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assessor, when making the full and true value determination of the affordable housing, to 

determine value based on its actual rent or actual income without adjustment for the 

allowable income tax credit. In other words, if, to qualify for the tax credit, requirements 

attach to the property to limit its use and occupancy that tend to diminish the property's rent 

or income, the assessor may not ignore or overlook those factors, no matter the assessor's 

selection of a general valuation method.

From m y  understanding of A S  29.45.110, setting out the general obligation of the municipal 

assessor to value property at full and true value, I do not see that t h i r  matter is fairly 
addressed simply by directing the municipal assessor to select, one method of property 

valuation over another. The preferred approach, I believe, would continue to leave choice 

of discretion to the assessor but require that official to use actual income rather than a 

projected market value of the units.

Also, based on A S  29.45.062,1 believe that the municipal assessor needs to be apprised that 

property is, or may be, subject to the new limitation on valuation, so the burden would be on 

the property owner to make timely application for the assessment. The last part of the 

language of the accompanying draft follows A S  29.45.062(b)'s application approach and 

cites to the same deadline.

JBC.pl

99-159.plm

R e p r e s e n t a t i v e  A n d r e w  H a l c r o
O c t o b e r  1 2 ,  1 9 9 9
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Representative Norman Rokeberg
FAX: (907)343-4499

i’i

September 15,1999

The Honorable Rick Mystrom 
Mayor, Municipality of Anchorage 
P O  Box 196650 
Anchorage, A K  99519-6650

RE: Tax Assessments on Low-Incomc Housing

Dear Mayor Mystrom:

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

It is m y  understanding that up until the end of 1997, the Municipality used a taxation 
method that was based on the actual income stream of these low-income projects. This 
involved taking into consideration the cap on the rents as required by the federal 

government. In 1998, apparently the Municipality changed its assessing method thus 
causing taxes on some of these properties to nearly double. No longer was the cap on 
rents considered. It is m y  funher understanding that the federal H U D  lias indicated its 
concern about this new policy.

Many of these projects involve "very" low-income individuals and provide housing for 
people who were formerly "street" people. Apparently the Municipality's "housing plan"

(he decision was

_ --- Does the Stale of
need to make a statutory change for the Municipality to return to assessing these 

P. ^ , Uuader d,c ”°!d" method (following federal guidelines of taking into consideration 
on rcnts or income of the property)?

Rokeberg 

fcsentativc 
t o  ii
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The Honorable Norman Rokeberg 
Alaska State House o f Representatives 
716 West 4lfl Avenue, Suite 640 
Anchorage, Alaska 99501

c:>D

Dear Norm: •

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

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

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

I hope this letter has answered your questions regarding the assessment o f L o w  
Income I lousing within the Municipality of Anchorage.

Sincerely
7 ^ .



R e p r e s e n t a t i v e  E r i c  C r o f t

October 8, 1999

Representative Andrew Halcro 
Community and Regional Affairs Committee 

716 West 4th Avenue, Ste. 620 

Anchorage, A K  99501

• Dear Representative Halcro:

Recently some disturbing practices have come to m y  attention through the banking 

community, with regard to affordable housing and h o w  it is being as: jscd in property 

taxes in Anchorage. I’m  concerned that both the state and local governments are not 

doing enough to encourage the development of affordable, low income housing— and in 

this cases is discouraging it.

It is m y  understanding the Municipality of Anchorage has started a practice of assessing 

low income housing at market rents. I fear this will result in non-profit organizations 

discontinuing involvement with new affordable housing projects. Other states, especially 

Washington State, have done a good job to create incentives for the business community 

to stay involved in affordable housing projects. I believe Alaska should step forward an 1 

do the same.

Enclosed is a copy of a letter from Jan Sieberts, Senior Vice President of National Bank 

of Anchorage. Jan has spent many years creating housing projects throughout Alaska.

He details some of the background to understanding this issue. Additionally, I have 

enclosed a letter from the Department of Housing and Urban Development which sharply 

criticizes the Municipalities’ tax treatment of affordable housing.

I urge your committee, under your leadership, to take steps to correct this. Alaska is a 

state filled with opportunity for all those who come here, shouldn't part of that 

opportunity include clean, affordable housing for families? Let’s do all w e  can to ensure 

this occurs.

Thank you for your consideration and please don’t hesitate to contact m y  office with 

quesfions.

Sincerely,

CC: Jan Sieberts

Januaty-May: State Capito l • Juneau, Alaska 99801-1182 • (907) 465-1998 • (800) 689-4998 • Fax (907) 465-4419 
June-Decembcr: 716 W. 4th Avenue • Anchorage, Alaska 99501 • (907) 258-8162 

C# Repretentative_Eric_Croft®legis.state.ak.us •



N a t i o n a l
R a n k & A l a s k a

September 10,1999 Corporate HoBdQuorters 
P.O.Box 100600 

Anchorage. AK 99510-0600 
Phone (907) 522-8886

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

Re: Affordable Housing

Dear Representative Croft,

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

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

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



Despite the fact that the Municipality of Anchorage "housing plan" encouraged banks 
and investors to invest in low income housing tax credits to encourage the development 
of this segment of the market, tney subsequently changed their attitude on taxation.
Until 1997 the Municipality accepted a methology of taxation which taxed based on the 
income of the projects. In 1998 they changed their approach which in some cases 
increases the taxes on properties by nearly double. They no longer would take into 
account the cap on the rents as required by the federal government. The result of this 
is catestrophic losses to the owners due to major increases in property taxes. Recently 
HUD wrote a strong letter to the Municipality indicating that they believe that the 
“Municipality’s tax policy disregarding the rent restrictions on these properties is the 
single greatest threat to the preservation of existing stock and development of 
affordable housing in Anchorage today."

Our concern is if the Municipal assessor prevails on this issue it will effect the 
development of affordable housing to the residents of the entire state of Alaska. 
Certainly, the quality of rental housing built wili be less than was developed in recent 
years. Because of this issue Alaska is the only state in the United States that is not 
fully utilizing their allocation of tax credits. It would be fool hardy for a financial 
institution to become involved in the development of well planned quality properties that 
require tax credits.

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

Sincerely yours,

/ Jan Sieberts 
Senior Vice President

JKS.kak

CC: Ed Rasmuson



N a t i o n a l
B a n J / C f A l a s k a

September 10,1999
Corporate Headquarters 

P.O.Box 100600 
Anchorage, AK 99510-0600 

Phono (907) 521:-6688

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

Re: Affordable Housing/1998 HUD Performance Report 

Dear Ms. Mathis;

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

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

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

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

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

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

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

Sincerely yours,

Senior Vice President 

JKS.kak

CC: Ed Rasmuson
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July 26,1999
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T O :  V e r y  L o w - i n c o m e  H o u s i n g  Facilities

F R O M :  Marl: Baca, Auditor/Appraiser

Property T a x  Division

SUBJECT: S U B S T I T U T E  H O U S E  BILL 1345

N e w  legislation regarding very l o w - i n c o m e  ho u s i n g  w a s  pas s e d  b y  the 1 9 9 9  W a s h i n g t o n  State 

Legislature a n d  signed into l a w  b y  G o v e r n o r  G a r y  Lo c k e .  Thi s  is a n e w  property tax exemption, 

permitting qualified nonprofit organizations or public corporations that provide h o u s i n g  for very 

l o w - i n c o m e  households to b e  e x e m p t  f r o m  property taxes. T his bill g o e s  into effect July 25,

1999, for e x e m p t i o n  o f  taxes payable in calendar year 2000.

Applications for e x e m p t i o n  o f  property u n d e r  this legislation m a y  b e  filed with the D e p a r t m e n t  

o f  R e v e n u e  an y t i m e  afler July 24, 1999. T h e  enclosed flyer w a s  d e v e l o p e d  to provide 

information to applicants concerning the application process a n d  the renewal requirements for 

v ery l o w - i n c o m e  h o using facilities.

T h e  D e p a r t m e n t  expects to receive a  large n u m b e r  o f  applications for property tax e x e m p t i o n  in 

response to passage o f  this n e w  law. It is o u r  intention to process these applications as efficiently 

a n d  expeditiously as possible. Therefore, in anticipation o f  the v o l u m e  o f  applications expected, 

the D e p a r t m e n t  will b e  e m D l o y i n g  o n e  additional full-time auditor dedicated to processing very 

l o w - i n c o m e  h o u s i n g  applications. T o  av o i d  untimely delays, w e  are requesting y o u r  assistance in 

this endeavor; w h e n  m a k i n g  application, please s u b m i t  al] the necessary information a n d  

d o c u m e n t a t i o n  with y o u r  application to the Department. O n c e  the auditor has inspected the 

property a n d  has c o m p l e t e d  the exam i n a t i o n  o f  the contents o f  the application, a  letter o f  

determination will b e  issued to the nonprofit organization a n d  the c o u n t y  assessor indicating the 

status o f  the property.

Enclosed are a n  application for e x e m p t i o n  for you r  facility a n d  a  flyer explaining the 

requirements to qualify for this exemption.

If h a v e  a n y  questions about this process, please call o u r  T u m w a t e r  office at (360) 664-9425. 

T h a n k  you.

M B : p j b

Enclosures

Property Tax Division
PO Box 4747) ♦ Olympia, Washington 98504-7471 ♦ (360)753-1382 ♦ Fax (360) 586-7602

- O *  V
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EQU IVEST
R E A L T Y  A D V I S O R S ,  I N C .

T H E  A S S E S S O R ’S A C T I O N  O P P O S E S  P U B L I C  P O L I C Y

Alaska’s statutes incorporate m a n y  restrictions on Assessors in order to promote public 

policy such as conservation, maintenance of farmlands, installation of fire protection 

systems and maintenance of private airports. The public policy of the United States 

government, the State of Alaska, and the Municipality of Anchorage is to support rent 

restricted low-income housing so that- there will be safe and affordable housing for 

persons of modest income.

The United States government supports this policy through the award of L o w  Income 

Housing Tax Credits under Section 42 of the Internal Revenue Code and through 

allowance of the issuance of tax exempt bonds to finance housing that is restricted to 

persons at or below 5 0 %  to 6 0 %  of the median area income.

The State of Alaska supports such programs through the Alaska Housing Finance 

Corporation, which in addition to administering the federal L o w  Income Housing Tax 

Credit programs makes grants and loans at below market interest for affordable housing 

subject to the same restrictions.

A  stated goal of the Municipality of Anchorage as outlined in the Housing and 

Comm u n i t y  Development Strategic Plan1 is to:

“increase the inventory of safe, affordable rental housing for regular households 

earning 8 0 %  of median income or less, with emphasis on the low and extremely 

low income and continue to provide rental assistance to reduce rental cost burden”

In the final draft of the 1999 action plan the same goal is restated 2

903 W. N O R T H E R N  L I G H T S  BLVD., SUITE 200 
A N C H O R A G E ,  A L A S K A  99503

P H O N E  (907) 279-8551 F A X  (907) 274-7630

1 See page iv  o f the M un icipality o f  Anchorage Consolidated Plan 1995 to 2000.
2 Sec item IC on page 1 o f the final draft Housing and Community Development 1999 Action Plan.



In spite of the fact that the United States government, the State of Alaska and the 

Municipality of Anchorage are in support in low income rent restricted housing projects 

such as the subjects, the Assessor without statutory direction and in violation of 

recognized appraisal principals applicable to mass appraisals, has chosen to ignore valid 

legal restrictions on title in his assessment of the subject properties. The result of his 

action is to assess these properties at more than their foil and true value, thereby creating 

an unnecessary financial burden on low income rent restricted housing that is counter to 

established public policy.

The serious ramifications of the Assessor’s decision is discussed in a letter dated July 20, 

1999, from the U. S. Department of Housing and Urban Development to the 

Municipality. (See page 2 of the letter following this section.)

Also, following is a chart showing the impact of the Assessor’s change of policy from 

1997 and the failure to use methodology ap^-oved by the Board of Equalization in 1995 

and 1996.



ASSESSMENT COMPARISONS FOR RENT RESTRICTED AFFORDABLE APARTMENTS

APPEAL # PRO PERTY
1996 B.O.E. 

VALUE
1997

ASSESSMENT
INITIAL 1998 

ASSESSMENT
1997 TO 1998 

INCREASE
REVISED 1998 
ASSESSM ENT

FINAL
INCREASE

INCREASE 
OVER BOE

152 Southside Seniors N/A N/A $2,066,600 N/A $1,730,000 N/A N/A

1469 Spruce View Apts. 3,122,000 3,600,000 7,975,600 121.54% 6,800,000 88.89% 117.81%

1470 Adelaide SRO N/A 1,182,700 1,286,200 8.75% 1,215,000 2.73% N/A

1473 Hampstead Heath Apts. 3,522,000 3,322,600 6,357,800 91.35% 4,760,000 43.26% 35.15%

1474 Merrill Crossing 1,281,000 1,319,200 2,919,400 121.30% 1,634,000 23.86% 27.56%

1475 Panoramic View Apts. 3,240,000 2,683,200 5,727,200 113.45% 4,894,000 82.39% 51.05%

1478 Stephens Park Apts. N/A 5,945,200 6,511,500 9.53% 6,490,000 9.16% N/A

1480 Garden Villa Apts. N/A 2,102,500 2,386,100 13.49% 1,732,000 -17.62% N/A

1800 Access Apts. 1,427,000 1,748,700 3,210,500 83.59% 2,310,000 32.10% 61.88%

1801 Hillpoint Apts. N/A 745,200 2,117,700 184.18% 843,000 13.12% N/A

2205 Brighton Park Apts. 

TOTALS

N/A N/A 5,983,000 N/A 4,900,000 N/A N/A

$46,541,600 $37,308,000

AVERAGE INCREASE 83.02% 30.88% 58.69%
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U.S. Department of Housing and Urban Development 
Alaska State Office 
University Plaza Building
Office of Community P lanning & Development 
949 East 36th Avenue, Suite 401 
Anchorage, AK 99508-4399 
www.hud.gov/alaska.html

July 20,1999

Housing and Community Development Block Grant .Division 

Department of Community Planning and Development 

Municipality of Anchorage 

V. 0. Box 196650 

Anchorage, A K  99519-6650

Subject: 1999 Action Plan Review Comments

W c  have completed our review of your annual action plan and find it legally approvable. 

The grant agreements for the three formula programs funded through the plan, Communily 

Development Block Grant (CDBG), H O M E  Investment Partnership Program (HOME), and 

Emergency Shelter Grant (ESG), are being sent under separate cover to Mayor Mystrom.

Although w c  find that the document continues to improve each year, our review did reveal 

a number of issues that must be addressed prior to our final approval of the Action Plan. These 

deficiencies, discussed below, will not delay '-ur transmittal of the grant agreements, nor will it restrict 

the Municipality’s access to the grant funds. (We have approved your request lo incur pre-agreement 

costs in both the C T B G  and H O M E  programs). A  satisfactory response, however, is required prior lo 

our final approval of the Action Plan and should be submitted as soon as possible.

Fostering Affordable Housing - H O M E

In accepting H O M E  program grants, participating jurisdictions commit to die mission of 
preserving and increasing the stock of affordable housing in their communities. This is incorporated 

into the Consolidated Plan as a goal and a strategy. Specifically, in Anchorage’s five year 

Consolidated Plan, the Municipality pledges to...

