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L'pganizafion
The Alaska Tourism Marketing Council was created by the Alaska Legislature in
1955 as a joint venture between the State of Alaska and the visitor industry.
This truly unique melding of public and private expertise and funding is
challenged with keeping Alaska a top contender in the highly competitive,
wor ldwide tourism marketplace.

The ATMC is a public corporation mutually manaaed through a contract
between the Alaska Department of Commerce and Economic Development and
the Alaska Visitors Association.
y i

The 21-member council is comprised of 10 directors appointed by the Governor,
10 directors appointed by AVA, and the Director of the Alaska Division of
Tourism as an automatic appointment. The council works through a strong
committee structure with each director serving on at least one of the following
committees: fall/winter/spring promotion; collateral; public relations; research;

advertising and planning.

The primary objective of the ATMC 1s to encourage expansion and growth of the
states visitor industry. It is also charged with ensuring the economic benefits
derived mom the industry remain in Alaska and that a maximum number of
Alaska residents are employed in industry businesses. The council promotes
cooperation between state and private sectors in developing visitor marketing
campaigns and visitor industry facilities, both inthe public and private domain,
to ensure the visitor experience is, and continues to be, positive.

Pundinq

The councils operating budget isdetermined by a yearly appropriation from the
State Legislature, plus funds from the private industry. The industry is
responsible for no less than a 15% cash matching contribution, and must also
share a portion of production costs for the Official State Vacation Planner.
The sale of vacation planner advertisements, direct mailing labels and stock
film footage to industry businesses is administered by the Alaska Visitors
Association to generate the private sectors matching contribution.



Cccperafive iVlarlceling Progpam
The ATMC achieves its promotional objectives through an integrated marketing
program directed at domestic and Canadian markets with the greatest
potential for producing new and repeat visitors. Components of the program
developed by the ATMC include:

* The Official State Vacation Planner distributed to more than
500,000 potential visitors;

* Domestic and Canadian magazine advertising, targeting
adventure and outdoor travelers;

* National television image advertising; |,

*National public relations efforts;

* Direct ma."l advertising campaigns;

* Special Alaska newspaper sections in major U.S. markets;
*Winter campaign promoting "off-season travel to Alaska.

Through extensive market research, analysis of conversion rates and visitor
spending habits,” the cooperative marketing effort has resulted in award-
winning marketing campaigns and unprecedented growth in Alaskas visitor

industry.

Benefits of Cooperative iVlarketing
As a comprehensive travel guide created and designed specifically for people
who have already indicated a strong interest in an Alaska vacation, the
Vacation Planner represents an extraordinarily affordable and effective vehicle

for all tourism-related businesses.

For the nominal cost of a narrative advertisement, businesses can reach
hundreds of thousands of potential customers through distribution of the
planner via direct mail, at trade shows and travel events, and to 50, (D00 travel



agents around the nation. Moreover, display advertising in the planner offers
unparalleled exposure for Alaska tourism businesses.

In addition to offering advertisement, the Cooperative Marketing Program gives
industry businesses the option to develop their own customized direct mail
marketing campaign through the sale of labels. Using a list generated from
reguests for the Vacation Planner, this program is capable of sorting names
and addresses of more than 450,000 potential visitors based on a variety of
demographic data. The labels program offers virtually all industry businesses a
highly cost effective promotional avenue to reach an extremely targeted

market base.
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A laska Uivision o011l ourism

The Alaska Division of Tourism 1is a division of the Department of Commerce
and Economic Development. The DOT Director serves as an automatic
appointment to the Alaska Tourism Marketing Council, and has a standing
seat on the Alaska Visitors Association®s Board of Advisors.

The DOT maintains a variety of promotional projects and programs that
compliment the efforts cf ATMC and AVA to serve the visitor and encourage

business development.

Tourism 1Vlarkefing
On the international scene, the DOT promotes Alaska, focusing primarily in
Japan and the German-speaking countries of Europe. With tourism offices in
both Japan and Germany, this promotion includes consumer advertising, travel
trade show exhibits, travel writers/tour wholesaler familiarization tours, and

production of foreign language collateral.

On the domestic front, the DOT engages in activities, both independent of and
in cooperation with the ATMC, to promote Alaska in the Lower 46. Among
those activities iIs an extensive visitor research program used by the division,
ATMC, community organizations and private business to guide marketing
efforts. Inaddition,.the division directly mails destination information to travel
agencies nationwide, and responds to over 151,000 telephone and mail
request, for information from potential visitors.

Visifor Services
The DOT participates with state and federal agencies iIn operating Alaska
Public Land Information Centers in Anchorage and Fairbanks, and fully funds
and operates the Tok Visitors Center as an APLIC. The DOT also prints and
distributes informational brochures and maps for Alaska trip planning.



business Development and Assisfance
The DOT provides technical assistance to communities developing visitor
attractions and private businesses initiating or expanding their product. As
part of that effort, the division 1is spearheading development of the
AlaskaHost customer service training program offered to tourism businesses
statewide. In addition, the divisions Alaska Film Office promotes Alaska as a
motion picture and television production location.

Product Analysis
DOT participates in feasibility analysis and design of new iIn-state visitor
attractions, and works cooperatively to promote creation of new direct
passenger air routs from overseas.



The Alaska Cooperative Marketing Program

The Cooperative Marketing Program isa unique joint venture between the
state and private industry to bring visitors to Alaska. The Alaska Visitors
Association, representing private industry, contracts with the State o
Alaska to jointly manage the Alaska Tourism Marketing Council which
executes the marketing program.

AVA

The Alaska Visitors Association sa statewide, non-profit trade association
represerting more than 700 Alaska businesses. With a charter of promoting
trael toand within Alaska, the association provides a unified woice for the
visitor industry, labies the legislature to encourage funding and support of
tourism issues and provides a matching contribution to state tourisn funds.
This match isgenerated by ad and mailing latel revenues from the Official
Alaska State Vacation Planner. The association has four primary goals for
the coming \ear: v

= Increase the number of visitors o Alaska

= Increase the state funding for tourism promotion

= Educate the visitor industry on important tourism isses

= Encourage and support AVA member businesses

ATMC

The Alaska Tourism Marketing Council s a public corporation jointly
managed by AVA and the Alaska State Department of Commerce and
Economic Development. It is charged with development and execution of
Alaska™s domestic and Canadian marketing program. ATMC promotes
Alaska as a world-class visitor destination through marketing, advertising
and public relatias. A yearly appropriation from the legislature and a 15
percent matching contribution from the AVA gives the council itsoperating
cpital. The 21-member council is comprised of 10 governor-appointed
members, 10 AVA- appointed members and the Director of the Division of
Tourism.

ATMC

AVA DOT

Cooperative Marketing
Components

Alaska's Cooperative Marketing
Program is a national program
promoting. Alaska.as a visitor
destination. The components of-the
Pro ram, which are developed bjr
he ATMCj include: ek

* The Vacation Planner,.sentto more
than 700000 potential visitors:

e Domestic  Canadian magazine
advertising/, targeting- adven.-'
ture/outdoortravelers.''7 7’

 National/ television image
mmadvertising v

« National gubUcrelationseffort-"-:..-."
DOT - ..E’ Vv

The goal of the state Division of Tourism s to foster the growth of tourism
inAlaska. The division folloas up on more than 50,000 separate requests for
information and represents Alaska at consumer and trade shows
throughout the ration. The DOT s responsible for developing intermational
markets, developing research data, providing assistance to tourism
businesses and overseeing grant programs. The division also promotes
Alaska as a filming location o the movie industry.

> Directmail~advertisingcampaign- =C
-

4 e -
:* Special""Alaska.” .newspaper..;'
/sectionsin majorU.S. markets::";2./. !

; o Fall/Winter/Spring campaign;";’
- V;irormti ng'‘off-seas6n™ AJaj,kaTl i
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The Alaska Visitors Association (AVA) contracted with
Crnciun & Associates to conduct a statewide public
opinion survey on tourism. The main purpose of the
survey was to understand Alaskan residents® experiences
and perceptions of the role the tourism industry plays in
diversifying the State™s economy -

The statewide public opinion survey on tourism was
conducted with several dojectives inmind:

gather data on Alaskan views of the tourism industry;

K5” identify the current image and perception of tourism
seecifically, and in relationship to other industries (e
mining, fishirg, tinber, oil and govermment);

‘S” explore attitudes regarding the future economic
impact of tourism; and

track public opinion so that policy makers and
businesses can better monitor the growth and
development of tourism in the State of Alaska.

A Survey of Public Attitudes
Toward Tourism in Alaska

GrolotedbyOrariung, Asooates Ly 9L §
Tourism is.importantto the local economy
Tourism provides jobs for local?

Tourism félps out year-found business

Visitors.crowd my,favorite places

oo ot -

| wouldniahitaseghorevisifprs

Key Findings

IfState revenue from oil declines, four out of five Alaska
residents, 79.6% of Alaskans surveyed, believe tourism
and fishing will be aitical fora healthy state economy -

When attention s turmed t© treir loal area, seven out of
ten Alaskans feel tourism is essential to the local
economy. This was especially true for Anchorage, Kenai,
Kodiak, Fairbanks, and southeast Alaska. Demo-
graphicallv, more women saw tourismas important © the
economy of the area than did men (81% to 63%,
respectively). By the same token, a respondent”s age and
length of residence in Alaska had no bearing on treir
opinions about the importance of tourism t the local
economv .

Half of tre respondents eirther worked or knew someone
who worked iIna tourisn-related industry.

In a series of questions designed to assess underlying
values and beliefs about tourism and its effect on the
quality of lie in Alaska, the public response to arguments
for and against tourism revealed a resounding positive
experience toward tourism, both economically and
personally.

More than three quarters (78%) AGREE with the
statement, ""Tourism is important t my local economy .
When residents were queried about the potential
encroachment of tourists, 74% DI1SAGREE that "1 wouldn™t
want 1o see any more visitors in my area than there are
now." Clearly two-thirds (66%) held strong beliefs that
tarists, in fact, provided jobs for locals and helped out
year-round local businesses (62%).-

A comparison of a similar lifestyle question from a 1939
study on tourism found 24% of Anchorage residents
AGREEING with the statement "Tourists crowd all the
good places in Anchorage in the summer."" In the current
study, only 15% of Anchorage residents AGREE that
"Visitors make it difficult for me togo tomy fawrite
places.™

Firally, the study looked at the public sentiment regarding
State spending on advertising and promotion. Nearly one-
third thought the State should SPEND MORE, (a rare
statement of support at a time of increasing cuts in
government spending) no doubt to fulfill treir hopes of
tourism dollars replacing declining ail revenues.



The visitor business is Alaska”™ #1 growth industry.

Specifically, the visitor industry:
N Has the highest percentage of Alaska resident hire of all besic industry sectors, with an S4% local Alaska hire rate;

N Is the second largest private sector employer in Alaska, surpassed only by the seafood industry. The industry
employs 18,800 during the peak season and 13,500 people year-round;

CF Affects the employment of more than 52,000 other people in the transportation, retail or service ssctors. And, it
would most likeiv account for another 8,000 primary jabs iftrael by Alaskans within Alaska had been calaullated;

~  Employs the most people in Southcentral (7,25 jdos with a peak season total of 9,5/8). Southeast accounts for the
second highest employment (2,598 with a peak season total of 3,949) and the Interior/Far North employment ranks
third (2,038 jobs with 2,9/5 during peak season);

Generates S244 million in annual payroll (based on 1990 employment dcata);

E3> Cenerates SI.1 billion in revenues and spends an estimated S590 million on invertory, advertising, marketing and
laor. An additional 5260 million ispaid out in taxes and other business-related expenses;

ST Spends the most in Southcentral (5168 million in 1990), second highest amount in Southeast (556 million), third
highest in Interior/Far North (652 millian) and 59 million in Southwest Aiaska; and,

N Invests heavily in Alaska. Investments in Alaska are estimated t be S448 million if property and operating
equipment. The industry investment in Alaska isexpected to top halfa billion dollars within the next few years.

Tourism brings $1.1 billion in revenues to Alaska.

Between 1989 and 1990, visitor businesses generated Sl.1 billion in revenues. OF this, approximately 5822 million
represented business spending, with the remaining S260 million going for taxes, payment o cgpital, and profits to
business omners.

The total investment in Alaska™s visitor industry s estimated at S448 million, not including an estimated S2 billion or
more incruiseship investments.

Tourism iIs a statewide industry.

In all of Alaska™s regional economies, the tourism industry isa leading industry in the private ssctor. In the Southcentral
and Interior/North regions, itranks second, and in Southeast itranks third. ltisa growing factor in the Southwest and
Arctic Alaska economies.

As the fastest growing industry in Alaska, tourism®"s future promise is a long
range economic force offering year-round employment to thousands of
residents.



Total Revenues to the State of Alaska from the Visitor Industry

A s the following table illstrates,
a ttal of over S30 million
attributable to the visitor industry
flows into the state™s general fund
each year. The Alaska Marine
Highway System, Department of
Pish and Game, and corporate
income taxes are the largest sources.

In addition, the Alaska Railroad and
Intermational Airport System also
receive a significant amount of
revenue attributable to the visitor
industry. Although these are state
operations, their finances are largely
independent, and their revenues do
not flow imo the state general fund.
Both of these revenue sources are
included under "'revenues to other
state entities” in the adjoining tile.
Together, they received close 1 S21
million in revenues attributeble t©
the visitor industrv.

The figures included in this table
represent a minimum level of
revenues 1 the state from the visitor
industry. There are -certainly
additional sources of revenue to the
state from the visitor industry that
could not be quantified here (for
example, ratal car registration f&s).

Despite these limitations, te, data
presented captures the most
sighificant visitor industrv sources of
revenue to the state. The figures
presented are based on hard data
gathered from a variety of sources.
Where necessary, conservative
estimates were made. The result isa
defensible, detailed estimate of the
contribution of the visitor industry
tostate general fund revenues.

Revenues to the General Fund

Non-resident Visitor Spending

State Parks, FY91 .
Camping Permits, Historical Guided Tours, Other

Department of Fish and Game, CY91
Non-resident and Alien Tags and Permits

Alaska MarineHighway System, A VSP89-90
Non-resident Spending on Ferry Transportation

Gasoline Taxes Paid by Visitors, AVSP89-90

State and University Museums, FY91
Non-resident Visitor Admission Fees

S 273,000

S 7,607,000

$14,900,000
$ 517,000

$ 240,000

Taxes and Fees from Visitor Industry Businesses

Department of Motor Vehicles Fees, Cy90
Tour Bus Vehicle Registration Fees

Corporate Income Tax, FY91 re
Business License Fees, FY91

AviationFuelTaxes,FY90 -
Tonr Bus Fuel Tax, CY91 c.-- -

Agencies Promoting the Visitor ndustry

Alaska Division of Tom—n, .FY3i
Program Receive and ATf .C

Subtotal: Revenues to-tht General Fund

Revenues to Other. State Entities.

.. "Alaska Railroad; GY91 e ‘e VvV ;
=C.'-'i J Pull Revenues, Specials, and..
Jj Estimated Non-resident ticket Receipts

Alag~>' TntemtifSnnal Aimn4 Oietom' TAQL ‘e

* (Direct Revenues 1o the State of Alaskafrom the Visitor Industry, McDowell Croup, May 1992)

5 43,000
S. 4,169,000
$ 125,000
5 2,000,000
.S .m41,000

$—-1,269,000,

= "§ 31.184.000,

“Sm 7,400,000"
000 /



STATEMENT OF
SEN. JAY KERTTULA
On

Senate Resolution No. 3
Supporting the Alaska Tourism Marketing Council
Before the Senate Labor and Commerce Committee

Sen. Tim Kelly, Chairman

Thursday, March 3, 1994

Good afternoon. For the Committee record, my name |is
Sen. Jay Kerttula, 1 am the sponsor of Senate Resolution 3,
which calls on the Alaska State Senate to support the
A'aska Tourism Marketing Council and full funding of the
state's share the Council’s budget.

| would like to begin by thanking the Committee
Chairman, Sen. Tim Kelly, and Committee members for
scheduling SR 3 for this hearing today.

Since its creation by the Alaska Legislature in 1988,
the Alaska Tourism Marketing Council has made tourism the
state's number one growth industry. As a unique
partnership of the state’s public and private sectors,



SR 3, Sponsor Statement, Page 2

the Council advertizes and markets Alaska nationwide as a
a tourist destination. This marketing program helps
Alaska's small and moderate tourism husinesses as well as
the large national and international firms by providing
them with a broad customer base, bringing just under
900.000 visitors to the Last Frontier in fiscal year 1991,

As a result, Alaska's tourism industry now has the
highest percentage -- 84 percent -- of resident hire of all
our state's industry groups. With 13,500 year-round jobs,
which grows to 18,800 jobs during the peak summer
season, tourism is second only to the seafood industry as
an employer. These jobs, in turn, affect 52,000 others in
the state's transportation, retail or service industries.
Intrastate tourism by Alaska residents, by the way,
accounts for approximately 8,000 more jobs.

By region, the tourism industry employs between
7,200 and 9,500 people in Southcentral Alaska; 2,500 and
4.000 people in the Southeast, and between 2,000 and
3.000 pepole in Alaska's Interior and Far North regions.



