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Juneau Multi-Family Housing Program
Feasibility Study

Executive Summary

The main purpose of this study is to determine the demand for, and economic feasibility of,
new multi-family housing in Juneau. A housing demand forecast provides estimates of;

~ the current pent-up demand;
— demand due to growth in population through the year 2000;

— additional units required to raise vacancy rates from less than 1 percent to 5 percent;
and, ' :

~ demand necessary to replace multi-family housing destroyed or converted to other
uses.

A market analysis assesses the feasibility of constructing new multi-family housing under
current rental housing market conditions. It looks at feasibility under the terms and conditions
of both currently available financing sources and a proposed Alaska Housing Financing
Corporation (AHFC) financing program for market-rent multi-family housing.

Most importantly for Juneau City and Borough (CBJ) public policy deliberations, it examines
the potential effectiveness of:

— municipal financing of multi-family housing; and,

~ various changes in CBJ regulations that might reduce housing development costs.
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Juneau currently has 2,281 multi-family housing units and 8,540 other types of housing units.
Section II of this study, the Juneau Housing Demand Forecast, estimates demand for
additional housing through the year 2000 as follows:

Juneau Housing Demand through 2000

Multi-Family Other Housing Total Units
Pent-up demand 180 130 310
Growth in population
1994 40 130 170
1995-2000 395 340 735
Vacancy rates @ 5 % 155 450 605
Replacement of housing 140 NA 140
Planned or in-progress 158) 146) (304)
Net demand 752 904 1,656

The estimates of pent-up demand are conservative. Only a fraction of the pent-up demand of
Juneau residents and none of the non-resident pent-up demand is included. Except for 1994,
the demand attributable to growth in popuiation is due entirely to the assumption of
aevelopment of the Alaska-juneau (AJ) and Kensington mines.

Section IV of the study, the Juneau Housing and Land Inventery, indicates that development
of buildable acreage in the City and Borough of Juneau at the maximums allowed by current
zoning could physically support construction of an estimated 12,400 additional housing units.
This far exceeds the esitimated demand of 1,656 units and is also more than the current stock
of dwelling units in Juneau.

The feasibility of developing new multi-family housing is analyzed by evaluating four
hypothetical projects—two market rent projects, one downtown and one in the Mendenhall
Valley, and two affordable housing projects in the Valley. The affordable housing proiects

1OULNINL YLl

differ in the percentage of units having rents restricted for lower-income households.

The an

1 +
1alysis reveals that none of th

¢ piojects are feasible under the terms of any financing
sources examined—either existing ones, AHFC's proposed program, or potential CBJ bond
issuance. In all cases, total project costs far exceed the value of a project to investors as an
income-producing property. This is reflected in the fact that estimated rates of return on
equity arc well below 10 percent before taxes. This would generally rule out for-profit
developers from undertaking such projects.
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High project costs also make for high equity requirements that could be expected to prevent
either for-profits or non-profits from undertaking projects. Any development is likely to be on
a scale well below the demand for multi-family housing estimated in Section II of this study,
the Juneau Housing Demand Forecast.

Breakeven analysis and a review of housing market conditions indicates that breaking the ice
jam is likely to require changes in CBJ land development and building regulations. It also may
require sale of land by CBJ with the buyer's payments deferred or limited to available cash
flow. But CBJ help with raw land might be frustrated by a lack of readily buildable sites on
most CBJ land.

If CBJ efforts to reduce multi-family housing development costs were as successful as
postulated in the best breakeven cases analyzed, projects would begin to look feasible at
monthly rents of $1,050-$1,250 for two-bedroom units. This is $200-$300 higher than
current two-bedroom rents of $850-$950. It also is on par with the 1983 peak in real two-
bedroom rents of $1,139 that occurred during the height of the last Juneau multi-family
housing building boom.

The importance of reducing housing development costs rests on the fact that real wages in
Juneau have declined over the last decade to 87 percent of their 1983 peak. For the rental
market to reach rents $200-$300 higher than current rents will be difficult enough in the face
of declining real incomes. Achieving even higher rents to foster multi-family construction
under a regulatory status quo appears out of the question.
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Juneau Multi-Family Housing
Market Analysis

Préface

Given the depth of Juneau's housing problems and the complexity of rental housing markets, this
study sought and received gracious assistance from many persons.

Many developers, both for-profit and non-profit, as well as bankers and other interested individuais
shared their insights and knowledge about Juneau's housing market. Bill Baxandall of the City and
Borough of Juneau's Housing Advisory Committee was a valuable source of information regarding
construction costs in Juneau. A number of bankers were especially generous with their time or in
responding to a lending survey. They include Craig Dahl with Alaska Federal Savings and Loan, Rich
Monroe with Bank of America Alaska, Eric Bjella, Robert St. Clair, and Bill Moran with First Bank,
Katrina Mitchell with First National Bank of Anchorage, Win Gruening with Key Bank, Larry Cooper
with National Bank of Alaska, John Hinkle with Seattle Mortgage, and Ron Lehr with U.S. Bank.

Paul Kapansky, Jeff Judd, and Mark Romick at Alaska Housing Finance Corporation were very
helpful in clarifying the workings of AHFC's several multi-family programs. Gene Dobrzynski and his
staff at the U.S. Office of Housing and Urban Development in Anchorage did the same for HUD
programs and FHA insurance.

The Alaska Department of Labor's Research and Analysis Section provided dependable assistance in
gathering several series of statistics the study relies upon. Bob Elliott offered both ideas and numbers
in his role as the section's housing economist.

Gregg Erickson of Erickson & Associates divined the regression relationships used as a model of the
Juneau rental housing market in this study. Dan Dill and Dick Kennedy, financial advisors to the City
and Borough of Juneau, illuminated the market for multi-family housing bonds.

Finally, this study could neither have gotten started nor have been finished without the support of
Juneau City and Borough staff. They were instrumental in providing many pieces of information and
reviewing drafts of the study. Singled out by the demands of this study were Kathleen Bailey, Craig
Duncan, Steve Gilbertson, Shane Horan, Tim Maguire, Murray Walsh, and Vickie Williams.

Their assistance is greatly appreciated.

Milt Barker
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Juneau Multi-Family Housing
Market Analysis

Introduction

Vacancy rates are nil, rents are higher than they've ever been, Juneau's population has set new
highs every year since 1989, interest rates are half what they were in the early 1980's, and
yet..., multi-family housing construction has been dead in the water since 1985, except for a
handful of projects with a few handfuls of public money thrown in. What is going on here? It
appears that an uplift in housing standards has lead to more gracious, but more costly,
residential living for the community at the same time that residents' earnings have been drifting
downward in real terms. Simply put, Juneau has arrived at a point where a large portion of its
residents can't afford the higher quality of residential living that is.the goal of the city's current
land use ordinance.

Rents, as high as they are, are still not as high in real dollars as they were during the last
building boom in the early 1980's. Yet, current incomes of residents suggest that efforts of
landlords to increase rents across the board may become counterproductive, long before they
reach the level that would stimulate new construction. Rent burdens are already so great for
so many that general rent increases at some point may lose more customers than they gain in
dollars. The outlook for the future does not hold promise of reversing this situation. With
state oil revenues on the down escalator, real incomes are unlikely to start growing.

Just as importantly, the ebbing of Prudhoe Bay oil flow raises the risks of population declines
that would jeopardize lenders’ and investors' commitments to housing. The re-emergence of
the capital move issue and uncertainty about developments in Juneau's mining industry may be
transitory, but currently very real, throttles on housing investment. Local mortgage lenders,
mindful of the lessons of the mid-1980's real estate crash, are more averse to risk than ever.
Not only are the current economics of the Juneau housing market in question but the sources
of capital willing to confront the risks posed by this market are unknown.



The purpose of this report is to determine if current and projected demand for multi-family
housing can be met by the existing housing market and, if not, whether actions by the City and
Borough of Juneau (CBJ) could partially or completely fulfill unmet demand. The assessment
of the market's response to demand for multi-family housing is based on examination of:

~— historical trends in housing market conditions, including the level of rents,
development costs, population, building permits, and other factors;

— current affordability of multi-farhily housing;
— the current structure of the mortgage market and the risk posture of lending sources;
— specific financing sources and programs for multi-family housing; and,

— feasibility analyses of four pro forma multi-family projects, based on current costs,
rents, and financing terms.

CBJ's potential role in solving Juneau's housing crunch is based on:

— results of the feasibility analyses for cases involving CBJ financing or regulatory
changes; '

— the availability of credit enhancement for CRI financing;
— potential changes in CBJ development regulations; and,

— potential changes in CBJ taxes and fees imposed on housing.
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Findings
Historical Trends in Housing Market Conditions

e population has been growing since 1988, at a strong 3.7 percent annual clip, reaching new
~ all-time highs;

e the costs of land, labor, construction, and financing have fallen in real dollars since the last
housing boom in the early 1980's;

® yet, almost no new multi-family construction has taken. place since 1986 until this year;
only 27 units were permitted from 1985 through 1993;

e multi-family vacancy rates have been on the floor as a result, essentially below one percent
since 1990;

e the failure of these conditions to reignite multi-family construction is probably due to:
- ® rents in real dollars have not regained their peaks of the early 1980's;
® average real wages of Juneau households have fallen since the early 1980's;

® regulatory requirements for housing development have become more demanding,
including the 1987 Land Use Ordinance's downzoning of densities, dropping the
CABO One- and Two-Family Dwelling Code, and addition of paved street
requirements;

® heightened uncertainty over future growth in population and incomes as a result of
declining state revenues, reappearance of the capital move issue, and uncertainty
regarding resumption of production and new development in the mining sector;
and,

® the conservative complexion of the mortgage market, chastened by the real estate
crash of the mid-1980's;
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® regression analysis of historical market relationships indicates that:

® the number of new multi-family units constructed each year when real rents for
two-bedroom apartments are above $838 is likely to be one unit for every dollar
that real rents exceed $838; currently two-bedroom units rent for about $850 to
$950; R

® based on the Juneau Housing Demand Forecast's estimated need for an additional
242 multi-family units through 1995 over and above units planned or in-progress,
rents would have to increase $130 to $230 to stimulate enough construction to
fully meet pent-up demand;

e real rents would be likely to decline about $30 in 1993 dollars for each 1.0 percent
decline in population; a 4.0 percent decline in population, such as that experienced
during the worst year following the mid-1980's oil crash, could cause rents to drop
$120; if this occurred when the supply of rental units had caught up with demand,
the population decline could send rents as low as $635 in 1993 dollars;

Current Affordability of Multi-Family Housing

e more than half of rental households—56.0 percent—can afford housing costs (rent and
utilities) of only $625 or iess a month; but, less than ten percent of multi-family units—g8.7
percent— have costs in this

ange;

e slightly over half of all renters have housing costs exceeding 30 percent of their income
and 17 percent of all renter households pay more than 50 percent of their income for
shelter; 30 percent generally is considered to be the portion of income that households can
afford to pay for housing;

e the exaggerated rent burdens are concentrated in the lower incomc levels; only for
incomes above $35,000 does one find a majority of rent

- WY

30 percent of their incomes;

B

households with housing costs

Aalas
Civ

® national comparisons also indicate that Juneau has a serious affordability problem; the
1992 per capita income for Alaska was 111 percent of the national average, while
construction costs for Juneau were 151 percent of the national average;

e units with larger numbers of bedrooms are progressively less affordable by the households
that would need them; the percentage of units affordable to roughly half of the relevant
households declines from 17.0 percent of the efficiency or one-bedroom units, to 10.3
percent of the two-bedroom units, and to a bare 3.9 percent of the three-or-more-
bedroom units;
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the price elasticity of demand for rental housing, calculated according to affordability,
changes from inelastic to elastic above $875 per month for housing costs; current housing
costs for renters average $849 and a majority of existing units already are above the
estimated point at which demand becomes elastic; this suggests rents may be stuck below
levels that would provide a large inducement to build new rental housing; efforts to raise
rents may reduce landlords' net income, as increased vacancies more than offset increased
rents from occupied units; '

The Current Structure of The Mortgage Market and the Risk Posture of
Lending Sources '

banks are the main source of multi-family construction financing;

banks and savings and loans originate over 80 percent of permanent mortgage loans for
multi-family housing;

multi-family mortgage lending by Juneau financial institutions is generally very
conservative; this is a result of:

® risks in the Juneau housing market;

e survival of the fittest (the more conservative institutions) and lessons learned from
the mid-1980's real estate crash; and,

® heightened scrutiny and greater restrictions from regulators under legislation
known as FIRREA that stemmed from the financial distress and failures of banks,
and more calamitously, savings and loans, during the 1980's;

the most critical aspect of current mortgage lending policies is a reluctance to provide
construction financing underwritten on secondary market terms, without a firm take-out
commitment that locks in the interest rate;

capital adequacy standards and some other regulatory controls limit or shape depository
financial institutions' participation in the mortgage markets as long-term lenders;

regulatory authorities do not have any objections per se to construction lending that lacks
forward commitments for take-out financing, or to construction loans that extend to cover
a lease-up period; the lending must be consistent with institution policy that provides
guidelines for safe and sound loans and addresses overall risk and liquidity concerns;
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e at the same time that they face heightened financial regulation, depository financial
~ institutions are subject to countervailing pressure under the Community Reinvestment Act
(CRA) to meet the credit needs of their local communities; their performance in so doing
and public comments on their performance are taken into account when an institution
applies to its regulatory agency for expansion or relocation of branches, or rnerger with or
acquisition of another depository institution;

e through 1990, there have been at least 195 CRA agreements in 63 metropolitan areas and
10 statewide areas negotiated between lending institutions and community organizations
that resulted in over $8 billion in lending!;

Specific Financing Sources and Programs For Multi-Family Housing

® local mortgage lenders offer permanent financing from tb r own funds for multi-family
housing, but typically loans are variable-rate with terms limited to 15 years; the Federal
Home Loan Bank of Seattle (FHLB) offers advances with terms up to 20 years to member
financial institutions wanting a long-term source of funds to match their mortgage lending;

e there are a number of sources of long-term fixed-rate financing for multi-family mortgage
loans that offer amortization periods of 30 years or more, including AHFC, Fannie Mae,

Freddie Mac, and mortgage bankers representing life insurance companies and pension
funds or issuing mortgage-backed securities (MBS's) including GNMA's;

e the government-sponsored agencies—AHFC, Fannie Mae, and Freddie Mac, as well as
the Federal Home Loan Bank—have financing programs for affordable multi-family
housing that offer more favorable terms than their regular iending;

e currently, FHA-insured loans are the only market rent multi-family financing generally
available with forward commitments and interest rate-locks; AHFC and Fannie Mae have
programs with forward commitments with rate-locks for affordabie housing; AHFC has
proposed a market rent multi-family program that would have forward commitments and

rate-locks;

v ) & YRS
i d

d, Removing Barriers to Affordabie Housing”, HUD, July 1991, page 3-13.
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® although take-out or permanent financing is potentially available, the nexus between local
mortgage lenders and long-term sources appears to have atrophied because;

e many of these long-term lenders may have experienced losses in Alaska's real
estate crash and are believed to be less eager to consider Alaska financings;

® the costs, loan fees, and work involved in securing secondary market financing
may be too great in relation to the size of loans needed for Juneau projects; and,

® o local, market rent multi-family projects have been undertaken since 1985;

Feasibility Analyses of Pro Forma Multi-Family Projects

® areturn on equity below 10 percent and the large amount of equity required makes all pro
forma projects analyzed—both market rent and affordable projects— infeasible for for-
profit developers under current market conditions;

e all financing sources for market rent projects produce similar rates of returns on equity;
the best financing, judged by return, would be the proposed AHFC Multi-Family
Secondary Market program;

® equity requirements remain a major problem for non-profits, even though rate of return

may not be relevant for them; non-profits typically lack any significant equity of their own;
equity usually must be pieced together, with attendant complexities and delay, from a
number of sources including grants, Low-Income Housing Tax Credits, or high loan-to-
value financing from AHFC; this drag on securing financing and limits on the amounts of
equity funding available constrain the magnitude and timing of the contributions non-
profits might make toward resolving Juneau's housing crisis; due to their own traditions,
non-profits typically have not been developers of market rent projects; their equity sources

- also target funds primarily for affordable projects; but equity requirements are still difficult
for them to meet just for affordable housing;

® in the breakeven cases, which by definition produce the 10 percent rate of return judged to
be a threshold of feasibility, the amount of equity required is still very significant—on the
order of $350,000 for a 16 unit valley project, over $600,000 for a 30 unit downtown
project, and over $1,300,000 for a 45 unit low-income project in the valley; such levels
may be beyond the reach of all but the most financially strong local developers or partners,
even if the breakeven conditions could be realized;

® the high equity requirements reflect the fact that total development costs generally exceed
project market values by 50 percent to 100 percent under the assumptions used in the
analysis;
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e the only reasonable chance of reaching breakeven conditions would require major
reductions in the cost per unit of raw land, land development, and construction; with
business as usual, 80 percent of those renters who could afford the breakeven rents would
have to trade up to absorb the estimated 242 new multi-family units estimated by the
Juneau Housing Demand Forecast to be needed through 1995;

e with total project costs pushed down to the lowest possible level, units rented at
breakeven rents might rent up fairly readily; one- and two-bedroom units would be
affordable to 30 percent or more of the households in the market for such rentals;

e three-bedroom units at breakeven rents would be most at risk of an inability to be fully or
quickly absorbed by the market; three-bedroom units at the breakeven rent levels under
current market conditions face stiff competition from single-family or other owner-

occupied housing;

® Jow-income projects fare better than market rent projects; the restrictions required on
rents do not place them very far below market rents; yet, the tax-exempt interest rate
offers a clear margin below market interest rates;

® between the two types of low-income projects, the set-aside of the greater percentage of
- units—40 percent instead of 20 percent—improves returns; the greater number of units

_ with restricted rents is more than offset by elevation of the allowed rent from 50 percent
to 60 percent of the Juneau median income;

® the relative financial merits of location, between the downtown and valley, do not appear

to be significantly different; lower rents in the valley may be offset by lower development
costs;

CBJ's Potential Role In Financing

e the feasibility analysis indicates that a CBJ bond issue would offer the next best rate of
return after AHFC's proposed program; in terms of equity required, AHFC and CBJ
financing are both about the least burdensome;