‘'(1) Increase the inventory of safe, affordable rental housing for renter 

households earning 80 percent of median income or less, with an emphasis on 

the low- and extremely low-incomc and continue to provide rental assistance lo 

reduce rent cost burden.” (Municipality of Anchorage Consolidated Plan 1905-

2000, Section IV, Housing and Community Development Strategic Plan. Five .
"YcaTStrategy, page 120.)

SEP-02-1999 THU 02:57 P!1
-f

Lynn Taylor, Manager

OCD:SMlTH:nnn 4632 7/02/99 H:\10 lCVAplan 99 review L T R  
O C D  O C D

S M I T H  N A S H A L O O K

http://www.hud.gov/alaska.html
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Further, tho federal regulations governing the Consolidated Plan require annual action plans to 

contain a discussion of activities the H O M E  participating jurisdiction has taken to . .foster and 

maintain affordable housing, [and to] remove barriers to affordable housing.. ( 2 4  C F R  91.220(f)(1)).

Although these subjects are discussed on pages 32 and 49 of the Municipality’s 1999 Action 

Plan, the discussion is incomplete in that there is no mention, except in a brief response to a public 

comment on page B-8, of the Municipality’s property tax policy regarding affordable housing projects.

In affordable multffamily housing projects, the rent of some or all of the units are capped, 

by the terms of their financing, generally at a level that does not exceed 30 per cent of a low- 

income family’s adjusted income. While there is a relationship between area median income, 

which is the basis for determining an affordable housing tenant’s eligibility, and market rents, it is 

not at all a direct relationship. Many factor s can cause a great disparity between area income and 

market rents: availability of units (i.e., vacancy rates), proximity of units to employment, schools, 

public transportation, size and distribution of available units, etc. If operating costs increase, such 

as a significant increase in property tax, and revenues cannot be raised to cover the additional 

cost, default occurs.

W c  find that the Municipal Assessor’s treatment of annual assessments of the value of 

affordable housing projects in Anchorage is inconsistent with the Municipality’s pledge to increase 

the stock of affordable housing within the jurisdiction. Annually increasing the assessed value of 

these properties based on the mistaken assumption that they are capable of generating revenue at 

the level of market rents has the impact of driving affordable housing projects into default of the 

terms of their financing. Additionally, private financial institutions and tax credit investors will 

not participate in new affordable housing projects in Anchorage as long as the Municipality’s 

property tax policy makes no distinction between affordable housing projects and market rate 

rental properties. Such a position undermines any confidence in the long-term financial feasibility 

of ail affordable housing project.

In our view, the Municipality’s tax policy disregarding the rent restrictions on these 

properties is the single greatest threat to the preservation of existing stock, and future 

development of affordable housing in Anchorage today. The Municipality cannot, on the one 

hand, pledge to foster affordable housing, and on the other, penalize and discourage its 

development. A  permanent solution to this problem is necessary to create the economic climate 

required to “grow” affordable housing in Anchorage. The Municipality’s Action Plan must 

acknowledge and address this bipo ar position and outline measures it will undeitake to eliminate 

it.

Use of Program Income from the Rental Rehab Program - R O jM E

Wcnotc that you intend to augment the fundirigof yoiir'1999 H O M E  program projects 

with program income generated from the repayment of loans originally funded witli Rental 

Rehabilitation Grant Progiam grants. You also indicate (page 20 of the Action Plan) that you 

intend to claim this source of funding as a portion of your required match o n  999 H O M E  funds,

Program income from theso grants may only be used for H O M E  program match when tho Rental 

Rehab gi ants that gencrato the income arc closed out (§< 11.76(h)(2)). Our records indicate that
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not all of the old Rental Rehab Grants are closed. Because these grants were administered by our 

Seattle Office, please contact Ms. Kaycic Collins at (206) 220-5150 ext. 3613 for the status of the 

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

Overall Benefit Calculation - C D B G

Again this year the Action Plan does not indicate which option the Municipality prefers to 

calculate its compliance with the overall benefit requirement of the C D B G  program. A n  

entitlement community receiving C D B G  funds must specify, in accordance with §91.225 (b) (4) 

(ii), whether it intends to calculate the overall benefit requirement of the C D B G  program over a 

period of one, two or three “...specific, consecutive program years,..”. Y o u  must identify the 

specific year or years you wish the calculation to be based upon. W c  are available to discuss the 

ramifications of specific choices if you feci it would be beneficial.

A m e n d m e n t s

As in previous years, funding any project not described in the current plan will require 

formal amendment of the plan in accordance with the procedures outlined at §91.105(c) and the 

amendment policy in your Consolidated Plan. You must notify H U D  when you amend your 

Consolidated or annual Action Plan, either at the time you do so or in your Consolidated Annual 

Performance and Evaluation Report (CAPER) at the end of your program year.

The issues discussed in this letter and your response, following our approval, should be 

incorporated into the 1999 Action Plan. IF you have any questions regarding any of the issues 

discussed in this letter or require technical assistance with your response, please contact Gus 

Smith, C P D  Representative at (907) 271-4632.

Sincerely,

K i m  W. Davis

Acting Director, Community Planning 

and Development Division

cc:

Carcn L. Mathis, Director

Department of Community Planning and Development
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B a n k ^ C A l a s k a ©

Corporate Headquarters 
P.O. Box 100600 

Anchorago. AK 99510-0600 
Phono (907) 522-0880

January 8, 2000

Senator Loren Leman 
Alaska State Senate 
PO Box 190773 
Anchorage, Alaska 99519-0773

Subject: Taxation Policy and Low Income Housing Tax Credits

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

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

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

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

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

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

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

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

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

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

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

A reasonable taxation policy by the Municipality will bring about the creation of bettor 
housing conditions for the lower income citizens of our community and they are growing 
as a class. While we talk of the expanding tourist industry, new hotels, possible 
convention center, and new retail sector wo should consider the wages to bo paid In 
these industries. And how is modern affordable housing going to fit into the
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Municipality’s new land use plan? The creation of new, safer housing will also create 
construction jobs and help local business. We have the ability to improve our 
affordable housing stock and the well being of our citizens, and we should bring the tax 
assessor along with us.

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

Sincerely yours,

Senior Vice President



N A T I O N A L  B A N K  O F  A L A S K A

To: Jonathon Lack

INTEROFFICE MEMO

Date: 1-19-2000

From: Jan Sieberts_____________________________

Subject: h'B 272/Tax credits

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

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

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

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

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

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



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

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

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

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

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

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

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



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

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

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

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

Date: Thu, 20 Jan 2000 10:02:29 -0900 

Fro m :  Jan Sieberts <jan.sieberts@nbak.com>

To: Jonathon_Lack@legis.state.ak.us

J o n a t h o n - - H o p e f u l l y  y o u  r e c e i v e d  m y  m e m o .  I a m  a  l i t t l e  w o r d y ,  b u t  

h o p e f u l l y  I a m  r e a s o n a b l y  c l e a r .  O n e  p o i n t  I s h o u l d  h a v e  m a d e  is  t h a t  

l o w  i n c o m e  h o u s i n g  t a x  c r e d i t s  a r e  a  f o r m  o f  f e d e r a l  s u b s i d y  to t h e  

h o u s i n g  i n d u s t r y .  G r a n t s ,  H O M E  f u n d s ,  a n d  o t h e r  s u b s i d i e s  p r o v i d e d  b y  

t h e  f e d e r a l  g o v e r n m e n t  a r e  n o t  t a x a b l e  a n d  t h e  f e d s  e v e n  l i m i t  

a d m i n i s t r a t i o n  a l l o c a t i o n s  t a k e n  f r o m  t h o s e  f u n d s  b y  m u n i c i p a l i t i e s .  T h e  

f e d e r a l  f u n d s  f r o m  H U D  to f u n d  A S H A  p r o j e c t s  a r e  n o t  t a x a b l e  b y  s t a t e  

o r  l o c a l  g o v e r n m e n t .  I t  s e e m s  l o g i c a l  t h a t  t h e  f e d s  d i d  n o t  e x p e c t  t h e s e  

f u n d s  to  b e  t a x e d .

C o o k  I n l e t  H o u s i n g  j u s t  s p e n t  $ 6 . 5  m i l l i o n  to  p r o v i d e  a  d o r m i t o r y  f o r  n a t i v e  

s t u d e n t s  i n  A n c h o r a g e .  C o o k  I n l e t  H o u s i n g  g e n e r a l l y  d o e s  n o t  p a y  

p r o p e r t y  t a x e s  a n d  t h e y  a r e  a m a j o r  l a n d l o r d  i n  t h i s  c o m m u n i t y  a s  is 

A l a s k a  H o u s i n g  F i n a n c e .  T h e y  d o  p a y  i n  l i e u  o f  t a x e s  b u t  s u b s t a n t i a l l y  

l e s s  t h a n  n o r m a l  p r o p e r t y  t a x e s .

L a s t  y e a r  t h e  S t a t e  o f  W a s h i n g t o n  p a s s e d  l e g i s l a t i o n  e x e m p t i n g  a l l  n o n  

p r o f i t s  f r o m  p a y i n g  p r o p e r t y  t a x e s  o n  a f f o r d a b l e  h o u s i n g .  I t  w a s  a l m o s t  

u n a n i m o u s .  A l l  t h e  p r o v i d e r s  o f  a f f o r d a b l e  h o u s i n g  a r e  a s k i n g  f o r  is to 

b e  t a x e d  b a s e d  o n  f a i r  m a r k e t  v a l u e  a s  t h e y  h a v e  d o n e  i n  t h e  p a s t .

A c t u a l l y ,  t h e  a f f o r d a b l e  h o u s i n g  p r o v i d e r s  h a v e  h a d  t o  g o  b a c k  t o  t h e  

b o a r d  o f  a p p e a l s  e v e r y  y e a r  s i n c e  t a x  c r e d i t s  c a m e  i n t o  u s e  i n  

A n c h o r a g e .  W h a t  is i n t e r e s t i n g ,  t h e  m a y o r  h a s  s a i d  t h e s e  p r o p e r t i e s  a r e  

u n f a i r  c o m p e t i t i o n ,  b u t  w e  a r e  t a l k i n g  o f  a b o u t  2 5 0  f a m i l y  h o u s i n g  u n i t s  

o u t  o f  a p p r o x i m a t e l y  4 4 , 0 0 0  r e n t a l  u n i t s  i n  t h e  c o m m u n i t y .  T h e i r  a r e  

w a i t i n g  l i s t s  t o  g e t  i n t o  t h e  a f f o r d a b l e  p r o p e r t i e s .

T o  l e a r n  m o r e  a b o u t  a f f o r d a b l e  h o u s i n g  i n  J u n e a u  y o u  m i g h t  t a l k  t o  B e t s y  

L o u g e n b a u g h  a t  H o u s i n g  F i r s t  3 6 4  3 5 7 3  a n d  T a m a r a  R o e c r o f t  a t  A l a s k a  

H o u s i n g  D e v e l o p m e n t  C o r p . 7 8 0  6 6 6 6

T h i s  e - m a i l  a n d  a n y  a t t a c h m e n t s  t r a n s m i t t e d  w i t h  i t  a r e  c o n f i d e n t i a l  

a n d  a r e  i n t e n d e d  s o l e l y  f o r  t h e  u s e  o f  t h e  i n d i v i d u a l  o r  e n t i t y  

t o  w h o m  t h e y  a r e  a d d r e s s e d .  T h i s  c o m m u n i c a t i o n  m a y  c o n t a i n  

m a t e r i a l  p r o t e c t e d  b y  t h e  a t t o r n e y - c l i e n t  p r i v i l e g e .  I f  y o u  a r e  

n o t  t h e  i n t e n d e d  r e c i p i e n t  o r  t h e  p e r s o n  r e s p o n s i b l e  f o r  d e l i v e r i n g  
t h e  e - m a i l  to  t h e  i n t e n d e d  r e c i p i e n t ,  b e  a d v i s e d  t h a t  y o u  h a v e  

r e c e i v e d  t h i s  e - m a i l  i n  e r r o r  a n d  t h a t  a n y  use ,  d i s s e m i n a t i o n ,  

f o r w a r d i n g ,  p r i n t i n g ,  o r  c o p y i n g  o f  t h i s  e - m a i l  is  s t r i c t l y  p r o h i b i t e d .  

If  y o u  h a v e  r e c e i v e d  t h i s  e - m a i l  i n  e r r o r ,  p* a s e  i m m e d i a t e l y  

n o t i f y  t h e  a d m i n i s t r a t o r  v i a  e - m a i l  a t  posti v e r 0 n b a k . c o m .

mailto:jan.sieberts@nbak.com
mailto:Jonathon_Lack@legis.state.ak.us


JOSEPH  GUGGENHEIM 
H o u s i n g  D e v e l o p m e n t  C o n s u l t a n t  
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T H E  V A L U E  O F  T H E  T A X  C R E D I T S  S H O U L D  N O T  B E  A D D E D  T O  T H E  
V A L U E  O F  T H E  P R O P E R T Y  F O R  A S S E S S M E N T  P U R P O S E S

T h e  b a s i c  c o n c e p t  o f  t h e  tax c r e d i t  p r o g r a m  is to g e n e r a t e  
e q u i t y  t o  p a y  f o r  a  s u b s t a n t i a l  p e r c e n t a g e  o f  t h e  c o s t s  of  
d e v e l o p i n g  a f f o r d a b l e  h o u s i n g ,  so t h a t  it is p o s s i b l e  f o r  
t h e  d e v e l o p e r  to o f f e r  l o w e r  r e n t s  t h a t  a r e  a f f o r d a b l e  to
l o w  a n d  m o d e r a t e  i n c o m e  h o u s e h o l d s .

T h e  v a l u e  o f  t h e  t a x  c r e d i t s  c a n  b e  d i r e c t l y  m e a s u r e d  b y  
t h e  a m o u n t  of e q u i t y  t h a t  i n v e s t o r s  p u t  u p  i n  e x c h a n g e  f o r
t h e  r i g h t  to c l a i m  t h e  t a x  c r e d i t s  to r e d u c e  t h e  i n c o m e
t a x e s  p a i d  b y  t h e  i n v e s t o r s  to t h e  U.S. g o v e r n m e n t .

H o w e v e r ,  in m o s t  c a s e s ,  p a r t i c u l a r l y  h i g h  c o s t  a r e a s  w i t h  
n o n - p r o f i t  d e v e l o p e r s ,  t h e  t a x  c r e d i t  e q u i t y  is u s e d  a l m o s t  
e n t i r e l y  to p a y  f o r  a  s u b s t a n t i a l  p o r t i o n  of  d e v e l o p m e n t  
c o s t s .  T h i s  a l l o w s  t h e  p r o j e c t  to h a v e  a l o w e r  a m o u n t  o f  
m o r t g a g e  d e b t  o n  t h e  p r o p e r t y  a n d  t h u s  a  l o w e r  m o n t h l y  
m o r t g a g e  p a y m e n t ,  s o  t h a t  t h e  p r o p e r t y  c a n  a c h i e v e  T a x  
c r e d i t  r e n t s  t h a t  a r e  s u b s t a n t i a l l y  l o w e r  t h a n  m a r k e t  r e n t s .

