of
interest rate differential, the appropriation declined from $12,432
per percentage point for Insured Mortgage Housing Bonds, second series,
to $4,514 for State Assisted Mortgage Bonds, Series A. The actual
cost of individual loans depends on the level of interest rate differ—
ential and the length of time the mortgage loan is held. (These
issues are discussed in Chapter Seven on Program Costs.)

Other AHFC Programs. The mobile home program, the rural owner-
occupied, end the rural nonowner-occupied programs are funded through
direct state appropriations made to the Home Ownership Fund. The
state appropriations for these programs increased from $6.5 million in



fiscal year 1980 and $17.0 million in fiscal 1981 to a total of $43.0
million for fiscal 1982. For 1982, the appropriations were $18.0 mil-
lion for the mobile home program, $20.0 million for the rural owner-
occupied program, and $5.0 million for the rural nonowner-occupied
program.

AHFC has approved $15.4 million in mobile home loans in the first
five months of fiscal year 1982, an annual rate of $37 million. This
demand is approximately twice the 1982 appropriation. This additional
demand will be financed with funds available from other sources. The
rural programs are operating in 1982 and levels in line with the
appropriations. Loan approvals in the Rural Housing Mortgage Purchase
Program totaled $6.3 million in the first five months of fiscal year
1982, a $15.1 million annual rate. The Rural Nonowner-occupied
Program has approved $1.5 million through November 1981, a $3.5
million annual rate.

Operating Expenditures and Revenue

The major categories of AHFC"s operating costs are interest
payments on outstanding not;s and bonds; mortgage service fees; legal,
accounting, and trustee fees; general and administrative expenses; and
the provision for loan loss. Table 17 summarizes AHFC"s operating
costs and revenues for fiscal years 1978 through 1981. Over the
period examine”, AHFC"s operating costs increased from $26.3 million
in 1978 to $57.4 million in the seven months of fiscal year 1981. The
composition of operating expenses has remained constant with interest
payments on outstanding notes and bonds constituting 93 percent;
mortgage service fees representing 4-to-5 percent; general and admin—
istrative costs declining from 2.0 to 1.4 percent; and legal, account—
ing, and trustee fees remaining below 1 percent. A new category of
operating cost in 1981 was the monthly payments required under the HOF
program.



TABLE 17. AHFC OPERATING REVENUES AND EXPENSES
FISCAL YEARS 1978-198la

(in millions of dollars)

1978 1979 1980 198la
Revenues
Interest Income:
Mortgage Loans 23.311 33.540 57.176 60.440
Investments 7.651 13.329 22.549 39.616
Loan and Other Fees L7132 1.031 1.378 2.193
Total 31.695 47.900 81.103 102.249
Expenses
Interest on Notes and Bonds 24.483 35.654 51.159 53.350
Mortgage Service Fees 1.048 1.495 2.653 2.610
General and Administrative .519 .661 888 ,800
Legal, Accounting, and Trustee .161 .362 .490 .426
Mortgage Payment
Assistance Subsidies 0 0 0 137
Provision for Loan Loss .059 .097 0 .065
Total 26.270 38.269 55.190 57.391
Revenues 1In Excess of Expenses 5.425 9.631 25.913 44.858

auntil Fiscal Year 1981, AHFC"s fiscal years ran from December 1
to November 30; Fiscal Year 1981 was a transition year which ran from
December 1 to June 30.

SOURCES: AHFC Annual Report 1978-1980
AHFC Financial Statement, 1981



Interest payments on outstanding bonds and notes cost AKFC
$53.35 million in the seven months of fiscal 1981. Interest payments
will continue to grow as AHFC issues additional bonds to finance the
SMLPP.  AHFC pays 1its bond interest payments from payments it received
on the mortgage loans. In fiscal 1981, AHFC collected $60.4 million
in mortgage interest payments.

General and administrative expenses combined with legal, account—
ing, and trustee fees cost AHFC $1.3 million in fiscal 1981 and
$1.4 million in Tfiscal 1980. These expenses ore budgeted for
$2.9 million in fiscal year 1982. AHFC finances these expenses
through income earned on corporation activities.

The monthly subsidy required for the HOF program 1is funded
through  the incomegenerated from capital contributed by the State of
Alaska. At the time the program was authorized in 1980, the State of
Alaska contributed $50.0 million in mortgages to the home ownership
fund. The incomefrom these mortgages was to be usedto make the
monthly subsidy payments. In fiscal year 1981, AHFC disbursed
$137,000 from the fund. In fiscal year 1982, the State of Alaska
pledged the income from the funds appropriated for the mobile home and
rural programs to provide HOF subsidies. In December 1981, the HOF
program paid out $153,636 in subsidies to 891 recipients, a mean
subsidy  of $172. The actual subsidies rangedfrom $5.82 to $333.

Summary

AHFC evolved from a suppLier of mortgage funds for low and
moderate income households in 1979 to the primary provider of mortgage
funds in 1981 as a result of the Special Mortgage Loan Purchase Pro—
gram which was created in June 1980. In fiscal year 1982, AHFC esti—
mates that it will provide at or near $1.0 billion fcr the purchase of
below market interest rate loans in Alaska.



AHFC offers several mortgage programs from which potential home—
owners may choose. The Special Mortgage Loan Purchase Program
includes the Home Ownership Assistance Program for low- and moderate-
in.ome homebuyers and the Pledged Account Mortgage Program. There are
also programs for rural residents and mobile home buyers.

The Special Mortgage Loan Purchase Program 1is financed turough
bond and state appropriated funds. The level of state appropriation
required depends on the difference between the below-market interest
rate provided and the cost of borrowing to AHFC. While the goal 1is
ultimately to provide mortgage funds on the first $90,000 of balance
at three percentage points below AHFC"s cost of funds, events of the
past year have kept state appropriations at a higher level. These
events include the limitations placed on AHFC to issue tax exempt
bonds under the Mortgage Subsidy Bond Tax Act of 1980 and the his—
torically high levels of interest rates.

The effects of AHFC programs on state housing markets and a
further discussion of program costs are provided in Parts 2 and 3 of
this report.