® the inherent risks in the Juneau housing market and the political and fiscal limits on
Juneau's ability to assist market rent projects with its own credit or financial resources
prevent any significant credit enhancement of a CBJ financing that would make it
financially more attractive than AHFC's proposed program;

e if AHFC's program is not adopted, a CBJ financing could offer a clear advantage by
providing forward commitments, otherwise only available for market rent projects that are
FHA-insured; FHA projects would not be competitive with a CBJ financing because they

would require as much as 20 percent more equity; FHA projects are alsc time-consuming,
typically requiring up to one year for FHA processing;
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® the high equity requirements for multi-family projects would make second mortgages in
some forms helpful to development; the lack of any excess coverage of debt service in the
feasibility analyses for all sources of first lien financing except FHA means that any second
mortgages generally could not have a direct tap on current cash flows; such seconds
would have to be structured as deferred payment, sleeping (paid only from excess cash
flows), or participating mortgages that provided some equity participation;

® the political and fiscal difficulties of the city contributing cash to projects makes it likely
that the city only could take second mortgages in exchange for contributions of land, at
least for market rent projects; this might be vacant land or foreclosed properties;
disposition could be negotiated or by bids on price, equity share, or number or types of
units;

e for affordable projects, the city might consider lending funds, if they were available, under
second mortgages or even making grants, both of which it has done in the past;

Potential Changes in CBJ Development Regulations
® flowing from the work of its Advisory Commission on Regulatory Barriers to Affordable
Housing, the U.S. Department of Housing and Urban Development (HUD) has
disseminated standards or recommendations regarding land development and construction
of housing that hold the promise of making housing more affordable; a survey of the
extent to which CBJ follows these standards or recommendations reveals a number of
areas where there may be potential for reducing housing costs, whether it be affordable or
market rent housing; these areas include: ' ’
® housing density and types;

® subdivision infrastructure requirements;

® shifting responsibility for financing subdivision infrastructure from developers to
the city;

® use of easements instead of rights-of-ways;
® building codes; and,

® permit processing;

Juneau Multi-Family Housing Market Analysis Pagel-9



Potential Changes in CBJ Taxes and Fees Imposed on Housing

® (BJ appears to have no significant latitude under Alaska statutes to aid multi-family
construction with exemptions from property taxes; its only unexercised option is an
allowable exemption enacted into law in 1994 for privately owned housing used
exclusively for University of Alaska student housing;

e under current CBJ Code, there is no authority to waive building permit fees or water and
sewer hook-up fees; the city could amend the CBJ Code with regard to fee waivers for
multi-family projects; on a $1 million project, building permit fees and a commercial plan
review fee would total 0.7 percent of the cost of the project;

e fee waivers might be provided only for projects with profitability or feasibility criteria
below some arbitrary level; waivers might be limited to periods when the vacancy rate is
below some specified level or allowed pursuant to an administrative determination.
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Recommendations

1. CBJ should press for adoption of AHFC's Secondary Market financing program for
market rent multi-family projects; CBJ should seek the adoption of less stringent debt
service coverage requirements for the program—say, 1.15 instead of the proposed 1.25—to
hold down the heavy equity commitments needed for Juneau projects; this proposed AHFC
program offers the best hope for financing terms that would make projects feasible; but, until
the rental market conditions improve or actions are taken to lower project development costs,

~ even this program may be little used for projects in Juneau;

2. CBJ should not seek to provide either taxable or tax-exempt first mortgage financing
for multi-family housing at this time; CBJ financing would be less advantageous than
AHFC financing because: ’

— AHFC's financing terms and conditions offer slightly lower equity requirements and
higher equity returns than the best terms that CBJ could be expected to offer; this is
demonstrated in this study's feasibility analysis for taxable debt; the analysis captures
the combined effects of interest rates, loan-to-value ratios, debt service coverage
requirements, and loan fees;

— CBJ would have less flexibility than AHFC in providing financing and timing a bond
issue; CBJ would have to assemble a critical mass of projects to issue bonds; the
program would have to be conducted on a specified schedule to allow reasonable
planning by developers; CBJ's bonds would have to be issued before construction in
order to provide forward commitments; AHFC 's equity of one and one-half billion
dollars would allow it to offer financing upon request for any number of projects on an
open-ended basis; AHFC has sufficient working capital that it need not immediately
fund financing commitments with bond sales; AHFC even could choose to fund loans
out of its own assets, as opposed to bond sales;

3. if AHFC's program is not adopted, CBJ should re-examine providing take-out
financing for market rent projects through CBJ bond issuance; CBJ financing could be
useful if rental market conditions improve, actions are taken to lower project development
costs, or special projects or circumstances present themselves; further effort at this time to
develop an optimal structure for such a CBJ financing is not warranted;
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4. CB]J should provide a second mortgage cash financing program for affordable housing
projects, subject to the availability of funds; the program should provide for deferred or
contingent payments and, in the case of for-profit sponsors, equity participation; periods of
commitment to use as affordable housing should be required; CBJ should have the option of
converting the loan to a grant, but generally CBJ's contribution should be committed as a loan
initially so that funding can be on a revolving basis to the extent projects are financially
successful; :

assistance for affordable projects is likely to be the most effective financing contribution CBJ
could make to ameliorating Juneau's multi-family housing.shortage; a program of either
second mortgages or cash grants for affordable housing addresses two of the most critical
multi-family housing problems—affordability and the heavy equity required for most projects;

for non-profits, often the developers of affordabie housing, equity is especially lacking;
providing this missing link in the financing with second mortgages or grants can be especially
effective with non-profits; they do not have return on equity requirements that can make a
project infeasible; the feasibility analysis indicates positive returns on affordable projects, but
at rates less than the 10 percent assumed as a feasibility criteria for for-profit developers;

of course, to the extent the CBJ program does not receive a return on or of the financing
provided, it becomes an expenditure of funds; the program still provides leverage in the
expenditure of CBJ funds, but less leverage than if the funds are recycled; if current market
conditions and land development regulations remain as they are, CBJ's limited resources for
this type of program may be insufficient to fully answer Juneau's current housing needs, much
less provide a revolving resource that could take care of the housing needs through the year
2000 that mining growth would generate;

5. CBJ should make CBJ-owned vacant land and foreclosed properties available to
market rent and affordable multi-family projects under a second mortgage financing
program that provides equity participation and deferred or contingent payments; such a
program might be of value in a few special cases; generaily though, it cannot be expected to
make a major dent in Juneau's housing shortage because most CBJ land has few good
buildable sites;
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6. CBJ should adept heusing affordability asa goal; reducing the cost of housing would be
the most important accomplishment the city could achieve; it would:

— directly alleviate the problems of affordability and heavy rent burdens documented in
this study;

— be of crucial assistance in achieving feasibility for new rental projects as demonstrated
by this study's project feasibility and breakeven analysis; and,

— make financing easier to obtain by broadening the market for, and affordablhty of, new
projects, thus reducing risks to lenders and investors;

with this goal in mind, CBJ should:

e provide for appointment of advocates for affordable housing to standing bodies
dealing with housing development, such as the Planning Commission, the Housing
Advisory Committee, and the Building Code Advisory Committee;

® initiate a comprehensive review of zoning, subdivision ordinances, building codes,
and related development-control ordinances and administrative procedures to identify

excessive barriers to housing affordability;

e develop proposals for ordinances, regulations, Comprehensive Plan amendments, and
other actions to make housing more affordable; and,

e take the initiative in making the public aware of the importance and benefits of
measures to make housing more affordable;

7. CBIJ should develop and adopt provisions for:
e ' tax-exemption of privately owned University of Alaska student housing; and,

¢ waivers of building and plan review permit fees for multi-family housing that is
project-specific or market condition-specific; and,
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8. CBJ should negotiate an agreement with local financial institutions to help meet
Juneau's housing needs; the agreement should be of value to the institutions in satisfying
their CRA obligations; the thrust of the agreement should be for local institutions to take
responsibility for a greater share of the risks inherent in Juneau's housing market; risk-based
capital ratios indicate that at least two major local institutions appear to have an opportunity
to assume greater risk in providing local housing finance;

‘e if AHFC's Secondary Market program is adopted as proposed, CBJ might seek
agreement that the lenders offer terms or conditions on their participation in the
program’s loans that shoulder more risk than the institution's regular lending policies;
greater loan-to-value ratios, lower debt service coverage, or longer maturities or
amortization periods, possibly paralleling some of the terms of AHFC's participation,
might help some projects get off the ground;

e if AHFC's Secondary Market program is not adopted, CBJ should seek an agreement
for institutions to underwrite multi-family construction loans on the basis of specified
secondary market criteria without take-out financing commitments in place; this would
help re-establish connections between local lenders and secondary market sources; it
also would avoid long-term dependence of local lenders on CBJ financing, if CBJ were
to provide multi-family financing.
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I. Historical Juneau Housing Market Conditions

Endemic Problems

Juneau currently suffers from an extremely tight housing market. A shortage of housing in
Juneau has been the rule, rather than the exception, throughout most of the 1970's and 1980's.
Many of the reasons for the historically tight conditions remain true today. They largely
consist of conditions that have held back investment in additional housing.

Demand
Obstacles to investment in housing include the following demand-related factors:
— alack of diversification in the local economy;

— alack of diversification in the income stream of the largest local employer—the
state government with its high dependence on oil revenues;

. — the recurring issue of the capital move;
— the seasonality of demand for housing due to seasonal employment; and,
— ahigh degree of population transiency associated with:

— electoral turnover in state government, in both the administrative branch at
policy and political appointee levels and in the legislative branch;

— rotation of federal employees;

— seasonal employment, e.g. legislative, fishing, tourism;

~ climatic conditions;

— the cost-of-living burden for persons not actively employed.

These conditions all create the potential for wide swings in demand. The higher risk this
spells for potential homeowners, landlords, and mortgage lenders has been one of the main
shackles on housing investment. Chart 1 gives an idea of just how sensitive multi-family
housing values can be to changes in demand.
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CHART 1
Population Changes Whipsaw Multi-Family Housing Values
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Cost factors also have hobbled the supply of housing in Juneau. Endemic problems include:

the cost of land;

— concentration of land ownership;
— municipal infrastructure requirements for land development;
— asmall, geographically isolated market that contribt

— higher transport and unit costs for building supplies

— limited competition and inventories of building supplies

— limited competition and specialization in the building trades
— lack of economies of scale in construction; and,

— lack of a year-round construction season.
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Financial Factors

Housing construction activity also has suffered from several dramatic events affecting financial
costs and availability. These include:

the record high interest rates of the early 1980's;
— the elirination of real estate tax benefits by the Tax Reform Act of 1986;

— the distress, failures, and exit from the market of mortgage financing sources
following the crash in the housing markets in 1986;

— consolidation of mortgage lending among the more conservative lenders surviving
" the mid-1980's housing market bloodbath; and,

- sharply higher scrutiny and regulation of financial institutions' real estate lending
under FIRREA, an Act of Congress passed in response to the savings and loan
crisis. '

Historical Trends

Population and Wages

At times in the past two decades, the tightness of the Juneau housing market has been
aggravated by rapidly increasing demand. In the early 1980's, population was increasing at a
rapid clip. Payrolls too were surging, in nominal terms, although just keeping even with
inflation factored in. Juneau's population grew from 19,528 to 26,037 between 1980 and
1985, a 5.75 percent annual rate of increase. During the same period, average monthly wages
in the Juneau borough rose from $1,873 to $2,295, a 4.1 percent growth rate per year. But,
average wages were almost constant at $2,884 in 1985 versus $2,909 in 1980 when compared
in terms of constant dollars.
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TABLE 1
Juneau Population and Average Wages

Real

Average Average

Monthly Monthly
Year Population Wage Wage
1980 19,528 $1,873 $2,909
1981 21,329 2,093 3,009
1982 22,451 2,195 2,988
1983 24,007 2,283 3,056
1984 25,268 2,267 2917
1985 26,037 2,295 2,884
1986 25,998 2,320 2,856
1987 24,966 2,341 2,877
1988 24,655 2,339 2,863
1989 25,100 2,355 2,819
1990 26,751 2,382 2,704
1991 27,647 2,518 2,716
1992 28,621 2,622 2,736
1993 $2,633 $2,661

Sources:

1. Population figures are July 1 estimates of the Alaska Department of Labor,
except for the 1980 and 1990 numbers which are April 1 census figures.

2. Average monthly wage provided by Alaska Department of Labor,
Research and Analysis Section; 1992 is first three quarters only.

3. Real wages are the nominal dollar figures adjusted by the / o
(all items, all consumers, not seasonally adjusted, 1982-84 base) using the
December 1993 index of 132.8 as the base.

Part of the current shortage of housing in Juneau is due to the fact that popuiation again is increasing,
although not as rapidly as in the first half of the 1980's. After falling from its 1985 peak to a low of
24,655 in 1988, Juneau's population rose steadily to a new high of 28,621 in 1992. This is an annual
average growth rate of 3.7 percent over the four years ending in 1992.
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CHART 2
Juneau Population
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Unlike the first half of the 1980's, average wages have been losing ground in real terms since
their peak in 1983. For the first three quarters of calendar 1993, average wages, after
adjusting for inflation, stood at only 87 percent of their 1983 peak. Table 1 and Charts 2 and
3 show Juneau's population and wage trends since 1980.

CHART 3
Juneau Area Average Wages
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Rents

Real rents, based on the type of data reported by the American Chamber of Commerce
Researchers Association (ACCRA), have fallen over the course of the last decade, along with
real wages . Even though nominal rents are at their highest level ever, real rents have not

* regained their former peak reached in 1983. Rents have been increasing in both real and -
nominal terms since bottoming out in 1988 during the housing market collapse. From 1988 to
1994, nominal and real rents have risen at annual rates of 9.1 and 5.7 percent respectively.?

TABLE 2
Juneau Monthly Rents
1980-1994

Real
Real Senior Senior

Rent Rent Rents Rents

1980  $386  $599  $301  $467
1981 670 963 341 490
1982 698 950 360 490
1983 851 1,139 373 499

1984 735 546 425 552

1985 700 880 428 538
1986 594 731 440 542
1987 556 683 443 544
1988 526 644 428 524
1989 628 752 363 434
1990 716 813 461 523
1991 845 912 480 518

I3 848 506 528
1993 831 840  $547  $553
99 06 )

Sources:

1. Rent is Census median for 1980; 1981-1985 is an average of up to five listings
for two-bedroom units (heat excluded) of the character sampled by the American Chamber of
Commerce Researchers Association (ACCRA) for their Cost of Living Index; 1986-1994 is
the ACCRA Index's average two-bedroom price; 1986 is the average of the last two calendar
quarters; 1994 is the average of the first two quarters.

2. Senior Rents are the average rent per application submitted to the Department
of Community and Regional Affairs (DCRA) for equivalency payments
under the Senior Citizen Property Exemption as reported in"Alaska Taxable"
1981-1989; 1989-1993 figures provided by DCRA; 1993 is an estimate.

3. Real dollar amounts are the nominal dollar figures adjusted by the Anchorage CPI using the
December 1993 index of 132.8 as the base.

verage for two-bedroom apartments.
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A narrower source of rental data is the average rent per application submitted to the Alaska
Department of Community and Regional Affairs for rebates of a portion of the rent paid by
senior citizens under the Senior Citizens Property Tax Exemption Program's equivalency
payments. In 1993, the real average rents paid by such seniors just surpassed the previous
high established in 1984, After falling at an average rate of 4.8 percent per year from 1984 to
1989, real rents paid by seniors since then have risen at an annual rate of 6.1 percent. Table 2
and Chart 4 display the ACCRA and senior rental data. :
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Rents paid by senior citizens are lower than average rents for a number of reasons, namely;

household size is smaller; the McDowell survey for this study found an average
household size of 1.89 persons for respondents age 65 or over, versus an average
of more than 2.8 persons per household for all respondents;

the data for seniors represents actual rents paid; the ACCRA figures are rents
asked in newspaper advertisements; the advertised rent may be higher than the rent
agreed to and tends to be adjusted to changes in the market more rapidly than
rents on occupied units;

the DCRA renter rebate averages are skewed downward by applicants reporting
eligible Juneau rents for only part of a year and by the inclusion of trailer park
space rents by seniors owning trailers.

Thus, the ACCRA-based rents should be the better indicator of not only what the historical

trends in

rent have been, but also where the market would have been for rents paid for newly

constructed units.

-
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Multi-Family Building Permits

The first significant multi-family construction activity since 1984—1985 is currently taking
place. Projects that are subsidized from various sources are leading this so far modest revival.
This, along with the data on rents, implies that the economics of multi-family housing only

now are approaching their early 1980's footmgs Those footings propelled major additions to
the rental housing supply.

- CHART 5

New Multi-Family Units Authorized by Building Permits

Source: Engineering Department
City and Borough of Juneau
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Construction and Financing Costs
But a look at the costs of constructing and financing new multi-family housing suggests this

=

evival of multi- f&uh‘j construction may be overdue. The foliowing three tables present
measures of the historical real costs of multi-family construction and financing. Table 3 is
based on an index for construction costs of wood frame buildings in Juneau. The "real capital
cost index" in the table takes account of both the construction cost index and long-term

interest rates that would be paid to finance the construction at the time.
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TABLE 3

Real Multi-Family Housing Capital Costs
1983-1993

based on a Juneau construction cost index

. Real

National Juneau Area Juneau Real Juneau Juneau

Construction Modification Construction  Construction Capital

Cost Index Factor Cost Index CostIndex  Interest Rates Cost Index

1983 0.70 1.50 1.06 1.41 13.2% 1.87
1984 0.75 1.49 1.12 1.44 13.9% 2.00
1985 0.78 1.61 1.26 1.58 12.4% 1.96
1986 0.80 1.64 1.31 1.61 10.2% 1.65
1987 0.81 1.59 : 1.29 1.59 10.2% 1.62
1988 0.83 NA NA NA 10.3% NA
1989 0.85 1.54 1.31 1.56 10.3% 1.61
1990 0.89 1.54 1.38 1.56 10.1% 1.58
1991 0.93 1.51 141 1.52 9.2% 140
1992 0.94 1.51 1.42 1.49 | 84% 1.25
1993 0.96 1.47 1.41 1.43 - 7.3% 1.04

1994 1.00 1.47 1.47 1.47

Sources:

1. National Construction Cost Index is the inverse of the Building Cost Historical Index for wood frame
buildings as published in the "1994 National Building Cost Manual” by Craftsman Book Company,
Carlsbad, CA. :

2. Juneau Construction Cost Index is calculated by mulitiplying the National Construction Cost Index by the
Juneau Area Modification Factor, that also is published in the "1994 National Building Cost Manual”.

2. Real dollar amounts are calculated using the Anchorage CPI (all iterns, all consumers, not seasonally
adjusted, base year 1982 - 1984) using the December, 1993 index of 132.8 as the base.

3. Interest Rates are the annual national average of conventional 30-year fixed-rate residential mortgage rates
based on a weekly survey by Freddie Mac.

4. The Real Juneau Capital Cost Index is calculated as the annual payment required to amortize a loan
equal to the Real Juneau Construction Cost Index over 30 years at the mortgage interest
rate for the year, multiplied by a factor of ten.