T a x  c r e d i t  e q u i t y  m i g h t  be  u s e d  to e a r n  h i g h  d e v e l o p e r  
f e e s  (profits) , b u t  t h i s  is n o t  the c a s e  f o r  p r o j e c t s  w i t h  
n o n - p r o f i t  d e v e l o p e r s  o r  in h i g h  c o s t  u r b a n  areas. T h e  
a m o u n t  o f  d e v e l o p e r  f e e  (profit) t h a t  is a l l o w e d  is c l o s e l y  
m o n i t o r e d  a n d  r e s t r i c t e d  u n d e r  t h e  t a x  c r e d i t  s t a t u t e  b y  t h e  
c r e d i t  a g e n c i e s  a d m i n i s t e r i n g  t h e  p r o g r a m  ( A l a s k a  H o u s i n g  
F i n a n c e  C o r p o r a t i o n ) .

T h e  t a x  c r e d i t  a p p r o a c h  is a s u b s t i t u t e  f o r  d i r e c t  
g o v e r n m e n t  f i n a n c i a l  aid, s u c h  as a n  u p - f r o n t  d e v e l o p m e n t  
g r a n t  t h a t  p a y s  f o r  t h e  c o s t s  o f  c o n s t r u c t i n g  the h o u s i n g ,  
a s  is d o n e  in t h e  l o w  r e n t  p u b l i c  h o u s i n g  p r o g r a m .

T h e  o t h e r  f o r m  o f  d i r e c t  g o v e r n m e n t  a i d  is s e c t i o n  8 
a s s i s t a n c e ,  w h e r e  a  m o n t h l y  c h e c k  f r o m  the g o v e r n m e n t  to  t h e  
p r o j e c t  p a y s  a p o r t i o n  o f  the r e n t  w h i c h  is a t  h i g h  m a r k e t  
r a t e  r e n t  l e v els, a l l o w i n g  l o w  i n c o m e  h o u s e h o l d s  to p a y  o n l y  
t h a t  p o r t i o n  o f  t h e  r e g u l a r  r e n t  t h a t  t h e y  c a n  a f f o r d  b a s e d  
o n  t h e i r  l o w  i n c o m e s .  U n d e r  this a p p r o a c h ,  t e n a n t s  g e n e r a l l y  
p a y  30 p e r c e n t  o f  t h e i r  o w n  m o n t h l y  i n c o m e  f o r  rent, a n d  t h e  
m o n t h l y  g o v e r n m e n t  S e c t i o n  8 c h e c k  to  the o w n e r  m a k e s  u p  t h e  
d i f f e r e n c e  b e t w e e n  t h e  r e g u l a r  r e n t  a n d  t h e  a m o u n t  t h e  
t e n a n t  h o u s e h o l d  c a n  a f f o r d .



T h e  tax c redit e q u i t y  a p p r o a c h  is a n  e f f o r t  to g e n e r a l  
p r i v a t e  i n v e s t m e n t  (in e x c h a n g e  for the u s e  of the t a x  
credits) in o r d e r  to h e l p  c r e a t e  a f f o r d a b l e  housing, i n s t e a d  
o f  t h e  o l d  a p p r o a c h  of d i r e c t l y  s u b s i d i z i n g  e i t h e r  u p  the 
fr o n t  c o s t s  of d e v e l o p m e n t  or the m o n t h l y  c o s t s  of m a r k e t  
r a t e  housing.

Th u s  if a p r o j e c t  c o s t s  $6 m i l l i o n  to b e  b u i l t  a n d  
d e v e l o p e d ,  the t a x  c r e d i t  e quity p u t  u p  b y  i n v e s t o r s  in 
e x c h a n g e  for the r i g h t  to c l a i m  the tax c r e d i t s  m i g h t  e q u a l  
$3 m i l l i o n ,  a l l o w i n g  a m o r t g a g e  on the p r o p e r t y  of $3 
m i l l i o n  i n s t e a d  of $6 million, since the l e n t s  p a i d  b y  a n d  
a f f o r d a b l e  to l o w e r  i n c o m e  families c a n  o n l y  c o v e r  a $3 
m i l l i o n  m o r t g a g e  p l u s  the costs of o p e r a t i n g  the housing.

In m a n y  situations,  the tax c r edit e q u i t y  - the v a l u e  of 
t h e  t a x  c r e d i t s  - m a y  n o t  b e  e n o u g h  of a n  i n d i r e c t  s u b s i d y  
to p r o d u c e  t ruly l o w  i n c o m e  rent levels, a n d  a d d i t i o n a l  
g o v e r n m e n t  a s s i s t a n c e  i n  the form of up f ront s u b s i d i e s  o r  
m o n t h l y  r e n t a l  a s s i s t a n c e  p a y m e n t s  are s till n e e d e d  to m a k e  
t h e  p r o j e c t  f i n a n c i a l l y  f e a sibl e at the Low i n c o m e  r e n t s  
that a r e  charged.

In m o s t  sit uat i o n s ,  the a c t u a l  rent c h a r g e d  the l o w  i ncome 
f a m i l i e s  is s i g n i f i c a n t l y  less that the m a x i m u m  r e n t s  
p o s s i b l e  u n d e r  the t a x  c r e d i t  program, b e c a u s e  either: 1'
t h e  n o n - p r o f i t  d e v e l o p e r  is c o m m i t t e d  to c h a r g i n g  less than 
t h e  m a x i m u m  p e r m i t t e d  r e n t  to r e a c h  v e r y  l o w  i n c o m e  f a m i l i e s  
e a r n i n g  s u b s t a n t i a l l y  less than the m a x i m u m  p e r m i t t e d  
incomes ; *.) the d e v e l o p e r  m a d e  an e x t r a  c o m m i t m e n t  to 
p r o v i d e  l o w  rents i n  o r d e r  to s u c c e s s f u l l y  c o m p e t e  for the 
l i m i t e d  a m o u n t  o f  t a x  credit s avai lable; or 3) the 
p r e v a i l i n g  rents in a l o w e r  income n e i g h b o r h o o d  are l o w e r  
t h a n  the m a x i m u m  p e r m i t t e d  tax credit rents, a n d  l o w  i n c o m e  
f a m i l i e s  w o u l d  c h o o s e  i n s t e a d  to live in e x i s t i n g  non--tax 
c r e d i t  h o u s i n g  (of a l e s s e r  quality) w h e r e  the rents a r e  
l e s s  t h a n  tax c r e d i t  m a x i m u m  rents.

In a p r o j e c t  t h a t  c o s t  $6 m i l l i o n  to develop, w h e r e  $3 
m i l l i o n  o f  e q u i t y  p a i d  b y  invest ors in e x c h a n g e  for the 
r i g h t  to c l a i m  t a x  c r e d i t s  pays for 50 p e r c e n t  of 
d e v e l o p m e n t  costs, a n d  r e n t s  from l o w  income- tena nts c a n  
o n l y  a f f o r d  to c o v e r  the r e s u l t i n g  $3 m i l l i o n  'mortgage, the 
a s s e s s e d  v a l u e  o f  t h e  p r o p e r t y  s h o u l d  r e f l e c t  the $3 m i l l i o n  
m o r t g a g e  a m o u n t  t h a t  c a n  b e  c o v e r e d  b y  the a v a i l a b l e  r e n t a l  
i n c o m e  u n d e r  the r e s t r i c t e d  rents. T h e  a s s e s s e d  v a l u e  s h o u l d  
n o t  r e f l e c t  a $6 m i l l i o n  m o r t g a g e  a m o u n t  that o n l y  u p p e r  
i n c o m e  t e nant s p a y i n g  m a r k e t  rate rents c o u l d  cover.

In l o w  i n come p r o j e c t s  a t h  tax c r e d i t s  w h e r e  the v a l u e  of 
t h e  tax c r e d i t s  is u s e d  to r educe the m o r t g a g e  to a m o u n t s  
a f f o r d a b l e  b y  l o w  i n c o m e  tenants, it w o u l d  b e  l u d i c r o u s  to 
a d d  b a c k  into  v a l u e  f o r  a s s e s s m e n t  p u r p o s e s  the e q u i t y



#

c o n t r i b u t i o n s  (the a m o u n t  of v a l u e  p r o d u c e d  b y  the tax 
credits) that m a d e  the low rents p o s s i b l e  i n  the first 
p l a c e .
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January 25, 2000

Representative A n drew Halcro 

Alaska State Capitol 

Juneau, A K  99811

Dear Representative Halcro:

Thank for the opportunity to c o m m e n t  on H B  233, Municipal Bankruptcy. Our 

understanding is that passage of H B  233 allows municipalities the option to use Chapter 9 

of the Federal Tax C o d e  for municipal bankruptcy relief. Chapter 9 was formerly available 

to municipalities prior to a change in federal law, but n o w  requires acceptance by state 

statute. H B  233 would once again allow municipalities the option of using Chapter 9.

While the option to use the Federal T a x  C o d e  as a tool in regard to municipal insolvency, 

it would not lessen the ultimate responsibility of the State to assume liability for municipal 

dissolutions. As you are aware, unfortunately, ma n y  communities are being driven into 

dissolution due to reductions in municipal revenue sharing programs by the Legislature.

Therefore, the Alaska Municipal League supports the adoption of H B  233.

Sincerely,

R^rin Ritchie 

Executive Dir$tor

CC: A M L  Legislative Subcommittee -  Revenue &  Finance

M em b e r  o f  th o  N a t iona l  L e a g u e  o f  C it ios a n d  tho  Nationa l A s s o c i a t i o n  o f  C o u n t i e s



7 he interests o f  the non-profit as deve loper o f  a ffo rdab le  housing 
and the investor’s interss* in return on investment are m arried  

through the creation o f  lim ited partnerships.

Ta\ credit ftnnnrm? willinnke these nn \‘ Cl.ieagn ic'.'-nhouses. developed hv the Weighbni hood Institute, 
ajjurdahle in lew income tenants.

B Y  J A N E  B L U M E N F E L D

r
-.1 be 1986Tax Reform Act created a 

lax credit that provides about S3
billion in annual subsidy for low 
income rental housing develop­

ment. The credit is a dollar-for-dollar 
rcduaion in fr.dcra; taxes for investment in 
low-income rental housing, providing a

o □ NOVEMBKJS/DF.CEMBER 1991

catalyst for private sector investment. The 
credit can be used for up to 50 percent 
(sometimes more) o f the cost o f building 
affordable housing. Despite their tax exempt 
status, non-profit developers can use this 
vp'uable program io raise capital from 
private investors through ryndicaiion for 
the construction and rehabilitation of low 
income rental housing.

Each s ate receives an allocs tion of SI .25 
per reside riL which is allocated to develop­
ment proccis through die State Housing 
Finance / gency or another designated state 
office. Ti e legislation provides for a 10 
percent s< (-aside for projects sponsored by 
non-profn developers. This anidew illdeaJ 
w ith how a non-profit developer can take 
advantage of the low income housing tax

TMQtfQZ/nfi 'ON XH-t
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PARTNERSHIP OF 
INVESTORS ANP NON-
p r o f i t  o r g a n i z a t i o n .
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T v i i
INVESTORS take : tax
CREDITS EACH V EAR-
FOR. ten v e a r s .

NoN-PRoFIT ORGAN­
IZATION IS ABLE TO 
BUILD HOUSING.

AFTER- 15 VEARS.TI-IE 
PARTNERSHIP ENDS. 11u

0
tB

credit and how a typical &' credit deal is 
structured.

1. T he P nrtncrjhSp
Non-profit housing developers are 

exempt from fedEiai income taxes, and 
therefore they have no direct interest in 
receiving art annual tax credit. To private 
nvesiors, however,tax credit (i.e. a re­
duction in their irj. liability) provides an 
annual cash return on theirinvestmcnt. The

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

What is a Limited Partnership?
A limited partnership is a partnership 

with limited and general partners. One or 
more general pertnerfs) run the business of 
the partnership and the limited partners) 
put in equity in exchange for part of the

returns get erated by the partnership. 
Limited partnerships allow "passive” 
investors to; tanicipaie in real estate invest­
ment with ri: k limited to the amocntof their 
investment. Limited partnerships allow 
developers 15 raise equity for development 
projects.

Why are Limited Partnerships used?
Limited partnerships are created for a 

single purpose or project and are designed

SHELTERFORCE C  7
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to dissolve ?.fr:r ’.bn  puhpcsa is fulfilled. 
Tk > limit investor liability. They allow the 
"pass through" of lax benefits, unlike 
corporations. Tbey :Uow centraliaation of 
management, t!irc>u&h ihe general partner. 
They allow span:or?/deve!opers to main­
tain control of the ir projects while raising 
new equity.

Who makes decisions in a 
Limited Parinersh ip ?

The terras of the partnership agreement, 
governing the on-going relationship, are 
set jointly by tho general and limited 
partners). Once die partnership is estab­
lished. the general oaruier makes all day to 
day operating decis ions. Limited parmer(s) 
may only take drastic action if the general 
parmerdefaullscin 'he terras of the partner­
ship agreement or is grossly negligent, 
events that can Icac. to removal of the gen­
eral parmcr.

V/hoowiu what?
Ownership internstsof the Limited Pan- 

nership are split between the limited and 
general partners according to a negotiated 
formula. Limited partnerfs) can buy up to 
99 percent ownership o f profits/losses and

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

The General Partner’s Rigî s:
The specific rights of each party are 

negotiated in the Partnership Agreement. 
In general, the general partner has the right 
to make all the day-to-day and develop­
ment decisions, to determine how much 
cash to distribute (to the limited partnerts)) 
versus how much to hold in reserve, and to 
assess possihlc sales proposals.

The General Partner's Obligations:
The general partnci must complete the 

project as proposed, must manage the pan-

D o n  7 e v e n  th in k  o f  u s in g  t a x  c r e d i t s• i. •

ic i th n u t  o i r n in g . . .

£6
f a x  G r i s f e  f o r  L o w  t e e s t i s s  H o u s i n g ”

by Joseph G uggenheim .
S ixth K tlirinn. May 19^1

An u n d e n t i  neiable nnd comprehensive guide and sourcebook 
written for the non-lawyer. Over 10.000 copies 6old to date!

Expert practit ioner  comments: *.in indispensable guide;* “ my 
personal bilile on the tax credits *

553 .95  softenvrr: S i  ■IS.00 loose leaf binder fill three quar te r ly  
6Upplememr: shipping extra. Discount for community non-profits,

Brdor from Union PuDlfcstions, P.O. Box 223, Cion Echo, MD 2D312 
Phono 301-320-5771

nership a rid the business as agreed upon in 
the pann trship agreement, and must, gen­
erally, guarantee any additional funding 
needed u< complete the project (repayable 
witb intei est). In addition, the general part­
ner overccs construction, leasing, prop­
erty mam gement, and maintains the books 
andrecor lsof tbe partnership. It must sub­
mit pericx ic reports to the limited partners) 
on the prcj eras financial condition and status, 
including analyses of the property's sale 
potential.The general pannennay notwith- 
draw will out the approval of the limited 
partner.

The Limited Partner’s Rights:
The limited partner's rignis are few: to 

be inform :d of operating conditions: to 
approve a sale or refinancing: and to re­
move the jeneral partner for gross negli­
gence or h -each of contract.

The Li mite i Partner’s Obligations:
The limited parmcris) have the obliga­

tion to contribute equity in the form of 
citherlandrnd improvements anti/ordollars.