CHAPTER TWO
ALASKA STATE HOUSING AUTHORITY

la this chapter, we discuss the history and operations of
Alaska®s public housing authorities, the Alaska State Housing Author—
ity and thirteen regional Native housing authorities. The Alaska
State uousing Authority (ASHA) is the state"s oldest housing agency.
Created in 1 5 by the territorial legislature, ASHA was a response to
an acute housing shortage caused by the limited availability of finan—
cing, high costs of construction, and a small construction industry in
the territory. The Alaska State Housing Authority was given respon—
sibility for assisting in the development of decent, safe, and sani—
tary housing throughout the territory and, subsequently, the State of
Alaska by building and operating public housing. In the 1950s and
1960s, /SHA®"s role was expanded to include several additional housingr
related activities from providing planning assistance for boroughs as
well as cities (1957), constructing water and sewer facilities and
authority for their interim operation (1964), and acquiring or con—
structing public buildings for lease to the state (1965) to construct—
ing rental and ownership housing for moderate income families (1965).
Several of these functions have since been discontinued due to federal
funding cuts or have been transferred to other state agencies; today
ASHA functions primarily as a provider of subsidized low-income
housing. In an appendix to this report, we describe the early history
or ASHA and its housing production uiiJer past programs up to the early
1970s.

For twenty-five years, ASHA attempted to meet the housing needs
of residents throughout the entire state as mandated in enabling
legislation (Alaska Statutes, Title 18, Chapter 55). The agency
encountered a number of physical, economic, and cultural problems with
housing provision in the bush that have been difficult to resolvel.

Ahis discussion draws upon The Housing Element of the State of
Alaska Comprehensive Plan (Division of Policy Development and Plan—
ning, 1978), which contains a review of several reports on housing
problems in Alaska. .
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Physical problems include such things as getting materials and labor
to bush locations on schedule, and the lack of ground water and dif—
ficulty of sewage disposal in permafrost areas. Chief among economic
problems is the low level and irregular nature of cash income in most
rural areas, making conventional housing finance methods unsuitable in
the local economy. Housing operating costs such as heating costs can
also be beyond the means of many rural Alaskans. ASHA also encoun—
tered a general lack of experience in many Native communities in
operating and maintaining standard housing. =

The combination of these problems resulted in generally poor
working relations between ASHA staff and Native communities. This
situation led iIn 1971 to state legislation providing for regional
Native housing authorities (RHAS) to Dbe established by the Native
regional corporations (Alaska Statutes, Title 18, Chapter 55, Ar—
ticle 5). Itwas expected that regionally based authorities would
better represent the needs of their Native constituents and would be
better able to understand and resolve the special problems faced in
predominantly Native villages.

There are thirteen RHAs in Alaska with jurisdictions.correspond—
ing to the twelve regional Native corporation boundaries and the
federally recognized tribal lands in Metlakatla. ASHA retains the
legislative authority to operate throughout the state but since the
creation of the RHAs has confined its new projects to the cities and
larger towns in Southcentral and Southeast Alaska.

ASHA and the RHAs are public corporate agencies of the ui+ ite.
The major role of e.ch, however, has been that of an agent of the
federal government. Virtually all of their housing has been financed
through programs of the U.S. Department of Housing and Urban Devel —
opment (ho."). Only recently has the stave become systematically
involved in f:inding low-income housing, and even iIn these cases, state
money haa primarily been used to leverage federal funds.
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The state housing authority and the RHAs have the same legis—
lative authority for carrying out their housing programs. The dif—
ferences in their activities 1in general arise not from differing
limits on their corporate powers, but from the different problems of
their constituents. Today ASHA is involved almost exclusively in
providing rental housing. The agency also manages some houses built
under the Turnkey 111 homeownership program2 which was initiated
thirteen years ago, but ASHA has not been involved in any ownership
programs since the early 1970s.

The RHAs, for the most part, administer a homeownership program
for Alaska Natives, the Mutual Help for Indians Program. Since 1978,
however, a few RHAs have constructed approximately 129 public housing
rental units for families or elderly residents. There is a growing
Iinterest among some RHAs in becoming more involved in providing rental
housing In the larger Native towns and regional centers, particularly
those that have recently experienced steady economic growth (Patton,
October 27, 1981).

In general, however, rental programs designed for large, vlevel-
oped population centers are inappropriate to and not used 1in the
small, isolated communities served by the RHAs. Because of the
expense of cons ruction and management and the seasonal nature of the
local cash economy, HUD 1is reluctant to build fewer than about twenty
rental units In a town and requires evidence that the units 1t uoes
build will, in fact, be rentable (Curtis, October 28, 1981).

Federal Housing Programs
Table 18 summarizes the federal housing programs that have been
used in Alaska. The four programs that are presently active- the
conventional public housing programs, Mutual Help for Indians, and

both Section 8 programs— will be described in detail in ths following

2Please refer to the discussion of the Mutual Help program of the
RHAs and to Appendix A.
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TABLE 18. FEDERAL HOUSING PROGRAMS IN ALASKA

Dates of Activity Housing
Program in Alaska Type Agency
Conventional Low- 1951 to Present Rental ASHA, RHAs
Rent Public Housing ’
Turnkey 111 1968 to 1970 Ownership ASHA
Middle Income
221(d) (3) 1967 Rental ASHA
Remote 200/ -
Mutual Help 1971 Ownership ASHA
Mutual Help for .
Indians 1978 to Present Ownership RHAs
Section s, New
Construction 1976 to Present Rental ASHA
Section 8, EXIStING 1976 ¢4 present Rental ASHA

Housing Program

sections on ASHA and RHA activities. The operations of programs that
are no longer being funded- Turnkey 111, 221(d)(3), and Remote 200-

will not be described in any detail, although program summaries are

found in an appendix to this report. The new units produced in Alaska

in the past decade under these programs are included in total produc—
tion figures later in this chapter.

There are several requirements which HUD commonly imposes in most
of its programs that will be discussed briefly. HUD usually sets
program eligibility limits, such as income limits or priority for
serving certain groups In public housing and in both Section 8
programs, eligible tenants must be 62 years of age or older, be handi—
capped, or be a family. Their income must not exceed a maximum set by
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HUD that is based . household composition and income levels in the
area in which the housing is located; consequently, income limits vary
across the state. Table 19 shows federal program income limits for
Anchorage. The Jlowest limits are found in the bush, where 1income
levels are the lowest in the state (Czech, December g, 1981). The
highest limits are set for Juneau, where incomes are the highest.