Table 4 is based on an index for construction costs of wood frame buildings in Anchorage.
Nominal dollar costs are converted to real dollars in the table. Then, like Table 3, historical
residential mortgage rates for fixed-rate loans amortized over 30 years are applied to derive an
index that encompasses both construction and financing costs.
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TABLE 4
Real Multi-Family Housing Capital Costs
1980-1993
based on an Anchorage construction cost index

Real

Anchorage Real Capital

Comparative  Construction  Construction Interest Cost

Year Cost Multiplier ~ Cost Index Cost Index Rates Index
1980 1.41 0.71 1.10 13.8% 1.52
1981 1.34 0.74 1.07 16.6% 1.78
1982 1.30 077 1.05 16.1% 1.69
1983 1.20 0.83 112 12.2% 1.47
1984 1.13 0.89 1.14 13.9% 1.59
1985 113 0.89 1.11 12.4% 1.38
1986 1.15 0.87 1.07 10.2% 1.09
1987 1.15 0.87 1.07 10.2% 1.09
1988 1.13 0.89 1.09 10.3% 1.12
1989 1.12 0.90 1.07 10.3% 1.10
195G 1.9 0.92 1.04 10.1% 1.05
1991 1.08 0.92 1.00 9.2% 0.92
1992 1.06 0.95 0.9%9 8.4% 0.83
1993 1.03 0.98 0.5 7.3% 0.72

Sources:

1. Construction Cost Index is the inverse of the Comparative Cost Multiplier for wood frame
buildings for Anchorage with an October 1993 base as published by Marshall and Swift, October, 1993.

2. Real dollar amounts are calculated using the Anchorage CPI (all items, all consumers, not seasonally
adjusted, base year 1982 - 1984) using the December, 1993 index of 132.8 as the base.

3. Interest Rates are the annual national average of conventional 30-year fixed-rate residential mortgage rates
based on a weekly survey by Freddie Mac.

4. The Real Capital Cost Index is calculated as the annual payment required to amortize a loan
equal to the Real Construction Cost Index over 30 years at the mortgage interest rate for the year,
muitiplied by a factor of ten.

Table 5 contains the cost per square foot used to determine values for building permits issued
by the City and Borough of Juneau. The cost figure is for multi-family housing of wood frame
construction. Again, a capital cost index is derived from construction costs and interest rates.
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1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994

Sources:

TABLE 5
Real Multi-Family Housing Capital Costs
1980-1993
based on an Alaska construction cost index

Multi-Family  Real Multi-

Housing Family Real Multi-
Construction Construction : Family
Cost/Square  Cost/Square - Interest Capital Cost

Foot Foot Rates Index

13.8%
16.6%
$50.30 $68.47 16.1% 0.93
13.2%
13.9%
12.4%
10.2%
10.2%
51.50 63.04 10.3% 0.57
10.3%
10.1%
63.70 68.72 9.2% 0.56
8.4%
7.3%
$76.70 $76.70 8.5% 0.59

1. Multi-Family Housing Construction Cost per Square Foot is the cost index from "Building Standards”,

published by the International Council of Building Officials (ICBO), for wood frame apartment

construction, adjusted for Alaska.
3. Real dollar amounts are calculated using the Anchorage CPI (all items, all consumers, not seasonally
adjusted, base year 1982-1984) using the December, 1993 index of 132.8 as the base.
4. Interest Rates are the annual national average of conventional 30-year fixed-rate residential mortgage
rates based on a weekly survey by Freddie Mac, except 1994 which is the home mortgage rate for the week
ending April 22, 1994 as reported by the Federal Reserve.
5. The Real Multi-Family Capital Cost Index is calculated as the annual payment required to amortize a loan
equal to the Real Multi-Family Construction Cost per Square Foot, over 30 years at the mortgage Interest
Rate for the year, divided by a factor of ten thousand.

All three capital cost indices show a significant drop in such costs from peak years in the early
1980's—a 45 percent decline for the Juneau index, a 60 percent decline according to the
Anchorage index, and over a 36 percent decline based on the Alaska building permit index.
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The trend, if any, in construction costs alone is harder to perceive. Without the decline in
interest rates, the Juneau index registers a slight 4 percent increase in real construction costs
from 1983, the Anchorage-based index shows a drop of 10 percent from 1980, and the Alaska

index shows a 12 percent increase.

The Juneau index may be the best indicator of the historical trend in the cost to build and
finance multi-family housing in Juneau. It is not specific to multi-family housing, but it is
specific to Juneau.  The building permit index may be the next best index of Juneau multi-
family housing costs. It is specific to apartment buildings and may reflect data from areas in
Alaska outside Anchorage.' The Anchorage-based index may reflect a larger, more efficient,
and more competitive building industry than exists in Juneau or elsewhere in the state.

CHART 6

Juneau Real Multi-Family Capital Cost Index
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Construction Wages

The labor component of Juneau area construction costs certainly has declined since the early
1980's in real dollars. No particular trend is evident in terms of nominal wages. Table 6
indicates that the real average monthly wage in construction has dropped by over 28 percent
between 1981 and 1992. This drop is over three times the 9 percent drop in real average
wages for all Juneau workers during the same period. As of 1992, construction wages had

" fallen to a level only 14 percent above the average for all Juneau workers, from 45 percent
above in 1981. This decline in labor costs should be reflected in the three capital cost indices
just discussed. '

TABLE 6
Juneau Area Construction Wages

Average  Real Average
Construction Construction
. Monthly Monthly

Wage Wage
1981 $3,043 $4,375
1982 2,823 3,844
1983 2,857 3,824
1984 2,733 3,517
1985 2,602 3,269
1986 2,540 3,126
1987 2,658 3,267
1988 3,002 3,675
1989 2,744 3,285
1990 2,802 3,180
1991 2,683 2,895
1992 2,998 3,128
1993 $2,885 $2,915

Sources:
1. Average Construction Monthly Wage provided by Alaska Department
of Labor, Research and Analysis Section; 1993 is first three quarters only.
3. Real wages are the nominal dollar figures adjusted by the Anchorage CPI
(all itemns, all consumers, not seasonally adjusted, 1982-84 base) using the
December 1993 index of 132.8 as the base.
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CHART 7
Juneau Area Construction Wages
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Land Prices

Another major cost component of multi-family housing—land prices—appears to have
declined since the early 1980's heyday of housing construction, both in nominal and real
terms.> Land costs are not reflected in the three capital cost indices just discussed.

The limited number

sales sampies for each year shown in Table 7 limits the confidence in the degree of decline.
ome years, such as 1990 b

ps L P

of J
G0 in particular, seem ¢ statistical aberrations from any downward trend.

U’)W
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TABLE 7
Residential Land, Price per Square Foot

Median Land Price of ~ Real Vacant Real Median Land Price of
Vacant Land AHFC-Financed Single- - Land Sales AHFC-Financed Single-Family

.'Sales Price Family Residernices Price Residences
1983  $3.31 ' $4.43
1984 5.43 6.99
1985 2.76 3.47
1986  1.44 ‘ 1.78
1087 1.71 $2.94 2.1 $3.61
1988 1.21 2.04 1.48 250
1989 1.33 2.29 1.59 2.74
1990~ 3.65 2.40 4.14 _ 2.72
1991 117 272 1.26 294
1992 1.87 2.66 1.95 2.77
1993 1.83 $3.18 1.85 $3.21
1994  $2.46 $2.46

Sources:

1. Vacant Land Sales Price is the average of random samples of three sales each in R-7
and R-12 zoning districts for 1987 and prior years and three sales each in D-1and
D-5 zoning districts for 1988 and later years. Samples are from City Assessor's files.

2. AHFC prices from Research and Analysis Section, Alaska Department of Labor.

3. Real dollar amounts are calculated using the Anchorage CPI (all items, all consumers,
not seasonally adjusted, base year 1982 - 1984) using the December, 1993 index
of 132.8 as the base.

Financing costs are not attached to land costs for the purpose of developing an historical cost
index. In essence, the construction costs—which do have financing costs
attached—arbitrarily are viewed as the loan-to-value limit of debt financing. Even viewing
land as the equity contribution to a project, a more rigorous analysis would attach some
measure of opportunity costs or required return to the land as equity. A measure of
opportunity costs should show a declining pattern similar to the mortgage interest rates used
in Tables 3—5. This would accentuate the probable decline in real land costs.
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CHART 8
Residential Land Sales, Real Price per Square Foot
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Critical Obstacles to New Multi-Family Construction

The downtrend in capital cost indices and land prices, together with recently increasing real
rents, would suggest that renewed multi-family construction may be approaching the point of
ignition. The fact that Juneau is not yet there may be due to:

— rents below the level that will sustain the costs of developing and operating new
multi-family housing;

= higher per unit development costs due to regulations, even though general cost
trends have been down; such regulations include:

— lowering of allowable multi-family densities;
— more elaborate land development requirements; and,
— changes in building codes;

— changes in demand as a result of declining real wages;

— acautious outiook in the housing and lending industries, in contrast to the ebullient
expectations of the early 1980's.
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Probably all of these factors play a role. Rents have been trending-upward since 1988 and
appear to be continuing to increase. Apartment managers indicate that many multi-family
units have scheduled rent increases taking place as units become vacant or leases come up for
renewal. At a minimum, leases result in some lag in rent increases relative to market demand.
In at least some cases, the pace, if not the ultimate level of rent increases, is being held back
by owners who are reluctant to take advantage of the tight market. In a smaller community
such as Juneau, some owners seem to be sensitive to the burdens imposed by rent increases,
particularly in recognition of generally stagnant or declining incomes, and do not want to be
seen as gouging tenants. '

The last update of the Comprehensive Plan for the City and Berough of Juneau significantly
decreased the densities allowed for multi-family housing in the various zoning districts. With
sufficient land available to satisfy all foreseeable demand for new multi-family construction
sites, even at the lower permitted densities, the downzoning may be mainly a problem of
increasing the cost per unit. Some requirements for development of land (streets, curbs and
gutters, water, storm drainage, sewers, etc.) have increased since 1980, most notably, a
requirement for paved streets. Also, the city has dropped the Council of American Building
Officials (CABO) One- and Two-Family Dwelling Code, in favor of relying solely on the
Uniform Building Code. While the UBC covers both commercial and residential construction,
the CABO Code addresses only residential. As a result, CABO has less stringent
requirements that may save construction costs without jeopardizing health and safety.

The declining average real wages noted previously should mean that demand has shifted
towards less expensive multi-family housing. Significantly greater numbers of households may
be able to afford rental apartments only if they are subsidized. But this shift has not been
great enough to produce any significant multi-family vacancies, regardless of the rental rate.
Its effects may be apparent only in attempting to charge rents higher than current ones, if that
is required to make new multi-family housing feasible.

Table 8 and Chart 9 show that rent burdens have returned generally to the level of the early
1980's. Rents shown in the table are for two-bedroom units. They are used as a proxy for
average rents. Wages are the average for all wage earners, not just renters. Even with these
limitations, the historical data should provide a fairly accurate trace of relative changes over
time.

The data is less useful as a measure of absolute rent burdens at any one point in time. But, it
does suggest that rent alone, without consideration of utilities, approximates the 30 percent
burden on income that is considered the threshold of affordability. If so, there may be
difficulty in reaching higher rent levels. At the same time, the real rent being paid is below the
rents paid a decade ago.
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TABLE 8 _
Historical Rent Burdens

Real

Average Real
Real Monthly Rent

Year Rent  Wage Burden
1980  $599 $2,909 21%
1981 963 3,009 32%
1982 950 2,988  32%
1983 1,139 3,056 37%
1984 946 2917 32%
1985 880 2,884 31%
1986 731 2856 26%
1987 683 2,877 24%
1988 644 2,863 22%
1989 752 2,819  27%
1990 813 2,704 30%
1991 912 2716 34%
1992 848 2,736 31%
1993 3840 $2,661 32%

UL

Sources:
1. Real Rents from Table 2.
2. Real Average Monthly Wage from Table 1.

CHART 9
Real Rent Burden
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Even if current or increased rents would support new construction, concerns about the future
may hold back new investment in multi-family housing. Certainly, these are different times in
Alaska than were the early 1980's. With the reappearance of the capital move issue, the long
foretold secular downtrend in State oil revenues at hand, and uncertainty regarding local
mining projects, a potential apartment owner (or homeowner) could expect a reasonable
chance of depreciation in housing property prices over the foreseeable future, if not minimal
appreciation. As a result, fewer persons want to own housing properties even if they could
currently cover the costs of doing so. To the extent local residents shy away from home
ownership, demand is keener and rents higher for rental housing. The same clouds on the

horizon make lenders averse to making or offering attractive terms on housing

loans

Gaad.

Lenders

also are twice shy as a result of being stung by overbuilding and the crash in the real estate

market in 1986.

Current Housing Squeeze

Regardless of the cause, the lag of housing construction behind a resurgence in population has
literally squeezed more people into less space per capita, as well as having squeezed out
almost all vacancy in the market. Total housing units of all types actually decreased slightly -
from 10,572 in 1987 to 10,538 in 1992, while population increased 14.6 percent. In 1993,
housing units increased 2.7 percent. The result has been that persons per housing unit
increased from 2.36 in 1987 to 2.72 in 1992.4
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4 Persons per household would be a different measure that reflected vacant units. It would be a higher figure, though
not much higher given the current low vacancy rates.
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Sources:

' Year
1970

1980

1987
1988
1989

1990
1991

1992
1993

TABLE 9

Persons per Housing Unit

Population
13,520

19,528

24,966
24,655
25,100
26,751
27,647
28,621
28,791

Persons

per

Persons per

Housing - Housing Rental
Unit Household

Units
4,527

7,533

10,572
10,537
10,505
10,493
10,451
10,538
10,821

299

2.59

2.36
2.34

2.80

2.14

2.39

2.55
2.65
2.72
2.66

2.07

1. Population from 1970, 1980 and 1990 Census; Research and Analysis Section of the
Alaska Department of Labor; and City and Borough of Juneau for 1993.

sing Units and Persons per Rental Household from Community Development
Department, City and Borough of Juneau and 1970 and 1980 U.S. Census.

r
~. 110U,

Multi-family vacancy rates have been right around one percent from 1990 to date.
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II. Current Juneau Housing Market
' Rental Housing Affordability |
- Juneau Household Survey Findings

The Juneau Household Survey conducted by the McDowell Group for this study offers
~ information for assessing what Juneau households can afford to pay for housing and what the
burdens of their actual housing costs are.

Affordability

Table 10 and Charts 12 and 13 show that there is a large disparity between what renters can
afford and the costs of multi-family housing. Affordable housing costs generally are
considered to be no more than 30 percent of a household's monthly income. For renters,
monthly housing costs consist of rent and utilities.

There is a significant shortage of units with rent and utilities costing less than $625 a month.
While Table 10 shows that 44.0 percent of Juneau households can afford rents and utilities of
more than $625 a month, the corollary to that is that 56.0 percent can afford housing costs of
only $625 or less a month. But, less than ten percent of multi-family units—8.7 percent—
have costs of less than $625 per month. Only at rental housing costs above $750 per month,
are there more units competing for renters than there are renters competing for units.
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TABLE 10 '
Multi-Family Households' Affordable Housing Costs and Multi-Family Units' Costs

Cumulative Cumulative
Affordable Monthly Rental Rental Multi-Family = Multi-Family
Housing Costs ~ Households Households Units Units
0 -$ 250 19.8% - 100.0% _
$250 - 375 19.8% 80.2% 0.2% 0.2%
375 - 500 6.6% . 60.4% 0.7% 1.0%
500 - 625 . 9.9% 53.8% 7.7% 8.7%
625 - 750 6.6% 44.0% 18.5% 27.2%
750 - 875 7.7% 37.4% 30.0% 57.2%
875 - 1,000 7.7% 29.7% 23.6% 80.8%
1,000 - 1,125 1.1% 22.0% 11.5% 92.3%
1,125 - 1,250 4.4% 20.9% 6.6% 98.9%
1250 - 1,375 3.3% 16.5% 0.0% 98.9%
1,375 - 1,500 313% 12.2% 1.0% 99.9%
1,500 - 1,750 3.3% 9.9% 0.1% 100.0%
1,750 -$2,000 3.3% 6.6% 100.0%
$2,000 or over 3.3% 3.3% 100.0%
160.0% 100.0%

Sources:

1. Rental Households from Juneau Household Survey prepared by the McDowell Group for this stud
affordability defined as housing costs less than or equal to 30 percent of monthly income;
distribution by affordable housing cost brackets based on respondents only. Rental
Households are apartment residents only.

2. Mult-Family Units based on the multi-family housing inventory survey conducted by Thomas P. King
& Associates for this study plus the Senior Citizens Support Services, Inc. project under
construction and Housing First's planned Douglas project; distribution based on respondents only;
the distribution of rents was shifted upwards by one bracket to allow for $125 per month of utility expenses.

The housing costs in Table 10 and Charts 12 and 13 include $125 for monthly utilities
expense. If anything, this is a conservative estimate. The Juneau Household Survey
conducted by the McDowell Group for this study found that amrtmem renters had average

utility expenses of $140 per month.

=

=

D
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CHART 12

Multi-Family Households' Affordable Housing Costs and Multi-Family Units' Costs
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Factoring the assumed utilities costs of $125 out of the affordable monthly costs, the

percentages in Table 10 would indicate that almost half~—46.2 percent—of renter households
can afford units renting for no more than $375 per month. Yet, there are almost no units
available—only a cumulative 1.0 percent of multi-family units—within this rental price range.
Almost two-thirds—62.6 percent—of renters can afford rents of no more than $625, but even
at this rent level, only a little over one-fourth of the existing multi-family units fall within the

means of some of these renters.
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CHART 13
Cumulative Distribution of
Multi-Family Households' Affordable Housing Costs
and Multi-Family Units' Costs

750 000 Cumulative Multi-Family Households
’ 1,250 Cumulative Multi-Family Units

1,500 $2.000

Affordable Monthly Housing Costs

The preceding discussion compared what multi-family households could afford to what is
available on the market. Specifically, it compared what households living in dwellings with
three or more housing units could afford, with the rent and utilities costs of all multi-family
units, regardless of which households actually occupied which units. For this comparison to
represent the actual housing cost burdens of households, the least expensive units would have
to be occupied by those with the least income. This might be seen as an optimal distribution
of multi-family units.