General Partner Fees:
The gen.*ral partner should receive the 

following f res:
• Deve oper Fee— for developing the 
project

• Property Management Fee— for man­
aging the on-going operations of die
pmpety

• Panm rship Management Fee— for 
oversreing the operations of the part­
nership

• Incentive Management Fee— struc­
tured ts up to one third of net cash 
flow

Distribution of Cash Among the Partners: 
There are three ways in which the part­

nership receives cash which is to be distrib­
uted. which: re (1) development financing 
proceeds. (2 general operations and cash 
flow. (3) arc through sale or refinance of 
assets. Belov is a preferred method of use 
of partnership cash and a description of 
how it will renefit a non-profil general 
partner. Ho w:vcr. these points are all nego­
tiable.

3 □ N O V E M B F .F . fD E C F .M B EP  1991
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SabsiaiULcJ rehabilitation of this Chicago apartment building for lav income rentals was 
financed by ten credit proceeds through the National Equity Fund.

Development Fiatnf.ing Proceeds (Loans. 
Subsidies, Investments):
1. Development costs except for Gen­
eral Fartner less

2. Budgeted reserves
3. Loan from the Genera! Parmer
4. Fees due to till; General Partners

Operating Income:
1. Operating expanses and debt service 
except for General Partner fees and 
loans

2. Operating and replacement reserves
3. General Partner fees except incen­
tive management fee

4. General Partner loans
5. General Farmer incentive manage­
ment fee

6. 1 pcrcrnt to General Partner. 99 per­
cent to Limited Partners

Proceeds of Capital Trans actions:
1. Sale expenses 2nd pay off ofthird 
party loans

2. General Partner loans
3. Geneial Farmer fees
4. Partners' tax liabilities
5. Reotm of p^tr.ei’s capital
6. 50 percent to General Partner, 50 
percent to Limited Partner (or nego­
tiated split)

Transfer of Interests:
Neither perry may admit any new party 

without the other’s piior written approval. 
Neither the limited jarmcr's interest nor 
any beneficial interest therein may be trans­
ferred or pledged without the general 
turner's consent, which can be widJteld 
arbitrarily.

n.Howto Calculates Potential 
Limited Partner Investment
Calculating the vaiucof the limited part­

nership investment will determine how 
much cash the non-profit can generate from 
the sale of limited partnership interests. 
The value of the investment depends on the 
investor’s own lax situation and the value

that the tax rredits will provide tbem. Tbe 
tax credit hgislaiion is most favorable to 
corporation:, as investors, because it pexrruts 

= them to deduct depreciation and interest as 
|  business exposes, whereas individuals are 
5 noteligibleiorLbosodeduccons.IaTahle 1 
~ is the ealeu ation of (lie tax credit, which 
f provides a guideline for determining 
§ whether the price is in the ballpark. Each 
2 investor w:>l value the investment dlflcr- 
ently based an their own tax situation.
The amount of annual tax credit to be 

arrerdediscilculatedcsapaccnicge of the 
acquisition iosl and a different percentage 
of the cons ruction costs added together 
times the percentage of units available for 
low income use. See Tact Credit Formulas 
for special restrictions.
The final ligun: equals iheannua) amount 

of tax credit that investors will receive for 
ten years.

The acquisition credit is ca lcu la ted a s approxim  ately 4%’ of Iho eligible 
b a s is1 attributab le !o building acquisition c c s is , vrth  a m inimum rohablll- 
ta lion cost o f $3,000 psr unit or 10% of the a d ju s t s  b a s is  of tho acquired 
bu ild ing , w h ichever is g iea le r . Tho 10% test dc<)G not app ly to projects 
acqu ired  from gove rnment entities, those prope rt os u se  a 4% acquisition 
and a 4% reha“b cred it. Land co sts are ine lig ib le .

PLUS
The construction credit is the greater of:
i. Approximately 9% (see footnote 1) of the portion of "eligible basis" 

a ttribu tab le to construction or rehab co sts which is nol financed with 
fede ra l funds (except CDBG).

OR
ii. Approximately -1% of the tots) “eligib le basis" attributable lo construc­

tion or rehab co s ts  if the project is financed with ove r 5/91hs federa l funds, 
(except CDBG).

TIMES
The “app licab le I ra c th r f  of total residen tia l ronia l un its or floor space 
which are  ren ted to qua lified low income tenant:; at a ffordab le rents.

' Tho 4 V. tnd 9% oto ooprosimatxyis o( tho ectual percontagi 3 which mo Ooiormlno:! by tho 
IBS on a monthly basis as a pctcantags of a taJsrai indsx.
2 Eligblo baiJi is cSoltn&d tho sam e es capfectablo basis whlci Includaa costs nttrtbumbta lo 
tho existing buddng and Improvements. For oxtsmf*), cesti assoslatixJ with ccnrtrurtcn  
Irw ic n g  tt o m ducooln baut. Costs nssocio led with tho porma sent flrvmcirgaronallndutiad.

SHELTERFORCE O 9
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I TABLE 1

I

1 Applicable AOBtihi

1 ¥ Pcresctaoata Tax
1 P ro j^ '^G v c lo ro c o IC c c t1 / r t Calculated CrcdJt “  Orsdlt

Acquisition:
l_2nd 10.000 ineligible -0-
Building 90.000 4% 3600

Hard Consim clion Costs 785,000 9% 68,650
Sett Costs-" 135.000 9% 12.150

To ta l S1,000,000 S W.COO1

1 Only tow imcrrso unHa cjo tiic-.bi? for rho ex dooI—r> nis oxnmpto '00 perconi aro tow incofno.
1 All soli cost: may not bo oligiblo. For this calculation they arG not sopcraica out but os tno crJcuiacon is r of moo iv.cn lino itom must Co rovncwod.
3 If tno cro;:-ct is in o ciunlificd canons occt c< •brfflcult to envelop area’ as daflrvsa by HUD. tho 
pro|cct v/ill to nig-bio for c tcsic fccoBf* of 130 percent Tho annual tax a  can will bo 30 percent 
higher. In this 'a:o It would bo 3109,930.

To exemplify this calculation. assume a 
project lias a iota] development cost of
S 1,000.000. broken down as follows:
In today’s irar’xeL an investor would 

multiply the credit by 10 yeans and hy 5.45. 
which is today’s average market price for 
tax credits (see Table 2). Again, the dollar 
value assigned to the tax credit will vary 
from investor to investor. The 5.45 is an 
average market price. Some investors will 
oe willing to pay more for the credit while 
others will pay hiss. The price takes into 
account the present value of the 10 year 
flow of income and rate of return expected 
by die investors.

HI. vVlio [s Inverting?
The 1986 legislation was drafted 

with an obvious bias toward corpo­
rate investors. There are specified 
limits to the runoi nt of passive in­
come that individuals can claim on 
their tax returns. Although some 
individuals ̂ rc willing to invest, 
the returns ere net yet significant 
enough to general: an active retail 
market for lax credits and make 
individual investor a strong force 
in die market plao:.
Corporations ar: die most active 

users of low income housing tax i

credits. Those sophisticated in real estate 
ofien make direct investments. Banks can 
cam tax credits and can use the investments 
to meet CR A requirements. Insurance com­
panies have also bee n major investors in tax 
credits. Mostcorporations, however, choose 
tn invest through pools or syndications 
where they play a limited role and have 
experts who can negotiate the deals for 
(hem. These investment pools are managed 
by several investment banks as well as The 
Local Initiative Support Corporation (The 
National Equity Fund), The Enterprise 
Foundation, and several smaller, regional 
investment pools.

W1 len looking for investors, most deve I- 
opers >egin locking first lo local companies 
who n icht have an interest in the project If 
there r- re no local candidates, then the larger 
;„vestncnt pools are contacted direciiy. 
The ir vestment pools will want to know 
basic i .. jrmation 2bout the deal, including 
locatic n. number of units designed for low 
inconv: residents, development costs, rent 
structure, operating expenses, sources of 
finar.c. ng, and marketing plans.

rv. Lo ng Term Ownership 
r.nti Al fordnblllty
Nor -profit developers ire concerned 

wi th m:tin taming long term cJTcrdability of 
the hoi sing. According to the tax laws, if 
the units arc converted to markctrate units 
within :he first 15 years of the project, the 
tax crcc its can be’‘recaptured."In addition 
the alio- rating agency now must sign a deed 
covenant which remains with the property 
and req tires continued use as low income 
housing for an additional 15 years after the 
"recapture" period has expired. !n general, 
most ir vestors will look to have their 
equity returned through tax benefits rather 
than through property value appreciation 
(sale). Ti tercfore, in vcstors should be willing 
to negot ate a purchase option for the non- 
profit de velopcr topurchase the property at 
the e nd o f the “recapture" per od at a formula 
price, an 3rrangcmentwhich is now allowed 
by law. This would return owncrshipof the 
property to the non-profit developer who 
would then be able to maintain the project 
for low i icome tenancy in perpetuity. B

Mine Blumenfeld is a managing 
a. sociaie with Shorsbank Advisory 
Services, Inc. (5AS), a wholly owned 
si bsidiary of Shore bank Co is ­
olation. the holding company for 
Si nth Shore Bank in Chicago. Prior 
to joining SAS, Ms. Blumenfeld 
served as the National Fund 
M mager of the USONntional 
E iu ity Fund, a wholly owned 
su bsidiary of the Local Initiative 
Su oport Corporation, which is one 
of. he country's leading investors in 
low-income Ixusing tax credits.

TABLE 2

C a l c u l a t i n g  t h e  V a l u e  o f  

t h e  T a x  C r e d i t

Annual Tax Cred it S 84,600
C red its Continue For 10 Years X 10

To la l Amount of Tax C red its S 846,000

Current Market Price: 45c /S i X .45

Tota l Proceeds to Ihe Project $380 ,700

10 C  N O V E M B E R /D E C E M B E R  1991
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A M H  A
Anchorage Mutual 

Housing Association
January 27,2000

Representative Andrew Halcro 
Alaska State Legislature 
State Capitol, Suite 418 
Juneau, Alaska 99801-1182

Dear Representative Halcro,

Thank you very much for your sponsorship of House Bill No.272 regarding the tax assessment of 
quality, affordable housing properties funded in part with federal tax credits through the Low 
Income Housing Tax Credit (LIHTC) Program, This program and other affordable housing 
programs available through the Alaska Housing Finance Corporation, provide critical funding 
that is necessary for the development and rehabilitation of multi-family properties that serve low- 
income families.

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

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

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

Thank you again for your efforts in this regard.

3700 Woodland Dr., Suite 400 • Anchorage, AK 99517 • (907) 248-1321 Fax (907) 243-3214
Affordable Housing For Alaskan Families
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F ir s t  N a t io n a l B a n k
of Anthnragf

January 26,2000

Representative Andrew Halcro 

House of Representatives 

State Capital, room 418 

Juneau, A K  99801-1182

Dear Representative Halcro:

O n  behalf of The First National Hank of Anchorage. I wish to thank you for your 

sponsorship of HB272. The Municipality of Anchorage’s insistence upon assessing rent 

restricted housing projects os if such restrictions did not exist, and tire uncertainty about 

whether the same treatment of them might occur elsewhere in the Slate of Alaska, will 

prevent further development of such projects.

W e  liave participated in two such projects that are presently in jeopardy by reason of the 

intransigence of the Municipality of Anchorage, and we will not participate in any other 

such project unless we can be certain that it will not suffer the same fate.

By all accounts the Low Income Housing Tax Credit program is the most successful 

housing program in the nation for low to moderate - income families. And until the 

Municpalitv of Anchorage brought an end to further such development in Anchorage, it 

was the most successful program tor that purpose in the State of Alaska. Now , Alaska is 

the only state that does not fully utilize its federal tax credit allocation.

Particularly in the western portion of the US, state legislatures are choosing to completely 

exempt such projects from ad valorem taxation. Your bill, which we enthusiastically 

support, would require only that the assessment of each such project for ad valorem tax 

purposes be based upon the economic value of the project, not its cost or it imagined 

value free of rent restrictions.

W c  commend your leadership in this matter, and ifl can personally be of assistance by 

providing additional information that may be necessary or desirable to bring about 

passage of this legislation, please let me know.

Senior Vice President &  General Counsel

Fin t National Dank Corporate lltadijuaxtm  ItuiUltnj 
It)t VV Wih A*rnn» • Awhora j t .  AK •Wi-S'XM • P.O. K»> 1007*0 • A m b ru t *, AK WSI').ff?:0
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Anchorage 
Neighborhood 
Housing 
Services, Inc.
3700 Woodland Drive 
Suite 500

January 27,2000 ^ Anchorage , AK 99517
(907)243-1550 
FAX (907) 243-3214

Representative Andrew Halcro 

Alaska State Legislature 
State Capitol, Suite 418 

Juneau, Alaska 99801-1182

Dear Representative Halcro,

Thank you for introducing House Bill 272, This is very important legislation and I 

applaud your efforts. I would like to offer one recommendation to your bill. As you 

know, wc have been working locally with Assemblyman Alan Teschc and Melissa Taylor 
to introduce an ordinance addressing the same issue. I have attached a copy.

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

Not all of the properties involved in the tax appeal are low income tax credit properties, 
but do have legally binding rental restrictions through long-term deed restrictions, such as 
A H F C  Tax Exempt Program and H O M E  Program.

If you would like more information or if I can be of any assistance in your efforts 
regarding this bill, please do not hesitate to contact myself or Jeff Judd, Executive 
Director of Alaska Mutual Housing Association at 243-1558.

Sincerely,

Mary Jaryt Michael ‘

Executive Director

N e igh b o rW o rfcs
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Representative Andrew Halcro 

Alaska State Legislature

January 27, 2000

Anchorage 
Neighborhood 
Housing 
Services, Inc.
3700 Woodland Drive 
Suite 500
Anchorage, AK 99517 
(907) 243-1558 
FAX (907)243-3214

State Capitol, Suite 418 

Juneau, Alaska 99801-1182

Dear Representative Halcro,

I am writing to express my support of House Bill 272, legislation that would require local 
governments to assess housing which qualifies for a low-income housing credit under 26 

U S C  42 on the actual income derived from the property and not the value that would 
result fiom a “market”, or unrestricted property.

For the past two years, 8 number of non-profit agencies providing low-incomc affordable 
housing for individuals and families, many of w h o m  are elderly, disabled, or previously 
homeless have been subjected to eradically inflated property taxes by the Municipality of 

Anchorage Tax Assessor. In some c*ses, as much as a 180% increase in one year. These 
organizations have repeatedly filed appeals and spent thousands of dollars on attorney

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

Nationally, 6 0 %  of all multi-family affordable housing in the United States is created 

through Federal L o w  Income Housing Tax Credits Without consideration given to the 

actual income derived fiom these properties when assessing them, no future development 

will occur. Further, these properties left to meet the higher property taxes, will overtime 
deteriorate or face foreclosure.

Thank you Representative Halcro, for introducing House Bill 272. Your efforts will help 

guide the Municipality towards not only a more permanent solution, but one that will 

contribute to the overall health and development of our citizens and our community.

fees.