TABLE 19. ANCHORAGE INCOME LIMITS. PUBLIC HOUSING, AND SECTION 8
NEW CONSTRUCTION AND EXISTING HOUSING

Single Person

(Elderly or Family Family Family
Program Handicapped) of Two of Three of Four
Public Housing $13,700 16,800 18,900 21,000a
8, New and Existing 16,350 18,700 21,000 23,350"

aLimit increases by approximately $2,100 for each additional
person.

Limit increases by approximately $1,500 for each additional
person.

SOURCE: Correspondence with John Curtis, Director of ASHA,
November 6, 1981.

A second requirement, 1imposed by Congresn in 1969, is a limit on
tenant monthly payments that applies to all 1iederal housing subsidy
programs.  This law originally required tat no subsidy recipient
could be charged more than 25 percent of monthly income for rent and
other housing payments. This rent/income vratio will 1increase to
30 percent this spring as a result of recent Congressional action
(Czech, December 14, 1981).



HUD has also required that tenants in its housing projects have a
broad range of incomes, within program income limits, that replicates
the income distribution in the community. HUD imposed a further
stipulation that at le”st 20 percent of tenants in a particular proj—
ect be in the "very low income"™ category, defined as having an income
of no more than 50 percent of the area median. Both of these require—
ments are also being changed. HUD will no longer require a broad
income distribution and 1is effectively lowering income eligibility
limits (Czech, December 14, 1981). In the future it will be difficult
for anyone with an income greater than 50 percent of the area median
to qualify for housing subsidies.

Finally, HUD imposes a per-unit total development cost limit on
all federally funded new housing construction. This limit is cur—
rently set at $92,000 and includes everything from architects® fees to
brick and mortar and labor. This limit i3 particularly important for
rural housing projects in Alaska since the costs of construction in
the bush are so high.

ASHA and Federal Programs

Program operations and current and potential problems under
Conventional Public Housing, Section 8 New Construction and Section 8
Existing Housing, are discussed in this section. While the programs
are descvibed in the context of ASHA, they operate the same way when
used by the RHAs.

ASHA currently administers six federal housing programs. The
three active programs for which new units are funded are Conventional
Public Housing, Section 8 New Construction housing, and Section 8
Existing housing. The other federal programs that ASHA administers
will be referred to only briefly as HUD funds no new units, and the
programs involved no state funds.



Public Housing

Under the Conventional Public Housing program, HUD finances the
development of a project and provides additional operating subsidies.
The development subsidy mechanism is somewhat complicated. HUD sells
tax-exempt, federally guaranteed bonds to private investors for the
housing authority. The federal government pays off the bond principal
and interest through annual contributions to the housing authorit™
which owns and operates the housing project constructed with bond
revenues. Federa? operating subsidies were not originally intended in
the public housing program; tenant rents were expected to cover oper—
ating expenses. In the Ilate 1960s, when these expenses— namely
utility charges, salaries, etc.— beg?n to rise faster than tenmt
incomes, Congres? expanded the federal contribution to include part of
project operating costs as well as all of the capital costs of public
housing.

While ASHA owns, operates, and maintains 1its public housing, it
must adhere to the requirements set by HUD (described above) regarding
tenant eligibility and rent payments. HUD allovs the housing au—
thority the choice of setting tenant asset limits, ;.n option ASHA has
chosen to exercise. The Anchorage asset limits for public housing
tenants are $15,000 for the elderly and handicapped and $10,000 for a
family. The average net income of a tenant in ASHA public housing is
$7,350 v .ar; the average rent paid by a tenant is $150 per month
(Curtis, November 6, 1981).

Table 20 lists ASHA"s low-income public housing projects. ASHA
has built eighteen projects under this program since 1951, totaling
891 units. There 1is a demand for at least another 500 units, as
indicated by the waiting lists. Public housing waiting lists are
fairly good indicators of unmet demand since any qualified applicant
who cannot be served immediately is put on the list, and that list is
updated monthly (Wilson, November 23, 1981).



TABLE 20. CONVENTIONAL PUBLIC HOUSING

LOCATION: Year Number Number
Project Name Built of Units Waiting
TOTAL 1060 92
ANCHORAGE 449 278
1. Willow Park 1953 150
2. Loussac Manor 1967 62
3. Fairmount 1969 88 263
4. Acquisition 1981 99
5. Park View Manor 1981 50 15
FAIRBANKS 155 17
1. Birch Park 1951 75 17
2. Spruce Park 1973 80
JUNE/ “J/DOUGLAS 117 50
1. Cedar Park 1952 50 20
2. Cedar Park Annex 1967 25
3. Mountain View 1977 42 011
4. Geneva Woods 1974 25
KETCHIKAN 64 120
1. Schoenbar Park 1969 24 85
2. Sea View Terrace 1977 50 35
SITKA: Paxton Manor 1966 24 11
PETERSBURG: Vista View 1967 12 7
KODIAK: Pacific Terrace 1967 40 43
VALDEZ: Valdez Arms 1967 14 7
CORDOVA: Eyak Manor 1970 16 1
BETHEL: Bethel Heightsb 1968 120 47
NOME: Beringvueb 1970 29 1
WRANGELL: Etolin H.xghtsb 1969 20 10

3
Existing units iIn three- and four-plexes bought by ASHA.

bBethel Heights, Beringvue, and Etolin Heights were built and
financed under other federal programs. Public Housing subsidies were
granted to them when these projects experienced financial and other
operating problems.

SOURCE: ASHA Records



The primary concern of HUD 1is that public housing projects be
income solvent, that 1is, able to meet operating expenses with oper—
ating income. The housing authority derives its operating income from
two sources, tenant rent payments and federal operating subsidies.
Because of the low income levels of public housing tenants and the
25 percent rent/income limit, ASHA has depended on the operating
subsidy for about half of its operating revenues (see Table 32). If
these funds are significantly decreased, ASHA will be placed in a
difficult situation under the new federal requirements. It will not
be able to raise rents above 30 percent of any tenant®s income, an
undesirable move under any circumstances; nor will ASHA be able to
replace the poorest tenants with new ones having higher incomes.

Public housing operating subsidies are not a guaranteed source of
income for housing authorities. The funds are appropriated annually
by Congress, which is under no obligation to continue these appro—
priations at current levels, or even at all. It is quite possible
that they may be dramatically reduced in future spending cuts. <iven
the various constraint on ASHA under this program, such federal cuts
could make 1t impo? for ASHA to meet program requirements ar. may
result in financial Jifr*. \y Ot tht housing authority.® Under these
circumstances, the authority would proh.bly sell its public housing on
the private market, unless other funding sources could be found.