SR 3, Sponsor Statement, Page 3

According to 1990 employment data, Alaska tourism
generates a $244 million annual payroll; generates $1.1
billion in revenues; spends an estimated $590 million on
inventory, advertising, marketing and labor; with an
additional $260 million paid out in taxes and other
business-related expenses.

1990 tourism investments in Alaska in property and
operating equipment are estimated to be $448 million, and
that figure is expected to exceed half a billion dollars in
the next few years. Incidentally, that $448 million figure
does not include an estimated $2 billion more in cruise

ship investments.

Tourism figures from calendar year 1990 and fiscal
year 1991 show that tourism contributed just under $52
million to state government coffers in camping permits,
park fees, fishing and hunting licenses, fuel taxes,
university and state museum fees, corporate and other
business taxes, through the Alaska Railroad Corporation
and the state's International Airport system.



SR 3, Sponsor Statement, Page 4

Mr. Chairman and Committee Members, as these figures
demonstrate, the Alaska Tourism Marketing Council is not
only one of the most successful program created by the
Alaska Legislature -- it is one of the few that contributes
heavily to our local and state economies, and pays money
back into state coffers like the General Fund.

Cutting the state's contribution to the Alaska Tourism
Marketing Council may be penny-wise but it is dollar-
foolish. While such a cut won't hurt the big national and
international tourism businesses all that much — they will
still be able to afford national advertising. Such a cut can
be disastrous for our small and medium Alaskan-owned
businesses, with concomittant consequences on local jobs

and local economies.

| thank the Chairman and Committee Members for their
time and consideration of this resolution, and respectfully
ask them to move Senate Resolution 3 out of committee
with do-pass recommendations.
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TO: Senator Tim Kelly, Chair W

Senate Labor and Commerce Committee
FROM: Senator A1 Adams
RE: Waiving of SCR 12

Since | sent you the hearing request memo on the 18th of this
month, there has been a new development. | am therelore now
requesting that you waive SCR 12 from the Senate Labor and
Commerce Committee. The next stop for this resolution is the Senate
Finance Committee.

Chi Friday, January 21, the Legislative Budget and Audit Committee
approved the attached motion which directs the Legislative Auditor
to conduct a financial analysis of ALIFC. As | understand it, an audit
team is preparing Lo begin their review of AHFC this next week. (The
review is likely take a minimum of one month.)

Tlumk you for your consideration of this request.
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TO: Senator Tim Kelly, Chair (D312

Senate Labor and Commerce Committee
FROM: Senator Ai Adams</V$$i'
PP- Scheduling for a hearing SCR 12

| would appreciate it if you would schedule SCR 12, a resolution
requesting the Governor to have prepared a report and
recommendations concerning the disposition of certain assets of
AHFC, at your earliest convenience.

The inrent of this resolution is get an independent assessment of the
reserves and ocher assets of AHFC that relate to the corporation's
housing programs which benefit moderate income persons, to
analyze whether or not these reserves could be sold or otherwise
disposed of, and to get an estimate on the amount of money likely to
be obtained from this type of action. | believe this information
would be very useful to all of us in our deliberations on how to
address the revenue shortfalls for both the FY 94 and FY 95 budgets.

A fiscal note and position paper were requested from the Office of
the Governor. As soon as they are available, i will forward a copy to
your office.

Thank you for your consideration of this request.
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MOTION m 11 AHFC FINANCIAL REVIEW

I MOVE THAT THE COMMITTEE AUTHORIZE THE LEGISLATIVE
AUDITOR TO CONDUCT A FINANCIAL ANALYSIS OF THE ALASKA
HOUSING FINANCE CORPORATION. THE ANALYSIS SHOULD FOCUS ON
THE RELATIONSHIP OF THE COffIPORATION’S ASSETS TO ITS
U ABILITIES AND THE .RESTRICTIONS ON THOSE ASSETS. IT IS
UNDERSTOOD THAT THIS ANALYSIS SHOULD BE GIVEN THE HIGHEST

PRIORITY BY THE AUDITOR AND THAT HE SHOULD PERIODICALLY

REPORT HIS HNDENCS TO THE COMMITTEE.
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WALTER J. HICKEL, GOVERNOR

DEPARTMENT OF REVENIE TONEAD) ALASKA S9811-0400

TELEPHONE: (907) 465-2300
OFFICE OF THE COMMISSIONER FACSIMILE: (907) 465-2389

February 17, 1994

The Honorable Al Adams
Alaska State Legislature
State Capitol, Rm. 417

Juneau, AK 99801-1182

Dear Senator Adams:

Senate Concurrent Resolution No.12 (SCR 12) requests the Governor to have
prepared by March 15 a report and recommendation concerning the disposition of
certain assets of the Alaska Housing Finance Corporation (AHFC). The stated goal is
to identify reserves and other assets of AHFC benefiting moderate income persons
that could be available for deposit into the state's general fund.

Moderate income is not a term associated with most AHFC programs. The
standard as determined by the US Department of Housing and Urban Development is
115% of median income. Enclosed is a letter to me dated February 4, 1994 from Will
Gay, CEO/Executive Director of AHFC discussing his observations relating to SCR 12.
Not mentioned in Mr. Gay's letter is the fact that many of AHFC programs generate
income and other monies that are used to finance subsidized housing for
weatherization and energy efficiency needs, low income programs, and rural housing
needs.

The AHFC board has directed staff to retain an independent financial advisor to
perform various tasks. This includes considering the issue of AHFC’s resource levels
and the ability to support expected program demand. This demand includes that of
low income and rural housing needs. The first step in the process involves a planning
effort to focus on AHFC’s mission and alternatives to accomplish the mission. The
assessment of program needs and the means of accomplishing the needs needs to
take into consideration currently available resources. The process is important and
will be time consuming for staff, financial advisor, and the board. We anticipate the
procurement, planning, performance and review process to extend beyond this year's
legislative session. Your understanding in this matter will be appreciated.



The Honorable Al Adams
February 17, 1994
Page Two

In the interim, Legislative Budget & Audit commenced an audit of AHFC and my
understanding is their focus will primarily be the subject of SCR 12.
Please let me know if you have any questions, or if | can be of further help.

Sincerely,

Darrel J. Rexwinkel
Commissioner

DJR:mll
94-026
Enclosure

CC: Senator Tim Kelly, Chairman *
Larbor & Commerce Committee

Raga Elim
Legislative Liaison

Will Gay, Executive Director
AHFC

AHFC Board Members



520 East 34th Avenue

AL ~ Anchorage, AK 99503-4199
FEB 10 1394 (907)561-1900
H ousing P.0. Box 101020
FINANCE CORPORATION COMMISSIONER™S OFFICE Anchorage, AK 99510-1020

February 4, 194

Darrel J. Rexwinkel
Commissioner

P.0. Box 110400
Juneau AK 99811-0400

Dear Commissioner Rexwinkel:

Thank you for the opportunity to respond to Senate Concurrent Resolution No. 12 with respect
to disposition of certain assets of the Alaska Housing Finance Corporation (AHFC) introduced
by Senator Adams. The following are some specific observations and recommendations
regarding the details of the proposed resolution:

1

4

ol

o

The resolution does not identify Erograms considered for "moderate income." Many of the
CorPorat!on’s programs provide benefits without consideration to the applicant’s income
level. 1t is unclear how the commitment of resources for programs where only some of the
part|C|§Jants are of "moderate income" should be handled. Is the request specific to the
Special Mortgage Loan Purchase Program that was available, until recently, without regard
to the borrowers income level? Does it include the small community programs and
veteran's mo.rtgage programs where no income restrictions apply? Is the Corporation’s
Senior Housing Program considered "moderate income"?

What is the definition of "moderate income"? The standard is 115% of median income
determined by the United States Department of Housing and Urban Development.

The request is to identify assets “related to" moderate income programs. The Corporation
has not allocated available resources by program. The only dedication is throu?h revolving
gur%ds established pursuant to Statutory" requirements and the pledging of specitic assets to
ent.

The resolution requests a report on assets and other resources "related to" moderate .
income programs. Assets pledged to outstanding debt obligations should be excluded. This
will prevent the contractor from reviewing and valuing assets that are not available.

The resolution does not detail the method by which the identified resources would be
"made available for deposit into the general fund." The transfer method could influence

the amount.

If the transfer method is via appropriation, the resolution should address the question of
appropriating AHFC assets to the general fund, including potential implications. The issues
need to be resolved to prevent the State’s budget from including revenues which may
ultimately be unavailable.
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Commissioner Rexwinkel
February 4, 19%4
Page 2

7. The resolution mentions only assets. Since this resolution will be ot'interest to credit
participants, it should recognize the Corporation’s substantial outstanding debt.

A write-up titled "State Plousing Finance Agency G.O. Debt Criteria" in the January 17, 19
edition of Standard & Poor’s Creditweek Municipal included the following:

The importance a state government places on housing -both homeownership and rental -
can be a significant rating factor. S&P needs to be assured that the long-term viability of
the agencY as the full support of the governor and state legislature. S&P looks for
security of agency fund balances and continued management autonomy...The agency also
should anticipate the housing needs of the legislature’s constituents and continue to
develop programs to address them.

The Corporation provides tremendous value to residents of this State. Alaska Housing Finance
Corporation was the first state housing agency to earn ratings based solely on its general
obligation -ratings that are now equivalent to that of the State of Alaska. These ratings help
lower borrowing costs and allow significant program flexibility. A summary of recent
accomplishments of AHFC is attached, the most significant of which is the Streamlined
Refinance Program. As a result of the July 1 1992 consolidation of housing and energy
functions, and AHFC's widespread acceptance in the credit markets, this program was extended
to individuals with loans originated under the DC&RA Rural Loan Program. Almost 10,000
loans have been approved for refinance under this program, lowering mortgage payments for
Alaskan homeowners by approximately $30,000,000 each year.

The Alaska Housing Finance Corporation is committed to serving the housing needs of the

citizens of Alaska as authorized under our statutes. AHFC continues to be a valuable resource
to the residents of the State. The critical relationships AHFC has with the credit markets and
the United States Department of Housing and Urban Development (HUD) could be seriously
impaired if the long-term viability of the Corporation is endangered by impromptu removal of

AHFC’s assets.

If you need further information or assistance, please contact me.

Sincerely,

Will Gay
CEO/Executive Director



ALASKA HOUSING FINANCE CORPORATION
1993 Accomplishments

» Streamlined Refinance Program-at year-end, refinanced nearly 10,000 mortgages,
average monthly savings, $295. $33.9 million net spendable income for Alaskans
annually
* Built partnerships for affordable housing as evidenced by financing muld-family and
special needs housing in the amount of $24.3 million including:

67 units, Juneau senior citizen housing, $7,525,000

53 homes, N Slope Borough, $7,840,510, IN Housing Authority

Fairbanks Neighborhood Housing Services, revolving loan, $500,000;

16 units, Sitka, $1,180,811 to the GSW Enterprises Inc.

renovation of 4 units, $250,000, Alaskan Aids Assistance Association

$1.3 million refinance, .Allvest Inc.
148 units, $5,705,000, Anchorage Neighborhood Housing Services

e Granted property, $20,000 value, to Anchorage Habitat for Humanity

* Increased performance measures for public housing and closed out previous
unfavorable audit findings

* Funded $250,000 in emergency grants for homeless, Anchorage, Fairbanks, Seward
and Kenai

* Paid a $40.7 million dividend from earnings to the State of Alaska

* Implemented/made 1st loan, under program allowing a portion of the home to be
used for in-home business purposes

* Made 5-year commitment to AHFC’sWarm Homes for .Alaskans Initiative, $37 million

* In partnership with Fairbanks and Juneau electric utilities helped reduce
homeowners’ electric bills through an energy audit program

» Supported the construction of 753 homes in 44 communities under the Supplemental
Housing Development Program

» Developed framework for addressing statewide housing needs
* Enhanced ratings on bonds
» Fairbanks Birch Park Construction, $4.2 million, 47 units

» Bethel Heights renovation, $13.9 million, 87 units



» Formed partnerships with Juneau and Fairbanks electrical utilities to save
homeowners’ energy dollars

e Supported construction of 753 homes in rural Alaska, with $18 million AHFC funds
matching $100 million HUD funds (Housing Development Program)

» Alaska selected to Participate in National Pilot Energy Efficient Mortgage Program
* Developed Integrated Investment Reporting System

« Spent $5.2 million upgrading 1,049 homes through 5 non-profits and one
municipality in 15 locations

» Completed second year of a $250,000 federal drug elimination grant
» Secured funds for breakfast club in Juneau

» Began Family Self-Sufficiency Program, acquired 29 vouchers and certificates,
obtained $2 million to purchase 20 units in Anchorage

* Provided literacy training with $20,000 AK DOE grant

» Set up Arbitrage Earnings Guidelines

» Completed resident handbook and video

« Completed Federally mandated Comprehensive HousingAffordability Strategy
* Reserved 3 projects under the Low Income Housing Tax  CreditProgram

Consolidated housing functions with no interruption of service

» Consolidated financial information of Public and Rural Housing Divisions into AHFC
financials beginning with Sept. 30 quarterly financials

 Departments with overlapping functions (accounting, finance, administration
including procurement, communications, personnel and planning merged

» _.All regulations and by-laws were consolidated and reorganized
« New personnel rules andjob descriptions were developed
» IS connected us all together (relocated and installed 250+ pcs and provided support)

» Developed and finalized accounts receivable system



520 East 34th Avenue

A laska Anchorage, AK 99503-4199
(907" 561-1900
H ousindg P.0. Box 101020
FINANCE CORPORATION Anchorage, AK 99510-1020

MEMORANDUM

DATE: March 14, 1994

TO: Senate Labor and Commerce ComRiittee
Senator Tim Kelly, Chairman

FROM: Will Gay
CEO/Executive Director

RE: Follow-up Information from Hearing on SCR 12

Attached are responses to Senator Adams’ and Senator Rieger’s questions posed at your
meeting on March 3rd.

If they, or other members of the Committee, have further questions please do not hesitate
to call.

Attachment
cc: Senator Al Adams Senator Bert Sharp
Senator Steve Rieger Senator Judy Salo
Senator Georgianna Lincoln Commissioner Darrel Rexwinkel
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RESPONSES TO SENATOR AL ADAMS QUESTIONS:

1 AHFC has a clear understanding of the term "moderate income"”. The point being
made in Commissioner Rexwinkel’s letter is that AHFC does not have loan programs
that are designed to specifically meet the needs of moderate income borrowers.
AHFC has some programs in which participation is based on eligibility as a "low to
moderate" income borrower. This income restriction is based o011 115% of median
income as established annually by Housing and Urban Development (HUD). In
several AHFC programs, income limitations are set at "very low" which is considered
to be 50% of median income; "low" which is considered to be 80% of median income;
or in the case of AHFC’ Loans to Sponsors, "low to moderate with an emphasis on
low" at 100% of median income.

Some AHFC loan programs are without regard to income restrictions. These
programs include Rural Housing Division loans; Veterans Mortgage Program loans;
Special Needs & Congregate Housing loans; Senior Revolving Loan Fund loans; and
the Taxable Loan program which finances single family residences, mobile homes,
second deeds of trust for home improvement, refinances of non-AHFC loans.

AHFC loan programsemphasize the housing needs of low income persons, persons
in need of special needs or congregate housing, and persons in remote,
underdeveloped or blighted areas of the state.

2. Low Income person’s housing needs are currently being met through AHFC’s Tax-

empt First Time Homebuyer program, Multi-Family Loan program, Loans to

ejonsors, Mobile Home Loan program, Affordable Housing Enhanced Loan
.,rogram, and the Homeownership Fund program.

3. (a) The Corporation’s financial advisor was Lehman Brothers, Inc. Lehman recently
resigned as financial advisor. The Corporation is in the process of soliciting requests
for proposals for financial advisor.

(b) The estimated mortgage lending program demand for the Corporation for FY94
is $912.42 million. In addition to this, the Corporation, through its Public Housing
Division, owns and operates 1,600 public housing units, and administers 2,400 federal
Section 8 vouchers and certificates of rental subsidy which pays out over $10 million
to private landlords, annually. The Corporation also provides supplemental housing
assistance of approximately $10 million to leverage available Federal funds for
housing in rural areas of the state as well as funding and/or operating a number of
energy conservation programs.



4 (@) As of December 31, 1993, $3,627,133,000 of the Corporation’s assets were held
ir. funds and accounts considered unavailable for general corporate purposes.

(b) The Corporation had total assets at December 31, 1993 of $4,734,843. The
overcollateralization requirements and defeasement provisions vary based upon the
terms of the specific bond indenture or other financial agreement.

(c) Many of the Corporation’s loans have been converted to Fannie Mae Mortgage
Backed Securities, Freddie Mac Participation Securities or Ginnie Mae Certificates.
This has been done to enhance the security for the bonds and obtain higher ratings
on the bonds issued by the Corporation.