Sincerely,

E x e c u t i v e  D i r e c t o r

N e ig h b o rW o rfcj
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Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
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0.0 0.0 0.0 0.0 0.0 0.0
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Temporary
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CO-aiMH JUNEAU. AK 9980MI82
COMMUNI I V AM) REGIONAL AFFAIRS <w7' 465-WJ9

FAX 11)07) 465-2418
VICECIIMIt I-800-465-49J9
I AIIOH AM)COMMERCE IVTFRIM
TRANSPORTATION 7I(, WEST 4TII. SUITE *20
smiM.ammm: REPRESENTATIVE A N D R E W  H A L C R O  anchorage, ak 99501
ECONOMIC DEVELOPMENT AM) TOURISM t')07) 269-0244

FAX (907) 269-0248
District 12

A l a s k a  S t a t e  L e g i s l a t u r e

To: Rep. John Harris

Rep. Carl Morgan 

Co-Chairmen

House Community and Regional Affairs Committee 

From: Rep. Andrew Halcro 4^

Re: H B  272, Low Income Housing

Date: January 24, 2000

Attached are copies of H B  272, m y  sponsor statement for the bill, and supporting 

information. 1 would appreciate your scheduling this bill for consideration by the House 

Community and Regional Affairs Committee at your earliest convenience.

H-Mail: Reprcwnlalivc_Andiew_lliilcn»(r,llej.,is.'iiilc.nk.us



A l a s k a  S t a t e  L e g i s l a t u r e
sTATKCAi,rroi..snn>;-iiK

JtlNKAl', AK WIUIMI82 
iW) 465-49.19 

IAX|«07M(>5-Mltt 
IKIKM65-W.W

CO-CIIAIR
COMMUNITY ANH KMilONAI.AH \IHS

ViaU'IIMR
I.AIIOli ANDCOMMKKCT. 
IHANSPOHTATION mum

7l(i \\ I.Si 41II. SI I IK 62(1 
AMIIOIlAlJK.AK Will 

l‘8l7l 2M-0244 
KAN 17071 ’<,7.0’4K

s m iM .c o M M im i :
KCONOMIC OKVKI.OI'.MKN I AND IOI KISM

R k i *u i :s k n t a t i v e  A n d r e w  H a i x r o

Dislriel 12

HB 272

SPONSOR STATEM EN T

The federal government (HUD) has established a program offering lax credits lo 

developers to build and maintain low and moderate income housing units. Developers receive 

tax credits in exchange for limiting rental prices to 3 0 %  of a tenant's income. These properties 

are restricted to individuals who earn less than 6 0 %  of median income and are targeted toward a 

population who previously did not have housing.

In 1998, the Municipality of Anchorage changed the way in which they assess these 

projects. Prior to 1998, the Municipality of Anchorage assessed low-income housing based on 

the capped rental rates. They now are assessing these properties at their estimated market value - 

- the amount of rent these properties would receive if the rental rates were not deed-restricted.

This change in assessment has created a severe problem for the non-profit agencies and 

others who are developing these types of properties. Banks are now refusing to finance these 

properties because they are not financially viable under the market assessment approach.

Providing affordable housing to those otherwise priced out of the market is an important 

goal. The federal government is providing tax credits to encourage development of low-income 

housing to meet the need for basic housing for families. The Municipality of Anchorage has 

indicated their assessment practice is a function of state law. However, the approach taken by 

the Municipality of Anchorage has negated the federal incentive to develop low-income housing.

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

instead of its estimated market value. It is appropriate that the state law be changed to encourage 

the development of needed affordable housing for low-income families.

ii-Mail: Kcprcseiilalivi*.Andrew.Ilulcniftlcjtis.MiiIc.tik.iiN





S H O R T  F A C T  S H E E T

The Governor has introduced the A D E C  Drinking Water Bonding and Fee Authority bill 

for consideration by the Legislature. The primary purpose of the bill is to provide A D E C  

with bonding authority for the Drinking Water Loan Program and allow for program 

operation costs lo be charged back to loans through finance charges.

S o m e  of the cost-saving measures and efficiencies achieved by enactment of this 

legislation are:

♦ B y  allowing A D E C  the authority to bond for the Drinking W a t e r  L o a n  P r o g r a m  

this bill would save general funds currently used to match federal funds. This year, 

$7.7 million in drinking water funds will be offered from E P A  and the State must 

c o m e  up with $1.5 million to match it. Through this bill, the State could bond for this 

match in future budget years instead of drawing m o n e y  from general funds.

♦ Already, bonding authority in the companion Clean W a t e r  F u n d  will result in a 

direct savings to the Stale of 1.6 million this year.

♦ Through bonding authority for both programs the State could reali/.e over $3.0 

million each year in general funds savings. At the same time, the Slate will draw in 

over $15 million each year in federal funds for needed water and wastewater project 

loans.

♦ T h e  bill provides for additional savings of general funds and low finance costs to 

communities by using a portion of the finance charges to pay program costs.

Currently, this cost is paid for by a small part of the federal grants awarded the State. 

That m o n e y  is limited and will run out in about four years.

♦ Additional savings to the communities will be realized through regulation 

amendments allowing the interest rate charged to communities to drop from 4.3% lo 

2.5%. A D E C  has operated the loan programs for m a n y  years and they n o w  have the 

financial strength to offer this rate reduction and still absorb the program costs.

♦ A D E C  would use only the amount of funds needed and allowed by the Governor and 

the Legislature to cover program costs.

♦ N o  n e w  positions or significant program cost increases arc expected.

♦ Already, these two loan programs have provided low-interest loans in the amount of 

$160,000,000 to Alaskan communities. They are a vital financial option for 

municipalities that must construct drinking water and wastewater capital projects.



E x i s t i n g  F u n d  

C a p i t a l i z a t i o n  P r o c e s s

C u r r e n t  L o a n  F u n d  C a p i t a l i z a t i o n

S t a t e  G F  

M a t c h

E P A  G r a n t

I n v e s t m e n t

I n t e r e s t

P r i n c i p a l  a n d  

I n t e r e s t  

R e p a y m e n t

C o m m u n i t y

L o a n s



P r o p o s e d  F u n d  

C a p i t a l i z a t i o n  P r o c e s s

Proposed Loan Fund Capitalization

Interest
Earnings

State Match 
Financing

EPA Grant

Investment
Interest

Principal and 
Interest 

Repayment

Community
Loans



Clean W ater P ro je cted  Growth

$250,000,000

$ 2 0 0 , 0 0 0 , 0 0 0

$150,000,000

$ 1 0 0 , 0 0 0 , 0 0 0

$50,000,000

$ 0

F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y F Y  

01 02 03 04 05 06 07 08 09 10 11 12

—̂ —4%  / No ch a n g e

- g —4%  / Program  
Support R e \o iu e  
& Bonding

Fiscal Year



Drinking W ater P rojected Growth

$160,000,000 
$140,000,000 
$ 1 2 0 , 0 0 0 , 0 0 0  

$ 1 0 0 , 0 0 0 , 0 0 0  

$80,000,000 
$60,000,000 
$40,000,000 
$ 2 0 , 0 0 0 , 0 0 0  

$ 0

FY FY FY FY FY FY FY FY FY FY FY FY
01 02 03 04 05 06 07 08 09 10 11 12

— 4% / No 
change

4% / Program 
Support 
Revenue & 
Bonding

Fiscal Year



P r o p o s e d  P r o g r a m  

F u n d i n g  S o u r c e

P r o p o s e d  L o a n  F u n d  C a p i t a l i z a t i o n

Interest
Earnings

EPA Grant

Investment
Interest

Program 
Support Portion

State Match 
Financing

Bond

Community
Loans

Repayment:

Principal and 
Interest Portion



C W  &  D W  S e t - A s i d e s  &  P r o g r a m  S u p p o r t  R e v e n u e

H I- Program Support Revenue —A— Federal set-asides



$ 1 6 0 , 0 0 0 , 0 0 0

$ 1 4 0 , 0 0 0 , 0 0 0

$ 1 2 0 , 0 0 0 , 0 0 0

$ 1 0 0 , 0 0 0 , 0 0 0

$ 8 0 , 0 0 0 , 0 0 0

$ 6 0 , 0 0 0 , 0 0 0

$ 4 0 , 0 0 0 , 0 0 0

$ 2 0 , 0 0 0 , 0 0 0

$ 0

D r i n k i n g  W a t e r  P r o j e c t e d  G r o w t h

F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  

0 1  0 2  0 3  0 4  0 5  0 6  0 7  0 8  0 9  1 0  1 1  1 2

F i s c a l  Y e a r

—FT %  / P r o g r a m  

S u p p o r t  

R e v e n u e  &  

B o n d i n g

— A -  2 . 5 %  / P r o g r a m  

S u p p o r t  

R e v e n u e  &  

B o n d i n g



$ 2 5 0 , 0 0 0 , 0 0 0

C lean W ater P ro je cte d  Grow th

$ 2 0 0 , 0 0 0 , 0 0 0

$ 1 5 0 , 0 0 0 , 0 0 0

$ 1 0 0 , 0 0 0 , 0 0 0

$ 5 0 , 0 0 0 , 0 0 0

$ 0

F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  F Y  

0 1  0 2  0 3  0 4  0 5  0 6  0 7  0 8  0 9  1 0  1 1  1 2

—0—4% / Program 
Support Revenue 
& Bonding

—A— 2.5% / Program 
Support Revenue 
& Bonding

F is c a l  Y e a r



Principal and 
Interest /  

Repayment

Operating
Acct L o a n  F u n d sCommunitiesIncome 

Acct ,

Loans

Legislative
Appropria tion

Investment / T ?  
Interest

P r o p o s e d  L o a n  F u n d  

S c h e m a t i c

Bond
Proceeds EPA Grant

Operating
Budget

Interest
Earnings



MARY P. SIROKY
SOUTHEAST AREA PUBUC MANAGER

•110 WILLOUGHBY AVENUE
STATE OF ALASKA Juneau. A la sk a  w  t o
DEPARTMENT OF PHONE (907) AOS. S3SS
ENVIRONMENTAL CONSERVATION FAX (907) A85 5362
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D E P T .  O F  E N V I R O K N E N T i l L  ( O B S E R V A T I O N

OFFICE O F  T H E  C O M M I S S I O N E R

410 Willoughby Ave., Ste 105 

Juneau, A K  99801-1795 
P HONE: (907) 465-5065

FAX: (907) 465-5070

http://www.state.ak.us/dec/

TONY KN O W LES , G O VERN O R

January 31, 2000

The Honorable John Harris, Co-Chair 

The Honorable Carl Morgan, Co Chair 

House Community and Regional Affairs 

Committee 

Alaska State Legislature 

Juneau, A K  99801

Re: Request for Hearing on I IB 304

Dear Representatives Halcro and Harris:

The Office of the Governor and the Department of Environmental Conservation request that a 

hearing be scheduled for I IB 304, the clean water fund/drinking water fund bill. This bill is 

important to Alaskans for many reasons. This bill affords communities the opportunity to obtain 

low cost loans for drinking water and sewer projects while reducing the need for general funds. A  

safe source of drinking water and a sanitary means of sewage disposal are basic to the health of our 

communities. Adequate sewer and water also form the infrastruciuie needed for economic growth.

This legislation is a win - win for communities, state government and for Alaskans. It provides for 

healthy communities, good infrastructure and growing economies. For this reason wc ask that 

hearings be scheduled as soon as possible. Enclosed is a bill analysis, fact sheet and copy of an 

Alaska Municipal League Resolution. If you wish to discuss this legislation, please call m e  or Dan 

Easton at 465-5135. Thank you for your consideration.

Michele Brown 

Commissioner

Enclosures

Healthy People, Healthy Environment

http://www.state.ak.us/dec/


HOUSE BILL 304 
SENATE BILL 210

SECTIONAL ANALYSIS

Introduction. This bill authorizes revenue bonds to be sold to make available bond receipts for 

the Alaska Drinking Water Fund by providing the same bonding authority that currently exists 

with the Alaska Clean Water Fund. The bill also creates two administrative funds to provide the 

authority to use a portion of the repayments being made on the loans to support program 

operations for both Funds. And it clarifies the uses of the Alaska Drinking Water Fund to ensure 

that its purposes conform to current federal statutes.

Section 1 and 2. A S  37.15.560 (a) (b). B O N D  A U T H O R I Z A T I O N -  Authorizes the state bond 

committee to issue and sell bonds to raise money to be placed into the Alaska Drinking Water 

Fund. Because these are revenue bonds, they can be issued when the committee decides and this 

does not require a public vote. The committee may enter into agreements and perform those 

functions that are normally required to accomplish the task of issuing and selling bonds.

Section 3. AS. 37.15.565. B O N D  R E D E M P T I O N  F U N D -  A  new bond redemption fund is 

established as the Alaska Drinking Water Fund Revenue Bond Redemption Fund. This is a 

standard industry technique lor making it easier and more accountable to perform the many 

functions necessary in the bond issuance and sales process. And also, to provide accountability 

for any future principle and interest payments and any premium redemption on the bonds.

Sections 4. 5. 6. 7. A S  37.15.570(c)(d)(e)(f) B O N D  T E R M S -  The slate bond committee may 

issue, sell, control or redeem bonds for the Alaska Drinking Water Fund in such a way as to 

achieve the greatest advantage for the State. They can make decisions based upon the market 

conditions of that moment and do not require approval of another agency or group to execute 

these decisions. The committee will decide the level of security required from the fund that will 

provide this collateral security. A  trustee may be appointed by the committee to perform all 

necessary functions as directed by the committee. Fhe committee must give due regard to the 

federal requirements of this drinking water fund, but any decisions made after giv ing this 

consideration arc final. Bond resolutions that reference these statutes shall be regarded as having 

jven this consideration.

Section S. A S  37.15.573. B O N D  R E S O L U T I O N -  The committee must adopt a bond resolution 

to issue bonds for the Alaska Drinking Water Fund. The resolution will contain those items 

that are necessary to identify and define the bonds and the bond sales process.

Section 9. A S  37.15.575. S T A T E  AID INTERCEPT- This paragraph defines the procedure for 

allowing the State lo intercept or garnish other legitimate sources of State aid should a 

community default on a loan from the Alaska Drinking Water Fund. This paragraph is 

included in the legislation lo enhance investor confidence in the program and ultimately, lower



p r o g r a m  c o s l s .

Section 10 A S  37.15.580. P L E D G E  O F  T H E  STATE- The committee has the right to make 

contracts lor any bonding effort for the Alaska Drinking Water Fund and not have the terms of 

those contracts altered by any subsequent state action. The bond investors also have the right to 

rely upon the terms of any contracts.

Section 11. A S  37.15.583. E N F O R C E M E N T  B Y  B O N D O W N E R - F o r  any resolution of 

disagreements between the bondowners and the committee involving a bonding issue of the 

Alaska Drinking Water Fund. 10% or more of the owners of any series or issue of the bonds 

can bring suit in Superior Court in Juneau. The amount of 10% was selected to prevent frivolous 

suits from being brought.

Section 12. A S  37.15.585. A M O U N T S  R E Q U I R E D  F O R  P A Y M E N T S - E a c h  year the 

committee will inform the commissioners of the departments of Environmental Conservation and 

Revenue of the amounts needed in that year to pay for the costs of issuing or maintaining the 

bonds from the Alaska Drinking Water Fund. The notice will be given at this time so that the 

departments will be able to incorporate these numbers into their financial planning for the next 

fiscal year.