Section 8 Subsidy Programs

While federal budget cuts may have important impacts on all
federal housing programs, they would be less likely to lead to poten—
tial insolvency in the Section 8 programs. Before describing how
these programs operate and how budget cuts may affect them, it 1is
necessary to explain why the programs were instituted and how they
differ from earlier federal housing programs.

In the 1960s and early 1970s, housing programs proliferated, but
many projects floundered financially due to poor program design or



administratiotf. or faced criticism based on perceived discriminatory or

other harnful social effects. In 1973, President Nixon suspended all

principal subsidized housing programs for being inequitable, ineffi—
cient, duplicative, and too expensive. Section 8 was advanced to

tolve these problems by consolidating previous programs and relying on

the private sector to build and manage subsidized housing, as opposed

to relying on the public sector (Weicher, 1980).

Before Section 8, housing programs relied entirely on a "supply-
side” approach. That is, subsidies were used to increase directly the
number of housing units by financing some portion of capital costs of
new housing. The benefits of the subsidies were only indirectly
passed on to the nomimal program beneficiaries. For example, interest
subsidy programs3s were a popular supply-side approach in the 1960s.
An interest subsidy effectively reduces the cost to the developer of
building housing, the intention being to induce production of new
housing units. This development cost savings was expected to be
passed along to the program beneficiary in the form of lower rents or
house prices.

A number of problems arose iIn many programs in the late 1960s and
early 197Cs. They cost more than had been anticipated In some cases;
in others they were actuarially unsound or did not serve the groups
intended as recipients. Ili general, the units bjilt were often not
affordable to intended progran users (Weicher, 198G.,.

Under "demand-side™ approaches, there is a shift away from direct
production incentives that are tied to the housing unit being subsi—
dized. The emphasis instead is on a subsidy that goes directly to the

3Section 221(d)(3) and Section 236 are two examples of interest
su sidy programs for rental housing. Section 235 is an example of a
homeownership program that used interest subsidies. See Weicher,
Housing: Federal Policies and Programs.



needy family, enabling the recipient to afford housing in the private,

unsubsidized market. The subsidy is tied to the recipient, not to a
particular housing unit. The anticipated indirect effect is an iIn—
crease 1In housing production, caused by the increase in the effective

demand for housing from the poor whose 1incomes are increased by
receiving subsidies.

The Section 8 Existing program fits this description; it iIs a
pure demand-side approach. The Section 8 New Construction program, on
the other hand, fits the supply-side description. Any program that
directly produces new units is a supply-side program since the subsidy
nk’.it be inseparable from the housing units that are built. The only
similarity between the two Section 8 programs 1is the method by which
the per-unit amount of subsidy 1is calculated. Both programs are
described below.

Section 8 New Construction. ASHA"s new Section 8 housing closely
resembles public housing since both are constructed and managed by
ASHA. ASHA, as a public agency, was able to finance its Section 8 New
Construction projects with state low-interest loans and grants.
Without these state subsidies made, the projects would not have been
financially feasible. The state funds preven* ed federal housing funds
allocated to Alaska from being lost to the state,4 as HUD"s practice
Is to reallocate funds that will not be ised iIn one area to other
parts of the country where they will be used.

In Section g8, the subsidy is not used to reduce the cost of
constructing the housing; it iIs used to moke the housing affordable to
the tenant. The subsidy amount for each apartment is the difference
between the rent on the unit and the tenant"s monthly payment, wuich
currently may not exceed 25 percent of monthly income.

4HUD"s Fair Share Allocation system 1is described in Appendix B.
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For example, for an eligible tenant with an annual income of
$6,720, or $560 per month, the tenant payment for a subsidized apart—
ment may not exceed $140 (25 percent of $560). Assume that the rent
required to pay for utilities, maintenance and repairs, other operat—
ing costs, and for debt amortization is $400 per month (see Figure 2).
The difference between the tenant payment and the rent is $260; this
is the amount of subsidy HUD pays on that, apartment each month. Under
the 30 percent rent/income ratio to be instituted this spring, the
tenant®s payment will increase to $168 per month, and the subsidy will
decrease by $28 to $232 per month. Note that the $260 or $232 payment
IS not used to reduce the cost of building or operating the housing.

It 1s used to reduce the cost for that eligible tenant of renting that
unit.

FIGURE 2. DETERMINING THE AMOUNT OF SUBSIDY
UNDER SECTION 8 PROGRAMS

TENANT PAYMENT
= $140/mo. Rent = $400/mo.

1
100 200 300 400

w * .

subsidy = $260/mo.

HUD sets maximum allowable rents for standard quality (nonluxury)
apartments and houses that receive Section s subsidies, called Fair
Market Rents (FMRs). The FMR 1is not the rent payed by the tenant; it
is the amount received by the landlord from both the tenant payment
and the HUD subsidy. The FMR limit is set to prevent landlords from
charging rents above market levels, thereby preventing larger federal
subsidy outlays than are necessary. |If the project sponsor, be it a
private developer or ASHA, cannot amortize the mortgage debt and

operate the housing with the income from the allowed rents, the proj—
ect is not built.



Fair Market Rents for Section 8 New Construction units are de—
signed to reflect the costs of constructing and operating new housing
by setting them at the level charged for comparable private units.
The process of setting FMRs 1is complex. HUD bases them on a survey of
rents on nonsubsidized apartments in the area where the project will
be built. FMRs are revised annually to account for changes in con—
struction costs and in the local housing market. Table 21 shows FMRs
for Section 8 New Construction in effect in Alaska as of November
1981.

There are several criticisms of HUD"« FMRs. Some claim that FMRs
are outdated by the time they come into effect due to the time lag
between when the survey is made and the time the FMRs are used- a year
to a year-and-a-half later (Young, December 13, 1981). This reduces
the 1incentive for developers to build Section 8 housing. Rents
usually increase, so Section 8 housing may rent for less, but it costs
just as much to build as unsubsidized housing.