5. (a) The Corporation does not have AAA ratings based upon its own credit. The
AAA rated bonds that the Corporation has issued have been rated so highly based
in part on the quality and quantity of the underlying collateral pledged to repayment
of the bonds. Where the Corporation’s debt has been rated AAA, this collateral has
usually consisted of mortgage loans which the Corporation has converted to mortgage
backed securities guaranteed by Fannie Mae, Freddie Mac or Ginnie Mae. The
AAA credit quality of these secondary market participants permits the Corporation
to access the capital markets on more favorable terms than would otherwise be
available. The Corporation pioneered this concept of teaming up State housing
entities with the major Federally sponsored secondary market agencies. It is a
technigue now widely used by State housing agencies throughout the United States.
Currently the Corporation converts only FHA insured or VA guaranteed loans to
Ginnie Mae Certificates. The remaining "conventional” loans are unsecuritized.

6. Some of the Multi-Family loans are insured by FHA; however, the majority are not.
The level of risk is mitigated by the underwriting criteria established for the loan
program (sufficient debt service coverage ratio, adequate replacement reserves,
payment reserves, etc).

7. Run-off of AHFC’s portfolio is due to prepayments resulting from decreases in
interest rates and AHFC borrowers refinancing their existing debt to lower their
mortgage payment. Some 10,000 borrowers refinanced (or are committed to
refinance) their mortgages through AHFC’s Streamlined Refinance program. Others
refinanced through traditional secondary markets such as Fannie Mae, Freddie Mac,
or FHA/VA pooled to Ginnie Mae. Some of the run-off is misleading in that many
of the AHFC Streamlined Refinances have been closed by the lenders, AHFC has
been paid off, but the new loan has not yet been delivered to AHFC for purchase.
This causes a considerable distortion in the numbers due to the time lag in getting
the loans back on the AHFC books.

There are similar streamlined refinances available for FHA insured or VA
guaranteed loans, but not for conventional mortgages sold to Fannie Mae, Freddie
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8.

9.

10.

11.

Mac, or other secondary investor. Also, AHFC offers fixed rate, long term,
assumable mortgages. Most investors do not allow their conventional fixed rate loans
to be assumed.

(a) The $2,765,000,000 in outstanding bonds and notes, net of discounts, reflected
in the Combined Financial Statements included in the Corporation’s June 30, 1993
Annual Report were secured by a combination of mortgage loans, investment
securities and other assets. A copy of the June 30, 1993 Combined and Combining
Financial Statements is enclosed.

(b) The Combining Statements reflect assets and liabilities by individual fund and
account. Investment securities which are not "restricted" or otherwise designated by
statute, indenture or other financial agreement are accounted for in the General
Account of ths Revolving Fund. As of June 30,1993 investment securities accounted
for in these restricted or designated funds and accounts aggregated $1,547,446,000.

The Corporation has not analyzed the cost to refund bonds to free up cash. Our
understanding is that the financial analysis being performed by Legislative Budget and
Audit includes a review of those bonds eligible tor refunding and/or defeasement.

As of June 30, 1993, investments aggregated $1,864,433,000, of which $395,927,000
were in the General Account of the Revolving Fund. The balance of $1,468,506 were
iri funds and accounts restricted or otherwise designated by bond indenture, statute
or other financial agreement. The collateral constraints vary from account to
account. Most are governed by the terms of bond indentures or statutes.
Investments aggregating $1,445,379,000 at June 30, 1993 were pledged or otherwise
designated to the payment of outstanding bonds and notes. The documentation of
these pledges is voluminous and is available in Juneau at the State Archives. It isour
understanding Legislative Budget and Audit reviewed the documentation regarding
the pledge of the Corporation’s assets.

Minimum Net Worth requirements for Fannie Mae are $250,000 plus 2/10% of the
outstanding principal balance of AHFC’s FNMA loan portfolio. Freddie Mac net
worth requirements are $500,000. Ginnie Mae net worth requirements are $100,000
plus .2% of any additional securities outstanding.

Regarding Senator Steve Rieger’s questions concerning the impact of the Corporation’s grant
programs on the Dividend paid to the State:



The attached Schedule of Grants and Related Funding Sources As of and for the Fiscal
Year Ended June 30, 1993 reflects total grant expenses of $9,162,000 as reported in the
Corporation’s audited FY 1993 financial statements. Of this, $8,044,000 was provided from
external sources, leaving a balance of $1,118,000 funded by AHFC. The source of funding
these grants is also indicated on the attached schedule.

For financial reporting purposes, grant expenses are recognized when the grant has been
earned - which is generally upon fulfillment of all conditions for payment This differs from
budgeting practices which require recording the grant when it is awarded.

The FY 1993 grant expenses reflected in the schedule were funded in part by $5,567,000 of
State funds transferred to the Corporation to cover outstanding but unpaid grant awards on
the date AHFC merged with ASHA and the housing and energy conservation functions of
DC&RA. As payments are made on grants awarded subsequent to the merger, the amount
funded by AHFC will increase. To the extent this occurs, the impact will be to further
reduce the Corporation’s net income.

Recently, according to the term of the Dividend Plan, the payment to the State has been
based upon the Net Income of the General Account of the Revolving Fund. As a result of
the pass-through nature of the current grant programs, most of them are accounted for
outside of the General Account of the Revolving Fund. Since Net Income of the General
Account of the Revolving Fund has been less than total Net Income, the effects on Dividend
Payments under the calculations of the current Dividend plan have been minimal.

As the responsibility for funding the grants shifts to the Corporation, however, the grant

programs may have to be classified within the General Account of the Revolving Fund. If
so, the effect on Dividends will be more significant.
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Sawleadsule of Grants and Re

As of and for the Fiscal Year Ended June 30,1993

Grant Sources
Fund Title

General Account of the Revolving Fund
State Energy Conservation
Alaska Energy Efficient Education Fund
Business Energy Assistance Team
Energy Programs Analysis
Home Energy Rating Collaborative Process

HUD Energy Efficient Housing Demonstration

Energy Extension Service
Energy Resource and Information Center
Warm Home for Alaskans
Energy Rated Homes of Alaska
Home Energy Efficiency Programs
Energy Programs Marketing
Institutional Conservation
Low Income Weatherization Assistance
Federal Weatherization
Federal Training and Technical Assistance
Enhanced Weatherization
Petroleum Violation Escrow
Business Energy Assistance
Low Income Weatherization Enhancement
Rural Capital Projects Retrofit Program
Other Energy Programs
Alaska Home Craftsman
Energy Rated Homes of Alaska
Supplemental Housing Program
Senior Citizens Housing Program

Total Grants

u5|n |na|1 oration

(Subject to Year-End Audit Adjustment)
$% in Thousands

Grant
Fund No. Grant Description Amount

Emergency housing assistance $ 205
801 50
801.02
801.03
801.04
801.05
801.06
802 962
802.02

802.03
802.04
802.05
803 3
804 3,052
804.01
804.02
805 2,065
806 51
806.03
806.04
806.05
807/808 2,774
£°8.01
808.02
807.01
807.02

$ 9.162

ated Fun Ing Sources

Funding Source of Grant

DOE State PVE  AHFC

25
20

233
726

1,30 1,658

1,307 o1
o1

8l
158
1,82

1.368 5.%7  1.109

205

34
707

172

1.18
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MR 04 '94 1S:27 SEN fIL fIDPMS

TO: Margaret Nelson, AHFC
FROM: Senator Adams" Office
SCR 12: AHFC

The first set of questions relate to 2/17 letter from Rexwinkel to
Adams and a 2/4 letter from Gay to Rexwinkel:

Rexwinkel letter:
The term "moderate income" has been on the books for over 2
decades. Why is this term so hard for you to understand?

Please define the needs as you see them for subsidized housing for
weatherization and energy efficiency needs, low income programs
and rural housing needs. What progress has been made since these
programs were merged into AHFC, that would not have otherwise
occured?

Who is your independent financial advisor and what is your expected
program demand?

Will Gay’s letter:

#4. How much is this holdback? What are your the asset, over-
collaterialization requirements, and terms of the defeasement clause.
Could laons be rolled into Fannie Mae, Ginnie Mae & Freddie Mac?

-Why do we need a housing agency with triple A ratings when
Fannie Mae, Ginnie Mac and Freddie Mac already have triple A
ratings. Do you sell most of your loans to these outfits?

-Multi-family housing—s this HUD guaranteed? If not, why would
the state want to assume this level of risk?

Questions regarding the annual report—

There was 3.002 B in FY 92 in mortgage loans and backed securities,
in 93, 2.558. B. Explain the 443 million run-off. Are you duplicating
services already available in the marketplace?

Explain the 2.765 B in outstanding bonds/notes, net of discounts vs.
2.558 B in mortgage loans and mortgage-backed securities, net How



much cash, above the 2.5 billion in mortgage loans, is pledged to
collateralize the notes outstanding?

What is the cost to AHFC to do refunding bends to free up the cash?

Liquidity. Under assets, 1.864 billion in investments-.
What are the collateral constraints against these investments?
How much is pledged to debt? Please provide documentation.

What are the net worth requirements for Fannie Mae, Ginnie Mae
and Freddie Mac?



said that the attorney general "clearly had the authority to enter
into that agreement.” He then spoke to policy considerations
associated with the arrangement as well as upward negotiation of
the iInterest rate from the London Interbank Overnight Rate (LIBOR)
to prime. Mr. Cole stressed that the agreement was not entered
into to favor B? or provide BP a tax break. It was signed because
it was 1in the best interest of the state 1in dealing with
"horrendous statute of limitation problems.”™ 1t was a fair, well-
balanced agreement. There was need for time to settle "the
underlying accumulative fifteen-year stream of audit assessments.”
Mr. Cole stressed that the state tried, during the six-month
period, to settle the 1issue but was unable to do so. He
acknowledged that he would not have extended the agreement.

In response to a question from Senator Kerttula, Mr. Cole advised
that legislation introduced by the administration, is intended to
clean up statute of limitation problems. Senator Kerttula voiced
his distress over lack of progress of the legislation.

Both Senator Sharp and Mr. Cole attested to difficulties associated
with developing audit assessments during the irrational markets of
early years when there was no spot price. Mr. Cole noted that
regulations also need work. He indicated that new, proposed
regulations have been developed to address existing problems. Mr.
Cole also voiced need to review statutes relating to valuation. He
attested to benefits of lengthy agreements relating to royalties,
saying that they have solved royalty problems. Need remains to
solve ongoing problems in "the tax field."”

(Representative Larson arrived at this time.)

In his closing remarks, Mr. Cole cautioned against allowing tax
auditors to drive state-fiscal policy. He further advised that
those authorized by statute to make fiscal decisions must have the
confidence of the legislature.

Senator Frank, Senator Kerttula, and Representative Larson
expressed their appreciation to the Former Attorney General for his
service to the state. Mr. Cole received a standing ovation as he
departed the meeting.

ALASKA HOUSING FINANCE CORPORATION FISCAL REVIEW

Senator Frank MOVED that the Legislative Auditor expand the audit
of the Alaska Housing Finance Corporation per the following motion:

I move that the committee authorize the Ilegislative
auditor to conduct a financial analysis of the Alaska
Housing Finance Corporation. The analysis should focus
on the relationship of the corporation®s assets to its
liabilities and the restrictions on those assets. It is
understood that this analysis should be given the highest
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priority by the auditor and that he should periodically
report his findings to the committee.

Representative MaclLean proposed to amend the motion to 1include
review of the Alaska Industrial Development and Export Authority
and its assets and liabilities. Chairman Randy Phillips advised
that vreview of AIDEA had already occurred. RANDY WELKER,
Legislative Auditor, concurred, referencing a contractual report
on AIDEA which he said he would provide to members. Senator Frank
suggested that 1issues relating to AIDEA be raised at a later
meeting 1f further information is deemed necessary following review
of the existing report. Representative MaclLean concurred and
withdrew her proposed amendment. No objection to the original
motion having been raised, 1t CARRIED unanimously.

ADJOURNMENT

The meeting was adjourned at approximately 1:35 p.m.
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MINUTES
ALASKA STATE LEGISLATURE
BUDGET AND AUDIT COMMITTEE
January 21, 1994
12:05 p.m.
TAPES

LBA-94, #5, Side 1 (000-end)
LBA-94, #5, Side 2 (000-530)

CALL TO ORDER

Chairman Randy Phillips convened the January 21, 1994, meeting of
the Legislative Budget and Audit Committee at approximately 12:05
p.m. , in the House Finance Committee Room, Capitol Building,
Juneau, Alaska.

PRESENT
Senators Representatives
Sen. Phillips Rep. Davies
Sen. Frank
Sen. Sharp

Sen. Kerttula (alternate)

Representative MaclLean arrived soon after the meeting began.
Representative Larson arrived as 1t was nearing conclusion.
Senators Adams and Rieger and Representatives Martin, Hanley, and
Parnell (alternate) did not attend.

ALSO PRESENT: Senator Dave Donley; Representative Kay Brown;
Representative Curt Menard; Former Attorney General Charlie Cole;
Attorney General Designee Bruce Botelho; Darrel J. Rexwinkel,
Commissioner, Dept, of Revenue; Randy Welker, Legislative Auditor;
Jim Baldwin, Assistant Attorney General, Dept, of Law; Joe
Householder, Tax Counsel, Unocal Corporation; John Ringstad, BP
Exploration; Mark Holland, Exxon Company, U.S.A.; Mike Greany,
Director, Legislative Finance Division; aides to committee members
and other members of the legislature; and representatives of the
press and television media.

FORMER ATTORNEY GENERAL CHARLIE COLE

FORMER ATTORNEY GENERAL CHARLIE COLE came before committee to speak
to procedures utilized 1iIn negotiation of oil and gas tax
settlements during his tenure. He explained that when Governor
Hickel appointed him, the Governor said he wanted the Dept, of Law
and Dept, of Revenue to address outstanding audit assessments and
to use the departments®™ best efforts, "with all deliberate speed,”
to resolve them. The Governor did not say that particular or
special focus should be placed on settlement.
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Mr. Cole acknowledged that for a number of years, prior to his
tenure, there was a lack of coordination and constructive
relationship between the Dept, of Revenue and the Dept, of Law.
That "bickering” over authority was impeding state efforts to
collect outstanding taxes. A written agreement v.as thus effected
outlining how collection efforts would be pursued. That agreement
has worked well. Teams were Tformed composed of auditors, audit
supervisors, attorneys in the Dept, of Law, and outside experts and
counsel to address outstanding audits of individual taxpayers.

(Representative MaclLean arrived at the meeting at this time.)

Mr. Cole next voiced his belief that auditors in the Dept, of
Revenue have the interesr of the State of Alaska at heart and have
done "a very good job."™ He took exception to suggestions that they
are excessively aggressive, saying that their function and duty in
representing the state i1s to be aggressive. They are the proper
ones to raise 1issues for review by supervisors and analysis by the
Dept, of Law. Review of audit assessments requires constant
evaluation of each claim to determine 1its strength. The Former
Attorney General .stressed that estimates of outstanding taxes are
not based on signed promissory notes or contracts from producers.
They reflect state claims. Each element of each claim has "various
shades of collectibility.”

Mr. Cole next spoke to analysis wused in selecting cases for
negotiations. He noted that the state 1s an institutional
litigant. Decisions regarding which cases to negotiate, take to
trial, or settle are based on strategic rather than tactical
considerations. For 1issues that cut across many tax years and
assessments, the state selects the strongest case for litigation.
(Mr. Cole cited cases involving prevailing values or statutes of
limitations as examples.) He explained that the Dept, of Revenue
and Dept, of Law serve as fiduciaries entrusted with public moneys,
much i1n the same capacity as classic, common law trustees. It 1s
thus incumbent upon the Commissioner and Attorney General to be
conservative in handling state funds.

Comments followed regarding the intricacies of issues surrounding
the U.K petroleum revenue tax and whether or not it represents an
income tax. The opinions of experts are considered when analyzing
cases and evaluating the risk of litigation.

Speaking to settlements, Mr. Cole explained that if a determination
Is made to move a case iInto negotiations, various levels ranging
from acceptable to unacceptable settlement numbers are established.
Those amounts are then reviewed, averaged, and re-evaluated to

develop a number with which everyone 1is in accord. That process
has worked well.

Addressing criticism of the most recent settlement, Mr. Cole
directed attention to a handout (copy on file as Attachment A) and
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recited a list of North Slope royalty case settlements totaling
$444,985,831. He then vreferenced additional tax settlements
totaling $1,084,276,000 and noted that he had heard no criticism
of the foregoing settlements.

Mr. Cole next spoke to charges of secrecy surrounding recent
settlements and attested to need to uphold existing statutes
relating to confidentiality. He then redirected attention to the
approximate $445 million in royalty settlements and noted that
documentation associated therewith 1is public record on file with
the courts. He stressed that review of the documents would
conclude that the Dept, of Law and the administration ably and
effectively represented the people of Alaska.

Mr. Cole next referenced auditor Stacy Scott"s November 5, 1993,

memorandum and commenced to speak to the Union settlement. At this
point in the meeting, Chairman Randy Phillips queried representa—
tives of the Dept, of Law, Dept, of Revenue, and Unocal regarding
their level of comfort with the subject matter. There was no
indication that the subject posed a problem.