But, the distribution of units need not necessarily be in accord with what households can
afford. Table 11 and Chart 14 compare the actual housing cost burdens of all renters, both
households living in apartments as well as in single-family, duplex, and all other types of
housing. The table and chart reflect the housing cests of each household for the unit in which
they actually are living.
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Annual Household
Income
0 -$10,000
$10,000 - 15,000
15,000 - 20,000
20,000 - 25,000
25,000 - 30,000
30,000 - 35,000
35,000 - 40,000
40,000 - 45,000
45,000 - 50,000
50,000 - 55,000
55,000 - 60,000
60,000 - 70,000
70,000 -$80,000
$80,000 or over
All Renters

Sources:

1. All figures based on data from the Juneau Household Survey conducted by the McDowell Group for this study.
2. Households are all renters, regardless of type of housing rented, e.g. single-family, duplex, apartment.
3. Distribution of Renter Households by Annual Household Income based on respondents only.

TABLE 11

Renters in Housing beyond their Means

Renter
Households
13%
15%
6%
9%

100%

Households Paying  Households Paying

More than 30% of = More than 50% of
Income for Housing  Income for Housing
86% 64%

88% 47%

71% 0%

60% 10%

70% 10%

55% 0%

36% 0%

0% 0%
29% 0%
0% 0%
0% 0%
0% 0%
0% 0%
0% 0%
51% 17%

As can be seen in Table 11 and Chart 14, about seven out of eight households with income
below $15,000 pay more than 30 percent of their income for housing. Households earning
below $15,000 constitute 28 percent of all renters. Around half of such households pay more
than 50 percent of their income on housing. Only for incomes above $35,000 does one find a
majority of households with housing costs below 30 percent of their incomes. Considering all
renters, slightly over half have housing costs exceeding 30 percent of their income and 17

percent of all renter households pay more than 50 percent of their income for shelter.
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National Comparisons

National comparisons also indicate that Juncau has a serious affordability problem. The 1992
per capita income for Alaska was 111 percent of the national average’. But, construction

costs for Juneau were 151 percent of the national average as indicated by the Area
Modification Factor in Table 3. Also, the ACCRA Cost of Living Index for housing showed
Juneau at 147.5 percent of the index's 300 city average for the fourth quarter of 1993. The
Runzheimer Living Cost Standards showed Juneau housing at 126.4 percent of the standard
city for December 1993.6 This marked disparity between housing costs and incomes suggests
that Juneau has a long way to go before housing will be as affordable, at least for local
residents, as it is in the rest of the country.

6 The ACCR

R iIT SRR LE

sis, U.S. Department of Commerce, Sepiember 1953, page

oAt

d Runzheimer indices are from "Alaska Economic Trends”, Research and Analysis Section, Alaska
h )
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Affordability as a Proxy for Price Elasticity of Demand

If housing is as tight as current market conditions indicate, why don't rents rise enough to
provide the necessary incentive for more construction? The fact that they haven't raises
suspicions that renters simply can't afford to pay more. Demand for rental housing may be in
a range that can be said to be price elastic.” Price elasticity of demand measures the
percentage change in demand resulting from a given percentage change in price. Generally,
demand for housing is thought to be rather inelastic with respect to prices. That is, the basic
need for housing generally outweighs the price of housing.

The schedule of Affordable Monthly Housing Costs in Table 11 provides a rough way to look
the price elasticity of demand for multi-family housing. In this case, the change in the
Cumulative Rental Households (able to afford a given level of housing costs) shown in the
table is the change in demand and the change in the Affordable Costs can be taken as the
change in price. The use of this schedule to measure price elasticity of demand assumes that
households will pay no more than 30 percent of their income for housing.

It would be nice if this assumption reflected the real world, but it does not. As the preceding
discussion demonstrates, households will and do pay far more than 30 percent of their income
for housing. The divergence from this social goal is frequent and far enough that regression
analysis reveals no significant statistical likelihood of households limiting their payments for
housing to 30 percent of their incomes.

Only a rough picture of price elasticity of demand can be garnered from the data in Table 11.
The preponderance of renters at lower income levels, and the already great cost burdens they
bear for housing, suggests that the demand for rental housing may be relatively elastic at
current rent levels. This means that a given percentage increase in rents could cause a greater
percentage decrease in multi-family demand. People may be likely to move in with friends or
relatives; leave town, or look at buying a condominium or house.

The price elasticities calculated from Table 11 change from inelastic (less than 1.0) to elastic
(more than 1.0) above $875 per month for housing costs. This is close to the current average
$849 housing cost for renters obtained in the McDowell Juneau Household Survey ($684 for
rent and $165 for utilities).

This suggests that rents may be stuck below levels that would provide a large inducement to
build new rental housing. Efforts to raise rents may reduce landlords' net income, as increased
vacancies more than offset increased rents from occupied units.

7 Price elasticity is measured as the percentage change in demand divided by the percentage change in price. An elastic
demand with respect to price would have a price elasticity greater than 1.0, i.e. a given percentage change in price
would produce a larger percentage in demand. Similarly, an inelastic demand has a price elasticity less than 1.0,
meaning that a given percentage change in price will produce a smaller percentage change in demand.
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Ordinarily, with an elastic demand, landlords could increase their income by reducing rents.
This would produce a relatively greater increase in demand that would more than offset the
reduction in rents. But in Juneau's situation, there are essentially no vacant units to
accommodate the increased demand. Construction of new units to absorb increased demand
may not be able to pay for themselves. But even if they would, fears of future vacancies may
limit developers or investors' desires to build more housing.

Income Elasticity of Demand

Table 11 offers no information about the income elasticity of demand, i.e., the change in
demand given a change in household incomes. The use of a constant percentage (30 percent)
of income to tally the number of households that can afford a given level of housing costs
assumes that the income elasticity of demand is 1.0. If a household's income increases X
percent, Table 11 assumes that what the household can and would spend for housing aiso
increases X percent. The result is that what households can and would spend for housing
always remains at 30 percent of income.

Need by Number of Bedrooms

As discussed in Chapter III of the Juneau Housing Demand Forecast, the existing stock of

multi-family units does not match what renters feel they need in terms of number of bedrooms.

Chart 15 compares the stock with what renters feel they need.

CHART 15
Multi-Family Housing Bedrooms Available and Needed

[ | Multi-Family Housing

50% 1 .
° T 44% 43% 45% Stock

|
! Renters' Needs

Percent of Multi- 25%

Family Units 1
13%
L
Oor1i 2 3or
more
Number of Bedrooms

Even though there is a relatively greater percentage of efficiency (0-bedroom) or one-
bedroom units than desired and a relative shortage of two- and especially three-or-more-
bedroom units, it may be that households are less able to afford the larger units.

Juneau Multi-Family Housing Market Analysis Page I - 42



Affordability by Number of Bedrooms

It is possible to use data from the Juneau Household Survey to distinguish the affordability of
rental units according to the number of bedrooms in the units. The previous discussion under
Rental Housing Affordability compared the cost of multi-family units against what households
living in apartments could afford. In this section, the costs of multi-family units by number of
bedrooms are compared to what households living in all types of rental housing, and needing
the specified number of bedrooms, can afford.?

From Tables 12-14, it can be determined that units with larger numbers of bedrooms are
progressively less affordable by the households that would need them. The percentage of
units with the requisite number of bedrooms that are affordable to roughly half of the
households needing them declines from 17.0 percent of the efficiency or one-bedroom units,
to 10.3 percent of the two-bedroom units, and to a bare 3.9 percent of the three-or-more-
bedroom units.

There are no efficiency or one-bedroom units with costs below $250 per month, no two-
bedroom units with costs below $500 per month, and no three-or-more-bedroom units with
costs below $625 per month. Yet, 19.4 percent of the households needing efficiency or one-
bedroom units can afford no more than $250 a month, 30.3 percénf of the households needing
two-bedroom units can afford no more than $500 a month, and 39.1 percent of those needing
three-or-more-bedrooms cannot afford more than $625 a month.

8 The number of rental households needing a specified number of bedrooms is based on the distribution of bedrooms
for all households according to the number of persons in the household. This same bedroom distribution by number of
persons is applied to a distribution of rental households' incomes by number of persons to determine the number of
rental households needing a given number of bedrooms and how much they can afford.
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TABLE 12 _
One-Bedroom Multi-Family Units
Renters' Affordable Costs and Existing Units' Costs

: Cumulative One-Bedroom Cumulative One-
Affordable Monthly Rental Rental Muiti-Family  Bedroom Multi-

Housing Costs Households Households Units Family Units
0 $ 250 19.4% 100.0%
$ 250 - 375 12.6% 80.6% © 05% 0.5%
375 - 500 5.9% 68.1% 1.5% 2.0%
500 - 625 11.1% 622% 150% 17.0%
625 - 750 9.4% 51.0% 28.3% 45.3%
750 - 875 6.8% 41.7% 41.0% 86.2%
875 - 1,000 14.0% 349% 93% 95.6%
1,000 - 1,125 32% 209% 1.1% 96.7%
1,125 - 1,250 4.1% 17.7% 29% 99.6%
1,250 - 1,375 4.0% 13.6% 0.0% 99.6%
1,375 - 1,500 3.0% 9.6% 0.4% 100.0%
1,500 - 1,75 2.2% 6.6% - 100.0%
1,750 $-2,000 2.8% 4.3% 100.0%
$2,000 or over 1.5% 1.5% 100.0%
100.0% 100.0%

Sources:

1. Rental Households are those requiring one bedroom. This was determined by applying the
distribution of one-bedroom units by number of persons in the household for ali
households to the distribution of Affordable Monthly Housing Costs by number of
persons in the household for ali rental households. These distributions are from the
Juneau Household Survey prepared by McDowell Group for this study. Affordability
is defined as housing costs less than or equal to 30 percent of monthly income.
Distributions are based on respondents only.

2. Mutlti-Family Units based on the multi-family housing inventory survey of rents prepared by
Thomas P. King & Associates for this study plus the Senior Citizens Support Services, Inc.
project under construction and Housing First's planned Douglas project; distribution
based on respondents only; the distribution of rents was shifted upwards by one bracket
to allow for $125 per month of utility expenses.
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Affordable Monthly
Housing Costs
0 $ -250
$ 250 - 375
375 - 500
500 - 625
625 - 750
750 - 875
875 - 1,000
1,000 - 1,125
1,125 - 1,250
1,250 - 1,375
1,375 - 1,500
1,500 - 1,750
1,750 $-2,000
$2,000 or over

Sources:

TABLE 13 ‘
Two-Bedroom Multi-Family Units
Renters' Affordable Costs and Existing Units' Costs

Rental
Households

10.9%
15.4%

4.0%

8.8%
7.8%
9.8%
11.5%
2.1%
7.5%
6.9%
3.1%

44%

4.6%
34%

100.0%-

Cumulative
Rental

Two-Bedroom

Households  Multi-Family Units

" 100.0%
89.1%
73.7%
69.8%
61.0%
53.2%
43.5%
32.0%
29.8%
224%
155%
12.4%

8.0%
3.4%

0.2%
10.1%
13.2%
51.9%
16.5%

5.5%

0.0%

2.2%

0.4%

100.0%

Cumulative
Two-Bedroom
Multi-Family
Units

0.2%
10.3%
23.6%
75.4%
91.9%
97.4%
97.4%
99.6%
100.0%
100.0%
100.0%

1. Rental Households are those requiring two bedrooms. This was determined by applying the
distribution of two-bedroom units by number of persons in the household for all
households to the distribution of Affordable Monthly Housing Costs by number of
persons in the household for all rental households. These distributions are from the

Juneau Household Survey prepared by McDowell Group for this study. Affordability

is defined as housing costs less than or equal to 30 percent of monthly income.

Distributions are based on respondents only.
2. Multi-Family Units based on the multi-family housing inventory survey of rents prepared by
Thomas P. King & Associates for this study plus the Senior Citizens Support Services, Inc.
project under construction and Housing First's planned Douglas project; distribution

based on respondents only; the distribution of rents was shifted upwards by one bracket
to allow for $125 per month of utility expenses.
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_ TABLE 14
Three-or-more-Bedroom Multi-Family Units
Renters' Affordable Costs and Existing Units' Costs

Cumulative
Cumulative  Three+ Bedroom Three+ Bedroom
Affordable Monthly Rental Rental Multi-Family Multi-Family
Housing Costs Households Households Units Units .
0 $ -250 8.2% 100.0%
$ 250 - 375 . 15.5% 91.8%
375 - 500 7.4% 76.3%
500 - 625 8.0% 68.8%
625 - 750 7.9% 60.8% 3.9% 3.9%
750 - 875 7.5% 53.0% 32.9% 36.7%
875 - 1,000 11.0% 45.5% 31% 39.8%
1,000 - 1,125 2.8% 34.4% 37.1% 76.9%
1,125 - 1,250 7.1% 31.6% 23.1% 100.0%
1,250 - 1,375 7.3% 24.4% 100.0%
1,375 - 1,500 5.0% 17.1% 100.0%
1,500 - 1,750 3.8% 121% 1006.0%
1,750 $-2,000 3.4% 8.4% 100.0%
$2,000 or over 5.0% 5.0% 100.0%

...
=3
S
=
=N

1. Rental Households are those requiring three of more bedrooms. This is based on applying
the distribution of three-or-more-bedroom units by number of persons in the household for
all households to the distribution of Affordable Monthly Housing Costs by number of
persons in the household for all rental households. These distributions are from the
Juneau Household Survey prepared by McDowell Group for this study. Affordability
is defined as housing costs less than or equal to 30 percent of monthly income.
Distributions are based on respondents only.

2. Multi-Family Units based on the multi-family housing inventory survey of rents prepared by
Thomas P. King & Associates for this study pius the Senior Citizens Support Services, Inc.
project under construction and Housing First's planned Douglas project; distribution
based on respondents only. The distribution of rents was shifted upwards by one bracket
to allow for $125 per month of utility expenses.
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Charts 16 through 18 help depict the affordability versus stock relationships by number of
bedrooms. Chart 16 compared to Chart 17 shows that one-bedroom units are spread across a
wider range of costs than two-bedrooms which are highly concentrated around $1,000 per
month. The bimodal distribution (two peaks) of costs for three or more bedrooms seen in
Chart 18 is due to subsidized rents. Chart 18 shows the shortcomings of what may be the
program or policy limits of subsidized housing. The subsidies still don't push costs down
within reach of a large bulk of the rental population.

- CHART 16
Distribution of
Affordable Housing Costs for Rental Households' Needing 1 Bedroom
and Multi-Family 1-Bedroom Units’ Costs
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CHART 17
Distribution of
Affordable Housing Costs for Rental Households' Needing 2 Bedrooms
and Multi-Family 2-Bedroom Units' Costs
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CHART 18
Distribution of
Affordable Housing Costs for Rental Households' Needing 3 Bedrooms
and Multi-Family 3-Bedroom Units' Costs
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The three-dimensional cumulative affordability charts, Charts 19 through 21, graphically show
the movement to the right of the supply of rental housing on the cost scale, as the number of
bedrooms increase. A smaller and smaller proportion of households are left in the charts, as
bedrooms increase, that can afford the available units.

CHART 19
Cumulative Distribution of
Affordable Housing Costs for Rental Households' Needing 1 Bedroom
and Multi-Family 1-Bedroom Units' Costs
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CHART 20
Cumulative Distribution of
Affordable Housing Costs for Rental Households' Needing 2 Bedrooms
and Multi-Family 2-Bedroom Units' Costs

750 Households Needing 2 Bedrooms
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CHART 21
Cumulative Distribution of
Affordable Housing Costs for Rental Households' Needing 3 Bedrooms
and Multi-Family 3-Bedroom Units' Costs
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The charts illustrate the difficulty of increasing rents above their current levels. Further
movement to the right of the cumulative supply curve would leave very little of the rental
supply within the means of households. Table 15 compares the point at which demand shifts
from inelastic to elastic with the current level of housing costs and availability, based on a 30
percent affordability criterion.

TABLE 15
Thresholds of Elasticity and Units above Threshold

Threshold Existing Units  Current Total
of above Rent for Monthly = Monthly
Bedrooms Elasticity Threshold New Unit Expenses Cost
1 $750 54.7% $650 $140 $790
2 875 76.4% 850 140 990
3 $1,000 60.2% $1,000 $140 $1,140

Sources:
1. Threshold of Elasticity and Existing Units above Threshold calculated from Tables 12 through 14.
2. Current Rent for New Unit from Thomas P. King & Associates survey of existing multi-family housing
conducted for this study, based on survey results for newer units.

3. Monthly Expenses from 1994 Juneau Household Survey conducted by the McDowell Group for this
study.

With a majority of existing units already above the estimated point at which demand becomes
elastic, it is unlikely that rents would rise a lot higher. Yet, the estimated costs to renters for
new rental housing are all in the range where demand may be elastic. If the rents shown are
required for new construction to pencil out, a project might run a significant risk of default.
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IIl. Future Juneau Multi-Family Housing Market Conditions

The Juneau Housing Demand Forecast estimates the demand for additional housing units
based on projected changes in population. It does not estimate the effect of the projected
demand for housing units on the price of housing. Nor does it provide any indication of
whether additional supply will be forthcoming to meet the projected demand.

Analysis of the historical relationships between population, rental prices, and supply provides

. the basis for a simple model of the Juneau multi-family housing market. The model can
provide some insights about the possible future conditions of Juneau's multi-family housing
market.

Theoretical Basis for a Multi-Family Housing Market Model

Demand for multi-family housing not only determines how intensively existing housing will be
utilized, but also plays a key role in how much new multi-family housing will be built. To
understand these relationships, it is necessary to distinguish between the demand for multi-
family housing structures and the demand for multi-family housing services. Demand for
multi-family structures comes from the lessors—developers or investors seeking to own the
buildings as profitable investments. Demand for multi-family housing services comes from the
lessees—persons or households seeking to rent a portion of the buildings for living
accommodations.

Demand for multi-family buildings is a function of the stream of net operating income (NOI)
that can be generated over time by renting the units in the structure, plus or minus any gain or
loss that would be expected on sale of the property.® The supply of new multi-family housing
is a function of the costs of constructing and financing new buildings. Landlords or
developers will buy or build multi-family housing when the net operating income (NOI) from
the property (rent minus operating expenses) exceeds their cost of capital (interest on
borrowed funds plus foregone investment income on the equity they chip in), if they can count
on the price of the structure not to fall.10

9 A more exact specification of demand would express NOI and gains and losses in terms of expected present value.
Supply would be specified also in terms of the present value of costs of construction and financing. These concepts are
omitted from the discussion for the sake of simplicity.

10 If there were no risk of depreciation in the price of structures, owners would not need to repay principal on borrowed
funds or provide for extraction of equity. In reality, there are a multitude of risks that require that NOI be sufficient to
recover not only principal to be paid to lenders, but to provide some cushion in NOI above that level.
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In the short run, the supply of structures is pretty much fixed. Thus, changes in demand for
rental housing will be reflected largely in changes in the rental price, and possibly vacancy
rates. A short-run increase in rental prices or occupancy rates, due to a surge in population
for example, can increase the NOI for owners of multi-family housing. This would increase
the price of multi-family structures and serve as a signal for possible construction of additional

multi-family housing.