ASHA owns and operates five Section 8 New Construction projects,
containing 285 rental units (see Table 22). In November 1981, there
were 130 eligible,applicants on waiting lists for these unit§/0- These
lists, however, are not a good indicator of unmet program demand.
Unlike Conventional Public Housing, Section 8 lists are closed when
ASHA anticipates < open units and turnover is low. No new applica—
tions are taken by the housing authority, regardless of the eligi—
bility of the needy individual or family.
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TABLE 21. FAIR MARKET RENTS FOR SECTION 8 NEW CONSTRUCTION

Market Area

ARONbYage

Dotynanlic

THRRA

ebrTkGH

Coastal Area,

N. of Aleutians/

N. Coastal Area,
Barter Island

Structure Type

Detached
Serai-Detached/Row
Walkup
Elevator/2-4 Story
5 + Story

Detached
Semi-Detached/Row
Walkup
Elevator/2-4 Story
5 + Story

Detached
Semi-Detached/Row
Walkup
Elevator/2-4 Story
5 + Story

Detached
Semi-Detached/Row
Walkup
Elevator/2-4 Story
5 + Story

Detached
Semi-Detached/Row
Walkup
Elevator/2-4 Story
5 + Story

Market areas are not combined.

market areas.

SOURCE:

Federal Register, Vol. 45, No.

384
503
512

476
583
595

431
483
507

385
442
464

738

FMRs are

Number of Bedrooms

or more

1 2 3 4

643 711 735
553 616 671 694
453 531 628 650
592 662
602 673

633 690 751
542 608 683 737
517 584 657 723
670 746
684 760

670 763 794
538 650 727 763
481 599 693 735
545 625
572 650

589 670 745
478 561 639 710
435 510 581 645
505 592
515 609
861 947 1042 1146
836 920 1012 1113
812 894 983 1081

identical for these



TABLE 22. SECTION 8 NEW CONSTRUCTION

Location Year Number Number

Project Name Built Units Waiting

Total 285 130

Anchorage 137 96

1. Chugach View 1S77 120 66

2. Ptarmigan Park 1979 17 30

Fairbanks: Golden Towers 1976 96 30

Cordova: Sunset View 1979 22 8
Seward: Glacier View 1979 30

SOURCE:  ASHA

Tenants 1n ASHA"s Section 8 New Construction projects have an
average annual income of $6,400 and pay an average of $133 per month
(Curtis, November 6, 1981).

There are also seven privately owned and managed housing projects
in Alaska built under the Section 8 New Construction program. Each of
these projects was financed with FRA mortgage insurance, an important
factor in the financial feasibility of these projects. They have a
commitment from HUD for 20, 30, or 40 years, depending on the term of
the project loan. Table 23 lists these projects, the number of units,
and the subsidy commitment.

TABLE 23. PRIVATE SECTION 8 NEW CONSTRUCTION
HOUSING IN ALASKA

Project Subsidy No. Units Date
1 Bethel: Ayalpik Apts. $228,804 24 FY 81
2. Juneau: Madsen/Tiffany 392,928 52 FYy 81
3.  Fairbanks: Chenana Apts. 320,820 51 FY 76
4.  Fairbanks: Executive Estates 682,560 108 FY 78
5.  Fairbanks: Park West Apts. 522,720 34 FY 77
6. Anchorage: KBL Apts. 477,024 76 FY 78
7.  Kodiak: Kodiak Elderly 400,620 55 FY 78

TOTAL 3,025,476 450

SOURCE: U.S. Department of Housing and Urban Development.
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Section 8 Existing Housing. This program bears little similarity
to either of the two programs described earlier. iSHA administers the
Section 8 Existing program, but 1its role is not that of landlord.
Eligible participants must find their own house or apartment in the
private market that meets HUD"s requirements. They are responsible to
their private landlord for their rent payments and for other responsi—
bilities as tenants. ASHA 1is involved in determining eligibility
(same eligibility requirements as in Section 8 New Construction), in
inspecting the units, 1In entering into and terminating contracts with
landlords, and in passing through to the landlords the subsidy from
HUD.

The only similarity between the Section 8 Existing and New Con—
struction programs 1is the way the per-unit subsidy amount is deter—
mined. HUD pays the difference between 25 percent of the recipient”s
income and the rent on the apartment, just as in the New Construction
program.

HUD also sets FMR limits for Section 8 Existing housing lower
than the FMRs fcr New Construction (see Table 24). The reason given
for lower FMRs for existing housing 1is that it should rent for less
than new housing because it was less expensive to build. This
reasoning, however, may not be valid. All rents respond to the level
of housing demand, increasing when demand increases. New housing is
built only when rents can be charged that offset the costs of building
and managing the housing, with a profit margin included. New units
rent for amounts close to that for older units; people may be willing
to pay a little more for newer housing, but i1f a new apartment costs
much more than older ones, it will remain vacant unless something
makes 1t worth more. Setting lower FMRs for the Section 8 Existing
program does not reflect this relationship. Subsidy recipients are
experiencing increasing difficulty in finding apartments with rents as
low as the FMRs (Slrasbaugh, De- -»er 7, 1981; Terrell, December 16,
1981).
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TABLE 24. FAIR MARKET RENTS FOR SECTION 8 EXISTING HOUSING3

Number of Bedrooms

Location C 1 2 3 4

Anchorage 332 404 475 546 618
Fairbanks 332 404 515 592 670
Juneau 332 404 515 592 670
Kenai 332 404 515 592 670
Ketchikan 332 404 515 592 670
Matanuska-Susitna 332 404 515 592 670

aNew FMRs will be published early in 1982.

SOURCE: Federal Register, Vol. 46, No. 52, p. 17505.

As program funds become available, the HUD Anchorage Area Office
allocates them around the state. They are allocated in the form of a
certain number of rent subsidy certificates for different types of
units, from efficiency to five-bedroom apartments. The mix of units
determines the number of certificates: the more certificates for large
units, that 1is, for large families, the fewer the households that
receive them. This tradeoff between number and size of families
receiving subsidies also applies to Section 8 New Construction and any
other housing program, because the amount of available funds 1is not
unlimited. HUD attempts to be equitable in its distribution of funds
by basing the mix of units it subsidizes on local needs and on the mix
of units previously subsidized iIn that area. Table 25 shows the
distribution of Section 8 Existing subsidies in Alarka.