Section 13. A S  37.15.587. P U R P O S E S  A N D  SUFFICIENCY O F  R E V E N U E -  Bond proceeds 

will be used to build projects that arc eligible in the Alaska Drinking Water Fund program. No 

bonds will be issued if there is not enough security available in the fund to make it prudent to sell 

the bonds.

Section 14. A S  37.15.590. R E F U N D I N G -  If it is in the best interests of the State, the committee 

will refund all or some of the bonds for the Alaska Drinking Water Fund. They do not need 

any authority from the voters or the legislature to do this. The committee will follow the defined 

procedures to conduct the refunding process. The committee is authorized to incur the expenses 

inherent with this process. A  trustee may be appointed to conduct this process, 'flic trustee has 

the right lo invest funds in shoit-term federal instruments until the refunding proceeds are 

needed.

Section 15. 16. 17 A S  37.15.605( 1), (3). (7) DEFINITIONS, These sections update the 

definitions lo include the Alaska Drinking Water Fund and the funds bonding accounts.

Section 18 A S  46.03.034 A L A S K A  C L E A N  W A T E R  A D M I N I S T R A T I V E  FUND. Replaces 

the current Alaska Clean Water Account with Alaska Clean Water Administrative Fund which is 

composed of the I). Alaska Clean Water Administrative Operating Account that can he used to 

pay for the Departments costs in managing the fund and the 2). Alaska Clean Water 

Administrative Income Account to receive payment of fees and earnings of the Alaska Clean 

Water Administrative Fund.

Section 19 A S  46.03.035. FEES C H A R G E D  F O R  T H E  L O A N S  M A D E  F R O M  T H E  A L A S K A  

C L E A N  W A T  I R FT 'ND. I his authorizes the department to charge and collect reasonable fees



Section 20 A S  46.03.036 A L A S K A  D R I N K I N G  W A T E R  FUND. This section is updated so that 

the proceeds and interest from the sale of bonds can be deposited into the fund and well as 

funding the administration of the fund. The requirement is set that municipalities wishing to 

borrow money have to have the authority to incur debt and establish a source of revenue for 

payment. Regulations are required that set out criteria for priority setting, standards for 

borrowers eligibility, types of projects to be funded and long term interest rates, standards for 

self sufficiency, collateral and loan terms.

Section 21. AS 46.03.038 A L A S K A  D R I N K I N G  W A T E R  A D M I N I S T R A T I V E  FUND. This 

fund is set up the same as the Alaska Clean Water Administrative Fund in Section 18 with a 1). 

Alaska Drinking Water Administrative Operating Account and the 2). Alaska Drinking Water 

Administrative Income Account to receive payment of fees and earnings of the Alaska Clean 

Water Administrative Fund.

Section 22. AS46 03.039 FEES C H A R G E D  F O R  L O A N S  M A D E  F R O M  T H E  A L A S K A  

D R I N K I N G  W A T E R  FUND. This authorizes the department to charge and collect reasonable 

fees for making and servicing loans.

Section 23. Clarifies that this portion of the legislation would create a change in Civil Procedure 

3 and cause all actions to be filed in Superior Court in Juneau. The second paragraph recognizes 

that in order for this procedure change to be in effect, this section must receive a two-thirds 

majority vote of each house as required by Article IV, Section 15, Constitution of the State of 

Alaska.

Section 24. Specifies that the regulations adopted under this statute may not take effect before 

the statutory effective date of sections I through 22.

Section 25. States that section 24 takes effect immediately upon passage of the statute.

f o r  m a k i n g  a n d  s e r v i c i n g  l o a n s .



Alaska Department of Environmental Conservation 
Division of Facility Construction and Operation 
Municipal Loans Program

Water Bond Bill Fact Sheet

January 14, 2000

What does the legislation do?

Authorizes DEC to:

• Sell bonds as a means of capitalizing the Alaska Drinking Water Fund; and
• Designate a portion of the interest charged on Drinking Water and Clean Water 

program loans to help pay for program operations.

What are the Drinking Water and Clean Water Loan Programs?

DEC-operated loan programs that offer low-interest loans to municipalities for drinking 
water, sewerage and other water-quality construction projects.

How are the programs funded?

Each year the State may apply for two federal capitalization grants' one for the Drinking 
Water Loan Program and one for the Clean Water Loan Program. Both federal grants 
require a 20 percent state match. In state fiscal year 2000, the State received S15.5 
million in federal grants and contributed S3.1 million in state funds.

In addition to annual contributions of state and federal capitalization money, the funds 
also earn interest. Funds that have yet to be loaned out are invested in interest bearing 
accounts and earn investment interest. Communities also pay interest when they repay 
their loans. Both investment and repayment interest must, by federal law. be retained in 
the Alaska Drinking Water and Clean Water Funds and thus contribute to the growth of 
the Funds.

What t the rules about how the programs are operated?

The funds must be use., . accordance with federal rules derived from the Safe Drinking 
Water Act for the Alaska Drinking Water Fund and the Clean Water Act for the Alaska 
Clean Water Fund. The federal rules are complex, but an important concept is centrai: 
Once money is deposited into a fund, it must remain in the fund and unavailable for any 
purposes other than to make loans to communities -  except in a very limited number of 
special cases.



Each year DEC mails applications to all Alaska municipalities. Interested communities 
complete and return the applications proposing specific projects for funding. DEC ranks 
the applications based primarily on the degree of public health benefit expected from 
the projects. Loan agreements with municipalities are executed for the highest-ranking 
projects. As construction costs are incurred, monies are drawn from the Funds and 
loaned to municipalities. The municipalities pay back the loans when projects are 
complete. This money is returned to the loan Funds where it becomes available for 
other projects.

For each loan project, DEC assigns an engineer to assist the community in selecting an 
appropriate project design, in getting permits and other authorizations, and generally in 
serving as an advisor to the community on the project. There is a broad range of 
assistance provided depending on each community's capabilities and needs. The 
engineers also approve all payments to communities to make certain that all costs are 
eligible for funding under state and federal law,

Why is bonding authority needed?

Until now,, the State of Alaska has met its match obligation using general funds.
However, the federal government recently offered the states another option for meeting 
their match requirements. The option is to use interest retained in the Funds in a form 
of short-term bonding exercise to meet the state match requirement. In essence, this 
form of bonding lets the states convert interest earned by the funds into bonds and then 
use the bonds to meet the state match requirement. To take advantage of that option 
requires that state statutes provide bonding authority. The statutes establishing the 
Alaska Clean Water Fund currently provide authority to use bonds for financing. That 
authority does not exist for the Alaska Drinking Water Fund.

Since the statutes currently provide authority to use bonds to capitalize the 
Alaska Clean Water Fund, does DEC plan to exercise that authority in FY 2001?

Yes. DEC intends to use the existing Clean Water Loan Program bonding authority to 
obtain the $1.5 million in state match needed to capture the $7.5 million in federal grant 
funds expected for FY 2001. That will save the State $1.5 million in general funds in FY
2001.

H o w  d o  t h e  p r o g r a m s  w o r k ?



The costs for preparing bond documents and finance charges will be aoproximately
S50.000.

What about the Alaska Drinking Water Fund? Can the State do the same for the 
Alaska Drinking Water Fund?

Not until two things happen. First, the statutes need to be amended to provide authority 
to use bonds to capitalize the Alaska Drinking Water Fund. Second, there needs to be 
an amount of interest earnings in the Alaska Drinking Water Fund equal to the state 
match requirement plus bonding costs. In other words, there needs to be about $1.5 
million in interest in the Fund to execute a short-term bonding exercise. Because the 
Alaska Dunking Water Fund is much younger than the Alaska Clean Water Fund, there 
aren’t enough interest earnings in the fund to take advantage of this short-term bonding 
option in FY 2001.

When will the State be in a position to use short-term bonds to meet its 
capitalization obligation for the Alaska Drinking Water Fund?

There should be enough interest earnings in the Alaska Drinking Water Fund by FY 
2002. With enough interest and bonding authority for this Fund, the State would be 
positioned to save 51.5 million in general funds in the FY 2002 budget.

What overall savings could the State realize by bonding for both the loan Funds?

The State could save about S3 million each year in money needed to capture 515 
million in federal grants. Our hope is to save 51.5 million beginning in FY 2001 and
53.0 million in FY 2002 and beyond.

Will bonding affect the amount of federal grant funds the state qualifies for?

No. The amount of the federal grant awards will be the same whether the State match 
comes from general funds or bond proceeds.

Switching to the second part of this legislation, why is fee authority needed?

It costs about 51 million each year to operate the two programs -  to provide engineering 
assistance, to execute loan agreements, to review payment requests and issue 
payments to communities, to track loan debt, to collect and record repayments from 
communities, and *o pay for audits by CPA firms. Federal law allows states to use a 
small part of the feoe;al capitalization grants to pay for program costs. For the past few 
years, DEC has relied entirely on this source to fund program operations. With 
decreasing federal grant levels, this funding source will not be sufficient to cover 
program costs -  even though those costs are expected to remain stable. Another 
source of funding is needed Most states already use a portion of the repayment

\ A / h a t  w i l l  t h e  b o n d i n g  c o s t s  b e ?



interest to pay for program costs, Eventually all states will be doing the same. We think 
it makes sense in Alaska as well.
Are personnel and other costs increasing?

No. The number of personnel and other program costs are expected to remain at 
current levels for the foreseeable future. We are seeking only to replace the declining 
federal subsidy.
How will these changes affect the terms of the loans DEC makes to communities? 
Will costs go up?

Finance charges on the loans will not go up. In fact we are proposing to lower finance 
rates. All of the finance charges for the loans are currently treated as interest and 
returned to the Funds. To assess fees, the finance charges that communities pay 
would be broken into two parts: a portion that is interest to be returned to the Fund, and 
a portion that would go to paying for program operations. For example, if the overall 
financing charge is 2.5 percent, 2 percent might be interest that is returned to the Fund, 
and 0.5 percent might go to fund program operations. Again though, the overall debt 
service cost to the municipalities is expected to go down.
What about the impacts on the amount of money available to loan out? Will the 
changes reduce the rate of growth of the funds?

Yes. The changes will result in slower growth in the Funds. For example, the projected 
annual growth in the Alaska Clean Water Fund over the next 12 years is expected to 
decrease from 5.3% to 4.6% per year. Similarly the annual growth in the Alaska 
Drinking Water Fund is expected to slow from 13.8% to 11.9%. Nevertheless, the funds 
will remain healthy and capable of meeting the expected demand for loans.
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The costs for preparing bond documents and finance charges will be approximately
550,000.
What about the Alaska Drinking Water Fund? Can the State do the same for the 
Alaska Drinking Water Fund?

Not until two things happen. First, the statutes need to be amended to provide authority 
to use bonds to capitalize the Alaska Drinking Water Fund. Second, there needs to be 
an amount of interest earnings in the Alaska Drinking Water Fund equal to the state 
match requirement plus bonding costs. In other words, there needs to be about $1.5 
million in interest in the Fund to execute a short-term bonding exercise. Because the 
Alaska Drinking Water Fund is much younger than the Alaska Clean Water Fund, there 
aren’t enough interest earnings in the fund to take advantage of this short-term bonding 
option in FY 2001.
When will the State be in a position to use short-term bonds to meet its 
capitalization obligation for the Alaska Drinking Water Fund?

There should be enough interest earnings in the Alaska Drinking Water Fund by FY
2002. With enough interest and bonding authority for this Fund, the State would be 
positioned to save $1.5 million in general funds in the FY 2002 budget.
What overall savings could the State realize by bonding for both the loan Funds?

The State could save about S3 million each year in money needed to capture 515 
million in federal grants. Our hope is to save 51.5 million beginning in FY 2001 and
53.0 million in FY 2002 and beyond.
Will bonding affect the amount of federal grant funds the state qualifies for?

No. The amount of the federal grant awards will be the same whether the State match 
comes from general funds or bond proceeds.
Switching to the second part of this legislation, why is fee authority needed?

It costs about 51 million each year to operate the two programs -  to provide engineering 
assistance, to execute loan agreements, to review payment requests and issue 
payments to communities, to track loan debt, to collect and record repayments from 
communities, and to pay for audits by CPA firms. Federal law allows states to use a 
small part of the federal capitalization grants to pay for program costs. For the past few 
years. DEC has relied entirely on this source to fund program operations. With 
decreasing federal grant leve's, this funding source will not be sufficient to cover 
program costs -  even though those costs are expected to remain stable. Another 
source of funding is needed. Most states already use a portion of the repayment

W h a t  will t h e  b o n d i n g  c o s t s  b e ?
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What else needs to happen?

The new finance charge structure and amounts need to be established in regulation (18 
AAC 76). We are proposing a structure that satisfies the conflicting goals of trying to 
provide the lowest loan cost to the communities and still protect the long-term financial 
integrity of the Funds. We are proposing a flat loan rate of 2.5% that graduates to a 
bond-indexed rate when the municipal bond index hits 8 percent. Included within that 
rate is a designated 0.5% to pay for program administration, For purposes of 
comparison, the current interest rate is about 4.3%.
W;ll this cover program costs?

The expected revenue will be small at first and gradually increase. At the proposed rate 
of 0.5%, we expect to collect enough money to cover operating expenses. The following 
chart shows the relationship between the expected revenues and program costs.
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When interest rates go down, what will happen to the existing loans made at 
higher rates? Will communities be stuck with the higher rate loans?

We will offer all communities with existing loans the opportunity to convert to the new 
rate structure. No communities will be stuck with higher rate loans.
If more fees are collected than are needed to cover program costs, what will 
happen?

Fees will be deposited into an income account. Each year we will request that the 
legislature appropriate funds from the income account to an operating account to cover 
program costs. If there are more funds in the income account than are needed to cover 
program costs, we will use those excess funds to make loans to communities.
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FROM:AK MUNICIPAL LEAGUE

R E S O L U T I O N  O F  T H E  A L A S K A  M U N I C I P A L  L E A G U E  

A N D  A L A S K A  C O N F E R E N C E  O F  M A Y O R S

RESOLUTION 00-01

A  R E S O L U T I O N  U R G I N G  T H E  L E G I S L A T U R E  T O  P A S S  T H E  

G O V E R N O R ’S  A D E C  B O N D I N G  A N D  F E E  A U T H O R I T Y  B I L L

W H E R E A S ,  it is important that the State promote the health of its citizens and encourage the 

growth of infrastructure by assisting communities in developing safe water supplies and sanitary 

means of wastewater treatment and disposal; and

W H E R E A S ,  the Alaska Clean Water Fund and the Alaska Drinking Water Fund are important 

financial alternatives for communities, having so far provided 5160,000,000 in subsidized, low- 

interest loans to communities for projects of this type; and

W H E R E A S ,  Governor Knowles has introduced a bill to provide for the issuance of bonds as 

an alternative to using state general funds to capitalize the loan Funds; and

W H E R E A S ,  the alternative financing method provided by the bill will allow the State to 

continue securing federal grants to grow the Funds and the amounts available for loans; and

W H E R E A S ,  the alternative financing method provided by the bill will save approximately 

$1.5 million in state general fund expenditures annually; and

W H E R E A S ,  the bill also reserves a portion of the finance charges paid on the loans to pay the 

costs of administering the loan programs to offset decreasing federal grant funding available; and

W H E R E A S ,  reserving a portion of the loan finance charges for program administration will 

not increase the cost of the loans to the communities of the State nor increase the need for any 

State genera] fund dollars;

N O W ,  T H E R E F O R E ,  B E  IT R E S O L V E D  by the,Alaska Municipal League and Alaska 

Conference of Mayors that the Alaska State Legislature is urged to adopt the A D E C  Bonding 

and Fee Authority legislation during the 2000 legislative $fcssion.