The level of rents and vacancy rates link demand for rental housing to the demand for
structures because they are main ingredients in a property's NOI. But rents and vacancy are
not the whole story. Capital costs of supplying additional housing and expectations about
appreciation or depreciation in the price of the structure are also critical.

Demand by renters for the service that multi-family buildings provide, i.e., their use as rental
housing, is a function of price (rent), renters' income and wealth, and demographic factors.
The demographic determinants include population, household size, and household
composition (family structure and age of members). The Juneau Housing Demand Forecast
prepared by the McDowell Group for this study estimates demand based on population and
certain special cases regarding household composition (mining construction workers, seasonal
employment with the Legislature and in the tourism industry).

Specification of the Model by Regression Analysis

Using data for the period from 1981 to 1992, an analysis was performed of the relationship
between rental prices and several factors that might be expected to explain rental price
changes. These factors included vacancy rates, average wages, and population.

The result was a simple regression equation describing Juneau's multi-family housing demand.
The equation is:

R; = $755 + $3,033[(Py/P;.1)-1]

where, R = the real rental price in 1993 dollars in year i;
P; = population in year i; and,
P;_1 = population in year i-1.

This equation says that the level of real rent will be a function of the percentage change in
population from the prior year, expressed as a decimal fraction, i.e., 1% = 0.01. In this case,
rents are those for two-bedroom apartments of the kind used in the ACCRA index.
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The equation explains 63 percent of the annual variation in real rental prices. The coefficients
are significant at the 99.8 percent confidence level. Statistical details are provided in
Appendix A. No other equations tested approached this equation in terms of statistical
quality.!! '

~ Supply

The relationship between multi-family building permits and several factors that might be
expected to explain changes in multi-family housing starts also was analyzed. These factors
included rents, vacancy rates, land costs, capital costs, and assessed values of multi-family
properties. ’

The result of the analysis was a simple regression equation describing Juneau multi-family
housing supply. The equation and its estimated coefficients are:

Uj= -706 + 1.006(Ri) - 132(Di)
where, Uj = the number of multi-family units authorized in year i;
Rj = the real rental price in year i, '
Di =0 if Ri < $800 per month; or,
=1 if Ri =2 $800 per month.

This equation explains 77 percent of the annual variation in multi-family building permits
authorized. The coefficients are significant at the 98.6 percent level. Statistical details are
provided in Appendix A. No other supply equations tested approached this equation in terms
of statistical validity.

If we assume no construction occurs when real rents are below $800 per month, the supply
equation becomes:

U; =R - 838.
This says two things:

e real rents in 1993 dollars probably have to be above $838 per month for two-
bedroom apartments to trigger new multi-family construction; and,

e the number of new multi-family units constructed each year when real rents are
above $838 is likely to be one unit for every dollar that real rents exceed $838.

If we now substitute the demand equation for R; into the supply equation for Uj, we have:

U; = 755 + 3,033(P/P;_-1) - 838, or
U; = 3,033(Py/P;.1-1) - 83.

11'n the case of vacancy rates, the absence of data for the early 1980's may have been the reason no valid relationship
was found.
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This equation leads to the following conclusions, when real rents are above $800:

e construction of new multi-family units is likely to occur, other things being equal,
when population increases by more than 2.7 percent (83/3,033) from the prior
year;

® an additional 30 units of multi-family housing can be expected, other things being
equal, for each 1.0 percent increase in population in excess of an annual rate of 2.7
percent.

The Model
Taken together, the demand and supply equations:

R;=$755 + $3,033(Py/P;.1-1)
Uj = 3,033(Py/P;_{-1) - 83

constitute a simple model that provides estimates of rental prices and new multi-family
construction. Although this is a static model, it is useful for illustrating some of the dynamics
of the market. Following a simple example illustrates how changes in population can push up
rents in the short run, eliciting an increase in supply that, according to the coefficients of the
equations, leads to a decrease in rents that shuts off further construction, in the absence of
further population increases.

For example, assume that rents are $800 and that population increases 4.0 percent in one year.
According to the equations, real rents would increase to $876 and construction would begin
on 38 new multi-family units. If population holds steady thereafter, then real rents would fall
to $755 a year later and no further multi-family housing starts would take place.

This model is only the roughest approximation of reality. It essentially abstracts from or holds
constant many real world variables, such as vacancy rates, costs of developing new multi-
family housing, prices of alternative types of housing, and expectations about the future.
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Implications of the Model
Three of the most pertinent conclusions to be drawn from the model are:

e rents, which for two-bedroom units are about $850 currently, appear to be in the
range that some, but not a lot, of new multi-family construction should ensue;

® based on the Juneau Housing Demand Forecast estimated need for an additional
242 multi-family units through 1995 over and above those planned or in-progress,
rents for two-bedroom units might have to be $1,080, compared to current levels
of $850 to $950 to fully meet pent-up demand;

e the current level of rents may be holding back the floodgates of new construction
because they offer only limited profitability for investments in multi-family housing;
and,

® at the same time, multi-family housing investments face substantial risk from
possible declines in population, as well as other factors.

This one element of risk can be quantified by the potential change in rental prices due to
changes in population, as specified by the model. The model suggests that in the absence of
population increases, rents would settle at around $755 after supply has adjusted to the
stabilized population. This level may be valid only in the presence of more normal vacancy
rates. The demand equation says that real rents would be likely to decline about $30 for each
1.0 percent decline in population. A 4.0 percent decline in population, such as that
experienced during the worst year following the mid-1980's real estate and oil crash, could
cause rents to drop $120. If this occurred when supply was in balance with demand at rental
prices of $755, the population decline could send rents as low as $635 in 1993 dollars. This is
essentially the level that real rental prices sank to at their nadir in 1988. '

One implication of this seems to be that a successful program to stimulate enough multi-family
construction to bring vacancy rates to 5.0 percent may create the potential for large drops in
rents if population stops growing or falls. Current two-bedroom rents of $850 to $950 might
slide back to $755 with ample vacancy rates and a stable population. Past history has
demonstrated that rents can go as low as $644 with a major slippage in population. More
calamitous falls in population than previously experienced are within the realm of possibility.

The fear of this happening, even with the current absence of vacancy in the market, may be as
great a check on investors and lenders as the marginal profitability that current rents may
afford. The potential magnitude of Juneau population declines from events such as a capital
move or serious retrenchment in State employment as Prudhoe Bay winds down could be
significantly greater than the example given of 4.0 percent. While the surplus of housing and
cheap rents would be a boon to renters, the possibility of population crash stands as a serious
obstacle to creation of additional multi-family housing.
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Large price movements are characteristic of rental markets subject to large swings in
population. The volatility of rental prices is a result of two things:

— the short-run fixed supply of housing; and,
— the capital intensi\}e nature of providing rental housing services.

The biggest proportion of costs are in creating the housing, not in operating it. This leads to a
high proportion of fixed costs as opposed to vanable costs. In a situation of falling demand,
competitive forces can cause rents to fall as low as variable costs. Below that level an .
apartment building would lose less money by shutting down. On the upside, the costs of
producing and operating new multi-family housing can place a ceiling on rents over time. But
lags in developing, financing, and constructing new projects can allow sharp increases in rents
in the short run.
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IV. The Mortgage Market
The Primary Mortgage Market

A mortgage is a transfer of an interest in real property that secures a payment of debt. Loans
secured by mortgages are created in the primary mortgage market. This origination of
mortgage loans is provided by mortgage lenders. Mortgage lenders include:

- commercial banks

— - savings and loans

- savings banks

- mortgage bankers or companies.

Multi-family rental housing properties of five or more units are produced and owned as
income-producing property. Mortgage loans on such housing are referred to as commercial
multi-family mortgage loans. One- to four-family housing is usually produced and owned
primarily for owner-occupancy. Mortgage loans on one- to four-family housing are called
residential mortgage loans. The market for commercial mortgages differs from that for
residential mortgages in many ways.

For construction of new multi-family housing, there normally are two types of mortgage loans
made—a construction loan and a long-term loan. Often, the long-term loan is referred to as
the permanent, or term, financing or loan.

Forward Commitments

The long-term loan may also be referred to as the take-out loan or financing if the long-term
lender makes a commitment to provide the long-term financing before completion of
construction. Such a commitment may be referred to as a forward commitment. The
borrower and construction lender would prefer to have the take-out financing in place before
the construction lender makes the construction loan, all else being equal. Commitments, of
course, cost money. The greater the risks entailed in the commitment, the greater the
commitment fee will be.

Rate-Locks

The long-term lender's commitment may or may not include a commitment as to the interest
rate, often called a "rate-lock”. The availability of a rate-lock may be critical to a mortgage
lender's willingness to make a construction loan, at least on the basis of the long-term lender's
terms and conditions. Of course, a fee would be charged by a long-term lender for a rate-
lock.
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Rate-locks cover the risk that an adverse movement in interest rates might jeopardize the debt
service coverage ratios required by the take-out financing source. Uncovered construction

loans would leave a mortgage lender two unpalatable alternatives in the event of an adverse
movement in interest rates:

1. If the lender originates the long-term loan at current market rates, the mortgage lender
. would be forced to hold the long-term financing. Lenders have limits on their appetite
for long-term real estate loans. They also would be especially loathe to take on loans
that are underwritten on the longer maturities of the take-out financing.

2. The alternative would be to write the loan at the interest rate necessary to meet debt
service coverage required for take-out financing. Then, the mortgage lender would be

forced to take a loss on placing the loan with the take-out lender in order to provide
the take-out lender with a current market rate.

As a practical matter, mortgage lenders that are willing to hold the permanent loans deal with
the interest rate and other risks by underwriting uncovered construction loans on the basis of
the bank's long-term lending guidelines. This provides a greater equity cushion for the lender
and avoids commitment fees. Then, if permanent financing is placed with a secondary market
source, the loan will be re-underwritten to that source's terms and conditions. This results in

the return of some of the borrower's equity.

Note that the lack of a forward commitment with a rate-lock can create two major obstacles
to financing multi-family housing:

1. if the mortgage lender is unwilling to risk having to hold the mortgage loan, no loan
will be made; and,

2. the financing may require inordinate amounts of equity because the lender may be
willing to hold a loan, but only one that is underwritten on the bank's terms and
conditions, not the secondary market's.

A mortgage lender aiternatively can cover the interest rate risk with a rate-lock or by hedging
mortgage rates in the futures or op‘ ons market. Fees for these methods of hedging can be
very expensive, as much as 3 percent of the amount hedged. Such fees could be just as

detrimental to project economics as the interest rate risk they seek to avoid. Even if the fee is
tolerable, the state of the development of futures and options contracts and markets make this
avenue an imperfect hedge at best. Besides, many depository financial institutions do not have
the expertise to carry out hedging in the financial markets. A very few firms manage interest
rate risk on mortgage originations for lenders on contract. The only one identified in the
course of this study!? currently hedges only residential mortgages.

alifornia
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Lease-Up Risk

Coverage ratios also could be jeopardized by other risks. Lease-up risk could imperil
occupancy levels necessary to reach the required debt service coverage. This level could be
different from the occupancy level typically included as a specific requirement of the take-out
commitment. Lease-up risk sometimes is dealt with by either extending the construction
loan's maturity to encompass the lease-up period or writing what's called a minipermanent or
"miniperm" loan that specifically covers the lease-up period. ' '

Other Risks

Failure to operate rental apartments within budgeted expenses can also jeopardize coverage
ratios. But with knowledge of the market and experience with borrowers, mortgage lenders’
main wild card is often the interest rate risk.

Still, there are other risks that could invalidate a forward commitment, such as:

— failure to complete construction and get required approvals, such as the certificate
of occupancy, within the commitment period;

— - failure to construct units according to plans or specifications, or standards that
might be stipulated.in the commitment;

— violations or laws, codes, ordinances, or environmental rules;

— cost overruns resulting in the mortgage lender increasing the construction loan
beyond the amount contained in the commitment; and,

— adverse changes in the borrower's financial situation.

Invalidation of a commitment sometimes may stem from a lack of liquid funds on the long-
term lender's part. Changes in mortgage market prices and rates also may affect the
desirability to the long-term lender of fulfilling the commitment. These are not reasons that
are included in commitments as escape clauses. But, in such cases, the long-term lender
usually can find some technical violation of the conditions of the commitment to invalidate
it.13

Primary Mortgage Market Players

Commercial banks are the biggest source of construction financing. Chart 22 shows the
percentage of 1993 multi-family construction loans originated by various mortgage market
participants.

13 "Construction Lending", Henry S. Kesler and R. Lynn Tucker, pp. 238-239; from Financing Income-Producing Real
Estate, Second Edition; Eric Stevenson, Editor; Mortgage Bankers Association of America, 1988.
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CHART 22
1993 Multi-Family Construction Loans
Percent of Dollar Amounts Originated

W Banks 88.0%

B Savings & Loans 43%

[ State & Local Housing Finance Agencies 3.5%
Savings Banks 2.7%

O miMA/Freddie Mac 1.1%

Source: "Survey of Mortgage Lending Activity', HUD, 12/93

Chart 23 shows mortgage lenders' 1993 shares of the market for origination of long-term
mortgage loans. Commercial banks and savings and loans are the main long-term multi-family
housing mortgage lenders. For moderate-sized multi-family housing projects in Alaska that
are not targeted toward lower-income tenants, mortgage bankers would be the next most
important source of long-term loan originations. Only large multi-family loans, generally in
the tens of millions of dollars, are originated directly by life insurance companies and the
government-sponsored agencies FNMA and Freddie Mac. State and local housing finance
agencies generally originate mortgages for affordable housing. Savings banks are regionally
important in origination of long-term mortgages in the northeastern part of the United States.
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CHART 23
1993 Multi-Family Long-Term Loans
Percent of Dollar Amounts Originated

B8 Banks 61.4%

M Savings & Loans 20.8%

Bl Life insurance Companies 5.0%

[J Savings Banks 3.8%

B State & Local Housing Finance Agendies 3 3%

O PNMA/Freddie Mac 3.1%

| Mortgage Companies 2.6%

Source: "Survey of Mortgage Lending Activity”, HUD, 12/93

The Secondary Mortgage Market

Mortgage lenders may either retain long-term mortgage loans as assets in their investment
portfolios or sell them in the secondary mortgage market. Savings and loans and, to a lesser
extent, banks may retain some mortgages as investments. Mortgage bankers or mortgage
companies sell all the loans the make. Chart 24 displays the holdings of multi-family mortgage
loans by various mortgage market participants at the end of 1993.
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CHART 24 _
Holdings of Multi-Family Mortgages
December 31, 1993
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Freddie Local insurance  Pools MBS Funds Companies
Mac/ Housing Companies Conduits
RTC Agencies

1

Source: "Survey of Mortgage Lending Activity”,
HUD, 12/93

Loans may be sold as whole loans, participations, or mortgage-backed securities. A whole

loan sale transfers all ownership interest and all documents related to a loan or pool of loans.
A participation transfers only a portion, usually 90 percent, of a loan or pool to another party.
The retention of a minor portion by the lender helps assure the purchaser of the quality of the

loan and, as a matter of practice, avoids the transfer of most documents.
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Mortgage-Backed Securities (MBS's)

A mortgage-backed security (MBS) is a debt instrument which relies on the cash flow and, if
need be, the liquidation value of a mortgage loan or pool of mortgage loans for paying the
principal and interest on the debt. Investors purchase MBS's because of their:

— liquidity—they can usually be traded readily in the securities markets at their
market value;

— efficiency—ownership is evidenced by a certificate or book entry, avoiding transfer
of documents;

— diversification—risk may be spread by a pool across more than one mortgage,
lender, or local economy; and,

— credit enhancement—rvarious means exist to insure the MBS holder against default
by the issuer of the MBS.

For depository financial institutions, holding mortgages in the form of MBS's guaranteed by a
federally-sponsored agency—FNMA, Freddie Mac, or GNMA—helps them meet regulatory
requirements regarding their level of capital. See the discussion under Banks in Chapter V.

Secondary Mortgage Market Players

The secondary mortgage market consists of investors or financial intermediaries that buy loans
from mortgage lenders. To some extent, primary market lenders may buy loans in the
secondary market to bolster their investment portfolio, obtain servicing income, or assemble a
pool of mortgages of sufficient size to form securities. But, the majority of loan sales in the
secondary market are to investors, or to financial intermediaries which package the loans into
securities for subsequent sale to investors.

Investors in multi-family mortgage loans or securities backed by multi-family mortgage loans
include:

— federal (FNMA/Freddie Mac) and state credit agencies
— life insurance companies;

— pension funds

— individuals; and,

— real estate investment trusts (REIT's).

REIT's are trusts or corporations electing REIT tax status. They are granted conduit tax
treatment as long as they invest only in real estate. Like a mutual fund, the trust or
corporation can avoid taxation by passing its income on to shareholders. REIT's may make
mortgage loan or equity investments, but for tax purposes they must be "passive" lenders or
investors which do not actually manage the businesses they invest in.
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The attractions of securitization of mortgages have led mortgage lenders and financial
intermediaries to also take on a significant investor role in the secondary market. They buy

MBS's for their investment portfolios. Often lenders may buy back the same security created
from a pool of mortgage loans that they sell to a financial intermediary.

The main financial intermediaries in the mortgage market are the entities that issue MBS's.
These include: '

— FNMA;

— Freddie Mac;

— private conduits; and,

~ mortgage lenders that issue MBS's.

Private conduits are associations between mortgage market participants that gather mortgage
loans and package them into MBS's. They typically might include a mortgage banking firm as
issuer of the MBS, correspondent relationships with other mortgage lenders which originate
loans and sell them to the mortgage banker, and an investment banking firm which
underwrites and markets the MBS on Wall Street to investors.

Because of the advantages of MBS's, mortgage sales in the secondary market have been
shifting to the packagers of loans for MBS issuance. Chart 25 gives a peek at the importance
of MBS's in the current mortgage marketplace. The amounts shown for purchases by
mortgage pools are mortgages packaged into MBS's during 1993. Almost all of the amounts
shown for private MBS conduits and a large amount of purchases by other players, especially
FNMA and Freddie Mac, are ultimately destined to be packaged as MBS's.
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CHART 25
1993 Purchases of Multi-Family Mortgage Loans

4 - Source: "Survey of Mortgage Lending Activity”,
- HUD, 12/93
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V. Multi-Family Housing Financing Sources

Multi-family housing financing sources are grouped under two headings—affordable housing
financing sources and market rent housing finance sources. The affordable housing sources
have set-aside requirements that dedicate a certain number of a project's rental units to lower-

-income persons and limit the rent which can be charged for those units. Market rent sources
have no such requirements.