The Former Attorney General read excepts from Mr. Scott"s
memorandum and took exception to comments that no state interests
were furthered by the settlement. He pointed to the $112 million
in settlement moneys that flowed to the state treasury as evidence
of beneficial impact. He next noted statements in the memorandum
suggesting that the major 1issue iIn the assessment was the
prevailing value for Cook Inlet Gas. Mr. Cole refuted that
contention and explained that the major 1issue was whether 1t was
possible, under Secs. 55.150 and 160 of the regulations, to get to
the issue of whether the state could apply prevailing value to the
production tax and the 1income tax. He distributed protest
documents (copies on file as Handouts B and C) filed by Union and
explained that they evidence that one of the fundamental issues was
whether the state was required to accept the value of the subject
oil and gas "on the taxpayer®s books."™ Mr. Cole cited difficulties
associated with determining prevailing values of Cook Inlet gas
due to lack of a posted price and widely differing contracts for
the product. He also noted that Cook Inlet oil differs in quality
from ANS crude and is thus not comparable.

End, LBA-94, #5, Side 1
Begin, LBA-94, #5, Side 2

The Former Attorney General spoke to dangers associated with staff
and the press "rushing”™ to claim that the state settled for less
than 1its due. He stressed that 1in each settlement the state
reached its predetermined number. He voiced his satisfaction with
settlements achieved by negotiating teams and pointed to unknowns
associated with litigation.

Mr. Cole next distributed a decision and order of remand (copy on
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file as Handout D) by the Dept, of Revenue.

At this point in the meeting, Attorney General Designee Bruce
Botelho noted the presence of Commissioner of Revenue Darrel
Rexwinkel and suggested that, in light of the order of remand, the
Commissioner remove himself from discussion of the issue.

[Commissioner Rexwinkel left the meeting.]

Mr. Cole advised that the above-noted decision represents an
example of an audit assessment case "which went bad.”™ It is not
now iIn a good posture 1in that the hearing officer found that state
audit staff did not comply with regulations.

[Commissioner Rexwinkel returned to the meeting at this time.]

Mr. Cole spoke to discussions within the Dept, of Law during which
he learned of statute of limitation problems under the three-year
audit statute and the six-year collection statute. He directed
attention to a March 4, 1993, affidavit (copy on file as Handout
E) from staff at the Dept, of Revenue. He noted that it estimates
potential loss from prohibiting amendment of audit assessments
beyond the three-year period in AS 43.05.260 at $600 million in
taxes and interest. The Former Attorney General attested to need
to eliminate that risk. He acknowledged that there is, at this
time, no quantification of risk under the six-year statute. The
Dept, of Law undertook research, determined that the statute of
limitations could be amended and made retroactive, and introduced
appropriate legislation.

Comments followed on the status of the lawsuit regarding the three-
year statute. Mr. Cole informed members that appeal to the supreme
court has been made from an Anchorage superior court" ruling that
the three-year statute has no exceptions, and additional
assessments may not be made after that period. The state brief
to the supreme court 1is due February 15. The state has taken the
position that if the taxpayer appeals the assessment, and the
assessment is in the informal conference or formal hearing stage,
that action keeps the assessment open for further assessments.

The six-year statute for collection of taxes has been at issue in
cases, and the state has settled around it. Mr. Cole voiced his
belief that the six-year statute should not apply 1iIn instances
where the appeal process 1s ongoing.

The Former Attorney General urged that regardless of whether or not
statutes of limitations are made retroactive, they must be "cleaned

up -ll

Mr. Cole next addressed "the BP document.”™ He acknowledged press
articles indicating that BP received a tax break and that the
agreement between the company and the state was unauthorized. He
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ALASKA STATE LEGISLATURE
LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P.O. Box 113300
Juneau, AK 99811-3300
(907) 465-3830

MEMOR A NDUJVI FAX (907) 465-2347

TO: Jerry Burnett
Aide to Senator Phillips'

\%

FROM: Randy S. Welker d ju ™~ U/
Legislative Auditor /

DATE: March 2, 1994

RE: Status of AHFC Financial Analysis

At the January 21 meeting of the Legislative Budget and Audit Committee, a request was
approved to have the Audit Division conduct a financial analysis of the assets of the Alaska
Housing Finance Corporation. The analysis is focusing on the Corporation’s assets and
liabilities and the restrictions on those assets.

The Committee instructed that the analysis be given the highest priority by the Audit
Division.

The audit team assigned to this review spent the majority of February in AHFC'’s offices
reviewing the detail records of the Corporation. We are now in the final stages of our
analysis and anticipate a final report available to the Legislative Budget and Audit
Committee no later than March 18,

If you have any questions, please contact me.

Alf/*o ffi& A to rt



HOUSING AGENCY GO PLEDGE RATED FOR FIRST TIME

In its |rst trn ba%dsolely on the general on nate and Iosedb a direct lender-nor-
atronpe ousin nanc n_% ncra rns tution or ort ﬁecom-
ssr ns us rrec en er ener% g Ugs to
ron hoys! ce ort oan n behalfof t e]c]prr%)

ment nd sene feyens Par ra ro ort eoanswrt unds
tron an - ratr fgrrs assig ed to rarse a ta m un sr Ised bﬁ%%

Cs@urocommercr ram.Asare- cor ratront ssu e o1 mor
suI new ratin %dpn ﬁé’ oratron Bn)dp notes an Iaterarze mo
ﬁ)ﬁle?ﬂa rrtral

r
to + rQ Ogee tions ha rovrg approxrmately%(%)o
ns have a

sta A ecorggrratrra 0ages rnt state.
f?e hefaeri e % ECENOLY D AFC
rr evesdue 0 h etter quality 0 ]g%e Alaska econom rner(tj down shahrm
run er |n scurr , tersever ear ofr p] sf
IS ased on rts% cau rrmar eco a nceo
|ta| aeava oa sor g} a crue | whrc srp uce

oan 0SSES, s the uaﬂrt nd urd sa esult Or su asrt]atr tre ove#St gﬁ nrevren
Of JtS aSSets. M‘E ﬁﬁac leve a r% t)é qﬁ% Atasﬁe ousrng dmar et sufrere ade
rnITw In the numb ero

m In mrngasubstantra percentageo its assets  cline using starts
\? udlity short te]rm Investments ew bu ermrth rssue an |ncre se in he
e ? se era ears, t ecurrent Crecov elrnquency eson housing loans, an agenera
ng market should hel

ﬁe% roﬁta rt satrs actory qver

eralpyg houl alw é H{tﬁ AFFC RATINGS

F%err?rseegor((}:J Ic rr)?rt (r)nodear % shou %@’ f h t bonds 1981
mi ousi ent bonds

rode some 0 teco ratron ca Tas

ﬁ)an?assea mount an estate$s nép serres étevens ar ror“

tronalot#]norn rSrOPerrC?S rr)aces pressureont eoor- Saﬁe ite: D (i]ggsl

tatean%ulsltt ? ncg C'teaacont” “te%betnaa%SLer 58 Invglstmentban ecurity Pacific Securities

i o

'5310% Sn s r{ A or e épe USS1500million Eurocommerdal paper

uction,n cafial Gan sev f BD pora,
B e agene 3105386'2%%0'%&) sition an % rSwrss Bank Corp. International Ltd,

zor é%rtguwnth?easlgrres oh A E @Ovrlr(éﬁer dino SEESMIll
Outstandin Smillion insur

resqlutions this is

rtronaﬂ teefd iy romai thegeneri Ordgge g bonc upgraged oA+

at|0n runsecur e ges 0 hou Ing lrs%ser S

na rstand second se .
rg ”;&32}?5%&9 ﬁapﬁ%e&nmouﬁ]h % [rrst secong angﬁ thrrg series
irst second. and third series
%Y fnof 0 3 ted tO opriate I andaacead series
P Om t g COf Or tlon (gﬂjvﬁt nSU ISt Series
cessiul. the attem emo strat
51 Irst series

[
peraplity o face on s Erc B oers th

reduction | |n ho srn market values for several
Saeoraégalg fo remit an aﬁnua viden totg ears—a ssrc sron tte conom

eXpects uc attempts 1o recur
0ssib seceg n t uture an has tehere ore emarne 635 TOU : t
act é IS TS rnot erarj%rl vrern nr Caneyt %
Was estab rs 8 a nonstock a €z 0|5 I t Ethr
o g ratjon an overn en mstrum in eearlrmu eae Svlrpaosr )1 un
rtg oratronéec ved 5 Iqta?atro ]% and roxrmate Zjﬁe cor
state 2 toﬂné(l, over- datronss ort %t]an avv ast
nPr ors Isven mem PiFC'shoard Esta wn rtr r?]elp%é
- moret r ts areca ital bas
ecorPoratron rsaseaondarg1 urchaser of anASle dpag%r |dur90t 85 : e b

&y nave ueCen gage DOH&WIOS an ault on any of
STANDARD A POOR™S (REE JANUARY 13, 1993 41
A & X I* £

ate EC

mort ag 0ans and not a rrF
It acquires mortgage loans after



FANANCIAL STATISTICS
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itsoutstanding bonds. At the end of its 1991 fiscal
year, loans 60 or more days delinquent were
down toamore reasonable level ofacoroximately
1.8%.

S&P projects that the economy will enter into
another severe depression inapproximately 12 to
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(392) 043 (1.08) (10.16) (5.80)
93.998 U342 (124.049) (11.454) 20928
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34 852 1319 1620 1094
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50.00 48.87 a4.27 4148 37.35
375 9.33 7.24 416 4.60
1i70 13.43 1048 5.74 5.23

14 years, when crude oil reserves on Alaska®s
North Slope are expected to be depleted. The
successful development of new oil fields in Mik-
kelson Bay and the Beaufort Sea could head off
this depression. Neither of these ail fieldswould
have as significant an impact on the state’s eco—
nomic horizonaswould the opening of the Arctic
National Wildlife Refuge to exploration and de —
velopment. but expectations for such an opening
have been squelched by a recent vote of the U.S.
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Senate Environmental Committee tobar explora—
tion there.

LOAN QUALITY

AHFC"s loan portfolio, taking into account its
insurance protection, isofgood quality. The Fed—
eral Housing Administration (FHA) and Veterans
Administration (VA) provide primary mortgage
insurance and guarantees, respectively, for ap—
proximately 31% of the mortgage portfolio. The
insurance or guarantee provided by these two
U.S. government agencies are "AAA" eligible un —
der S&Ps housing bond criteria, which are ap—
plied to the corporation®s collateralized bond rat—
ings.

Primary mortgage insurance from privatecom—
panies rated at lesst "AA" by S&P provide insur—
ance for an additional 33% of mortgages. Ap —
proximately 19% of mortgages have no primary
insurance or guarantees because they have loan-
to-value ratics (LTV) of less than 80% and there—
fore do not requirre insurance according tomarket
conventions. The remaining 16% of mortgages
within the corporation®s portfolio are of lesser
quality, m that they are either uninsured with
LTV ratios of greater than 80% or have primary
mortgage insurance from private companies
rated lower than "AA" by S&P. Losses on these
lower-qual ity mortgage loans have been factored
into the corporation”s rating by measuring their
impact on AHFC"s fund balances.

In addition to primary mortgage insurance,
AHFC maintains a secondary level of loan loss
protection on a majority of itsmortgage portfolio
through the use of mortgage pool insurance poli—
cies, self-insurance funds, and U.S. government
sponsored agency guarantees. The Federal Na—
tional Mortgage Association (FNMA) and Federal
Home Loan Mortgage Corp. (FHLMC) provide
nonrecourse guarantees for approximately 19%
of the mortgage portfolio, excluding all FHA in—
sured mortgages. Through a State Mortgage In—
surance Fund held outside of the corporation,
and not consolidated within the corporation®s
financial statements, AHFC has self-insured an
additional 17% of mortgages, excluding FHA-in-
sured mortgages. Mortgage Guaranty Insurance
Corp. ("-AA" claims-paying ability) provides mort—
gage pool insuiance policies for 21% of the port—
folio excluding FHA-insured mortgages.

The secondary loan loss coverage mechanisms
exclude FHA-insured mortgages because the cor—
poration believes the primary insurance tobe ata
sufficientlyhigh level that further insurance isnot
necessary. S&P differs on thisbeliefand assumes
thata low level of losses will be incurred on these
types of loans. Including these FHA-insured
loans, 42% of the mortgages inAHFC"s portfolio
have no pool insurance. Using S&Fs published
housing bond cnteria, S&P estimates that future
loan losses in excess of primary and secondary
mortgage insurance or guarantees could reach
approximately S85 million during a severe eco-
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LITIGATION

The corporation continues to pursue a legal
dispute with Mortgage Guaranty Insurance Corp.
(MGIC) over unpaid claims submitted by the cor—
poration under several pool insurance policies

MORTGAGE LOANS AND REO BY PROPERTY TYPE

CheMT22%  puq.j 5 26%
g
, Canao
. 6.73%
Single familyeeuoiw 57.38%
portfoli&oa” Refi estate owned

mPercentage ot dollars otnstanolng at Aug. 31,1991. Source: Alaska Housing Finence Corp.

issued by MG I C during 1981,1982,1983,1988, and
1989. As recently as this year, the corporation
estimated thatMG I C was denying approximately
26% of the interestand expense components and
3% of the principal component ofeach claimsub-
mi rted. Based on the current claims denial prac—
tices of MGIC, AHFC expects that an additional
550 million of future claims under the policies, in
respect of properties on which the mortgagors
have defaulted orareexpected todefaulton mort—
gage loans, will be denied by MGIC. AHFC and
MG I C are currently trying to reach a settlement.

UNDERWRITING

Three characteristics of AHFC"s loan portfolio
had a serious negative impact on the corpora—
tion"s performance during tiremid to late 1980"s:

« loan type

= property type

 loan-to-value ratio

Since its inception, the corporation has al lowed
two typesofmortgages tobe originated: fixed rate
and graduated equity mortgages (GEM). GEMs in
the AHFC programs were characterized by 5%
increases to monthly payments in years four
through nine, with increases applied to principal,
resulting in firal payment in 16 to 19 years. The
increased payments beginning inyear four led t©
payment shocks for unprepared borrowers and
increased the level of defaults. During the 1980s,
AHFC 3 loan portfolio reached a point at which
these types of loans represented approximately
40% of total loans. At present, GEMs make up 33%
of the portfolio. However, the corporation isno
longer originating these types of loans; this
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should have a positive impact on the mortgage
portfolio over time.

The types of properties secured by mortgage
loans also affected the corporation3 mortgage
portfolio performance. During the previous de —
pression, AHF C absorbed heavy losses as a result
of condominium and mobile home loans. Tne
chart at left illstrates the difference between
property types with respect to the corporation™s
REO inventory. At Aug. 31, mobile home and
condominium loans represented 1.8% and 6.73%,
respectively, of mortgage loans outstanding.
However, loans for these same types of properties
accounted for 7.7% and 15.4% of AHFC*s REO
inventory. Performance of the mortgage portfolio
should be further enhanced in the future by the
corporation”s scaling back of new condominium
loans originated and the exclusion of mobile
home loans.

The high level of leverage taken on by the cor—
poration®s borrowers compounded the higher de —
fault levels in AHFC®s portfolio during the last
decade. LTV ratics tor conventional loans were
most often at the 95% limit. That s, mortgagors
made down payments of only 5%. FHA and VA
loanshave maximum allowableLTV ratiosof97%
and 100%, respectively. With litdeequity invested
in their properties, many mortgagors in Alaska
walked away from their properties and obliga—
tions as the value of the properties declined.

The large dollar losses incurred by the corpora—
tion resulted primarily from conventional loan
defaults, since the FHA and VA loans had deep
coverage provided by the U.S. government. As a
means or lowering this financial risk, the corpora—
tion has changed its underwriting standards for
conventional loans to a maximum LTV ratio of
90%. Thisshould haveastrongpositiveimpacton
the portfolio over time, as 95% LTV loans are
believed by S&P to default twice as often as 90%
LTV loans.

ASSET QUALITY

Nonpen®orming assets have been decreasing as
the states economi ¢ recovery continues. As a per —
centage of mortgage loansand REO, nonperform—
ing assets have declined from a peak of 16.2% at
the height of the depression t0 3.4%. As high as
these ratiosmight appear, the actual nonperform—
ing assets that must be charged off is relatively
low-under 7.3% since 1983. Actual charge.offs
are relatively low due to the corporation”s success
in receiving value upon property dispositions
and receipt of mortgage insurance proceeds.

The corporation®s nonperforming asset posi—
tion isenhanced by its loan loss reserve position.
As AHFC built up its reserves at the expense of
net earnings during the late 1980s, itput itelf in
aposition towithstand substantial loan losses. For
the past three years, loan loss reserves as a per—
centage of loans outstanding have been greater
than 4.1%. Loan loss reserves as a percentage of
nonperforming assets have grown steadily from
a relatively low 3.8% in 1987 to an overly conser—
vative 125.7% in 1991. That s, AHFC s holding
approximately 51.25 in reserves for each 51.00 of
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nonpertorming assets. Based on experience, only
about 50.07 of each 51.00 of nonperforming assets
willhave tobe writtenoff. Therefore, AHFC" s loss
absorption capabilities are quite high at this time.

LIQUIDITY

AHFC"s loan portfolio has been shrinking since
1987 and now accounts for approximately 6 1% of
total assets. The asset shift was primarily into
short-term investment obligations rated at lesst
"AA". Loans as a percentage of total assets are
expected to decrease further due to the recent
decline in mortgage interest rates. The proceeds
from prepaid mortgages will most likely be used
t redeem the corresponding bonds that they

MMERCIAL PAPER FLOW

AHFC CPnojes > rtotenoiaers

support. This in turnwill increase the proportion
of assets composed of investment obligations,
which currently account for approximately 31%
of total assets.