Adopted on January 27,2000.
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Attest:

Kevin C. Ritchie, Executive Director
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Januarv 20. 2000

T h e  Honorable Brian Porter 

Speaker of the House 

Alaska State Legislature 

State Capitol 

Juneau. A K  99801-1182

Dear Speaker Porter:

Low-interest state loans from the Alaska Drinking Water Fund and the Alaska Clean 

Water Fund offer municipalities the means to build drinking water and sewage lacilitv 

projects. This bill 1 transmit today will allow the state to use revenue boi.as to capitalize 

the Alaska Drinking Water Fund.

Both the Drinking Water and Clean Water funds are capitalized by annual federal grants 

that require a 20 percent state match. B o n d  revenues will help provide the state match for 

federal drinking water project money. But the state is only authorized to sell bonds for 

the Clean Water Fund. It mak e s  sense to extend this leveraging pow e r  to the Drinking 

Water Fund.

A s  with existing law. the bill requires the state bond committee to conduct its actis ities in 

the best interests of the state, in a manner that will accomplish the most advantageous 

sale of the bonds. T h e  bill also provides for a new. self-supporting structure to pa> for 

the costs of operating these important loan programs.

I urge your prompt consideration and passage of this bill.

Sineerelv.
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Alaska Department of Environmental Conservation 
Division of Facility Construction and Operation 
Municipal Loans Program

Interest Structure and Fee Rate Regulation Amendments

FACT SHEET
February 1, 2000

What do the proposed regulation amendments do?

The proposed changes would:

• Lower the charges on subsidized loans to communities for drinking water and 
wastewater projects;

• Designate a portion of the new, lower finance charges to help pay for the loan 
programs;

• Remove superfluous or expired federal program requirements from the loan program 
regulations;

• Make other minor changes to clarify the intent of the loan program; and
• Repeal an unused and unnecessary chapter of the Department's regulations 

(18 AAC 77).

What are the Drinking Water and Clean Water loan programs?

DEC-operated loan programs that offer low-interest loans to municipalities for drinking
water, sewerage and other water-quality construction projects.

What are the current finance loan charges?

The finance charges are found in 18 AAC 76.080 and 76.255. The table below outlines 
the current charges for both programs.

Loan Term Financo Charge
5 * 20 years 75% of market rate (4.3% currently)
2 - 5  years The greater of 2.5% or 33% of the market rate
Less than 2 years The greater of 1.5% or 25% of the market rate

What would the new finance charges be?

The proposed amendments would lower the finance charge for each loan term for the 
two programs. Most loans made now are for 20-year terms and contain a finance rate 
of about 4.3%. The new structure would have loans with a flat finance charge of 2.5% 
or 30% of the current bond index; whichever is greater, for a term of 5-20 years. For a 
term of less than 5 years; the finance charge would bo a flat 1% or 12.5 % of the current 
bond index, whichever is greater These changes also propose to give a community



with an existing loan, one year to convert to a new finance rate. The tables below 
illustrate the differences between the existing rates and the proposed rates in the 
amendments.

Current
Loan Term Finance Charge

5-20 years 75%of market (4.3% today)
2- 5 years 2.5% or 33%of market
0- 2 years  ̂.5 % or 25% of market

Proposed 
Loan Term Finance Charge

5- 20 years 2.5% or 30%of market
0-5 years 1% or 12.5% of market

How were these rates established?

The rates were established to make the loans more attractive. A series of projections 
were used to examine the impacts of different finance charges on the growth of the 
funds from which loans are made. The smallest finance charge that would protect the 
long-term integrity of the Funds was selected. To protect the Funds during inflationary 
periods, finance charges graduate from a flat fee to a percentage of the Municipal Bond 
Index when the index hits or exceeds approximately 8 percent. The charts below 
demonstrate the effects of different finance charges upon the growth of the Funds. By 
reducing the finance charge from an average of 4% to 2.5%, we reduce the rate of 
growth from 4.6% to 3.2% in the Clean Water Fund and 11.9% to 10.3% in the Drinking 
Water Fund. Both of these exercises show that the Funds will continue to grow even 
with the lower finance charges.
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How would the new rates affect the real or inflation-adjusted growth of the 
Funds?

We examined whether these proposed actions would reduce the ability of the program 
to fund an equivalent amount of projects in the future. For our analysis, we assumed 
that inflation would grow at an average rate of 3% (a conservative rate used by the 
Permanent Fund Corporation). The graphs below plot the value of the two Funds using 
unadjusted and inflation-adjusted factors and demonstrate that the amount of money 
available for loans will continue to grow.
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Switching to the next change, why is DEC proposing to use a portion of the loan 
finance charge to pay program operating costs?

These proposed changes are iound in new sections to the regulations, 18 AAC 76.085 
and 76.257. It costs about $1 million each year to operate the two programs -  to 
provide engineering assistance, to execute loan agreements, to review payment 
requests and issue payments to communities, to track loan debt, to collect and record 
repayments from communities, and to pay for audits by CPA firms. Federal law allows 
states to use a small part of the grants received from EPA to pay for program costs. 
DEC has relied on this source to fund program operations. With decreasing federal 
grant levels, this funding source will not be sufficient to cover program costs -  even 
though those costs are expected to remain stable. Another source of funding is 
needed. Most states already use a portion of the repayment interest to pay for program 
costs. Eventually all states will be doing the same. We think it makes sense in Alaska 
as well.

Is this needed to cover increasing numbers of personnel and other increases in 
administrative costs?

No. The number of personnel and other program costs are expected to remain at 
current levels for the foreseeable future. We are seeking only to replace the declining 
federal subsidy.

How do projected revenues compare with program administration costs?

Adding an additional revenue stream will extend the life of the federal subsidy. The 
following chart shows the relationship between the federal set-asides and expected 
revenues.
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When interest rates go down, what will happen to the existing loans made at 
higher rates? Will communities be stuck with the higher rate loans?

The proposed regulations allow communities with existing loans to convert to the new 
rate structure. No communities will be stuck with higher rate loans.

If more money is collected than is needed to :over program costs, what will 
happen?

Funds will be deposited into an income account. Each year we will request that the 
legislature appropriate funds from the income account to an operating account to cover 
program costs. If there are more funds in the income account than are needad to cover 
program costs, we will use those excess funds to make loans to communities.

As for removing unnecessary federal requirements, why are they in the loan 
program in the first place?

The loan program regulations include provisions that were once mandated by federal 
law, but are no longer required. The concepts behind the federal requirements have 
merit but most of them have equivalent State requirements that have to be adhered to. 
By not having to take the extra time, effort and money to address these unneeded 
issues, communities will save on project costs. Projects can be built by using less 
money or more capacity can be achieved by using the same amount of money.



What specific changes are proposed to remove these old requirements?

A listing of the changes is presented here:

• Section 030- discontinues two expired federal application requirements. Sections 
(a)(4) and (a)(7) clarifies that project facility plans and value-engineering studies are 
no longer required by federal law to be submitted as part of the assistance 
application.

• Section 060- discontinues the federal requirement for using Davis-Bacon wages on 
clean water construction projects. Section (a)(9) allows DEC to use Alaska 
Department of Labor rates instead.

» Sections 020 and 220- discontinues the requirement for federal approval of the 
project priority lists. The federal government does not have the authority to approve 
these State generated lists. Only a state may create and approve these lists. 
Sections 020(a) and 220(a) and (d) clarify this point.

• Section 230(c)- clarifies that EPA does not approve the department’s intended use 
plans. Again, only a state may create and approve this plan.

What other regulation changes are proposed?

There are two other proposed changes and they are fairly simple. They are:

• Sections 030(a)(2) and 225(b)(2)- clarifies when a community submits a loan 
acceptance resolution. The Attorney General has opined that a community must 
have an ordinance that formally accepts an offer of financial assistance. These 
sections clarify that point.

• Section 245(a)(5)- clarifies that operation and maintenance manuals are not required 
on some projects. EPA does not require that operation and maintenance manuals 
be provided on all types of projects. This section states that the Department will 
determine if the manual is needed for a project.

DEC is proposing to eliminate 18 AAC 77 in its entirety, why?

This chapter was established to implement a program that was created in statute and 
proposed to receive State funding. The accounts have never received any funding and 
therefore, they have never made any loans. The regulations are for a program that is 
not funded now and probably never will be. We propose to eliminate the unused and 
unneeded regulations.



Alaska Department of Environmental Conservation 
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Loan Fund Bonding and Fee Authority Legislation 
FACT SHEET

February 1, 2000

What does the legislation do?

Authorizes DEC to:

• Sell bonds as a means of capitalizing the Alaska Drinking Water Fund; and
• Designate a portion of the interest charged on Drinking Water and Clean Water 

program loans to help pay for program operations.

What are the Drinking Water and Clean Water Loan Programs?

DEC-operated loan programs that offer low-interest loans to municipalities for drinking 
water, sewerage and other water-quality construction projects.

How are the programs funded?

Each year the State may apply for two federal capitalization grants: one for the Drinking 
Water Loan Program and one for the Clean Water Loan Program. Both federal grants 
require a 20 percent state match. In state fiscal year 2000, the State received $15.5 
million in federal grants and contributed $3.1 million in state funds.

In addition to annual contributions of state and federal capitalization money, the funds 
also earn interest. Funds that have yet to be loaned out are invested in interest bearing 
accounts and earn investment interest. Communities also pay interest when they repay 
their loans. Both investment and repayment interest must, by federal law, be retained in 
the Alaska Drinking Water and Clean Water Funds and thus contribute to the growth of 
the Funds.

What are the rules about how the programs are operated?

The funds must be used in accordance with federal rules derived from the Safe Drinking 
Water Act for the Alaska Drinking Water Fund and the Clean Water Act for the Alaska 
Clean Water Fund. The federal rules are complex, but an important concept is central: 
Once money is deposited into a fund, it must remain in the fund and unavailable for any



purposes other than to make loans to communities -  except in a very limited number of 
special cases.

How do the programs work?

Each year DEC mails applications to all Alaska municipalities. Interested communities 
complete and return the applications proposing specific projects for funding. DEC ranks 
the applications based primarily on the degree of public health benefit expected from 
the projects. Loan agreements with municipalities are executed for the highest-ranking 
projects. As construction costs are incurred, monies are drawn from the Funds and 
loaned to municipalities. The municipalities pay back the loans when projects are 
complete. This money is returned to the loan Funds where it becomes available for 
other projects.

For each loan project, DEC assigns an engineer to assist the community in selecting an 
appropriate project design, in getting permits and other authorizations, and generally in 
serving as an advisor to the community on the project. There is a broad range of 
assistance provided depending on each community’s capabilities and needs. The 
engineers also approve all payments to communities to make ertain that all costs are 
eligible for funding under state and federal law.

Why is bonding authority needed?

Until now. the State of Alaska has met its match obligation using general funds.
However, the federal government recently offered the states another option for meeting 
their match requirements. The option is to use interest retained in the Funds in a form 
of short-term bonding exercise to meet the state match requirement. In essence, this 
form of bonding lets the states convert interest earned by the funds into bonds and then 
use the bonds to meet the state match requirement. To take advantage of that option 
requires that state statutes provide bonding authority. The statutes establishing the 
Alaska Clean Water Fund currently provide authority t- use bonds for financing. That 
authority does not exist for the Alaska Drinking Water Fund.

Since the statutes currently provide authority to use bonds to capitalize the 
Alaska Clean Water Fund, does DEC plan to exercise that authority in FY 2001?

Yes. DEC intends to use the existing Clean Water Loan Program bonding authority to 
obtain the $1.5 million in state match needed to capture the $7.5 million in federal grant 
funds expected for FY 2001. That will save the State $1.5 million in general funds in FY
2001.



The costs for preparing bond documents and finance charges will be approximately 
$50,000.

What about the Alaska Drinking Water Fund? Can the State do the same for the 
Alaska Drinking Water Fund?

Not until two things happen. First, the statutes need to be amended to provide authority 
to use bonds to capitalize the Alaska Drinking Water Fund. Second, there needs to be 
an amount of interest earnings in the Alaska Drinking Water Fund equal to the state 
match requirement plus bonding costs. In other words, there needs to be about $1.5 
million in interest in the Fund to execute a short-term bonding exercise. Because the 
Alaska Drinking Water Fund is much younger than the Alaska Clean Water Fund, there 
aren’t enough interest earnings in the fund to take advantage of this short-term bonding 
option in FY 2001.

When will the State be in a position to use short-term bonds to meet its 
capitalization obligation for the Alaska Drinking Water Fund?

There should be enough interest earnings in the Alaska Drinking Water Fund by FY
2002. With enough interest and bonding authorty for this Fund, the State would be 
positioned to save $1.5 million in general funds in the FY 2002 budget.

What overall savings could the State realize by bonding for both the loan Funds?

The State could save about $3 million each year in money needed to capture $15 
million in federal grants. Our hope is to save $1.5 million beginning in FY 2001  and 
$3.0 million in FY 2002 and beyond.

Will bonding affect the amount of federal grant funds the state qualifies for?

No. The amount of the federal grant awards will be the same whether the State match 
comes from general funds or bond proceeds.

Switching to the second part of this legislation, why is fee authority needed?

It costs about $1 million each year to operate the two programs -  to provide engineering 
assistance, to execute loan agreements, to review payment requests and issue 
payments to communities, to track loan debt, to collect and record repayments from 
communities, and to pay for audits by CPA firms. Federal law allows states to use a 
small part of the federal capitalization grants to pay for program costs. For the past few 
years, DEC has relied entirely on this source to fund program operations. With 
decreasing federal grant levels, this funding source will not be sufficient to cover 
program costs -  even though those costs are expected to remain stable. Another 
source of funding is needed. Most states already use a portion of the repayment

W h a t  will t h e  b o n d i n g  c o s t s  b e ?



interest to pay for program costs. Eventually all states will be doing the same. We think 
it makes sense in Alaska as well.

Are personnel and other costs increasing?

No. The number of personnel and other program costs are expected to remain at 
current levels for the foreseeable future. We are seeking only to replace the declining 
federal subsidy.

How will these changes affect the terms of the loans DEC makes to communities? 
Will costs go up?

Finance charges on the loans will not go up. In fact we are proposing to lower finance 
rates. All of the finance charges for the loans are currently treated as interest and 
returned to the Funds. To assess fees, the finance charges that communities pay 
would be broken into two parts: a portion that is interest to be returned to t ie Fund, and 
a portion that would go to paying for program operations. For example, if the overall 
financing charge is 2.5 percent, 2 percent might be interest that is returned to the Fund, 
and 0.5 percent might go to fund program operations. Again though, the overall debt 
service cost to the municipalities is expected to go down.

What about the impacts on the amount of money available to loan out? Will the 
changes reduce the rate of growth of the funds?