Affordable Housing Financing Sources

Alaska Housing Finance Corporation (AHFC)

In addition to its multi-family housing programs, AHFC has a Special Housing Fund which
may be used in conjunction with any other AHFC program. It also serves as the sole funding
source for AHFC's Loans to Sponsors program, the only AHFC program funded entirely from
the Special Housing Fund. The Special Housing Fund is used to make concessions in loan
terms or credit requirements as necessary to provide a reasonable expectation of loan
repayment. The fund is available for use by for-profit as well as non-profit sponsors, in the
case of rental projects. The money in the fund comes from the arbitrage AHFC earns.!4

The Special Housing Fund is tapped on a first come, first serve basis by the programs eligible
to use it. The pool currently has a balance of about $20 million, of which about $12 million
has been committed. About $7.5 million of the commitments were made in response to the
two applications received to date for the Loans to Sponsors program. That program began
about a year and a half ago. Appendix B contains management guidelines for the Special
Housing Fund.

By virtue of AHFC's statutory charter, AHFC financing programs must be targeted toward
lower- to moderate-income families. All existing AHFC multi-family programs are for
affordable housing. They are described in the following subsections.

14 Arbitrage earnings are the amounts AHFC earns by charging a higher rate of interest on its loans than the rate paid
on its bonds.
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Multi-Family, Special Needs & Congregate Housing Loan Program -

Under this program AHFC offers mortgage loans for multi-family housing!’ to both for-profit
borrowers as well as non-profit and other borrowers. Other borrowers include regional
housing authorities, Alaska native corporations, municipalities, and State or municipal
agencies. This is a direct lending program. Loan application is made to AHFC which
originates the loan. Loans are serviced by banks.

The loan terms and conditions cited below are those which generally would be applicable for
new multi-family construction under current Juneau market conditions. See Appendix B for a
full statement of the program's terms and conditions. Forward commitments, with the lending
rate to the borrower locked-in, are available under the program. There is a 1.5 percent
commitment fee, refundable if the loan is made.

TABLE 16
AHFC Multi-Family, Special Needs, & Congregate Housing
Loan Terms and Conditions '

For-Pfoﬁt Borrower Non-Profit/Other Borrower

Loan-to-Value (term loan) 85% no limit (acceptable risk)
Amortization period 30 years max 30 years max
Debt service coverage I.15 1.15
Loan fee
first $1,000,000 1.00% .500%
next $4,000,000 0.75% 375%
next $10,000,000 0.50% 250%
next $15,000,000 0.25% 125%
Servicing fees
loans < $1 million .250% .250%
loans > $1 million 125% 125%

Interest rates (fixed) (rates as of 5/31/94)

Tax-exempt 6.929% 6.929%
Taxable 8.969% 8.969%

Set-aside requirements

M s o = &EN07
20% of units for incomes < 50%

20% of units for incomes < 50%

Rent restriction

of area median or 40% of units
for incomes < 60% of median

30% of 50% or 60% of median
income for family size figured
@ 1.5 persons/bedroom

of area median or 40% of units
for incomes < 60% of median

30% of 50% or 60% of median
income for family size figured
@ 1.5 persons/bedroom

1> Loans are also offered for special needs (elderly, disabled, mentally ill, homeless, or transitional) and congregate
services (housekeeping, meals, counseling, job training, medical care, or child care) rental properties under more

liberal terms than muiti-family properties.
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AHFC's lending rate will be the tax-exempt rate, except in the case of acquisitions without
substantial rehabilitation by for-profit borrowers. The lending rates are generally tied to the
Bond Buyer Weekly 25 Revenue Bond Index in the case of the tax-exempt rate and the 30
year U.S. Treasury bond rate for taxable rates. A spread over these indices is maintained to
cover AHFC's cost of funds (relative to the indices) in the bond market as well as its
administrative costs. Servicing fees as shown in Table 16 are added to the interest rate

charged the borrower.

The FY 1994 median income limits for the Juneau borough are:

TABLE 17
FY 1994 Juneau Median Income Limits

lPerson  2Person  3Person  4Person  SPerson  6Person ZPerson 8 Person

Median Income $42,400 48,500 54,500 60,600 65,400 70,300 75,100 $80,000
Limits
60% of median 25,440 29,100 32,700 36,360 39,240 42,180 45,060 - 48,000
50% of median $21,200 24,250 27,250 30,300 32,700 35,150 37,550 $40,000

‘These limits permit maximum rents as shown in Table 18 for the rent-restricted units in a
project. The maximum rents are calculated by a formula based on an assumed number of
persons per bedroom as shown in the table and on median incomes. Maximum rents charged
are not tied to the actual number of persons in a unit or their actual incomes.

TABLE 18
Restricted versus Market Rents
Rents
Bedrooms Persons 50% of Median 60% of Median Market

0 1 $530 $636 | $600

1 1.5 568 681 650-700
2 3 681 817 850-900
3 45 $787 $945 $1,000

Note that two of the allowed rents are above the market as shown by the boxes in the table.
This suggests that projects meeting the lower-income criteria of this and other programs with
similar affordability guidelines may have better odds of being financially feasible. Depending
on the configuration of bedrooms in the units, a project might have to give up very little in
restricted rents, yet receive significantly better financing terms.
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Low-Income Housing Tax Credit Program

This program is a source of equity for new construction, acquisition of properties (10 years or
older) with rehabilitation, or just rehabilitation. The properties generally must be rental
properties, but can be of any housing type (single-family, multi-family, single room occupancy,
etc.). The program provides federal income tax credits that may be used by the developer to
reduce federal taxes. More commonly, the credits are sold to other persoris or entities with
federal tax liabilities to raise funds for a developer's required equity contribution to a project!®.
Both for-profit and non-profit!? developers can participate in the program.

To be eligible for the tax credits, a project must meet the same unit set-aside and rent
restriction requirements as contained in AHFC's Multi-Family, Special Needs & Congregate
Housing Loan Program. These requirements must be met for a minimum of 30 years.!8

The tax credits are provided to a project in equal annual amounts over a period of ten years.
The annual tax credits generally will be in an amount whose total present value over the ten
years is the lesser of:

[a—

the unfunded project costs (i.e., the difference between the project costs and any
loans, equity contributions, grants, etc.); or,

2. 30 percent or 70 percent of the project's qualified basis!®, for projects with or
without federal subsidies respectively; federal subsidies for this purpose inciude
Farmers Home Administration, HUD, or tax-exempt financing.

In essence, the first limitation says that the amounts received by the project from the sale or
use of the tax credits cannot exceed the amount needed to complete the project financing.

The second limitation generally is calculated as 30 percent or 70 percent of actual depreciable
construction (or rehabilitation) costs20 for the project multiplied by the smaller of the floor
space percentage or unit percentage attributable to set-aside rent-i ebtmted units.

16 A purchaser of the tax credits must take an ownership interest in the project. This requires the formation of a
partnership, joint venture, corporation, or other entity as owner that includes the purchaser of the credits. A limited
partnership is the most common form used. Structuring ownership and a tax credit sale is usually accomplished by
brokers that arrange sales to large corporations, banks, trusts, or foundations.

17 Non-profit sponsors of projects would sell the credits since they would have no income tax liabilities.

18 This is accomplished through S!gmno an Extended- Use Agrccment that 1s recorded as a restrictive covenant to the

years if necessary to make the property salable; but, to be competitive, an appncatmn needs to exiend the iow-income
use commitment to 30 years to get the maximum 9 points under one of the selection criteria for this program.

19 This limitation is based on a federal formula calculation of present vaiue. The present value as calculated by the
formula is not necessarily the same as the value that can be realized by sale or use of the credits. However, the U..S.
Treasury adjusts the formula's discount factors on a monthiy basis. Thus, the formula's present value should track
changes in interest rates and approximate the value that would be received by sale or use of the credits.

20 A project's pro rata share of developer and builder profits and overhead is included in the basis. But limits do or ma
apply to certain costs, namely:

!

i. deve!ope profit and overhead in excess of 15 percent of totai development costs must be justified;

=3

an
(o34

continued ext page
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The State of Alaska is allocated a limited amount of tax credits each year, to be further
allocated to projects by AHFC. The State's amount is based on a formula of $1.25 per
person. For 1993, Alaska's allocation was approximately $733,750. Ten percent of the state
cap must be reserved for projects with non-profit housing organization sponsors. '

Each calendar year's allocation, as further allocated to projects, applies to each taxable year in
the ten year periods. Thus, the 1993 allocation will permit a total of $7,337,500 of tax credits
to be taken over the allowable ten year periods. At a 10 percent interest rate, the present
value or market value of this stream of tax credits would be roughly $4,500,000. Thus, each
year's allocation can support roughly six times as much project equity. At an assumed 70
percent loan-to-value ratio, each year's Alaska allocation could complete the financing for
projects costing approximately $15,000,000 in total.

Selection of projects to receive allocations by AHFC involve a two-stage ranking process. To
be considered, a project must receive a minimum of 25 points in the first stage, out of a
possible 55 points that could be awarded for a Juneau project. The criteria and points for this
primary evaluation in Juneau's case would be:

. Points

1. greater set-asides than required for tenants below 50% of median income 16
2. low-income use commitment beyond 15 years 9
3. accessibility to special needs populations 5
4. public housing waiting lists 5
5. local government/community participation 5
6. need for low-income housing in the area 15

Total 55

Projects with more than 25 points are then evaluated against five other criteria and ranked by
total points. AHFC in its discretion may award tax credit allocations out of rank order, based
on the size of a requested allocation or a project's feasibility. In recent years, there have been
projects qualifying in total for more dollars than are available. Those at the funding margin
may downsize or phase their project, get in line for a national pool of unused allocations from
other states, or look to the next year.

Projects receiving tax credits face substantial on-going compliance monitoring requirements.
The monitoring is to assure adherence to the set-aside, rent restriction, and other
commitments and annually confirm the qualified basis based on actual use of the project. For
the owner, it involves record-keeping on use, number of occupants, rents, and vacancies by
unit and annual certifications of income for low-income tenants.

2. builder/contractor profits and overhead are each limited to 10 percent of construction costs; and,
3. per unit development costs in excess of maximum FHA 221 (d)(3) mortgage limits must be justified.
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Fees for the program are as follows:

TABLE 19
" Low-Income Housing Tax Credit Program Fees
Fees ' .For-Profits Non-Profits
Application $1,000 $500
Project review & allocation
1-10 units .5% of 10 year credit 5% of 10 year credit
(maximum $20,000) (maximum $10,000)
11+ units 1% of 10 year credit 1% of 10 year credit
(maximum $20,000) {(maximum $10,000}
Annual compliance monitoring $20 per low-income unit $20 per iow-income unit
(maximum $1,000) {maximum $1,000)

See Appendix B for a full statement of the program's terms and conditions.

Loans to Sponsors Program

This 1s not a commercial multi-family housing program. Rather, it provides financing for one-
to four-family housing. All units must be occupied by persons of low or moderate incomes,
both owners and any renters. The low- to moderate-income requirement is defined for this
program as 100 percent or less of the HUD area median income. Any housing in Juneau
financed under this program must be owner-occupied.

The program works by AHFC making a loan at 0 percent interest for a term of up to 35 years
to non-profit corporations, regional housing authorities, municipalities, or State or municipal
agencies, referred to under the program as "Sponsors". The Sponsors then loan the funds for
housing construction, acquisition, or improvement, but not refinancing. The loans bear a
nominal interest rate sufficient to cover the Sponsor's administrative costs and funding of a

loan loss reserve.

For CBJ to use this program, voter approval would be required. The program requires AHFC

loans to be general obligations of the Sponsors, even though the first source of repayment i

[§

the payments from borrowers on the mortgage loans made by the Sponsors.
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The program would require CBJ to develop and maintain loan origination, servicing, .
collection, credit counseling, and administration functions. Some of these functions could be
contracted out. The management burden for a single-family—fourplex loan program would be
significantly greater than a commercial multi-family housing (five or more units) loan program
that provided the same number of units. There would be a greater number of loans and more
severe collection problems as indicated by AHFC's requirement that the Sponsor have in place
a credit counseling function. The very low interest loans oblige the Sponsor to exercise
greater due diligence to avoid potential abuses. For example,the financial benefits could be
funneled to persons other than a borrower through inflated construction costs or housing
purchase prices. ‘

The ability to offer substantial assistance to potential homeowners and the more dispersed
nature of the housing that would be provided under the program would be the main benefits of
the program.

1994 HOME Rental Housing Development Program

This is an AHFC program funded from the HUD HOME Investment Partnership Program.
Under the AHFC program, $1,300,0007! is available for rental housing outside Anchorage.
Program funds may be used for:

— new construction; .
— acquisition of vacant structures and land: or,
— reconstruction, or moderate or substantial rehabilitation.

Assistance may be provided to both non-profit or for-profit sponsors in the form of:

— Interest-bearing loans;

— non-interest-bearing loans;
— deferred loans; or,

— grants.

The program has unit set-asides for very low-income families and rent limitations that must be
maintained for specified numbers of years (20 years in the case of new construction). Davis-
Bacon wages are required for projects of 12 or more units. Selection of projects is based on
competitive evaluation of all proposals submuitted by a deadline. The 1994 program had a
proposal deadline of June 10, 1994. New funding and awards in subsequent years would be
made as long as Congressional appropriations are forthcoming and development of new rental
housing continues to be an identified need in the State of Alaska "Comprehensive Housing
Affordability Strategy" prepared annually by AHFC. See Appendix B for a more complete
description of the program.

21 A total of $2,200,000 is available, but $900,000 is set-aside for Community Housing Development Organizations
(CHDO's).
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U.S. Department of Housing and Urban Development (HUD)

HUD is no longer a significant financing source for multi-family housing. Three programs
that formed the bulk of HUD's financing for public and private multi-family housing are not
being funded for new construction:

. 1. under the Public Housing Development program, grants to public housing
authorities are limited to replacement of public housing projects that are being
demolished or sold;

2. the Section 8 Lower-Income Rental Assistance program, and its predecessor
Section 101 Rent Supplements, that provided project-based payment of a portion
of lower-income families' rents is no longer available for new construction or
substantial rehabilitation;

3. the Section 236 Interest Supplements on Rental And Cooperative Housing
Mortgages that subsidized interest rates on mortgages down to 1 percent for
multi-family housing for low-income tenants is no longer active.

In Alaska, HUD programs are administered by the Public Housing Division of AHFC. They
were formerly administered the Alaska State Housing Authority before its merger with AHFC.

HUD has two active programs of rental assistance for very low-income families (incomes not
exceeding 50 percent of the area median income). Under both programs, tenants are free to
choose their own rental units in any type of housing.?? Under the Section 8 Rental Certificate
Program, 15 percent of the assistance can be allocated on a project basis for either new
construction or rehabilitation. AHFC's current policy is to allocate all Rental Certificates on a
tenant basis. AHFC typically receives $9.8 million each year for the Section 8 Rental
Certificate Program.

The majority of HUD's currently active programs for multi-family housing are mortgage
insurance programs for projects undertaken by for-profit, non-profit, or public sponsors.
These are discussed under FHA Mortgage Insurance in Chapter VL

ection 8 Rental Voucher Program there no limits on the rent a tenant pays, although the rental assistance

he S
from HUD is fixed. The Section 8 Rental Certificaie Program has iimits on the rent that can be paid.
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HUD currently offers development funding for new construction only under Indian Housing
programs and two other programs for elderly and disabled persons. The elderly and disabled
programs are:

1. Section 202 Supportive Housing for the Elderly; this program provides capital
advances to non-profits for development of rental housing with supportive services
for the elderly; the advance is interest free and repayment is not required so long as
the housing remains available for very low-income elderly persons for at least 40
years; the advance is based on the operating cost per unit (exclusive of debt
service) minus the rent charged to tenants;

2. Section 811 Supportive Housing for Persons with Disabilities; this program
provides capital advances, on the same basis as the Section 202 program, for rental
housing with supportive services for disabled persons.

HUD's Indian Housing programs are open to Indian Housing Authorities (IHA's) established
under tribal law and the Native regional housing authorities established under Alaska statutes.
Funding of applications occurs annually based on the amount of funds available and local
housing needs. Funding has been in the neighborhood of $35 million to $40 million annually
for Alaska. Funds can be allocated at HUD's discretion between two active programs:

1. the Mutual Help Homeownership Opportunity Program provides funding to
develop and operate housing leased to lower-income families with an option to
purchase; this program accounts for approximately 93 percent of Indian Housing
developed in Alaska; and,

2. the Indian Rental Program provides funding to develop and operate housing rented
to very low-income families; tenants pay 30 percent of their adjusted gross income
as rent.

Federal Home Loan Bank (FHLB)

The Federal Home Loan Bank System was created by Congress in 1932 to provide savings
and loan institutions with a source of liquidity during the Depression. The System's regulatory
function, previously exercised by the Federal Home Loan Bank Board, has been stripped
away. But, the System's twelve regional banks continue as a source of funds available to
savings and loan's and other member financial institutions.
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One of these regional System banks, the Federal Home Loan Bank of Seattle, has three
affordable housing programs available through member financial institutions. Member
institutions in Alaska include:

—  Alaska Federal Savings and Loan

— 1Ist Bank

— National Bank of Alaska

— Key Bank .

— Mt. McKinley Mutual Savings Bank
— Northrim Bank.

Larger member institutions in Seattle include:

— Continental Savings Bank

— West One Bank

— U.S. Bank of Washington

— Washington Federal Savings
— Washington Mutual.

Affordable Housing Program (AHP)

This program offers to member institutions targeted grants for construction, rehabilitation, or
purchase of owner-occupied or rental housing. Rental projects require a 20 percent set-aside
of units for very low-income households (incomes 50 percent or less of the area median).
Projects can be sponsored by for-profits, non-profits, or government organizations.

Grants must be approved by FHLB of Seattle. They are awarded on a competitive basis
among applications submitted by lenders on behalf of targeted borrowers. In 1994, FHLB of
Seattle has $10.7 million to award. Grants may be used to meet borrower equity
requirements, buydown interest rates, cover closing costs, or other uses approved by FHLB.
The buydown of interest rates on a loan funded from an FHLB advance can be between 100
and 500 basis points.

Community Invesiment Program (CIP)

Under this program, FHLB advances funds to member institutions to lend for affordable
housing and community development. Rental projects funded from this source must limit
tenants to families with incomes at or below 115 percent of area median income. Funds may
be used for new construction, rehabilitation, purchase, or, if necessary to preserve housing as
affordable, refinancing. Funds may also may be used to purchase bonds or mortgage-backed
securities representing interests in loans that could be funded directly with CIP advances.
Loans may be made from these moneys to for-profits, non-profits, or governmental
organizations.
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The advance to the lender is at the FHLB's cost of funds. This is 20 to 35 basis points below
FHLB's regular advances. Terms may be from one to 30 years. Principal may be paid by the
lender at maturity or amortized, most likely on an amortization schedule matching loans made
under the program. Underwriting terms are determined by the lender.