Investments held by the corporation are pri—
marily short term. At present, almost 82% of the
investments held, or 25% of total assets, are due
or available at par within one year. The majority
of these investments are proceeds available
within bond programs to purchase mortgage
loans.

Liquidity for the commercial paper program is
further enhanced as a result of the warehousing
structure of the program. The flow chart above
illstrates the relationship between the use of
bond and commercial paper proceeds to fund the
corporation”s mortgage acquisition activities. Li—
quidity is inherent in this structure because bond
proceeds are always available to retire maturing
commercial paper. Historically, the corporation
has not purchased mortgage loans with the pro—
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ceeds of commercial paper on speculation of issu—
ing bonds. Instead, the bonds have always been
issued first and their proceeds placed in short—
term investments until used to purchase mort—
gage loans.

PROFITABILITY

AHFC"s earnings potential isstrongnow that it
has established adequate reserves for loan losses
going forward. Unexpected heavy losses during
1988 and 1989 resulted from large additions
loan loss reserves and the writing down of REO
properties. Return on assets, which had histori—
cally been above 1% through 1985, deteriorated
annually through 1989.

Return on assets calculated before provisions
for loan losses demonstrates the impact of the
corporation®s failure toreserve adequately during
the past. One reason for this failure: itexpected
1o receive claims payments from MGIC. When
these claims were denied, AHFC incurred the
Ioss.

The corporations net interest margin has re—
bounded from a low of 1.3% in 1987 and should
stabilize in the 3%-4% range. The majority of
AHFC"s lichilities are hedged with assets of like
maturities and higher interest rates. The interest
margin earned by the corporation s somewhat
constrained by federal tax legislation, which lim—
its the amount of arbitrage that housing finance
agencies can earn over their lichilities.

CAPITAL

Improved profitability has enabled AHFC to
replace much of the capital lost during several
unprofitable years. Despite losses incurred in the
past, its large capital base-not less than 25% of
total assets-is sufficient for itsmonol ine business
under the most stressful economic conditions.
Likewise, equity plus al lowance for loan losses as
apercentage of total loans increased steadily from
approximately 38% in 1987 to a current lewel of
50%. Unrestricted equity (equity not pledged to
specific bond programs) is13% of total debt out—
standing after adjusting for various financial loss
exposures. S&Fs criteria for a "top-tier'" agency
require this ratio to be not less than 4% ofbonds
outstanding-

Due to the bleak long-term economic outlook
for the state, itisexpected that thiscapital cushion
will be necessary to weather the next economic
depression. At present, this level of capital issuf—
ficient to absorb projected losses over the lifeof
the corporation®s bonds and commercial paper.

David Notkin
(111) 208-8536
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Overview of State Housing Fincnce Agencies

Few would argue widi me contenuon mac the robust
real estate activity t'ound in many parts or me country
in me 1980s has come to a grinding halt. In recent
years, prices in many areas have fallen signmcnndv
and regional and national mortgage loan delinquency
leveis have increased steadily. As me lasc decade of
housing boom is followed by a general bust, state
housing finance agencies (HFAs) have been called
upon to play a greater role in me delivery of afforda-
ble bousing. In me context of mis expanded role, it is
important to consider me differences in me health of
a state's overall real estate market and me specific
market targeted by these housing agencies.

While me performance of state HFA mortgage loans
invariably reflects me ups and downs of mat state's
economy, as experienced in me oil patch states in the
mid-1980s for example, a high degree of correlation
does not always exist. Without exception, Moody's
has found that recent delinquency levels and median
prices of homes financed with HFA-tssued tax-
exempt bonds have not shown significant negative
trends. Even in states such as Massachusetts. New
Hampshire, New Jersey, and New York, where me
housing recession has been widespread, me individ-
ual single-family housing programs continue to
exhibit favorable credit characteristics and maintain
high ratings.

There are a number of reasons why HFA mortgage
loan portfolios do not necessarily mirror me general
housing trends in a particular state. For example,
federal statutes and Internal Revenue Service regula-
tions target low- and moderate-income mortgagors.
By prescribing me maximum income levels of bor-
rowers who may benefit from tax-exempt bend pro-
grams, these federal guidelines limit me vast majority
of HFA-financed mortgage loans to first-time
homebuyers. Moreover, me limitation on me maxi-
mum purchase price for the properties financed under
these programs results in HFA portfolios mat consist
primarily of '‘starter” houses, i.e., small two-to-three
bedroom existing townhouses, condominiums and
single-family detached homes located in middle-
income neighborhoods. Much of me significant defla-
tion in home prices mat has taken place across me
country has occurred in me middle- to high-priced
luxury housing, and me starter-home segment of me
market has been fairly resilient. Even today, starter
homes are in relatively high demand as a result of
historically low interest rates and me fact that first-
time homebuyers are not burdened with selling their
existing homes. In addition, me structural and legal
aspects of a single family bond issue, including
below-market interest rates and pool insurance
requirements, help guard against huge financial

rcusm/ Cv(?rvie».v

losses to me programs even in a scenario of hiah
mortgage loan defaults.

Given me difference between me general real estate
markets of me states and me concomitant HFA mar-
kets, it is revealing to compare and contrast me
portfolios and me performance of state bousina aaen-
cies. The following section of mis publication lists
various scaustics and rankings of me 48 state housina
agencies (Kansas and Arizona do not have state
KFAs), and me 180 single family mortgage revenue
bond programs rated by Moody's. Most performance
statistics are as of September 30, 1991.

Due to changes in federal tax laws, me overall finan-
cial performance of a housing program is dependent,
in large pan. on when me bonds were issued. The
older me program, me more seasoned me loan portfo-
lio and. in general, me lower me delinquency and
foreclosure statistics. Older programs have also bad
many years to build up large fund balances. In addi-
tion. bonds issued prior to 1981. known as pre-
iniman bonds, ore not burdened with strict arbitrage
and rebate rules. .As a result, these bond programs
tend to build financial strength at a much quicker
pace.

Composition of Portfolios

The 180 single family mortgage programs reviewed
in mis book comprise over S30 billion of outstanding
mortgage loans, representing 600,000 loans. The
average HFA loan amount is S49.990, evidence mat
state HFAs are reaching first-time homebuyers.
Because first-time buyers usually do not have me
financial ability to make large down payments, over
90% of me HFA mortgage loans carry some type of
primary mortgage insurance. As presented oa me
chart on the next page, more man one-third of me
loans are insured by FHA. aod just under 8% are
guaranteed by me Department of Veterans Affairs.
The largest amount of private insurance—Just over
22%, or almost 53.1 billion—is provided by MGIC
(including all loans insured under me MGIC name
and me WMAC label). Verex is also a large presence
in me private insurance business, at 13% of me loans,
although mis percentage is decreasing since Verex
has not written any new business since 1988,

Delinquencies and Foreclosures

The highest delinquency rates by a large margin wen
found in those regions affected by me petroleum
recession of me mid-1980s. With regard to me eight
federal census regions. HFAs tforn me Southwest
region repon me highest average serious delinquene;
rate (60 days or more), at 4.12%. This region
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Conventional
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FHA
36.4%
Uninsured
9.9%
Total

includes die states of Texas. New Mexico, and
Oklahoma—all states with significant reliance on the
oil and gas industry. Not surprisingly, the highest
average cumulative foreclosure rare is found in the
Rocky Mountain region, which includes Colorado
and Wyoming— two states that were also hard hit by
the oil bust. The average delinquency and foreclosure
rates for the Southeast, geographically the largest
region, fall in the middle of the range, at 5.76%.
Louisiana’s performance statistics were the weakest
of all the states: over 25% of its Series 1982A pro-
gram loans were-seriously delinquene

On the positive side, the Greac Lakes and Far West
regions tie for the lowest average delinquency rate,
1.56%. The New England region shows the lowest
cumulative foreclosure rate in the country, at a total
of 0.54%. Although this region's real estate market is
currently undergoing significant stress, its cumulative
foreclosure rate is low as a result of the very
favorable bousing market that existed for most of the
1980s. It is expected that this rate will rise somewhat
cer the near term if serious delinquencies and fore-
closures persist. (See the chart on the next page.}

Finances

Despite the current housing market woes being
experienced across the country and the harsh realities
that took place in the rust belt and oil patch states
over the last decade, most state bousing agencies are
financially and administratively stronger than ever
before. Many HFAs have generated substantial Gen-
eral Fund balances, including significant cash and

Single Fcmnv Progrcrr

Mot Available
134%

MG|C Other
14.4% 164%
i
s VEHEC
13.1%
PVl 0tAC UGRIC WMAC
4.2% 7.9%

CHIP. Guanntv Fund. MHF.
MIF-PtD. '/HMG3

3.2%

Conventional

investments. While the average General Fund balance
is over 345 million, certain agencies have far more
resources. Alaska, for example, has a General Fund
balance of more than 5680 million—an amount that
exceeds 16% of its total debt outstanding.

Anagency's combined fund balance is another mea-
sure of its fiscal strength. On average, state HFAs
have an average combined fund balance of more than
S165 million of total bonds outstanding. Leading all
agencies in this ranking is the Hawaii Housing and
Finance Development Corporation (HHFDC), which
has more than S390 million in combined fund bal-
ances, representing more than 64% of all the corpora-
tion’s debt. While a significant amount of this
combined fund balance is derived from state appro-
priations made over the years and earmarked for
specific programs, HHFDC has also built up monies
from its single- and multi-family bond programs.

Lnaddition to the general financial strength of state
HFAs, (he overwhelming majority of the states’ indi-
vidual single family programs also exhibit continued
sound financial performance. Thirty-three of these
programs have assets exceeding liabilities by over
25%. Indeed, nine programs, or 5%, have more than
one-and-a-half times the amount of assets as
liabilities.

Many housing agencies have used a variety of meth-
ods to maintain the financial integrity and credit
quality of each program. Refinancing techniques,
such as the refunding of outstanding issues to take
advantage of lower interest rates, are used by virtu-
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ailv ail of tne agencies. When necessary, some agen-
cies have transferred monies from one program to
another—or even from the General Fund—in order to
protect weaker programs.

State HFAs Generally Stranger Than Ever

The last decade provided an effective laboratory in
which to evaluate the resilience of mortgage revenue
bond programs and the adaptability of state housing
agencies. Throughout the 1980s, suite HFAs were
faced with a constant barrage of new challenges.
Virtually every agency endured at least one economic
downturn during the 1980s; some economies, such as
that of Texas, have come aimost full circle in the last
12-year period alone. Most agencies have gained
from this experience and have learned to compensate
for the downturns in program performance that are
likely to prevail in harsh economic times. To that
end. many agencies have expanded their functions
and staff sizes to include servicing, investment man-
agement, primary and pool insurance, construction

Foreclosure Experience

Rockv Mountain

Mid-Atlantic

New England jgjj 0.5
0 2 4

6
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financing, and property management, reflecting they
growing expertise.

As a result of this sound management, as well as the
accumulation of considerable reserves and the unique
role that state HFAs play in delivering affordable
housing, most state housing finance agencies are
financially and administrauveiy stronger than ever
before. Moreover. Moody's has found that the overall
portfolio performance of these bond programs has
been better than state and nauonal averages. Last
year, in recognition of thac exceptional strength.
Moody's reassessed each of the 180 state single fam-
ily programs and, for the first ume. began to assign
Aaa and Ac 1 ratings to programs that demonstrate
superior and stronger performance and resilience,
respectively. Moody's currently has Aaa ratings
assigned to three programs, representing just under
2% of the universe, and Aal ratings assigned to 18
programs, or 10% of the total. Most of the remaining
single family housing programs are rated Aa: only
28. or 21 %. are rated AT or below.

14.3

8 10 12 14 16

Cumulative Foreclosures
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State Single Family Programs-
Portfolio and Financial Rankings

Agency/Program

Alabama Housing Finance Authority

Single Family Mortgage Revenue Refunding Bonds. Series 1991 C
Single Family Mortgage Senior Revenue Bonds. Senes 1984 3
Single Family Mortgage Senior Revenue Bonds, Senes 1984 A
Single Family Mortgage Revenue Bonds. Senes 1983B

Single Family Mortgage Revenue 3onds. Senes 1983 A

Single Family Mortgage Revenue 3onds. Senes 19823

Singie Family Mortgage Revenue Bonds. Senes 1982A

Single Family Mortgage Revenue 3onds. Senes 1981A

.Alaska Housing Finance Corporation
Home Mortgage Revenue Bonds, 1983 Second Senes
Home Mortgage Revenue Bonds, 1983 Fust Senes
State .Assisted Mortgage Bonds, Senes J
Home Mortgage Reveue Bonds, 1982 Second Senes
Home Mortgage Revenue Bonds. 1982 Fust Senes
Home Mortgage Revenue Bonds. 1981 Second Senes
Hume Mortgage Bonds, 1981 Fust Series
Insured Mortgage Program Bonds
Housing Mortgage Program Bonds

Arkansas Development Finance Authority
Single Family Mortgage Revenue Bonds . Senes 1935 A
Residential Mortgage Revenue Bonds
Singie Family Mortgage Revenue Bonds
Singie Family Mortgage Purchase Bonds, Series 1978 A

California Housing Finance Agency
Home Ownersliip Mortgage Bonds
Home Mortgage Revenue Bonds
Home Ownership and Home Improvement Revenue Bonds
Single Family Mortgage Purchase Bonds

Colorado Housing and Finance Authority
Single Family Residential Housing Revenue Bonds
Single Family Revenue Bonds
Single Family Mortgage Program Bonds. 1984 Series A
Single Family Mortgage Revenue Bonds
Single Family Housing Revenue Bonds

Connecticut Housing Finance Authority
Housing Mortgage Finance Program

Program
Asset/Dear

Rctlo

NA
1.040
1.068
1.082
1129
1.028
1.096
1.019

1.549
1.254
4.858
2.034
2.190
1.345
3.450
1197
1524

1.039
1.079
1135
1.344

1.139
1.027
1122
1.190

NA
NA
NA
NA
NA

1.040

Rank

NA
110
87
79
56
130
75
141

32

4t

15

39

116
31
54

53
133
61
42

NA
NA
NA
NA
NA

112

ssingle Fcmnv F'cer-

Total

Dellnauencles
ot Loans

Outstcnalng  Rc-rs

as %

2.87
3.31
3.57
2.69
2.97
2.94
2.49
3.21

2.16
3.43
2.40
1.76
2.26
2.02
163
1.17
2.38

3.24
3.42
3.23
4.91

2.50
1.50
2.90
1.70

5.30
4.63
4.60
5.11
3.28

4.68

ICip
12?
UN
101
111
110
91
lefr

121
126
116
151

94
i/
107
50

157
145
144

156
119

147

*iSfiH
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Cumulative
Foreclosures as %
of Number of
Loans Originated

7.6
4.6
4.5
NA
NA
NA
NA
NA

pnNn
26.7
19.7
32.9
31.6
26.6
25.4

6.0

5.7

4.9
7.1
6.7
2.3

1.0
0.9
3.0
0.7

3.3
17.9
13.8
25.6

3.9

0.0

RcnK

74
51
49
NA
NA
NA
NA
NA

39

104
115
114
110
108

68

65

52
73
72
34

19
17
42

45
103
95
109
79

NA

Average
Outstanding
Loan Amount

33.597
45.145
45.506
43.531
42.846
40,375
40.336
31,520

71,557
72.057
75,760
65.744
64,196
71,731
63,362
64.298
50,699

29.997
39.006
31,748
22.705

72,439
78,447
38,629
23.920

57,037
55,198
49,957
46,077
36,371

71.960

Rank

77
110
114
103
100

92

93

45

159
162
160
153
151
160
155
152
126

89
S3
47
10

164
167
78

145
144
133
119

67

161

Stare Sincie rami'/ Programs—
Pcttchc cnha Fr.cr.aci Genwr.cs

Program Fund Balance
as % of Bonds
Outstanding

NA
4.23
8.66
10.29
15.42

3.96
10.13

-47.13
14.24
453.09
52.17
31.62
22.92
252.18
13.72
51.25

3.15
491
14.12
24.99

12.72

1.72
12.71
19.53

3.65
3.17
NA
177
NA

5.10

Rank

NA
122
37
78
54
123

14

162
57

138
116
58

66
143
67
43

129
137
NA
142
NA

113
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State Housing Agencies-
Financial Rankings