Tenants with Section 8 Existing subsidies have average annual

incomes of $7,100 and pay an average of $148 per month for rent
(Curtis, November 6, 1981).
TABLE 25. SECTION 8 EXISTING HOUSING
Number Number
Certificates Certificates Number On
Location Allocated Under Contract Waiting List
State Total 1,363 1,032 479
Anchorage3 980 w2 299
Fairbanks 100 100 100
Ker.ai/Soldotna 110 110 47
Ketchikan 40 40 n
Juneau3 1u 1 22
Mat-Su3 122 9 0

aAnchorage and Mat-Su received a new allocation

of

certificates in the fall of 1981; consequently, a large
number of these certificates have not yet been contracted.

Juneau received 1its eleven-certificate allocation
1980, but due to extremely low vacancy rates, only one

in
has

been successfully contracted. The remaining ten allocations

must be returned to HUD.

SOURCE: Alaska State Housing Authority.
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Regional Housing Authorities

Mutual Help Housing

Most RHA activity currently takes place under the federal Mutual
Help for Indians housing program. As the name implies, the program
serves only the Native population. Today"s Mutual Help program is the
latest in a series of three low-income homeownership programs that
began in the early 1960s with the Turnkey I1I program.5J The major
differences between the progams have been in how monthly payments are
computed.

Participating families initially lease houses owned by the RHA
and gradually build up equity in the homes they occupy. Ownership
passes to the family under three circumstances: when family income
increases to the point where it can obtain permanent financing; when
the amount contributed to an equity account equals the unamortized
debt and closing costs; or after 25 years.

Eligible participants are Jlow-income Native Tfamilies with a
potential for homeownership; that 1is, the ability to meet the minimum
payments required. Income limits vary from one RHA to another; each
RHA sets maximum and minimum limits for families of different sizes.
The maximum income limits must be approved by HUD, which requires that
they not exceed 80 percent of the area median income unless no other
source of mortgage financing is available in the area where the appli—
cant lives. The minimum income limit is the level of income the RHA
determines 13 necessary to payhome operating costs and the minimum
monthly payment.

5In 1968 and 1970, before the creation of RHAs, ASHA constructed
230 houses under Turnkey 111- 180 in Bethel and 50 in Nome. Approxi—
mately 138 of these units have been converted to rentals due to the
inability of many participants to maintain a hone buyer status.
(Barbara Wilson, ASHA; Performance Review of ASHA: 2,8.) HUD has not
accepted new Turnkey 111 applications since 1973.
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Participating families are required to contribute either land for
the house site, labor iIn constructing the house, building materials,
cash, or a combination of these, valued at $1,500. In addition, the
family must make a monthly payment to the RHA. This monthly payment
has two components; the first is an administrative service charge that
covers the RHA program administrative expenses, 1Insurance on the
house, and payments in lieu of local property taxes. The second
component of the monthly payment is an amount that goes into a family
equity account. The entire monthly payment may not exceed 25 percent
of family income; thus, the amount budgeted to the equity account is
the difference between 25 percent of income and the administrative
charge. A participating family may have an income low enough that no
payments are ever made to the equity account. Nonetheless, after
25 years, ownership will pass to such a family as long as it has paid
its utility costs and the monthly administrative service charge.

The monthly payment may change if the costs of administering the
program changes and i1f family income changes. The RHAs periodically
recertify family income to adjust monthly payments and to determine if
the family 1is eligible for permanent financing, one of the ways a
family can attain ownership status.

Once a family 1is determined eligible for permanent financing and
elects to take out a mortgage loan, its obligations change from those
under an occupancy agreement to those under a promissory note and
mortgage, which are held by the RHA. The RHA lends the family the
amount for home purchase at the current FHA interest rate. The
purchase price is established as the portion of original development
cost that has not been paid off by HUD in its annual contributions to
the RHA, plus loan closing costs. The family continues to make its
payments to the housing authority, but now it is paying principal and
interest on its mortgage loan. If the family"s income subsequently
decreases, this payment schedule can be adjusted to a certain extent
to prevent hardship and the possibility of default.
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Several advantages accrue to a family that achieves this arrange—
ment, despite the fact that i1ts monthly payments increase. The family
can sell the house without any special restrictions. If it can
qualify for a loan from another lender, the family can get out of the
program altogether. This means an end to annual house inspections and
income recertification. And whether or not it finds private financing
or keeps i1ts RHA mortgage, it is able to take the usual tax deductions
for ownership expenses.

Housing construction under the Mutual Help program has been
financed entirely by the U.S. Department of Housing and Urban Devel —
opment. By mid-1981, HUD had financed approximately 2,547 Mutual Help
houses under the latest program and had applications from RHAs for
another 612 units (see Table 26).

TABLE 26. MUTUAL HELP HOUSING PRODUCTION

No. Units No. Units in

Housing Authority Financed Applications
Aleutian 131 38
ASRC 146 25
AVCP 698 306
Bering Straits 230 55
Bristol Bay 219 0
Cook Inlet 122 30
Copper River Basin 72 20
Interior 311 125
Kodiak Island 166 12
Metlakatla 36 0
Nana 252 10
North Pacific Rim 116 21
Tlingit-Haida 48 0
TOTAL 2,547 612

alncludes units completed, under construction, and with funds
reserved.

SOURCE: Department of Housing and Urban Development.



The 1981 Alaska legislature established a Supplemental Housing
Development Fund in the Department of Community and Regional Affairs
(CRA) that makes grants to RHAs for the cost of on-site sewer and
water facilities, road construction to the project site, and the
extension of electrical distribution facilities to individual resi—
dences (1981 House Bill 502 and 503). Staff at several RHAs maintain
that without these funds, it would be much more difficult to build any
housing 1in their jurisdictions because of the HUD per-unit total
development cost limit. The total cost of housing involves more than
the mater%gls and labor that go into the actual structure. Federal
programs often require that houses constructed with federal funds
conform to standards that include water, sewer, and electrical
service. It is difficult to build within HUD"s cost limit because the
costs of construction in rural Alaska are high. The CRA grants for
water, sewer, etc. are not included by HUD 1in its development cost
calculations, and the grants allow federal funds that would have
funded infrastructure to be used to meet other necessary expenses.

At this time, the entire $12.3 million appropriated by the state
for this program have been committed to RHA projects that will build
between 500 and 600 new houses (Crane, January 1982).

State-Funded Housing

In the early 1970s, the state undertook construction of a rental
housing project under no federal program, with no federal funding or
involvement. This project is described below.