FHLB has $250 million available under this program on a continuous basis. See Appendix C
for a more complete description of program guidelines.

The Challenge Fund

This program has $100,000 available for recoverable grants of up to $10,000 to cover
predevelopment costs for affordable housing. Owner-occupied or rental housing serving
households with incomes at or below 80 percent of the area median are eligible. Projects may
include construction, rehabilitation, or purchase.

The grants can pay for such expenses as land options, purchase escrows, professional fees
(appraisal, environmental, architectural, etc.), sponsor salaries, or other FHLB approved uses.
Matching grants are required from the lender in the form of forgiven financing fees, donations
of services, or cash. If a project is developed, the grants are repaid to FHLB.

Federal National Mortgage Associaﬁon (FNMA or Fannie Mae)

FNMA is a private corporation. At its origin in 1938, it was a federally-owned for-profit
corporation created by FHA to establish a national market in mortgage loans. Today, its
stock is publicly traded on the New York Stock Exchange. It retains some vestiges of its
federal origins, including a $2.25 billion line of credit with the U.S. Treasury and appointment
of 5 of its 15 board members by the President of the United States.

FNMA is restricted to investing in mortgage loans benefiting low- to moderate-income
households. For multi-family housing, the maximum loan amount per housing unit for
mortgages purchased by FNMA is limited to 125 percent of the Section 207(c)(3) limits of the
National Housing Act, or 240 percent of the 207(c)(3) limits for high cost areas. Alaska is a
high cost area. The current statutory limits for Alaska are:

TABLE 20
FNMA Multi-Family per Unit Loan Limits

Bedrooms Walk-up Building Building with Elevator
0 $73,008 $84,240
1 80,870 94,348
2 96,595 115,689
3 119,059 144,892
4 $141,984 $163,828
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Fannie Mae Multi-Family Forward Commitment Product

FNMA will purchase multi-family mortgages from FNMA-approved lenders on special terms
for projects that meet the same unit set-asides and income restrictions as the Low-Income
Housing Tax Credit Program. FNMA will commit to provide the permanent financing for
such projects in advance of construction. A rate-lock is available, if desired. But, the forward
commitment is still subject to certain lease-up and other requirements that must met before
FNMA will take delivery of the mortgage and consummate the purchase. If the lease-up
provisions are not met, FNMA may re-underwrite the loan for a reduced amount or reject it.

FNMA may purchase the loans for cash or in exchange for mortgage-backed securities
(MBS's) issued by FNMA. MBS's are marketable debt securities of FNMA that use
mortgages purchased by FNMA as collateral.

FNMA buys loans from lenders which are approved by FNMA as either DUS (Delegated
Underwriter/Servicer) or Prior Approval lenders. DUS lenders, unlike Prior Approval
lenders, may commit FNMA to purchase mortgages.

The loan terms and conditions for this FNMA product cited below are being revised. FNMA
announced on March 15, 1994 that it will undertake major new affordable and special housing
-initiatives during the next seven years, doubling its mortgage purchases compared to the last
seven years to $1 trillion . The new initiatives include $50 billion for affordable rental
housing. See Appendix D for a fuller statement of the product's terms and conditions as they
currently stand. Appendix D alse lists FNMA DUS and Prior Approval lenders.
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TABLE 21

FNMA Multi-Family Forward Commitment Product

Loan amount
Lease-up
Forward commitment
Loan-to-Value limits
1st mortgages
Ist & 2nd mortgages
Amortization period
Debt service coverage
1st mortgages
Ist & 2nd mortgages
Loan fees due FNMA from lender
Transaction
non-bond structures
bond structures
Commitment :
Standby (cash purchase only)
Forward
Rate-lock ‘
Construction review
Prior Approval lenders
DUS lenders
MBS guaranty
Prior Approval lenders
DUS lenders
MBS pool
MBS legal
Servicing
Prior Approval lenders
DUS lenders

Interest rates (includes servicing fees)

Tier 1 (LTV 80%, coverage 1.15)
Tier 2 (LTV 75%, coverage 1.25)
Tier 3 (LTV 65%, coverage 1.35)

Recourse to lender
DUS
Prior Approval
Assumable
Set-aside requirements

Rent restriction

$1 million to $10 million or per unit max
- 90% economic occupancy for 90 days
yes

80% of value based on actual (including restricted) rents
combined 90% of value based on market rents
: 25 years

$5,000
$10,000

1.0%, refundable on purchase -
1.0%, refundable on purchase
based on yield curve and forward commitment period

$10,000
$3,000

100 basis points
75 basis points
greater of $1,000 or 1 basis point
up to $40,000 + expenses

12.5-25.0 basis points
50-75 basis points
(15 year term, 30 year amortization, fixed rates
as of 6/1/94)
10.375%
9.925%
9.700%

yes
no
yes, with fees
20% of units for incomes £ 50% of area median or 40%
of units for incomes < 60% of median

" 30% of 50% or 60% of median income for family size

figured @ 1.5 persons/bedroom
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Federal Home Loan Mortgage Corporation (FHLMC or Freddie Mac)

Freddie Mac was created by Congress in 1970. Its purpose is to provide a secondary market
for all mortgage lenders. It originally served as a secondary market for savings and loan's and
was first capitalized by a sale of shares to the 12 district banks of the Federal Home Loan
Bank system. . ’

Today, Freddie Mac is a publicly traded corporation on the New York Stock Exchange. Itis
tax-exempt?? and is authorized to seek to have its debt guaranteed by the Federal Home Loan
Bank, which it has not done to date. These provisions are part of the reason for the

corporation’'s Aaa/AAA rating and ability to raise funds in the debt markets at rates close to
U.S. Treasury securities. '

Freddie Mac has the same statutory limits as FNMA on multi-family mortgage amounts per
unit. The statutes permit multi-family limits for Alaska, as a HUD-designated high cost area,
at up to 240 percent of the National Housing Act Section 207(c)(3) limits. But Freddie Mac
in its discretion has set the limits for such high-cost areas at 192 percent of the Section
207(c)(3) limits. The current Freddie Mac statutory limits for Alaska are:

TABLE 22
Freddie Mac Multi-Family per Unit Loan Limits

Bedrooms Walk-up Building Building with Elevator
0 $58,406 $67,392
1 64,696 75,478
2 77,276 92,551
3 95,247 ' 115,913
4 $113,587 $131,062

Freddie Mac Program Plus Pilot

Under its Program Plus Pilot, Freddie Mac will purchase multi-farmily mortgages on properties
with 50 percent or more of the units meeting affordable housing criteria. The projects must
have 20 or more units. Freddie Mac will purchase the loans from either Program Plus
Seller/Servicers or approved Multifamily Seller/Servicers in the Western Region of the
company. Program Plus Seller/Servicers are Freddie Mac-approved multi-family lenders.
Freddie Mac purchases multi-family loans that do not meet affordable housing criteria only
from its Program Plus Seller/Servicers. See Appendix E for a list of Program Plus
Seller/Servicers.

23 Freddie Mac is exempt from corporate income taxes, but its debt is not tax-exempt, i.¢., the recipient of interest on
its debt is subject to income taxes.
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The main drawback of Program Plus Pilot acquisitions is that forward commitments that
would encompass construction periods are not available. The program's commitments allow
only 30 or 60 days to deliver the mortgage loan to be purchased by Freddie Mac. Freddie
Mac currently is attempting to develop a forward commitment option for both its affordable
and market rent multi-family mortgages purchases.

TABLE 23

Freddie Mac Program Plus Pilot

Loan amount
Loan type
Lease-up
loans < $1 million
loans > $1 million
Forward commitment
Loan-to-Value
no credit enhancement
25% top loss 2nd from 3rd party
Amortization period
Debt service coverage
1st mortgages
1st & 2nd mortgages
Loan fees due from lender
Interest rate

Recourse to lender

Assumable
Set-aside requirements

Rent restriction

$500,000-$20 million or per unit max
whole loans only

breakeven for 90 days
90% economic occupancy for 90 days
no

60%
85%
up to 30 years for new construction

1.25 for new construction, 1.2-1.25 with credit enhancement
1.15
none

fixed, varies with maturity & project quality,
e.g., 30 year maturity @ 30 year Treasury + 3.0%-5.0%
none
once, with Freddie Mac approval, after 7-10 years
20% of units for incomes < 50% of area median or 40% of
units for incomes < 60% of median
30% of 50% or 60% of median income for family size figured

@ 1.5 persons/bedroom

See Appendix E for a more complete description of the Program Plus Pilot terms.

Farmers Home Administration (FmHA)

The Farmers Home Administration in the U.S. Department of Agriculture has affordable
housing programs. But, new projects in Juneau became ineligible for FmHA programs when

CBJ's population surpassed 20,000.
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Market Rent Housing Finance Sources

Commercial Mortgage Lenders

Banks

Nature

Commercial banks are depository financial institutions. Their main business activity is taking
deposits and lending money. The majority of their fund sources—checking accounts and
passbook savings accounts—are very short-term deposits. Other fund sources including tlme
deposits, NOW accounts, money market funds, and borrowmg24 in the national money
markets, are also short-term in nature. Often, a bank's equity capital is its only source of long-
term funds.

Because of the short-term nature of most of their lendable funds, banks histerically have

concentrated on making loans that also are short-term. Long-term loans made when interest
rates are low can be and have proved to be disastrous for financial institutions when interest
rates then rise. The lender may find the earnings on its loans and other assets no longer able

to pay the competitive rates necessary to maintain deposits. This can result in earnings losses,
withdrawals of deposits, and insolvency or bankruptcy.

When the economy is slack, the demand for short-term loans—for construction, business
inventories and working capital, and consumer purchases of autos, boats, etc.—is also much
diminished. At such times, banks have tended to direct excess loanabie funds into mortgage
loans. At the end of 1993, U.S. commercial banks had accumulated $796 billion of long-term
mortgage loans, of which $27 billion were multi-family loans?s.

Financial Institutions Reform, Recovery and Enforcement Act of 1989 (FIRREA)
Banks currently face a high degree of scrutiny from bank regulators, especially in regards to

their real estate lending. This is a product of the financial disiress and failures of banks, and
more calamitously, savings and loan's, during the 1980's.

24 Bank borrowing typically includes purchases of federal funds from other banks, sale of investment securities under
agreements to repurchase them, and, as a last resort, loans at the Federal Reserve discount window.

2548, Department of Housing and Urban Development, Office of Financial Management, 3/25/94 data.
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One of the roots of the financial crisis among financial institutions was the termination of a
number of tax benefits26 for real estate by the Tax Reform Act of 1986. Previously, the
generosity of these tax benefits had resulted in development of real estate projects which
would not provide adequate returns to investors based solely on the cash flow from the
business activity of the project, be it an apartment, office building, hotel, shopping center, or
manufacturing or research facility. This resulted in severe overbuilding of all of these types of
properties, based on the returns that even marginally economic prO_]CCtS could provide to
investors by dint of the tax benefits.

The Financial Institutions Reform, Recovery and Enforcement Act of 1989 (FIRREA) was the
Congressional response to the disarray in the banking industry. Two sets of regulations
stemming from FIRREA have special relevance for multi-family lending by depository
institutions. One deals with standards for adequate capital for financial institutions. The other
addresses real estate lending standards.

Capital Adequacy Regulations

Regulations enclosed as Appendix F, require depository institutions to maintain a minimum
ratio of capital to risk-weighted assets of 8 percent. Risk-weighted assets are the sum of an
institution's assets after multiplying each asset by a risk weight. The risk weight for
conventional (uninsured) commercial real estate loans, including multi-family mortgages, is
100 percent. Revenue bonds issued by CBJ to fund private development of multi-family
housing would also fall into the 100 percent class.

The only conventional real estate lending in a less risky class is the one- to four-family
mortgage loan. It falls into a 50 percent risk weight class. Other assets such U.S. Treasury
securities can be in the lowest risk class with a risk weight of zero. There is also a 20 percent
risk class that includes assets guaranteed by a U.S. Government-sponsored agency. This
would include FHA-insured loans and FNMA, Freddie Mac, and GNMA MBS's.

Thus, bank financing of conventional commercial multi-family housing (five or more units),
either directly with loans or indirectly by purchase of housing revenue bonds, would make it at
least twice as difficult to maintain minimum capital ratios as would investing in one- to four-
family mortgages or many types of securities. But, bank financing of such conventional loans
through purchase of FNMA or Freddie Mac MBS's, or financing of FHA loans through direct
lending or GNMA purchases, would be very beneficial to its capital ratio. It may be more
natural to think of the non-100 percent classes as discounts which allow the actual ratio of
capital to assets (unadjusted for risk) to be less than 8 percent.

26 These included lengthened depreciation schedules, elimination of accelerated depreciation, a higher capital gains tax
rate that limited the value of appreciation, a lower tax rate on ordinary income that reduced tax savings on operating
losses, at-risk rules that limited the ability of leverage to enlarge an investor's tax write-offs from a project, and passive-
activity rules that limited the ability of tax losses from a project to shelter income from other sources.
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By comparison, it should be noted that the mainstay of bank lending, commercial and personal
loans including construction loans to builders, also falls into the 100 percent class. Only
construction loans to homeowners-to-be (non-spec construction) fall into the 50 percent class.
Thus, the regulatory capital adequacy standards also do not provide incentives generally for

_ the shorter-term loans that are the bread and butter of bank lending. Such loans remain the
preferred type of lending for banks because they:

—~ lessen interest rate risk by better matching the maturities of their liabilities; and,

~ turn a bank's capital over more frequently, generating more loan origination fees.

Real Estate Lending Standards

Appendix F contains the federal regulations pertaining to bank real estate lending standards.
The regulations incorporate the "Interagency Guidelines for Real Estate Lending Policies" that
govern real estate lending by all depository financial institutions, including savings and loan's.
The regulations require each institution to have written policies governing all aspects of real
estate lending. The enumeration of the numerous aspects to be addressed is indicative of the
regulatory agencies level of concern with real estate lending.

The guidelines quantify two standards that affect multi-family housing loans. Loan-to-value
(LTV) limits generally are not to exceed:

— 80 percent for multi-family construction loans; and,
—~ &85 percent for loans on improved multi-family properties.

Loans may exceed these LTV limits if they have certain insurance or guarantees or if loans in
excess of the limits do not exceed in the aggregate:

— 100 percent of an institution's capital for alil types of real estate loans including
construction loans; or,
~ 30 percent of capital for all types of non-residential (one- to four-family) real
estate loans.
Conversations with financial institution examiners for both the Office of the Comptrolier of
the Currency (OCC), which regulates nationally-chartered banks, and the Office of Thrift
Supervision (OTS), which regulates savings and loan's, indicate that the regulatory authorities
do not have any objections per se to construction lending that lacks forward commitments for
take-out financing or construction loans that extend to cover a lease-up period. The lending
must be consistent with institution policy that provides guidelines for safe and sound loans and
addresses overall risk and liquidity concerns.
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Community Reinvestment Act (CRA)

At the same time that they are subject to heightened financial regulation, all depository
financial institutions except credit unions are under countervailing pressure to meet the credit
needs of their local communities. The Community Reinvestment Act (CRA) requires each
institution to make available to the public a CRA Statement and a CRA Performance
Evaluation. : '

The Statement must include the types of loans the institution offers. CRA encourages the
inclusion of other information about an institution's efforts to determine and meet the credit
needs of its community. The Performance Evaluation consists of a rating and written
evaluation of an institution's CRA performance, prepared by the institution's regulatory
agency. It is based on an institution's Statement, its activities in meeting CRA objectives, and
written public comments received by the institution or regulatory agency regarding the
institution's CRA performance.

The Performance Evaluation is taken into account by an institution's regulatory agency when
an institution applies to the agency for expansion or relocation of branches, or merger with or
acquisition of another depository institution. The CRA regulations are contained in Appendix
G. Appendix G also contains the CRA Statements and Performance Evaluations of local
financial institutions.

Current Bank Lending Policy

Besides the conflicting pressures of bank regulatory standards and CRA mandates, banks
current real estate lending in Alaska is highly shaped by the severe overbuilding and crash in
Alaska's real estate markets in the 1980's. The experience drove home just how volatile the
state's economy can be with its wagon hitched to commodity prices—oil, in this case—unless
there is substantial spending and lending discipline. As a result, internal bank policy as well as
external regulatory pressure has made individual bank real estate lending more conservative in
Alaska. The Darwinian effects of the crash, leading to the survival of the fittest, in this case
the most conservative, also has contributed to a more conservative complexion across the
entire spectrum of the mortgage lending industry.

Table 24 compares several measures of investment activities by two of Juneau's largest banks
to national averages for approximately 200 insured commercial banks in their peer group
(assets between $1 billion and $3 billion). The Alaska banks' ranking is their percentile in the

group.

Both of these banks are on the lower end of the scale in terms of the percentage of their assets
that are loaned out. The flip side is that they are on the high end in terms of the amount of
their assets that they keep invested in securities. First National 's securities holdings are highly
concentrated in U.S. Treasuries. National Bank of Alaska securities holdings are dominated
by MBS's of federally-sponsored agencies. As a result of their below average lending and
above average holdings of low-risk securities, both banks ratio of capital to risk-weighted
assets is on the high end of the scale.
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TABLE 24

Bank Loan, Investment, and Risk-Based Capital Raﬁos

9/30/93 9/30/92 12/31/92 12/31/91 12/31/90

Net Loans & Leases/Average Assets
‘National Bank of Alaska (NBA)

Ratio 51.6% -
Rank 29
First National Bank of Anchorage (FNBA)

Ratio 31.0%
Rank 8
Peer Group Ratio 58.8%

Investment Securities/Average Assets
National Bank of Alaska

Ratio 16.2%

Rank 79
First Nationa] Bank of Anchorage

Ratio 58.2%

Rank 95
Peer Group Ratio 25.2%

U.S. Treasuries/Investment Securities
National Bank of Alaska

Ratio 23.9%

Rank 43
First National Bank of Anchorage

Ratio 77.4%

Rank 91
Peer Group Ratio 27.9%

FNMA  Freddie Mac, & GNMA Securities/Investmeni Securities

National Bank of Alask

Ratio 43.7%
First National Bank of Anchorage

Ratio 0.0%
Peer Group Ratio 21.1%

Risk-Based Capital/Risk-Weighted Assets

National Bank of Alaska
Ratio 16.0%
Rank 82
First National Bank of Anchorage
Ratic 56.3%
Rank 98
Peer Group Ratio 13.0%

Source: Uniform Bank Performance Reports, 9/30/93 and 12/31/92, for NBA and FNBA
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Even though banks do hold major portfolios of permanent mortgage loans, the short-term
nature of their liabilities keep the maturities and amortization periods of their mortgage
holdings much shorter than those held by other investors. Loans originated by banks with a
commitment from an investor to buy the loan may very well have long maturities and
amortization periods. But this will not be true for any loans that a bank expects to hold in its
own portfolio. ‘

Current Bank Lending Terms
Current bank lending terms for loans that provide housing and that are to be held in their own

portfolios are typically as shown in Table 25. Bank fees for servicing loans not held by the
bank usually would be 0.25 percent to 0.375 percent.
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TABLE 25

Bank Lending Terms For Housing

Loan-to-Value
Maturity
Amiortization period

Debt service coverage

Second mortgage allowed

Loan fees
origination
closing

Interest rates

Fixed
Variable

Assumable

Recourse

80%
completion of construction
none

NA

NA

1.0%-2.0%
estimated 1.0%

negotiable
prime + 2.0%-2.5%

no

yes

NA means not applicable.