General Fund
Balance as % of

Stale Housing Finance Agency Bonds Oufstc
.Alaska Housing Finance Corporation 16.3
Pennsylvania Housing Finance Agency 6.3
Connecticut Housing Finance Authority 5.9
Tennessee Housing Development Agency 5.2
Virginia Housing Development Authority 4.9
Missouri Housing Development Commission AS
New Hampshire Housing Fnance Authority 4.7
lowa Finance Authority 4.6
Georgia Housing and Finance Authority 3.3
Nevada Housing Division 3.2
Michigan State Housing Development Autnonty 29
Wisconsin Housing and Economic Development Authority 2.5
Dlinois Housing Development Authority 2.3
New Jersey Housing and Mortgage Finance Agency 2.6
Minnesota Housing Finance Agency 2.4
West Virginia Housing Development Fund 2.1
Colorado Housing and Finance Authority 2.0
Massachusetts Housing Finance Authority 13
Wyoming Community Development Authority 15
Nebraska Investment Finance Authority 15
North Dakota Housing Finance Agency 14
Utah Housing Finance Agency 14
Mississippi Home Corporation 13
Oregon Housing and Community Service Department 13
California Housing Finance Agency 1.2
Ohio Housing Finance Agency 0.9
Maryland Community Development Administration 0.9
Washington Housing Finance Commission 0.9
Louisiana Housing Finance Agency 0.3
North Carolina Housing Finance Agency 0.8
mAlabama Housing Finance Authority 0.3
Fonda Housing Finance Agency 0.7
Indiana Housing Finance Authority 0.7
South Dakota Housing Development Authority 0.7
Maine State Housing Authority 0.7
Vermont Housing Finance Agency 0.7
Arkansas Development Finance Authority 0.6
rdaho Housing Agency 0.6
Kentucky Housing Corporation 0.5
Montana Board of Housing 03
Delaware State Housing Authority 03
Oklahoma Housing Finance Agency 0.2
Slate of New York Mortgage Agency 0.2
New Mexico Mortgage Fmance Authority 0.2
Texas Department of Community Affairs 0.1
South Carolina Slate Housing Finance and Development Authority 0.1
Rhode Island Housing and Mortgage Finance Corporation 0.1

Hawaii Housing Finance and Development Corporation NA



State Housing Finance Agency

Hawaii Housing Ftnance and Development Corporation
.Alaska Housing Finance Corporation

West Virginia Housing Development Fund

Kentucky Housing Corporation

Minnesota Housing Finance Agency

lowa Finance Autiionty

New Jersey Housing and Mortgage Finance Agency
Virginia Housing Development Authority

South Carolina State Housing Finance and Development Authority

Missouri Housing Development Commission

South Dakota Housing Development Authority
New Hampshire Housing Finance Authority

Rhode Island Housing and Mortgage Fnance Corporation
Maine State Housing Authority

Montana 3oard of Housing

Pennsylvania Housing Finance Agency
Connecticut Housing Finance Authority

Oregon Housing and Community Service Department
North Carolina Housing Finance Agency
Massachusetts Housing Finance Authority
Tennessee Housing Development Agency
Wyoming Community Development Authority
Nevada Housing Division

State of New York Mortgage Agency

Idaho Housing Agency

Michigan Slate Housing Development Authority
Wisconsin Housing and Economic Development Authority
Georgia Housing and Finance Authority

Utah Housing Finance Agency

California Housing Finance Agency

New Mexico Mortgage Finance Authority

Vermont Housing Finance Agency

Arkansas Development Finance Authority
Maryland Community Development Administration
Delaware State Housing Authority

Mississippi Home Corporation

Colorado Housing and Finance Authority

Alabama Housing Finance Authority

Nebraska Investment Finance Authority

Horida Housing Finance Agency

Illinois Housing Development Authority

Indiana Housing Finance Authority

Texas Department of Community Affairs

Louisiana Housing Finance Agency

Oklahoma Housing Finance Agency

Ohio Housing Finance Agency

Washington Housing Finance Commission

North Dakota Housing Finance Agency

Combined Fund
Balance as % ot
Sands Outstanding

64.4
42.3
23.1
19.1
18.9
16.0
151
13.7
13.6
12.4
12]
i1.6
115
114
11.3
11.0
11.0
10.8
10.4
10.4
9.7
8.9
3.9
34
3.4
3.3
32
7.7
7.7
7.4
7.1
6.4
6.2
651
5.7
5.6
53
4.9
4.8
4.4
4.3
4.2
3.6
31
2.6
2.4

2.3
nn
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Alcska Housing Financa Corporation

Overview

Established in 1971. the Alaska Housing Finance
Corporation ((AHFC) is a non-stock, public corpora-
uon and government instrumentality of the State of
Alaska. .AHFC was initially empowered to purchase
only federally insured or guaranteed loans for low- to
moderate-income Alaska residents. Subsequent legis-
lation expanded the corporation's powers by allowing
it to purchase convenuonal loans while removing
income and purchase price Limitations. Today, .AHFC
represents the major source of mortgage capital
within the state, -with more than 42,000 loans out-
standing as of September 30, 1991. representing S3.3
billion in mortgage principal outstanding. Through
the use of highly sophisticated financing structures,
the corporation has purchased these loans with the
issuance of more than S8.5 billion of debt, S3.4
billion of which was outstanding as of September 30,
1991. The corporation conunued its active issuing
roie throughout 1991, with seven issuances in the
long-term capital markets, totaling approximately
S563 million. .Although a very small portion of these
issues represented new money, more than 5200 mil-
lion will be made available for the funding of .AHFC
mortgage purchasing programs. For the first time, the
corporation entered the mulu-family housing market,
with a 55.8 million Housing Development Bond issue
to provide funding fora 160-unit, low- income hous-
ing complex in Anchorage. This issue, was unique in
that the bonds were raied Aa based,on. the general
obligation pledge of the corporation alone and not on
the quality of the mortgage loan’s pledge to repay the
bonds.

AHFC became the first state bousing agency to
receive both long- and short-term ratings from
Moody’s based solely on the credit of the corpora-
tion. In April 1991, Moody’s assigned aPrime”l; (P-
1) rating to the Euro Commercial Program Notes of
the corporation. AHFC plans to issue approximately
520 million of additional Housing Development
Bonds over the next year. A S10 million issue was
sold mid-February. .AHFC also took advantage of the
low interest rate environment, with the issuance of
5332 million in General Mortgage Bonds. AHFC
used these proceeds to refund a comparable amount
of bonds from the Insured Mortgage Program and
Housing Mortgage Program, and assigned a portfolio
of seasoned, well-performing loans to secure the new
bonds, which were sold as variable rate securities.
The variable interest rate of the securities allows the
corporation to hedge against volatile interest rate
swings, while reaping the benefits of very low inter-
est rates. The bonds carry asubordinate pledge from
the two indentures from which the bonds were
refunded. The general obligation pledge, the assigned
loans and reserves, together with the subordinate

Acska 49

pledge of the senior issues, provide bign-quality
security to bondholders and. therefore, received
Moody's Aa rating. A consortium of highly rated
European banks provide a liquidity facility for
mandatory and opuonal tenders on the General Mort-
gage Bonds.

Over the last year. .AHFC received four upgrades on

~its bond programs. The State .Assisted Mortgage

’Bonds, Senes J and K, were upgraded to Aaa from
Aa. based on the supcnor levels of overcollateraliza-
tion of bonds and very strong cash flow generated by
mortgage portfolios carrying deep mortgage insur-
ance coverage. The Housing Mortgage Program
Bonds and the Home Mortgage Bonds, 1981 Second
Series were upgraded to Aal tromAa. The Housing
Mortgage Program was upgraded based on a contin-
ued trend of strong net revenues, a very well-per-
forming and seasoned loan portfolio of mostly
federally guaranteed and insured loans, and the large
fund balances and reserves. The Home Mortgage
Bond Program was upgraded based on high level of
collateralization and the loan security provided by the
primary and remaining pool insurance. In addition,
the general obligation pledge from ,\HFC—with its
strong balance sbeet ana management—provided
additional security for all AHFC debt. The State

: Assisted Mortgage Bonds, Series J, were fully
redeemed on December 2, 1991, and are no longer
outstanding.

The corporation is governed by a seven-member
board of directors, all of whom are appointed by the
governor. The chairman is elected annually. Corpora-
tion activities are managed by a staff of 12S perma-
nentand 14 pan-time employees. The corporation
runs a variety of programs, most of which are
targeted to single family homeowners, although the
corporation recently established a multi-family loan
purchasing program. .AHFC finances tax-exempt sin-
gle family programs, a taxable single family program,
a veterans’ single family program, several refinanc-
ing programs, a mobile home loan program, a condo-
minium stabilization program, bomeownersoip
assistance programs, and a health and safety repairs
program established to provide assistance to mortga-
gors whose properties have deteriorated to the point
where safety may be threatenid.

The corporation has nearly 60 ratings assigned by
Moody’s on programs that were established to pro-
vide singie family mortgage loans. All but nine of
these ratings, however, arc based on third-party guar-
antees on the loans or the bonds from government
sponsored enterprises (GNMA, FNMA. FHLMO,
(he State of Alaska, or bank letters of credit. The nine
issues for which the bonds and loans arc not guaran-
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teed and which are backed by single family mortgage
loans are reviewed in this report.

Portfolio Performance

Thbe corporation's portfolio performance has
improved dramatically over the last few years. Seri-
ous delinquencies and foreclosures stood at 1.66% as
of September 30. 1991. well below the state average
of 3.73% and the national level of 2.63%. .AHFC’s
real-estate-owned inventory (REO) as of the same
period was 1.7%, or approximately S36 million.
These figures represent a vast improvement over me
same penod in 1988, when REOs exceeded S250
million and delinquencies exceeded 15%, due prima-
rily to the severe economic downturn mat began in
1986. The improved portfolio can be attributed to a
number of factors, including general improvement in
the economy and housing markets, but more so to the
effort by me corporation to deal with delinquent
borrowers and foreclosed properties. Refinancing and
loan workout programs and asset management con-
trols were established and enabled AHFC to reverse
me trend.

.Although a significant portion of the mortgage port-
folio is securitized by me corporation into mortgage-
backed securities issued or guaranteed by FNMA.
FHLMC, and GNMA, most of the loans backing the
securities have recourse to the corporation, along
with the general obligation pledge on all the corpora-
uon’s debt

Bond programs are sufficiently insulated from the
deteriorated loan portfolio, as adequate primary and
pool insurance, loan loss reserves, and overcollateral-
ization cushion me less on defaulted loans. Substan-
tial pool insurance policies (15-25% of loan balance)
have been obtained for roughly a quarter of me
portfolio and. although some are exhausted or close
to exhausted, the remaining insurance is a key secur-
ity provision in absorbing losses on defaulted
properties.

The corporation continues to discuss with MGIC
discrepancies regarding claims submitted under a
number of pool policies issued by WMAC from 1981
to 1984, and by MGIC in 1988 and 1989. MGIC has
been denying full settlement of claims under these
policies. MGIC and AHFC are currently in litigation.
The corporauon has been reserving for possible loss
against these claims to reduce the impact against
bond programs. Mcody’s conunues to monitor me
situadon and will report on any developments of
significance, as well as me outcome of the suitand its
effect on bond programs and assets of me
corporauon.

Sinc:e Fcmiv Prccrer

Financial Characteristics

Financially, .AHFC is quite strong, with undesignatc
fund balances at fiscal year-end lune 50, 1991 at
5569 million, or about 16.5% of total outstanding
debt. As of the same penod. me combined fund
balance of the corporauon was 51.49 billion, nearly
43% of bonds outstanding. .All AHFC’s debt cnmes
its full faith and credit pledge; however, all of its
programs, including me guaranteed issues, are self-
sustaining even under stressful loan loss scenanos.
The corporauon earned 5113 million in combined nc
income in fiscal 1991, before a 513 million expense
of losses due to early retirement of debt and an
annual dividend paid to the staie of Alaska, which
totaled 517 million. This dividend plan was estab-
lished by me corporation in 1990. According to its
terms. .AHFC agrees to pay me state each yeara
portion of the net income of the corporauon. based o.
a formula mat excludes any amounts the corporauon
deems necessary to protect its financial integrity. The
corporauon paid the state 515 million on December
1. 1991, representing me dividend due based on fiscr.
1991 earnings.

AHFC's financial performance has also improved
dramatically from prior years. The corporation
reported net losses in 1988 and 1989 of 521 million
and S124 million, respecuvelv. These losses were a
result of conservative increases in loan loss reserves
and write-offs and write-downs of REOs and losses
incurred from foreclosures. The large loss in 1989
effectively accounted for me expected losses on me
portfolio for me remaining life of the bonds. Fiscal
1990 showed a return to profitability with a com-
bined net income before extraordinary items of 534
million. .Asa whole, the individual bond pro-
grams— with some exceptions in me older, more sea-
soned programs—followed me same pattern as the
corporauon. Program cash, flows remain sound.

Sfafe Highlights

Alaska prospered in the late 1970s and early 1980s,
riding a wave of oil revenue. The state estimated that
every 51 change in the price of oil affects in-state
revemr- "’ 5150 million. During this period, the
const*__uon industry and housing markets flourished,
eventually leading to substantial overbuilding, partic-
ularly in 1983. By 1985, home prices had appreciated
40% over 1980. In 1986. the price of oil dropped
sharply, state spending of oil revenues ceased, and
the economy spiraled into a severe recession. Unem-
ployment was twice the nauonal average and me
housing demand disappeared, driving delinquency
rates for home mortgage loans owned by AHFC and
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elsewhere tn the state into (be high teens. Home
pnces t'eil dramatically, virtually erasing ail gains
achieved since 1980. Substantial losses on foreclo-
sures were incurred, caused by tbe price declines,
bolding and restoration costs, and other expenses
related to foreclosure. 3v tbe end of the decade, the
recession began to subside, aided by tbe oil cleanup,
a rebound in state and local spending, and tbe crea-
tion of new jobs in trade, services, and tbe fishing
and logging industries. Unemployment reached an
all-time low in 1990, dipping under 6% for a brief
period. .Although tbe economy has diversified some-
what, it is still highly dependent on petroleum and
related industries, which makes tbe economy volatile
to economic swings. Home prices appear to have
stabilized, although no real price appreciation is evi-
dent. partly due to tbe disposal of REO inventory by
institutions such as AHFC. The market is absorbing

Program

General Mortgage Revenue Bonds

State Assisted Mortgage Bonds, Serires J

Home Mortgage Revenue Bonds, 1983 Second Series
Home Mortgage Revenue Bonds, 1983 First Series
Home Mortgage Reveue Bonds. 1982 Second Series
Home Mortgage Revenue Bonds, 1982 First Series
Home Mortgage Revenue Bonds, 1981 Second Senes
Insured Mortgage Program Bonds

Housing Mortgage Program Bonds

General Fund balance

General Fund balance as % of bonds outstanding
Combined fund balance

Combined fund balance as % of bonds outstanding
Transfers in and (out) of General Fund

Alccxa Housing Rncr.ce Ccrccremen

the supply, without any real depreciation, which
reflects a trend of stabilizauon.

[n 1991, however, unemployment soared to a level
not experienced in the state since May 1988. when
the rate stood at 10.1%. Unemployment for Novem-
ber 1991 was 9.3%. 3% higher than just one year ago.
when jobless Alaskans numbered 16,900 compared to
15.000 (bis past November. The economy shows
signs of weaknesses, similar to tbe nauon as a whole,
which marks the first time in 15 years that the state’s
economy is behaving like that of the nation. .Alaska's
economy was expanding dunng the national reces-
sions of 1972, 1980, and 1982, and faltered in 1986-
1988. when the nation was growing. .AHFC’s finan-
cial position and management controls should enable
the corporauon to weather the swings of the state’s
economy.

Rcilng

Aa
Aa
Aa
Ac
Aa
Aa
Aal
Aa
Aal

6/30/90 6/30/91

$519.102 3586,744 5568,604
14J% 16.7% 163%
S1,371,441 S1.405,783 51,488,610
37.8% 39.9% 42.8%
S(5.594) S(5,341) 3(12,676)

6/30/89

analysts: Chris Martin
(212)553-4836

Marc Paskuiln
(212)553-7759
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FISCAL NOTE

STATS OF ALASKA BILL NO. SCR 12
1994 LEGISLATIVE SESSION
Revision Date: February 28. 1994 Dept Affected:  Department of Revenue
Title: A Resolution requesting the goi/emor to have prepared a report BRI Alaska Housing Finance Corp

and recommendation concerning the disposition of ceruin assets of the AHFC. Component: Operations
Sponsor Senator Adams
Requestor. Senate Labor &Commerce COMPONENT SERIAL NO. o110
Expenditures/Revenues: (Thousands of Dollars)
OPERATING FY% FYes Fyo7 FYos FY99 FY00
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPNMENT 0 0 0 0 0 0
LAND &STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIVB 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL CPERATING 0 0 0 0 0 0
ICAPITAL 0 0 0 0 - 0 , 0
REVENUE RUND SOURCE: 0 0 0 0 0 0
FUNDING: (Thousands of Dollars)
1002 Federal Receipts 0 0 0 0 0 0
1003 GF Metch 0 0 0 0 0 0
1004 GF 0 0 0 0 0 0
1005 GF/Program Receipts 0 0 0 0 0 0
1006 GHIVHTIA 0 0 0 0 0 C
1022 Corporation Recelots 0 0 0 0 0 0
TOTAL . 0 0 0 0 0 0
POSITIONS:
FULL-TIVE 0 0 0 0 0 0
PART-TIMVE 0 0 0 0 0 a
TEMPORARY 0 0 0 0 0 0
Estimate of current yoar (FY94) Impact: § 0

ANALYSIS: (Attach a separate page if necessary.)

The AHFC Board has directed staff to retain an independent financial advisor to perform various tasks including the analysis of resource levels
and program demand. The complex process required to complata (his Important analysis will be time consuming lor staff, financial advisor, and
the Board. The estimated tirme for completion is Fall of 1994. during the FY 95 budget year. The estimated cost of the contract to perform the

analysis is $250,000.