Yes. The changes will result in slower growth in the Funds. For example, the projected 
annual growth in the Alaska Clean Water Fund over the next 12 years is expected to 
decrease from 5.3% to 4.6% per year. Similarly the annual growth in the Alaska 
Drinking Water Fund is expected to slow from 13.8% to 11.9%. Nevertheless, the funds 
will remain healthy and capable of meeting the expected demand for loans.

Clean Water Projected Growth

F i s c a l  Y e a r
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What else needs to happen?

The new finance charge structure and amounts need to be established in regulation (18 
AAC 76). We are proposing a structure that satisfies the conflicting goals of trying to 
provide the lowest loan cost to the communities and still protect the long-term financial 
integrity of the Funds. We are proposing a flat loan rate of 2.5% that graduates to a 
bond-indexed rate when the municipal bond index hits 8 percent. Included within that 
rate is a designated 0.5% to pay for program administration. For purposes of 
comparison, the current interest rate is about 4.3%.

Will this cover program costs?

The expected revenue will be small at first and gradually increase. At the proposed rate 
of 0.5%, we expect to collect enough money to cover operating expenses. The following 
chart shows the relationship between the expected revenues and program costs.
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When interest rates go down, what will happen to the existing loans made at 
higher rates? Will communities be stuck with the higher rate loans?

We will offer all communities with existing loans the opportunity to convert to the new 
rate structure. No communities will be stuck with higher rate loans.

If more fees are collected than are needed to cover program costs, what will 
happen?

Fees will be deposited into an income account. Each year we will request that the 
legislature appropriate funds from the income account to an operating account to cover 
program costs. If there are more funds in the income account than are needed to cover 
program costs, we will use those excess funds to make loans to communities.
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A l a s k a  S t a t e  L e g i s l a t u r e

H o u s e  C o m m it t e e  o n  C o m m u n it y  a n d  R e g io n a l  A f f a i r s

R e p r e s e n t a t i v e  J o h n  H a r r i s ,  R e p r e s e n t a t i v e  C a r l  M o r g a n ,  C o - C h a i r m e n  
S ta te  Capitol, Room  110, J u n eau , A laska 99801-1182 

(907) 465-3882

AGENDA
February 8, 2000

I. Call meeting to order

2. Roll call Rep. Dyson

Rep. Kookesh 

Rep. Halcro 

Rep. Murkowski 

Rep. Joule 

Rep. Morgan 

Rep. Harris

3. Consideration of bills on agenda

H B  304 - Clean and drinking water funds 

Testifiers:

Dan Easton, director of facility construction &  operations D E C  

Dianna Bennett, finance director, Anchorage W W U  

Larry Hancock, Cordova City manager 

Craig Tillery, A G ’s office Anchorage

4. Announcements or other business

Next meeting: Thursday, Feb. 10-

5. Motion to adjourn
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F I S C A L  N O T E  am v is io n : hb 304f t

No: 2

S T A T E  O F  A L A S K A

2000 L E G I S L A T I V E  S E S S I O N

R e v is io n  D a le /T im e  (N ote if correction) _________________

Title A K  Bonding - AK  Drinking W a te r Fund

(H) Publish Date: 1  / 2 1 / 0 0

DECDept. Affected________________________________________

B R U  Facility Construction and O peration

C om ponent Facility Construction and O peration

R ules C om m ittee

R e q u e s te r G overnor C om ponent No. 637

E xp e n d itu re s /R e v e n u e s (T h o u s a n d s  o f  D olla rs]

Note: A m o u n ts  do not include inflation unless otherw ise noted below .

O P E R A T IN G  E X P E N D IT U R E S F Y  2001 F Y  2 00 2 F Y  2003 F Y  2004 F Y  2005 F Y  2006

P e rson a l S e rv ic e s 0.0 0 .0 0.0 0.0 0.0 0.0

T ravel 0,0 0 .0 0.0 0.0 0.0 0.0

C ontractual 0.0 0.0 0.0 0.0 0 .0 0.0

S u p p lie s 0.0 0.0 0.0 0.0 0.0 0.0

E q uip m e n t 0.0 0.0 0.0 0.0 0.0 0.0

Land & S tructures 0,0 0.0 0.0 0.0 0.0 0 .0

G rants & C la im s 0,0 0 .0 0.0 0.0 0.0 0.0

M is c e lla n e o u s 0.0 0 .0 0.0 0.0 0.0 0.0

T O T A L  O P E R A T IN G 0.0 0.0 0.0 0.0 0.0 0.0

C A P IT A L  E X P E N D IT U R E S 0.0 70.0 70.0 70.0 70.0 70.0

C H A N G E  IN  R E V E N U E S  ( ) 0.0 0.0 0.0 0.0 0.0 0.0

F U N D  S O U R C E (Thousand s o f Dollars)

1002 F e d e ra l R eceipts 0.0 0 .0 0 0 0.0 0.0 0.0

1003 G F  M a tc h 0.0 (1 ,5 5 1 .4 ) (1,551.4) (1,551.4) (1,551.4) (1 ,551.4)

1004 G F 0.0 0 .0 0.0 0.0 0 .0 0.0

1005 G F /P ro g ra m  R eceipts 0.0 0.0 0.0 0.0 0.0 0.0

1037 G F /M e n ta l H ealth 0.0 0.0 0.0 0.0 0.0 0.0

107 5 C le a n  W a te r  Loan Fund 0.0 0 .0 (395.5) (455.3) (455.3) (455.3)

110 0 D rink ing  W a te r Loan Fund 0.0 70 .0 (380.4) (448.4) (448.4) (448.4)

Drinking W a te r  F un d  B ond R ecpts 0.0 1,551 .4 1,551.4 1,551.4 1,551.4 1,551 .4

C le a n  W a te r  A dm inistrative Fund 0.0 0 .0 395.5 455 .3 4 5 5 .3 45 5 .3

D rinking W a te r  A dm inistrative Fund 0.0 0.0 450 .4 518.4 51 8 .4 518 .4

T O T A L 0.0 7 0 .0 70.0 70.0 70.0 70.0

E s t im a te  o f  a n y  c u rre n t y e a r (F Y 2 0 0 0 ) c o s t: 0.0

P O S IT IO N S

F ull-tim e 0 0 0 0 0 0

Pa rt-tim e 0 0 0 0 0 0

T e m po ra ry 0 0 0 0 0 0

A N A L Y S IS :  (Attach a separa te page if necessary)
T h is  le g is la t io n  w o u ld  p ro v id e  for:

1) U s in g  b o n d  p r o c e e d s  in s te a d  o f  G F  M a tc h  to c a p ita liz e  th e  A la s k a  D rin k in g  W a te r  f jn d ; a n d

2) U s in g  fe e s  d e p o s ite d  in to  (a n d  a p p ro p ria te d  fro m ) tw o  n e w  d m in is tra tiv e  fu n d s  to p a y  th e  o p e r a tin g  

e x p e n s e s  o f  th e  C le a n  W a te r  a n d  D rin k in g  W a te r  lo a n  p ro g ra m s . (C o n tin u e d  n e x t p a g e  )

P repa red  b y: D a n  E a ston, Director P hone 465 -5 1 3 5

D ivis io n  Facility C onstruction and O peration D ate/Tim e 12/30799 12:04 P M

A p p ro ve d  oy 

A g e n c y
W - .  A m  /—

Dept, o f E nvironm ental C onservation

Date / 3  - 3 9 - 9 * 7

A L L  D IS T R IB U T I0 N  C O P IE S  TO  G O V E R N O R ’S L E G IS L A T IV E  O F F IC E

O v J M iv l l  lI C  ' - /U  distribution information .call the Governor's Legislative Office
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F I S C A L  N O T E
S T A T E  O F  A L A S K A  B I L L  N O .

2 000 L E G I S L A T I V E  S E S S I O N

HB 3c^
R evision D ate fT im e (N ote if correction)  D ept. Affected_____________ D E C

Title A K  Bonding - A K  Drinking W a te r Fund B R U  Facility  Construction and O peration

C o m p o n e n t Facility Construction and O peration 

Sponsor R ule s  C om m ittee________________________________ __________________________________________________________

R equester  G overnor C o m p o n e n t No. 637

A N A L Y S IS : (Continued)

T h e  D r i n k i n g  W a t e r  a n d  C l e a n  W a t e r  L o a n  P r o g r a m s  o f f e r  l o w - i n t e r e s t  l o a n s  t o  m u n i c i p a l i t i e s  f o r  d r i n k i n g  
w a t e r  a n d  s e w e r a g e  f a c i l i t y  c o n s t r u c t i o n  p r o j e c t s .  L o a n s  a r e  m a d e  f r o m  t h e  A l a s k a  D r i n k i n g  W a t e r  F u n d  
a n d  t h e  A l a s k a  C l e a n  W a t e r  F u n d .  B o t h  f u n d s  a r e  c a p i t a l i z e d  b y  a n n u a l  f e d e r a l  g r a n t s  t h a t  r e q u i r e  a  2 0  
p e r c e n t  s t a t e  m a t c h .  T h e  F u n d s  a l s o  e a r n  i n v e s t m e n t  a n d  r e p a y m e n t  i n t e r e s t .

T o  d a t e ,  t h e  s t a t e  c a p i t a l i z a t i o n  m a t c h  r e q u i r e m e n t  f o r  t h e  D r i n k i n g  W a t e r  F u n d  h a s  b e e n  m e t  w i t h  G F  
M a t c h .  F e d e r a l  l a w  p r o v i d e s  a n  a l t e r n a t i v e  t o  g e n e r a l  f u n d  o u t l a y s  f o r  s a t i s f y i n g  t h e  s t a t e  m a t c h  
r e q u i r e m e n t .  S t a t e s  m a y  u s e  b o n d  f i n a n c i n g  a s  m a t c h  f o r  f e d e r a l  f u n d s  t o  c a p i t a l i z e  t h e  F u n d ,  a n d  r e p a y  
t h e  b o n d s  f r o m  i n t e r e s t  e a r n i n g s  f r o m  t h e  F u n d .  S t a t u t e s  ( A S  3 7 . 1 5 . 5 6 0 )  c u r r e n t l y  p r o v i d e  t h e  b o n d i n g  
a u t h o r i t y  f o r  t h e  C l e a n  W a t e r  F u n d  n e e d e d  t o  t a k e  a d v a n t a g e  o f  t h i s  f u n d i n g  m e c h a n i s m .  T h i s  l e g i s l a t i o n  
w o u l d  p r o v i d e  t h e  s a m e  b o n d i n g  a u t h o r i t y  f o r  t h e  D r i n k i n g  W a t e r  F u n d .

B e g i n n i n g  i n  F Y  2 0 0 2  t h e r e  w i l l  b e  s u f f i c i e n t  i n t e r e s t  i n  t h e  A l a s k a  D r i n k i n g  W a t e r  F u n d  t o  m e e t  t h e  m a t c h  
r e q u i r e m e n t .  I n t e r e s t  w i l l  b e  c o n v e r t e d  t o  b o n d  p r o c e e d s  a n d  s u p p l a n t  t h e  a n n u a l  g e n e r a l  f u n d  
a p p r o p r i a t i o n .  T h e  e f f e c t  w i l l  b e  t o  s a v e  a p p r o x i m a t e l y  $ 1 . 5  m i l l i o n  i n  G F  M a t c h  t h a t  y e a r  a n d  e a c h  y e a r  
t h e r e a f t e r .  B o n d i n g  c o s t s  w i l l  b e  a b o u t  $ 7 0 . 0  p e r  y e a r .

T h i s  l e g i s l a t i o n  w o u l d  a l s o  p r o v i d e  a u t h o r i t y  t o  c o l l e c t  f e e s  a s  a  m e a n s  o f  f u n d i n g  t h e  o p e r a t i o n  o f  t h e  t w o  
l o a n  p r o g r a m s .  F e d e r a l  l a w  a l l o w s  s t a t e s  t o  s e t  a s i d e  f o u r  p e r c e n t  o f  t h e  f e d e r a l  c a p i t a l i z a t i o n  g r a n t s  t o  
h e l p  p a y  f o r  p r o g r a m  a d m i n i s t r a t i o n .  T o  d a t e ,  a n n u a l  o p e r a t i n g  e x p e n d i t u r e s  o f  $ 9 7 3 . 7  h a v e  b e e n  m e t  
w i t h  t h i s  L o a n  F u n d  s e t  a s i d e .  W i t h  d e c r e a s i n g  f e d e r a l  g r a n t  l e v e l s ,  t h e  L o a n  F u n d  s e t - a s i d e  i s  a l s o  
d e c r e a s i n g  a n d  i s  n o  l o n g e r  s u f f i c i e n t  t o  c o v e r  t h e  c o s t s  o f  p r o g r a m  a d m i n i s t r a t i o n .  T h i s  l e g i s l a t i o n  w o u l d  
c r e a t e  t w o  n e w  a d m i n i s t r a t i v e  f u n d s  i n t o  w h i c h  l o a n  f e e s  w o u l d  b e  d e p o s i t e d .  M o n e y  c o u l d  t h e n  b e  
t r a n s f e r e d  f r o m  t h e s e  a d m i n i s t r a t i v e  f u n d s  t o  ' . h e  o p e r a t i n g  b u d g e t  t o  f i n a n c e  p r o g r a m  o p e r a t i n g  c o s t s  
T h i s  l e g i s l a t i o n  w o u l d  r e s u l t  i n  f u l ly  f e e - s u p p o r t e d  l o a n  p r o g r a m s  b y  F Y  2 0 0 5 .
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R E S O L U T I O N  O F  T H E  A L A S K A  M U N I C I P A L  L E A G U E  

A N D  A L A S K A  C O N F E R E N C E  O F  M A Y O R S

RESOLUTION 00-01

A  R E S O L U T I O N  U R G I N G  T H E  L E G I S L A T U R E  T O  P A S S  T H E  

G O V E R N O R ’S  A D E C  B O N D I N G  A N D  F E E  A U T H O R I T Y  B I L L

W H E R E A S ,  it is important that the State promote the health of its citizens and encourage the 

growth of infrastructure by assisting communities in developing safe water supplies and sanitary 

means of wastewater treatment and disposal; and

W H E R E A S  , the Alaska Clean Water Fund and the Alaska Drinking Water Fund are important 

financial alternatives for communities, having so far provided Si60,000,000 in subsidized, low- 

interest loans to communities for projects of this type; and

W H E R E A S ,  Governor Knowles has introduced a bill to provide for the issuance of bonds as 

an alternative to using state general funds to capitalize the loan Funds; and

W H E R E A S ,  the alternative financing method provided by the bill will allow the State to 

continue securing federal grants to grow the Funds and the amounts available for loans; and

W H E R E A S ,  the alternative financing method provided by the bill will save approximately 

$1.5 million in state general fund expenditures annually; and

W H E R E A S ,  the bill also reserves a portion of the finance charges paid on the loans to pay the 

costs of administering the loan programs to offset decreasing federal grant funding available; and

W H E R E A S ,  reserving a portion of the loan finance charges for program administration will 

not increase the cost of the loans to the communities of the State nor increase the need for any 

State general fund dollars:

N O W ,  T H E R E F O R E ,  B E  IT R E S O L V E D  by the Alaska Municipal League and Alaska 

Conference of Mayors that the Alaska State Legislature is urged to adopt the A D E C  Bonding 

and Fee Authority legislation during the 2000 legislative $fession.

Adopted on January 27,2000.
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