Marine View

During a severe housing shortage in Juneau, Alaska, in 1972, the
Alaska State Housing Authority initiated construction of the Marine
View apartments. The 98-unit project consisted of 64 one-bedroom,
32 two-bedroom, and 2 three-bedroom units. Financing for the $3.9
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million project wes; obtained from the Alaska Housing Finance Corpo—
ration (AHFC). Terms of the loan included interest at 3 percent over

36 years with the first five years requiring interest-only annual

payments. Despite 1i1ts predominantly [low-income composition, the

project did not vreceive any federal subsidy due to insufficient

federal allocations (Special Review of Marine View).

Since 1initial occupancy in early 1974, the project has been 1in
financial difficulty. Due to increased annual debt payments (prin—
cipal portion) and other costs, 1in mid-1979 ASHA converted three
floors of the nine-flocr structure to office space. Various state
agencies occupied the three floors in 1979 with the state retaining a
negotiable option on the fourth floor. The state exercised the option
in early 1980, and ASHA, after examining various alternatives, agreed
to convert. Fourth-floor tenants vreceiving eviction notices were
either provided relocation assistance in the form of lump-sum payments
of $4,000 or were assisted in moving. Assistance to tenants occupying
the first three floors was not necessary because there was much
greater lead time; the tenants either moved to higher units iIn Marine
View as they became available or to other projects.

Marine View now contains 60 apartments on the upper five floors.
Tenants must meet income and asset limits: maximum annual 1ncomes
cannot exceed $19,500 for a single person, $22,270 for a family of
two, $25,100 for three, $27,825 for four, and $29,600 for a family of
five. The maximum asset limit is $50,000 per household. The average
gross 1income of a Marine View tenant is $20,000 annually, and the
average rent paid is $308 per month for a one-bedroom unit and $385
per month for a two-bedroom unit.

ASHA"s experience with Marine View led to the conclusion not to
attempt to construct low-income housing without the commitment by HUD
of federal operating subsidies. The HUD area manager has indicated to
ASHA that housing units developed from non-HUD funds may be eligible
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for operating subsidies but will be governed completely under the
terms and conditions normally required by HUD (Curtis, October 28,
1981). Any such arrangement could not guarantee a fixed level of sub—
sidy, however, since funds for operating subsidies are appropriated
annually by the U.S. Congress and are subject to annual congressional
adjustments.

Low-1ncome housing built under such an arrangement with HUD could
be of substantial financial benefit to the state®s residents. Project
development costs comprise a relatively small part of the total proj—
ect-life subsidy cost; a relatively small state expenditure could
bring in a much larger amount of federal funds. Today"s political
climate makes the future of operating subsidies, and housing subsidies
in general, uncertain. Under these circumstances, it would be unwise
to consider this strategy, unless the state is willing to provide
state funds for operating subsidies or raise rents to levels suffi—
cient to sustain the project if no federal funds were available.

Subsidized Housing Production

Since 1970, ASHA and the RHAs have constructed about 3,478 new
housing units throughout the state. About 2,236 units for homeowner—
ship and about 1,242 rental units were built. The combined impact of
public housing authority production on the state as a whole has been
small; these units account for only five percent of the net change in
number of units from 1970 to 1980.

HUD 1s an important factor in determining how federal housing
subsidies are distributed around the state. Most federal housing
assistance funds are allocated to different geographic regions based
on housing need, as measured by population, poverty, and housing
conditions (see Appendix B). Housing authorities influence the dis—
tribution of these benefits by responding to funds availability with
well-prepared project applications. State agencies, therefore, have
only limited influence over where the federal funds are spent.
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Table 27 shows the geographic distribution of subsidized housing
units managed by the various housing authorities. By far the greatest
impact has been in the Northwest region, where one in five households
receives subsidies through the public housing authorities.

TABLE 27. GEOGRAPHIC DISTRIBUTION OF SUBSIDIZED HOUSING
MANAGED LY STATE HOUSING AUTHORITIES

No. Households Percent of House-
With Subsidy holds In Region
Southeast . 708 3.87
Southcentral 2,424 2.92
Central 1,567 6.30
Northwest 997 20.74
5,696

Includes recipients of Section 8 Existing Housing subsidies and
residents of public housing, Section 8 New Construction, HUD Remote
Housing, Bartlett, Turnkey 111 and 221(d)(3) projects.

Includes Aleutian and Pribilof Islands.

SOURCES: U.S. Department of Housing and Urban Development
Alaska State Housing Authority

Program Beneficiaries

In this section we examine the income, age and <"acial character—
istics of federal housing subsidy recipients. Current data on RHA
program participants are not available; detail will be provided only
for ASHA participants. It is certain, however, that RHA beneficiaries
are predominantly Natives and families. In at least three regions,
Kodiak Island, Bering Straits, and AVCP, they usually have the minimum
income required to participate in the Mutual Help Program (Knight,
January 14, 1982).

ASHA housing projects contain a high proportion of very low
income tenants (having incomes no greater than 50 percent of the area



median). Table 28 shows the portion of very low income ASHA tenants
In various cities. As a whole, 64 percent of all public housing and
Section 8 New Construction projects fall into this category. Recip—
tents of Section 8 Existing subsidies also usually have very low
incomes6 (Snyder, November 19, 1981).

TABLE 28. VERY LOW INCOME HOUSEHOLDS IN ASHA HOUSING3

Percent of

Number ASHA Units
Anchorage 351 60
Fairbanks 190 76
Juneau/Douglas 72 62
Ketchikan 46 72
Sitka 10 42
Petersburg 9 75
Kodiak 20 50
Valdez 8 57
Cordova 24 63
Seward 26 86

1 = 756 64.3%

alncludes public housing and Section 8 New Construction units.

SOURCE: Alaska State Housing Authority.

A large portion of ASHA housing, 37.9 percent, 1is rented by
elderly households (see Table 29). Persons aged 62 or older comprise
only 4 percent of Alaska®"s population (Bureau of the Census, unpub—
lished duta). It 1is difficult to estimate what portion of elderly
households needs housing assistance. The problem is generally recog—
nized as an important one, however, and the state has had a program to

edata on Section 8 Existing recipients were collected only for
Anchorage, which accounts for 72 percent- or 980 out of 1,363- of all
current certificates. Of those iIn Anchorage, 78 percent of recipients
have very low incomes.



facilitate the provision of senior citizen housing for several years
(see Chapter Three). A representative of the Older Persons®™ Action
Group indicated that affordable, adequate housing 1is the biggest
problem the elderly face today (McVickers, January %10, 1982).