Prepared by: ? Phone;. (907) 561-1900
Division: nee Corporation Dale:. February 28. 1904
Approved by Dete:

Agency:

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution Information call the Governor’s Legislative Office

Ry1DMeltH Page 1 of 1



I, the undersigned, an employee of the State of Alaska, do hereby certify
that die microfilm images on this microform are accurate reproductions
of the original records of the State of Alaska as accumulated during the
regular course of business, and that it is the established policy and practice
of this State to microfilm its records and to dispose of the original records

after microfilm reproductions have been made,

~Mliignature of Camera Operator






Alaska Slate ffiegtslature

Senator Jjm D uncan

February 22,1994

SPONSOR STATEMENT, SJR 45
INCLUDING ALASKA SEAFOOD PRODUCTS
IN BILATERAL TRADE TALKS

SENATORJIM DUNCAN

Senate Joint Resolution 45 requests the Clinton Administration to
include Alaska seafood products in on-going bilateral trade talks with
Japan. The resolution is the first step to opening discussions with the
Japanese about business practices and fair pricing for Alaska seafood
products.

The resolution was suggested by the chief investigator into the
Alaska attorney general®s inquiry of the Bristol Bay sockeye salmon
industry. The 1993 attorney general®s report suggests price Fixing on
the part of the Japanese, who purchase the majority of Alaska salmon,
and own and operate many processing firms in Alaska. Low salmon
prices are, of course, the result of many factors, including competitive
market forces. According to the Alaska Seafood Marketing Institute
and the Division of Economic Development, wild Alaska salmon is
losing its dominance in the Japanese market to Chilean, Norwegian
and Russian farmed salmon.

At this time of severely depressed Alaska seafood prices and

increased competition, this is a small step the Alaska Legislature can
take to support efforts for fair pricing for our seafood products.

Alaska State Senate StateCapitol Juneau. Alaska 9980i-1182 (907)465-4766
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February 10, 1994

via yE%,sracaiMiL35. awp_cgRQgjyiEP- s
agBMLmsias.

Mr. M ichael Barton

Regional Faraster

United States Forest Service
P.O. Boa 21628

Juneau, Alaska 99802-1628

Dear Mr. Barton: ...

Z have bean askad to respondon behalfof Alaska Pulp
Corporation to your letter of January. 13, 1994,

Alaska Pulp Corporation (nAFC") la conaemed about bath
the content and timing of the government’a January 13, 1994
latter. AFC is not repudiating its contract, either in feet or
by operation of lav. On the contrary,itis the Forest service,
at the urging of <certain groupa, which is threatening to ignore
its obligations under the contract, the plain words of the
contract, and the pest dealings of the parties under the force

m ajeure and other clauses of the contract, in order to
term inate” it.l/

The government’s interpretation of the contract la
inconsistent with the parties'. course m'of conduct since the
contract'a inception. \PC'a invocation of the force malaura
clause in this case ia consistent with the language of Section
5(a)(2) of the contract, and with how the parties have
consistently treated m ill closures on other occasions.

The contract provide* for flexibility in how apc meats
its obligation to primarily manufacture the harvested timber

>
i/ APC does not intend by;this, letter to make a olsim
against the United States, or any agency, official or employes
thereof. .

~a ld JHOL NO2XOI . 9U9 US COS©  8I50T  >6/0T/Z0
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w ithin Alaska no an to affectively deal with economic changes

over the 50-year term of the eontraoti It does not require that
the dissolving pulp mill, nor any other specific facility, be
operated continuously for BO years. The proponed modification of
the dissolving pulp mill to an MDF facility is fully in accord

with the eapresr terms of the contract and with the partiesl!
conduct over.time.

The demands made on APC in the January 13, 1994 letter
are also commercially unreasonable and substantively improper.
As you knew when you signed the letter, the time within which the
government requires "cure" and what tha government requires APC
to do by way of "cure” ore impossible.

Finally, the timing of your letter-may well intsrfere
with or even prevent APC from moving forward on or finalising
plans for "an alternate pulp facility." This will have a

m aterially adverse effaot upon APC, its employees and timber
dependent communities in southeast Alaska.

1. W iich_is _tha Contract Between._the_Partiag?

In September 1989, APC and the United States executed a
bilaterally negotiated contract ("Settlement-Contract" ) that
became effective June 30, 1990. A fter enactment of the Tongaes
Timber Reform Act ("TTRA"), tha united States purported
unilaterally to impose new and different contract terms

{"Unilateral Terms") on APC. In Alaska.,Pulp. Corporation.vm
United States._at_al.. USDC D istrict of Alaska, Case No, J93-010
(JKS), AFC is challenging the validity end applicability of the
Unilateral Terms. In that action; the United States admitted,

that APC "has never signed nor agreed in a binding manner” to the
Unilateral Terms, apc continues to object to the united states'
efforts improperly to impose the- Unilateral Terms. It is the
Settlement Contract which contrplp_tftfiLrelationship, between -the
parties.2/

The contract changes.the Government has sought to
impose unilaterally on APC cannot be ignored. Even assuming
(which APC does not) that the TTRA was constitutional, in
drafting the unilateral Terms,,.the Foraat Service imposed far
more economically onerous terms-than were required by the TTRA.
There is nothing improper-in-APC”seaking corrective revisions to
the Unilateral Terms, first through negotiations and then by

9CI
7J The language found incisetion 502 and General Term 4 of
the Settlement Contract are the same in the Unilateral Terms,

TONXOK,TOJCP.OALSH,MAKMADVKI* BOOTH
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judicial intervention.

2. flacfmraurcf

On June 30, 1993, APC'notified tha Forsst Service of
ita intention "to indefinitely suspend pulp mill operations at
tha Sitka mill effective September 30, 1993.” APC's notica
referenced 6actd.cn 5el of tha contract: end' cited tha serious
adverse impact* of tha unilateral Terms as a principal reason for
its action. The next day, July 1, the contracting officer wrote
APC acknowledging receipt of tha-June 30 lattar, expressing
surprise at APC’a decision, and stating that'- APC’a concerns about
the adverse economic impacts of the Unilateral Terms were "well
known to [him]e+s* He then invited APC to discuss ways to minimize
tha impact of the decision on southeast Alaska's economy and
"projections of future market demands for diseolving pulp and
other. products.n (Emphasis addad.)

For almost throe months thereafter, the contracting
officar and AFC worked on a preliminary atudy of the feasibility
of converting tha pulping operations in Sitka from the production
of dissolving pulp to the manufacture of medium density
fiberboard (MDF), With the contracting officer’s help, the
Forest Products Lab rendered substantial assistance. At each
tuna, tha preliminary assessment of MDF was encouraging.

During this three-month period, APC took the steps

necessary to shut down the Sitka m ill on September 30. It laid
off a substantial number of .employees. It enhanced their
retirement plan. It sold its winter inventory of pulp logs to
KFC so that this material would receive primary manufacture in
Alaska as required by the contract. It also made plans to
winterise the plant. This lattar activity was necessary beaauae
a pulp mill oust either be jnui.for the entire winter season, or
the machinery must be protectsA-JtesmUtha _cold_.wsather. In short,

throughout the summer logging season, APC built aew log
inventory, sold' pulp logs to KPC and made other preparations for

the shutdown of the dissolving:'pulp mill for at least the winter.
By Septamber 24, 1993, the plan to shut down the mill for at
least tha winter of 1993-94 waa irreversible. All of this

activity waa consistent with the language of the force maieura
clausa, General Terra No. 4, and the parties' course of conduct
pursuant to thos® and other contract provision* on other
occasions. (Sea Exhibit A.
i)

Tet, three-days later;;on September 27, 1993, APC
received its first notion that~rtfce Forest Servica was considering
taking tbs position that."APC'a”announced actions constituted a

TOH*OM, 1URT, OALmM. MARWaDUTE * SOOTH .

% Hi tut'.nz mose 8T T MAQT/*0
vV - .. . . rtWwwSFFIWE" A -l A\m .. Foo. -,



FEB 11 "34 10141AM ALASKA PULP CORP

Mr, Micham!| Barton

February 10, 1994
Page 4

repudiation of the long-term contract. Throughout this three-
month period, AFC knew that certain groups who were never
satisfied with the recults of -the TTRA, were urging the
government to use the shut down as an excuse to terminate the
contract 7- s goal held by some of thase groups for a long time*
However, before September 27, 1993, AFC never received any
official or even private indication' from tha Forest Servica cr
its contracting officer that the united Sates would accede to
this elassuring,3/ Only through a reoponoa to a Freedoiq gf
Inform ation Aerft ragu*H has AFC learned thatesthe interffitwuwva
with it* long-term contract by certain groups intensified after
September 24, 1993. The positions adopted by the Forest Service
in ita January 13, 1994 lettar timply reflect its capitulation to
the argument* made by the** groups,- The positions taken to
justify termination ere inconsistent with the plain words of the
contract, with the government's prior practice in response to
AFC'e shutdowns, and with the governmentla t'uty of good faith and
fair dealing, .. *

3. .Section 5*2 w-wV Properly::lInvoked, and Doeg_Not Provide ..a
gflgia-for_Tsriaination_bv the Fprg.g t Service

Section 5«2 of tha contract was properly invoked by

AFC, This eection is a force maieure clausa which gives APC tho
right to suspend certain operations because of abnormal causes
beyond AFC’* control (including acts of the government). Such

force maleura clauses are commonplace and routinely upheld by
courta-4/ More importantly, once a force maieure clause has

2/ Indeed, one of these group*, in connection with an
appeal of the North end Ee*t Xuiu Final Environmental Impact
Statement, asserted that mill shutdown constituted a m aterial
breach. The contracting officer refused to accede to this

argument.

4/ The courts have consistently- hold that the government
can, by the u*« of fcrcu mgjcure-or other contract clauses,
assume the risk and costs of its own actions. Huohee

Communlcationg—gelaxv®*—Inc._v. U.S.. 998 F2d 953, 958-59 (Fed CIx
1993)? Amino Brother*.Co, r, V*g,, 372 F 2 485, 491 (Ct CI 1967)?
«*e ViM tK E-G m L. Vt,U.iufii.,, 994..F2d 797, 812-13, withdrawn, pending
on bano review (Fed Cix 1993) (pertiea who failed to negotiate
foyce WLfoure provision could:.iiotrcomplain about Sovereign Act
changing ragulatiams that wereKKe- subject of the contract); asA
riffl W Srttoralndlane Public-,SfejcerCcmmiSBlon v, Carbon County
Coal Co». 799 F2d 265, 274-76-s(,7th.C4r 1986) (discuasing force
Efldsusa provision* generally)f.

TOWKOrt, TCRf, QAIW iMAJOCADUKB & SOOTH
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been invoked properly, the noninvcking party (here the Forest
Service) cannot hold APC In breach because of the consequences of
proper Invocation.

This Is not tha first time the dissolving pulp mill or
sawmill facilities have been shut down for reasons beyond the
control o'f AFC (l.a ,. under circumstances to which Section 5a2
applies)s Tha dissolving pulp mill has been, shut down for some

period of tints during 13 of the 30 years since 1962 for reasons
covered by Section 5a2. (See Exhibit A.) Some of these
shutdowns lasted several months. The Forest service never

assorted or even hinted at breach. Yetr new, after only 3 1/2
months of down time, the Forest Service asserts that APC is in
breach of ite contract, in addition, during the past 34 years,
APC’b sawmills (included in theedefinition of "pulp mill" under
the contract) have boon shut download even dismantled, Tha
shutdowns lasted for months. There were no claims of breach by
the Forest Service. The Forest Service's January 13, 1994 notice
is, at a minimum, premature and la inconsistent vith its past
actions under the contract. oo

The interpretation of Section 5a2 which the Forest

Service has now adopted is incorrect. You assort that this
section applies only when the pulp, mill shuts down lin
conjunction with shutdown of logging.” It is certainly true that
both a pulp m ill shutdown and logging shutdown are discussed in
Section Se2. However, the disjunctive word "or" separates those
separate possibilities, not the conjunctive word "and." Tha

section provide* in pertinent port?

"ls the operation of the pulp millE/ ... or
timber harvesting operations is, shut down
(emphasis added)

This certainly means that the eyents-are-independent* not
dependent as asserted in the January 13, 1994 letter.

Having attem pted to transmute the word “or"™ into "and,"”
the January 13 letter next excise the words "act® of the
Government" altogether. .Section..Sa2 may be invoked for:

»

abnormal cauBeai;beyond tha control
ci Purchaser which would permit operation of
a pulp mill .. u.only”~flt a-lees,..including but

5/ Under General Term A4!ffiSha:defined tarm “pulp mill"
includes oowmilla.

Sl e I*
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not limit® * to ... acta-of-tha Government
(emphasis added)

It was the United 8tatos ("tin Government") which unilaterally
and so fundamentally changed tha leng-taxia contract between it
and APC. it was "the Got.erraoent” which struck out tha r.conomic

heart of the contract — the mid-market test. It wau "the
Government" which unilaterally'-reduced, the volume of the
contract. And it was "the Gcvetmuant".- which-.impoaed a m aterial
pric® surcharge. Those "acta of the .Government* I'lmed at this and
only one other contract were abnormal — such governmental
conduct is almost unprecedented -- end permit APC the ability to
operate "a pulp mill ,.. only at;a loss. "6/ section 5a2 could

not bo more clearly applicable

Another problem with your interpretation and attem pted
ua« of Section 5a2 is that it does not provide a bevis for the

United 8tatoe to terminate tha contract. It-is a section which
oaSsbliahsa tha preconditions which must ha met before tha
contract term can ba extended.. That is, if APC tf.oan not meet tha
preconditions of Section 5e2, it simply does not qualify for an
extension of tha contract. Section 5a2 is utterly silent 95 to
what liapyena if APC does net meet- its-prsconditions, but does not
ask tor a contract extension, APC has met Section 5a2'a
preconditions. You dispute that, However, APC has not as yet

asked for a contract: extension.

4. The M ature of the A ctivity Constituting "Primary
M anufacture” Can end. Has Changed with Time.

Contrary to the statements in your-lottar, the contract

does not require APC to operate any particular mill facility —
whether it be a dissolving pulp mill, an MDF plant, or a sawmill
— continuously over tha SO-y*ar<term of tha contract. Again,
the express terms of ths ,.oontr«py_afp_quit»_rljBar, .General Term
4 provides, "Prior to D e c¢c e n t -1961, the Purchaser ... shall
insteil .., a will or mills forfi?he”manufacture of pulp "
(emphasis added) The contract.r*tea not say "install and operate"”
aa stated in the January 13, 1914j'letter. it only says
"install." Therefore, ©nee APCS$aft- its construction obligation
by installing a mill for the manSraotura of pulp by the specified

data, the united states became...gclig&ted to make the timber
purchased by AFC available ovwrjfihs following 50 years.

£/ In (tea cases, ouch aajgS~vihcluaion of utility velum?>*

in the conexact volume, only AECaSilcontractt-iwas modified by the
IIR;\. *III
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The contract: Is Quito dear *on this point because
n*ithar party could predict how economic force* would change aver
the 50-year tor* of the ocatract.- After all; there had been
revolutionary economic and political changes in the preceding 50
yearr. All the parties knew was that'it was highly likely that
there would be major economic and political changes in the next
SO year* c¢cs well. Hencer they carefully crafted a contract which
allowed for flexibility in how APC-’a primary manufacturing
obligation could be satisfied over time as major economic changes
occurred. This wan only reasonable. No oca in eny a;mufacturing
sector would ever agree to operate'a manufacturing facility
continuously for 50 years without any changes — small or large.

To the extent that the contract +3"considered at
ambiguous on this issue, the historical record concerning tha
form ation and evolution of the contract over- time mak<i»s it clear

that the United States! prime concerns were full utilisation
the minimus cut and primary manufacture, not the form

The Tongeas contained large volumes of timber that were not

merchantable aa oawloga at the tima th* original contract
axacutad. Because of th® species and quality of timber

available, it wae essential that there be a manufacturing

faoility capable of utilizing the ncn-sawlog timber
avoid laaving those trees in the- forest.

2n the 1930s, the Forest Servica believed

SO0 as to

that a

pulping facility was necessary to utilize all the timber in

Tongaas. Tha Forest Sorvics did not care what type

waa installed — and there vara many different ways tn
utilise the timber at that time — ao long aa the facility,

conjunction with any other facilitiesebuilt by the purchaser,
in the sale area and meet
"mill

goal
same

able to utilize all of the timber.
minimum cut requirements, ay requiring APC to build
the manufacture of pulp,n the United States achieved

a

its

establishing a year-round- indusprial-anterpris*-at the
mthat it ensured that lesser quai®T”r’trees would not be

the forest.2/ The contractla-tfjy& lzaticn,.- minimum cut,

le ft

and

-T-i- ry mexrafscture requirment®«j& 6ng with APC'3 initial

3a levaitM Rt ,n tha.construction af the pulp mill,
N uj-an iIMW fwslo for zwa which hav~frasulted in virtually

continuous operatic na of tha mliIffiBfluntil now.

But the creation of edbriomia forces which

set

result

was

of
of either.

the
of facility
fully

was

for

of

tim e

S60
into

the

2\] The Forest service besagtoad . thaf it was important that

trass not D@ left in the forssi*~causa this would promote better
regeneration and better prevwhta& “ige from blown down
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eeif.
operation of a particular facility (e.g., a dissolving pulp mill)
la far different from an express contract term mandating
operation of a dissolving pulp mill or any other, particular
facility . The contract between the United States and apc did not
expressly require operation of any particular mill continuously
over tha 513-year term of the contract. If that had been the
parties' intention, all they had to do wee insert the words "and
operate* after "install," They did-not.

o o N e *

The parties' performance, under th®-jcontract makes it
clear that how APC can meet its.obligations of primary

m anufacture end full utilisation has in fact changed In response
to changes in economic force*. A fter 1961, as markets developed
for hemlock and spruce canto, APC-diverted more of the timber
away from its dissolving pulp mill-to its Wrangell saw m ill. To
avoid putting what had become marketable saw timber- through the
dissolving pulp mill, APC harvested even more of the lower
qguality pulp timber, which it previously had not been, required to
harvest because it was considered-unmarchantable. Having become

merchantable, this pulp timber, came to be defined aa utility logo
under the contract, and APC became obligated to harvest them and
to pay stuHipoge for them. APC has spent over $100 m illion
altering tike dissolving pulp mill.

It has also dram atically changed its sawmill
operations. In 1960, APC operated an older sawmill in Wrangell
whieh only produced weney canta. Another mill was purchased
several years later which produced baby squares (4" r 4").
Starting in 1979, both m illr were shut down and then demolished,
A totally new mill was then constructed in Wrangell to take
advantage of new manufacturing, technology and to produce
additional products to meet changed economic demand. This now
m ill produces beby squares, flitches end finished lumber.

*“tyliru . ¥ .

In short, both'.the die'M Igi*-pulp”mill..and the sawmill
which exist today are very difr*on”~rfrbm what existed in
1961.8/ Al of these changes yte**gbvioualy accomplished with

full knowledge of 'tha Forest Befp® ai:jli~~-They were also
accomplished without, anv chanae$t5a$rheelanguage of General Term
Ho. 4.
The nature of the timB"j|jfch«8 Forest servica offers APC
has been ghenging toe. This isjSjfijtorg an increasingly drom atia
: 1

S Thlﬂ |g]ptC|V€d.CA aant}utilization also has been

reflect**3 in tha appraisals] vtegral to pricing the timber

APC hturvtttrt* waiter the

TOPUECH. TORT. OAUF~AWAKMADUEH A HDOTH
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effect on how APC can end w ill bo able to meet its primary
manufacture requirement. In stark contrast to th® 1960a when 90%
of the volutts of timber offerings. was- pulp wood, today only about
3S% of th® volume ia pulp wood. In 1960, neither APC nor any
other tiaber operator could neat."theeprimary; manufacturing and
full utilisation requirements without operating some farm of roll!
thet could use chips aa raw material;," However, the situation haa
changed substantiallyi Aa only 33% of the volume now offered is
pulp wood, the facilities* wnieh were built — premised oh a much
higher percentage of pulp wood. — must be changed. In fact, the
reduced total supply of pulp wood material has made i.t impossible
to operate two dissolving pulp mills. APC can fully comply with
all of its contract obligations (primary manufacture and full
utilisation) by running the sawmill at Wrangell, selling the
chips that mill produces, and selling pulp logs to RFC for
primary manufacture in Ketchikan. This ia precisely what APC haa

been doing since September 30,-1993." .Your January 13, 1994
latter fails to recognise thin point, and any "term ination" of
tha contract for the reasons stated in that latter is improper
because of it*j»/ - - [ I

There is another reason .the-Forest Service's newly
adopted contract interpretation:is incorrect*' The contract:
defines "pulp sill" sc as tD include what is now the W rangell
saw mill. Indeed, in your September 24, 1993 letter, you
acknowledge that "the Wrangell sawmill is an associated facility
as described by* the contract* The Wrangell mill has been in
continuous operation since June 30, 1993, If AFC does have a
duty to operate the "pulp mill" (even though the contract does
not .oey »o0)f it has complied with- that duty through the operation

of th* mill at Wrangell. . .

5. An MDF,?lant mXPula.Give APC A More Com bat:Lyg JPoS ition
“han_qQJ , 39jQg_gxii} - -

Onca AFC installed a;r#dsp?7f&r the manufacture of pulp
by year-end in 1961, ita only obligations were the
minimum cut and primary manufacrSp”i*An MDF'plant which pulps
chips in ita initial process i*iSl*jpifalury manufacturing plant.
Those pulped chips are then manufactured not into diasolvincr

TQ Bd Vi ;Efl |ﬁ%0£§%§%ﬁ%l§%%
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pulp, but into medium density fib©*-board. Because of its usa of
chips, an MDF alii provides utilization for all the non-sawlcg,

non-cedar logs produced from the-long-term sale axes.

APC Is pursuing conversion of the Sitka facility for

the following principal reasons; - 1) MDF will provide a more
economical return than continued dissolving pulp production,
which will permit APC to salvage its investment in the Sitka

facility and provide employment- in Sitka; 2) environmental
concerns associated with production of dissolving pulp can be
responsibly dealt with through-manufacture of MDF; and 3) the

economic Improvements in the integrated facility will help secure
th* future cf the logging and sawmill: operations in W rangell.
Z>i.. -* e

Although APC can meet the primary manufacture, minimum
harvest and utilisation requirements by running only mhe W rangell

sawmill, it mokes good business-sense to maximize returns by
converting to MDF with its improved economicsi To continue to
sail residual chips and pulp logs to KPC, which operates a
dissolving pulp mill, makes lass economic sense.

G. AFC Hafi_Mads_a_Commercially Rg~~cnable Commitment: _to

Construot_an. MPE-Plant.

in response to your-letter of February 4, 1994, on
February 8, 1994, APC Chairman and President George Zshiyams.
stated \ttry clearly the company’s intention to convert the Sitka
dissolving pulp mill and the basis for the six-month study
schedule required, A six-month schedule is commercially
reasonable*

7. The_Dgmand4*a_Curg_fg Unreasonable.

The Forest Service has. bent "PC a notice of intent to
terminate which provides..that.:tJ*"nly~"-wey—to-avoid-e declaration
of broach and termination of t"joqtttract ia to restart the
dissolving pulp sill within 30li-dayftj*sveneassuming that the
Forest Service has the right tofr& g”Seu the restarting of the
dissolving pulp mill (which AP~&fahl'ea), the timing of its demand
snd the tins within which theV ~"i;arting ia demanded are both
commercially unreasonable. W hA~drfrtt- waa working with the Forest
Service to explore an MDF altatft*jfei>*""APC sold itr. 1993-94
winter pulp log inventory to Jkjfejwith:.tha Format Service's
approval. Bones, it crurrentlylmi®lno'pulp log inventory at its
Sitka m ill, aod has no abilityijOTSm&ptuany until logging resumes
this spring* Further, it laid[?J?it'BS.W ork force (again without
objection or protest from- thamKa«!HteGlrvic;e): '"Finally, it
drained pipe* end o t h e r w i s e - f o r m winter

jm m caaBasuaMHMB m M bviaa booth"
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without op*wratton. 211011, in tha'dead'of winter In Alaska, APC
rec»ivea a demand by the Forest fltuvioa to raatart tha plant —
not within a rasaonable tfrae, allowing it to secure Inventory and
a work fore®, but within 30 days; “ At the very least, the Forest
Service waived any default by APC by allowing APC to taka these
actions over th® summer.

8, Conclusion

APC, its etraployeme, and the citizens of southeast
Alaska merit Tresum ption by the Foruat Service of its
performance O the long-term contract in accordance with it3

express terms and tha pact practices of tha parties, apc is in
full compliance with its contract obligations by operating tho©
W rangell eavsilll usid by selling its cliipe .and pulp legs for
primary manufacture in Ketchikan. AFC's conversion of its
dissolving pulp mill to an MDF plant ia just another in a aeries
of facility modifications authorised by th© contract. As such,
your lettar of January 13, 1954 snould be withdrawn. At a
minimum, it should be modified so aa to allow APC a commercially

reasonable time (six months > to, pursue the rust step in
converting to an MDF facility .T his result ia required by the
exprose terms of the long-term contract and the United States'
obligations thereunder — including ita obligation of good faith
and fair dealing.

W FM jehd
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SITKA DISSOLVING POLP KILL
operating says and shutsom d&ys
SHUTDOWNS FOR
FISCAL aim saR SCHEDULED REASONS BEYOND
YEAR DATS SHUTDOWNS PC'S CONTROL
19(30 385 17
1961 365 17 -0-
1962 365 24 17
1963 366 16 *Qw
1964 365 10 mQm
1965 365 12 -4 26
1966 363 11 @
1967 366 11 \Y -0-
1968 365 18 -0-
1969 36S 15 -0-
197G 365 15 ~0~
1971 366 22 -0-
1972 365 17 -0«
1973 365 13 70
1974 365 18 10
1975 366 37 26
1976 365 35 -0-
1977 365 23 -0-
1978 365 23 -Q-
1979 356 A2 *o() *x
1980 365 12
1981 365 IP - 0-
1982 365 ) 76
1983 366 57
1984 365 56
1985 565 "14 10%
1986 365 | -IOV 27 m
1987 365 SV o.-"10
1956 365 iV i S -Or ».
1989 365 : .i4 -0-
1990 365 it 46
1991 365 2% .
1992 365 o« -:1-2j 19. ¢

€U JJI0X -

>43 W*E2r

OPERATING
DAYS

348
348
324
350
355
327
354
335
347
350
350
344
348
277
337
303
330
340
342
347
353.
355
275
295
295
244
328
356
352
352
298
327
325

rs:oi

>0/01/30



FEB 11 "94 10:47RM FtLASKA PULP CORP P.14

ACKNOWLEDGEMENT

On February 10, 1994, | raceived a 12-pag® letter dated
February 10, 1994 from W illiam F. Martson, Jr. on behalf of

Alaska Pulp Corporation.

M ichael Barton
Regional Forester Contracting
O fficer
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UNITED PAPERWORKERS INTERNATIONAL UNION

LOCAL NO. 967 P.0. BOX 804 SITKA, AK 99835

April 4, 1994

A'JTN: Jack Ward Thomas, Chief

United States Forest Service
Department of Agriculture
P.O. Box 96090

Washington, D.C. 20090-6090

Dear Chief Thomas:

On behalf of the members of Local 962, of the United Papcrworkers International Union,
1would like to strongly urge you to cancel the 50-year long-term federal timber contract of
Alaska Pulp Corporation (APC).

Our union represented the hourly workers at the APC mill prior to April 1, 1987, when our
union was de-eertificd after a 10 month strike. Local 962 represented the workers at APC
from 1959, up until the end of the strike. During the years immediately prior to the strike,
our membership made many concessions to, in APCs words, "keep the mill going". These
concessions were made in good faith, and always with APC management’s promise that the
union would be fully compensated "when the market improved".

Instead of repaying the union workers who had voluntarily sacrificed wages and benefits
to help the company stay alive, APC ruthlessly elected to act in bad faith, and to abrogate
their moral and financial responsibility to us, their most loyal workers ... by forcing us into
a strike situation, and then hiring scabs to "permanently replace" us.

Alaska Pulp’s 50-year contract is, basically, a trade foi a given amount of federal timber,
in return for a specific number of jobs involved in operating a pulp mill. Our workforce,
historically numbered 390 to 400. It seems that now, APC wants to give the government
"short shrift"... they want more timber, but in return, won’t even make a commitment to
provide a quarter of the jobs (in their proposed MDF plant) that they have previously
committed to provide, under the terms of the 50-ycar contract. APC is clearly in breach
of both, the spirit, and the letter of the contract.

Alaska Pulp has a proven record of being a bad employer; and a worse neighbor. The
National Labor Relations Board (NLRB) is on record as saying that APC owes our
members in excess of $12,000,000 in back pay, as a result of APC’s proven guilt in
committing unfair labor practices against most of our members ... and continuing to do
S0, over a seven year period. APC has no moral or legal right to hold a federal timber



contract, based upon the circumstances surrounding their treatment of our members; and
the closure of the pulp mill. If there is any justice in this world, APC’s contract must be

cancelled.

Unless APC’ contract is cancelled, the majority of our members will be forever foreclosed
from working in Southeast Alaska’s timber industry. The original framers of the 50-year
contract intended us. the workers, to be the beneficiaries of the 50-year contract. \V£ were
the originally-intended heirs to the 50-year contracts. APC has abrogated their
responsibility to us, and thus, the government has no further responsibility to them. The
contracts must be cancelled.

The sustainable timber harvest resources of the Tongass must be placed on the open, free
market if the maximum value of the timber is to be realized by the government. If the
timber is sold to the highest bidder, more and higher-paying jobs will appear in Southeast
Alaska; the Tongass contains the last, largest viabie stands of high quality wood left in the
Pacific Northwest. Why give it away ... for nothing?

In closing, once again, our local strongly urges you to cancel the APC 50-year contract, and
allow the free market to take its course.

Sincerely,
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The Foundation (or the
PROTECTION or,he
COMMON PEOPLE
P.O.Box 3122, Sitka AIC 99835

Chairman Tim Kelly

Senate Labor anti Commerce Committee
Alaska Slate Legislature

Juneau, AK 99801

Rlv: Opposition to SIR 51

Dear Chairman Kelly:

The Foundation for th' Protection of the Common People, Inc ("FPCP") is an organization
recognized by state and federal governments as one which acts in the best interests of the
general public. Our stated purposes arc to promote compliance with all environmental laws
and regulations; and, to protect the civil and human right of all individuals.

In light of the above statements. | must hereby lodge the most slringentobjections to thc_
process which is being followed in the instant hearing, concerning s71?~5TrTbc licvc that
the speed at which the instant Resolution is being "ram-rodded"” throughlHe Alaska State
Legislature is a blatant abuse of the legislative process! ~

The citizens of Sitka, who will Ik most affected by the passage of SJR 51, arc being
denied their right to take part in the hearing process. | believe your Committee is doing
a disservice to the people of Alaska, and causing further damage to the already tarnished
credibility and integrity of the Alaska Legislature.

lask that you kill SJR 51, in the best interests of the legislative process, the general public;
and oil the merits of the Resolution.

SJR 51 is a classic representation of self-serving politics. You are not doing the business
of the public; you aie simply pandering to the greed of the timber industry. In fart, you arc
taking up the Legislature's valuable time promoting the financial interests of a single
corporation. This exercize isa sham, and a mockery of the legislative process. The passage
of this Resolution will once more demonstrate this Legislature’s persistent and autocratic
refusal to do the will of the people.

Sincerely,

ZvekZ



FROM PHONE NO.

Apr!l 5, 1994

Senator Tim Kelley:
Please Include my comments 1In your deliberation today of SJR 51.

I am speaking as a Sitka business person, for the last 18 years
being manager and co-owner of a general bookstore.

1 strongly oppose the continuation of the APC 50-year contract,
and 1 strongly oppose the development of an MDF plant operated
under such a contraact.

My comments regarding the timber and contract issue are contained
in the attached testimony and map. The contract goes against
sustainable use of the forest and will result in a
de-stabilization of the economy of the entire region. One final
quote from a recent Forest Service publication (Tongass National
Forest: Annual Monitoring and Evaluation Report, Fiscal Year
1993): "The Chatham Area has not participated 1in the Small
Business Administration set-aside program for the past six years,
since all the timber volume available on the Area 1is being
scheduled to meet the obligations of the Alaska Pulp Corporation
50-year timber sale contract.”"™ 1In other words, there 1is no room
available for small timber operations because APC has it all.

Regarding the MDF plant: because of statements made by APC and
other individuals and agencies, the impression is falsely being
promoted that the MDF process is non-polluting (e.g. the following
statement from the Ketchikan Daily News, 1/22/94: "...making MDF
is non-polluting..."). In fact, MDF plants are significant sources
of air pollution, especially volatile organic chemicals and
particulates. One of these chemicals 1is formaldehyde, a known
carcinogen. Other toxic chemicals include acetaldehyde, acrolein,
acetone, and methyl ethyl ketone. And, as recently reported in a
draft report from the industry-sponsored National Council of the
Paper Industry for Air and Stream Improvement, 12/30/93, "...11
has become apparent that emissions of volatile organic compounds
(VOCs) are larger than initially believed."

It seems to me that the MDF process can be opposed on the grounds
of pollution alone. In the case of APC, an additional problenm
exists, with the 50-year contract. APC claims that it must have the
timber volume guaranteed before it can even open an MDF plant,

i.e. it must have the long-term contract. You should know that no
1the® MDF plant in the United States has a 50-year contract, that
no other wood product industry in the United States has a 50-year
contract, that there 1is no other 50-year contract anywhere in the
United States other than the Ketchikan contract. It seems to tne
that if APC wants to opon an MDF plant, they can do so without the
50-year contract.

Thank you for the chance t make these comments. 1 do believe,
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however,that you should have made this a teleconference--this is
a major issue here 1In Sitka and | ™ sure otherswould Like to
comment. By restricting the hearing to Juneau,for a short
one-half hour, the 1impression is made that thiswhole tiling isa

"done deal."

Sincerely, Q

Don Muller

Old Harbor Books

201 Lincoln St.
Sitka, Alaska 99835
747-8808

747-8813 Fax