Native and black households living in ASHA"s housing are shown in
Tables 30 and JI. Nearly 40 percent of ASHA"s tenants are Natives,
and 8 percent are black. On.ly 7 percent of the population in ASHA-
served places 1s Native (1980 Census of Population Advance Counts),
but Natives have historically had lower incomes than the rest of the
state™s residents. In 1970, 39.3 percent of all Native families had
incomes below poverty level, while only 9.3 percent of all families in
the stite fell into that category (1970 Census of Population).

1ABLE 29. ELDERLY HOUSEHOLDS IN ASHA HOUSING3

PerCent of

Numbei ASHA Units
Anchorage 176 20
Fairbanks 135 54
Juneau/Douglas 50 35
Ketchikan 18 28
Sitka 3 13
Petersburg 3 13
Kodiak 3 7
Valdez 4 29
Cordova 24 63
Seward 30 100

TOTAL 440 37.9

2 Includes public housing and Section 8 New Construction.

SOURCE: Alaska State Housing Authority.



TABLE 30. ALASKA NATIVE HOUSEHOLDS IN ASHA HOUSING

% of 1980

Number Percent Population
Anchorage 193 33 S)
Fairbanks 102 41 7
Juneau*3 65 {8 11
Ketchikan 31 48 15
Sitka 14 58 21
Petershurg 1 8 11
Kodiak 24 60 14
Valdez 2 14 6
Cordova 16 42 15
Seward 8 27 13

TOTAL 456 38.8%

Conventional Public Housing and Section 8 New Construction
projects.

~AIncludes Douglas.

SOURCE: ~ ASHA Public Housing and Section 8 hew Construction program
records.
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TABLE 31. BLACK HOUSEHOLDS IN ASHA HOUSING3

% of 1980
Numb r Percent Population
Anchorage 47 8 5
Fairbanks 25 10p 9
Juneau/Douglas 1 -
Ketchikan 18 28 -
Sitka 0 0 -
Petersburg 0 0 -
Kodiak 0 0 fT
Valdez 1 7
Cordova 0 0 -
Seward 0 0 -
TOTAL 92 7.8%

Conventional Public Housing and Section 8 New Construction p-ojects.
bLess than one percent.

SOURCE:  ASHA Public Housing and Section 8 New Construction program records.

The evidence presented indicates that the 1impact of housing
authority operations in the state as a whole have been small. The
Northwest region has felt the greatest impact: in 1980, over 20 per—
cent of households received housing assistance through RHA activity.
The distribution of the benefits of housing authority activity appears
to be consistent with the distribution of need among state residents,
according to HUD"s indicators of need.

There 1s no evidence that ASHA®"s operations fail to serve par—
ticular poor groups, the elderly and Natives, for instance. The
greatest gap between \eedy families and federal program service exis *
in the bush, where a large portion of the population cannot benefit
from the Mutual Kelp homeownership program because their incomes are
so low. Any program to benefit this group must provide operating
subsidies to help meet the costs of operating and maintaining a home.



State Funding

States do not normally provide any funding in the public housing,
Section 8, or Mutual Help for Indians programs. In Alaska, however,
the costs of construction exceed the limit currently allowed by HUD.
To prevent federal funds from being lost to the state, supplemental
funds ha»e been provided through the Department of Community and
Regional Affairs through two programs: the Supplemental Housing
Development Fund and the Senior Citizens Housing Development Fund.
The former of these, described briefly in the discussion of RHA activ—
ities, is a new program, with $12.3 million in capital funds appro—
priated by the legislature in 1981. The program for elderly housing
has provided funds for four ASHA elderly projects. Sunset View,
Glacier View, Sea View Terrace, and Mountain View received grants
totaling $1,658,095; the funds were used to reduce ASHA"s debt service
for these projects.

In five cases with ASHA projects, the state has also made low-
interest loans to ensure project feasibility. Permanent loans
totaling $11,211,453 at 7 percent interst were made for two elderly
projects, Chugach View and Golden Towers. Three interim low-interest
loans, also at 7 percent, were made for two additional elderly and one
family project, Sunset View, Glacier View, and Ptarmigan Park. The
original principal amount of the loans totaled $4,629,000; ASHA
reduced its indebtness on Sunset and Glacier View by using its grants
from the Department of Community and Regional Affairs to pay off a
portion of its loans immediately (Curtis, January 12, 1982). Table 32
summarize ASHA"s state loans and grants.

The state, tkeu. has used iIts resources in a limited way to take
advantage of federal housing funds allocated to Alaska. By enabling
the financial feasibility of these projects with its grants and loans,
the state secured a continuing stream of federal subsidies which
surpasses the state investment over the years.



TABLE 32. STATE FUNDING FOR ASHA PROJECTS

Project Grant Loan
Sunset View $183,600 $1,455,000
Glacier View 215,100 1,984,000
Sea View Terrace 761,311

Mountain View 498,004

Chugach View 5,911,453
Golden Towers 5.300.000
Ptarmigan Park 1.190.000

SOURCE: Alaska State Housing Authority.

Program Costs

The costs to the state of 1ts iInvestment in ASHA housing have
been small. Its grants have totaled about $1.66 million, nearly
$400,000 of which was used by the grantee, ASHA, to pay back a portion
of the state"s own loans to this agency. The actual net grant amount
comes to $1,259,395.

The state®s loans to ASHA, despite their total original principal
value of $15,840,453, will cost the state relatively little. Most of
this total, $11.2 million, will be repaid over 40 years with 7 percent
interest. The cost to the state of making these loans equals the
value of the interest subsidy, which i1a determined by the alternate
uses to which the money could have been put and the rate of return on
those uses. The remaining $4.6 million was loaned at an interim rate
of 7 percent. Negotiations on renewing these interim loans will
probably provide the state with an effective rate of return of 14 or
15 percent on the vremaining principal balance (Curtis, January 12,
1981) 11f the loans are renewed. The costs of the state interest
subsidy on these loans will be lower than for the permanent loans, and
will also be determined by the return on alternate uses for these
funds.
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