Mulii-Family
75-80%

5-15 years
10-20 years

1.15-12

varies; some developer eguity required

1.0%-2.0%
estimated 1.0%

cost of funds +2.75%
prime + 2% to 5-year Treasuries + 4.5%
generally not; fees if allowed

yes

1-4 Family
80-95%

15 or 30 years
same as maturity
loan payment
< 28-33% of
borrower income
total debt payments
< 36% of borrower

income

1.0%-3.0%

8.5%
prime + 2.0%

generally yes

NA

Condomini
80-90%

15 or 30 years
same as maturity
foan payment < 28%

of borrower
income

- total debt payments

< 36% of borrower
income

3.0%
8.5%

generaily yes

NA

66-75%
3-10 years
sarne as maturity
total debt payments

< 40% of borrower
income

1.0%

10.0%
prime + 2.0%

NA

Boats
67-80%

3~15 years
same as maturity
total debt payments

< 40% of borrower
income

1.0%

8.25%
prime + 2.0%

NA
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Savings and Loans

Like commercial banks, savings and loans are depository financial institutions. Their
traditional role was to take make residential mortgage loans with the savings deposits they
took in. Until the development of NOW (Negotiable Order of Withdrawal) accounts, savings
and loan's did not have checking accounts. Prior to 1980, federal law allowed savings and -
loan's to offer 1/4 of 1 percent higher interest than commercial banks on savings accounts.

" Thus, savings and loan's main source of funds—their savings deposits—could be counted on
as long-term funds because they could offer the best rates in town for the individual small
saver. This was before the development of money market mutual funds.

This worked fairly well until competition from money market funds in an era of increasing
inflation and interest rates in the 1970's forced deregulation of savings rates. This allowed
savings and loan's to stanch outflows of deposits by offering competitive rates. But,
additional measures were necessary to stem the savings and loan losses that ensued. Their
large existing portfolios of long-term, low fixed-rate mortgages did not generate sufficient
earnings to pay higher rates on deposits. So, among other remedies, savings and loan's were
allowed to enter commercial mortgage lending to raise the average earnings rates on their
mortgage portfolios. '

This proved to be a disaster. It led to severe overbuilding in all commercial real estate sectors
as a result of:

— excessively risky commercial loans driven by the tax benefits of projects and the need
of savings and loan's to recoup losses;

— an unlimited tap on the money and capital markets in the form of deposits paying
unlimited rates of interest yet guaranteed (to $100,000) by the government; and,

— fraud and abuse.

The commercial real estate bubble, and the savings and loan industry with it, was punctured
by the Tax Reform Act of 1986. The fallout was more restrictive regulation of depository
financial institutions' real estate lending. This fallout still haunts the country today. See
Appendix F for current regulations regarding real estate lending standards.

In Alaska, the collapse of the savings and loan industry was compounded by the overbuilding
associated with State oil revenues in the early 1980's and the subsequent crash. Today,
Alaska Federal Savings and loan is the only remaining savings and loan in the state.
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Federal Home Loan Bank B

The Federal Home Loan Bank of Seattle offers member institutions advances (loans) of up to
20 years at fixed rates. The advances can be used as a source of funds for moitgage loans.
The advances can be due at maturity or repaid on an amortization schedule of the member's
choosing. Amortizing advances used to fund mortgage loans can be set up to be repaid on a
schedule matching the payment schedule on the mortgage loan. Loans by members are
generally priced at 100 to 200 basis points above the cost of the FHLB advance. All Juneau

financial institutions except 1st National Bank of Anchorage are currently FHLB members.

The advances neutralize one of the main obstacles to depository institutions taking on longer-
term mortgage loans. This source of funds minimizes the interest rate risk member
institutions would face if they funded long-term mortgages with short-term funds (deposits).

But, there are other considerations that will bear on an institution's willingness to acquire
additional mortgage loan assets. These include:

— capital adequacy standards;

— profitahility;

— diversification as to type of loan assets;

— geographic concentration of loans;

— regulatory limits on loans to individual borrowers; and, not least,
— assessment of the credit risk.

In the case of multi-family mortgages, the credit risk inciudes:

— the financial strength of the borrower;

— the borrower’s development and management capabilities;

— construction risks;

~ the fit of the multi-family project in the current local housing market; and,
— the longer-term outlook for the local housing market.

Mortgage Companies

Mortgage companies, commonly called mortgage bankers, are not banks. They do not take
deposits. They borrow money from banks to originate loans. Then, the loans are sold to
investors or are placed into mortgage pools to back the issuance of mortgage-backed
securities (MBS's). Though mortgage companies do not keep loans, they retain servicing on
them. Mortgage bankers rely principally on origination and servicing fees for income.

Mortgage companies are unique among mortgage lenders in that they are not chartered by
state or federal governments?’ or subject to direct regulation of any agency. The terms and
conditions on which they make loans are those set by the investor or financial intermediary to
which they will sell the loan, or the standards dictated by the market for MBS's if a loan is to
be placed into a collateral pool securing an MBS.

27 They are formed under the partnership or corporation laws of the state in which they are domiciled.
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Investors

These are secondary mortgage market participants which buy multi-family mortgages from
other players in the mortgage market, primarily the commercial mortgage lenders that -
originate the mortgages. '

AHFC Multi-Family Secondary Market Participation Housing Program

AHFC may adopt a program for financing market rent multi-family housing. Draft regulations
are being prepared for the AHFC board of director's consideration at their meeting on August
4, 1994. If the draft regulations are approved by the board for public hearings, hearings will
be held, followed by possible submission of final regulations for board approval.

Underwriting guidelines also would have to be finalized before the program could begin,
possibly in the fall of 1994.

Under a draft version of the program, AHFC would purchase up to 80 percent of a mortgage
loan made for newly constructed, acquired, rehabilitated, or refinanced multi-family
properties. Refinancing could be done without rehabilitation. The borrower could be for-
profit or non-profit. The AHFC loan would be available with a forward commitment and
interest rate-lock for new construction. See Appendix B for the program's draft terms and

conditions.

TABLE 26
AHFC Multi-Family Secondary Market Participation Housing Program

Loan amount AHFC board approval if over $500,000
AHFC participation in loan 80% max
Loan-to-Value 80% max
Maturity 30 years max
Debt service coverage 1.25
Second mortgage allowed if acceptable to AHFC
Loan fees

review $1,000

commitment 0.5%
Interest rates based on AHFC cost of funds, loan amount,

commitment, and other factors

Assumable not known at this time
Recourse yes

AHFC believes this program would be within their statutory mandate to serve low- to
moderate-income families because renter households are predominately low- to moderate-

income.
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Federal National Mortgage Association

or Fannie Mae

FNMA is the largest purchaser of multi-family mortgages. FNMA purchases multi- fmmiy
mortgages under two programs—the DUS (Delegated Underwriter/Servicer) and the Prior

Approval programs. FNMA does not offer forward commitments under these programs for
new construction. FNMA estimates that the cost of origination of a loan smaller than $3

il v

million to $5 million generally would make a project infeasible. The two programs have

similar terms and conditions:

TABLE 27

FNMA Multi-Family DUS Terms and Conditions

Loan amount
Rent-up |
Loan-to-Value
Maturity

Deb. service cu‘veragc
Second mortgage allowed
Loan fees
origination
closing
Interest rates (includes servicing fees)

o 12N
Tier 1 (LTV 80% COVETage i. 1)

Tier 2 (LTV 75%, coverage 1.25)
Tier 3 (LTV 65%, coverage 1.35)
Assumable
Recourse

$500,000-$50,000,000 or per unit max
90% economic occupancy for 90 days
65%—80%
30 years max
30 years max
1.15-1.35
no

2.5%-3.5%
estimated $25,000
(15 year term, 30 year amortization, fixed rates
as of 6/1/94)
10.375%
9.925%
9.700%
no
limited (bad faith)

Federal Home I.0an Mortgage Corporation (FHILMC or Freddie Mac)

Freddie Mac purchases multi-family mortgage loans only through its Program Plus Lenders.

See Appendix E for a list

of Program Plus Lenders. Minimum economic size for processing a

loan purchase from Freddie Mac may be around $1 million. Forward commitments sufficient
to cover a construction period are under development by Freddie Mac.
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TABLE 28
Freddie Mac Multi-Family Terms and Conditions

Loan amount $300,000-$50,000,000 or per unit max
Lease-up ' 90% economic occupancy for 90 days
Forward commitment no
-Loan-to-Value 80% max
Maturity : '

Fully Amortizing Loans : 10-30 years, 40 years FHA

Amortizing Balloon Loans ' 5-15 years

Interest Only Balloon Loans 3.5-10 years
Amortization period 10-30 years
Debt service coverage

loans < $1 million 1.35

loans > $1 million 1.30
Second mortgage allowed no
Loan fees

application

loans < $1 million $1,000
loans > $1 miilion $2,500

origination 2.0%

closing . $7,500 to $12,500 + title insurance @ 1/2%~3/4%
Interest rates ) fixed, varies with maturity & project quality,

e.g., 30 year maturity @ 30 year Treasury + 3.0%-5.0%

Assumable once with fee
Recourse 25% minimum

Life Insurance Companies

Life insurance companies may invest in mortgages with funds from their own account (i.e.,
insurance premiums and investment earnings) or with moneys from pension funds obtained
through sale of guaranteed investment contracts (GIC's). GIC's promise the pension funds a
fixed return on their investment for a specified period of time, usually a period of medium-
term—>5 to 10 years. Principal is paid by the insurance company at maturity.

In an attempt to match assets with liabilities, insurance companies purchase mortgage loans of
medium-term at fixed rates with bullet (principal due at maturity) maturities. The growing
market for GIC's has led to these types of mortgages dominating life insurance company
purchases. Table 29 indicates typical life insurance company lending terms for multi-family
mortgages. Longer terms and possibly forward commitments that would cover construction
periods might be negotiated on a case by case basis with a very few companies. A rate-lock
might be negotiated with difficulty. Life insurance companies are likely to be one of the few
sources for procuring rate-locks on conventional mortgages for market rent projects.
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TABLE 29

Life Insurance Companies' Multi-Family Terms and Conditions

Loan amount $500,000-%10,000,0060
Loan-to-Value 55%—60%
Maturity 10 years
Amortization period 20 years

Debt service coverage 1.25-1.30
Second mortgage allowed no

Loan fees 2%-3%

Interest rates fixed, 10 year Treasury + 2.0%-2.5%

Smaller mortgage loans to be purchased by life insurance companies often are originated by
mortgage companies or other commercial mortgage lenders. Large loans may be originated
directly by life companies.

Pension Funds

Pension funds' obligations are generally long-term. The funds exist to provide retirement
payments for employees. Except for employers in declining industries, employer and
employee contributions and investment income usually more than cover near-term retirement
payments. The excess can be invested long-term. Loans are usually acquired from mortgage
lenders rather than originated directly.

TABLE 30
Pension Fund Multi-Family Terms and Conditions

Loan amount $250,000-$5,000,000

Loan-to-Value 80%
Maturity 30 years
Amortization period 30 years
Debt service coverage 1.2
Loan fees 1%

Interest rates
Loans < $1 million floating, FNMA 1 year + 3.0%, 3.5%, or 4.0%,
with 4.5%, 3.5%, or 2.5% points
Loans > $1 million fixed, 30 year Treasury + 1.5%, 2.0%, 2.5%,

with 4.5%, 3.5%, or 2.5% points
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Financial Intermediaries and MBS's

Some mortgage lenders sell their loans to financial intermediaries which issue mortgage-
backed securities (MBS's). Some mortgage lenders issue MBS's themselves. Loans may be
sold to FNMA or Freddie Mac, each of which has their own brand of MBS. Loans also can
be sold to other mortgage lenders which issue GNMA or private-label MBS's. Lenders may
also issue GNMA or private MBS's on their own.

Loans sold to FNMA or Freddie Mac for placement into MBS's generally must meet the same
terms and conditions as required for each respective agency's purchases for their own
portfolio. Loans placed into GNMA MBS's must be FHA-insured and thus meet the FHA
underwriting requirements. Loans placed into private MBS's must meet the underwriting
requirements established by the issuer of the MBS.

The cost of funds to lenders which use the FNMA or Freddie Mac MBS channels may differ
from the cost of funds provided by sale to one of the agencies for their portfolio. A lender's
cost of funds using the MBS route will be affected by:

— the extra costs associated with MBS issuance;

— the structure of the MBS; the principal and interest payments on an MBS may be
carved up in different ways and sold to investors with different risk preferences and
investment time horizons; and,

— interest rates and preferred features in the securities markets at the time of sale of an
MBS.

Government National Mortgage Association (GNMA or Ginnie Mae)

GNMA is a U.S. government corporation created in 1968. Unlike FNMA and Freddie Mac,
the guarantee it offers on GNMA MBS's has the full faith and credit of the U.S. government
behind it. The MBS's of all three agencies have AAA credit ratings. FNMA and Freddie
Mac's AAA is based on their government sponsorship, over and above whatever credit
strengths they have as private corporations.

Unlike FNMA and Freddie Mac, GNMA does not purchase mortgages. It guarantees MBS's
issued by GNMA-approved issuers. GNMA multi-family MBS's generally must be backed by
a single FHA-insured multi-family mortgage. The mortgage must have an unpaid principal
balance of at least $500,000 and have been originated within the last 12 months. The issuer
pays GNMA an annual guarantee fee of 13 basis points and is allowed a servicing fee of 12 to
37 basis points. GNMA MBS's can be issued for construction loans as well as permanent
loans. Debt service coverage for permanent loans must be about 1.11.
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Interest rates on FHA-insured multi-family mortgage loans are the lowest taxable rates
available in the mortgage markets. No other loans are backed by the full faith and credit of
the U.S. Government. An FHA multi-family loan with a 30 year maturity would bear interest

at about 120 basis points over the 30 year Treasury rate. If the loan is funded through a
GNMA MBS, rates might be 10 to 20 basis points lower. As of June 1, 1994, a typical rate
on an FHA-insured 90 percent loan-to-value, 40 year amortization mortgage would be 9.5

percent, including the FHA insurance fee.

Fees for GNMA-funded loans would run about 3.5 percent to 4.5 percent up-front with a 0.5
percent annual FHA insurance fee. The up-front fees for new construction projects would
consist of 0.8 percent FHA processing fees plus the lender's origination fees and closing costs.
GNMA establishes the inierest rate on GNMA MBS's at a spread below the interest rate on
the mortgage. The spread covers the GNMA guarantee fee and the lender's servicing fees.

Because of the government guarantee, forward commitments are available in the marketplace
for FHA-insured mortgages. Rate-locks for fixed as well as variable rates can be found.

Private MBS's got started as a way to securitize mortgages which had loan amounts exceeding
the statutory limits allowed for federal credit agencies (FNMA, Freddie Mac, and GNMA)
that issued MBS's. These "jumbo” loans, as they are called, are still the bread and butter of -
the conduits.

Lacking the sterling credit of the agencies' U.S. Government sponsorship, the private MBS's
trade at interest rates from 25 to 50 basis points above comparable FNMA securities. Thus,
for loan amounts within the agencies' statutory limits, conduits are not generally competitive.

The conduits do not acquire loans for their own portfolio. They are essentially mortgage
companies operating in conjunction with investment banking firms that sell the MBS's on Walii
Ctra A Adirito aea . 1

Street. Conduits are organized to package and sell private MBS's. As such, they are volume
driven to generate origination and underwriting fees. This can lead them to devise, besides
jumbos, other mortgage products that are not offered by the agencies, to be more flexible on
underwriting terms, or to be more efficient and less costly in processing the transaction.

Still, the need to produce an MBS product acceptable to Wall Street and the lack of any
independent capitalization or credit strength limits what conduits can offer. Forward or take-
out commitments are not available. Financing is oriented generally toward seasoned loans of
as much as two years or more. Some representative conduit lending terms for multi-family
mortgages are contained in Table 31. Appendix H lists conduits which purchase multi-family
mortgage loans.
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TABLE 31

Conduit Multi-Family Terms and Conditions

Loan amount
Forward commitment
Loan-to-Value
Maturity
Amortization period
Debt service coverage
Second mortgage allowed
Loan fees-

Interest rates
Assumable

Recourse

$500,000-$30,000,000
no
75%
30 years max
30 years max
1.25-1.3
no
. 1%-2% .
fixed or floating, Treasuries of same term + 2.5%-3.0%
yes, with fee
no
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VI. Multi-Family Housing Credit Enhancement

Credit enhancement is a contractual arrangement for a contingent source of payment of all or
a portion of the amount due to holders of loans, bonds, or other obligations in the event that
the payment can't be made from the main sources that secure the obligation. Credit
enhancement includes insurance, guarantees, letters of credit, additional collateral, and
subordination of a portion of the obligation. If the source of the credit enhancement is a third-
party, it's credit rating or creditworthiness must be superior to the obligation to be enhanced
for there to be any benefit.

Credit enhancement results in lower interest rates to the borrower or issuer of the obligation.
This is due to the superior credit standing of the enhancer. It also may arise from a higher
credit rating making the obligation a permissible investment for a broader market. The
decision to use credit enhancement must weigh the cost paid for the enhancement against the
savings In interest expense.

If the enhancement guarantees 100 percent of the payments due, the credit rating of the credit
enhancer will supersede that on the underlying assets or obligation. If the enhancement covers
only a portion of the potential losses to holders, rating agencies will evaluate the credit
strength of both the underlying assets or obligation and the enhancement source.

There currently is no private mortgage insurance available for multi-family mortgages. The
FHA insurance programs are the only ones that exist to cover multi-family mortgages. Other
than insurance, the only common enhancement of mortgages is recourse to the borrower or
pledging of additional collateral by the borrower. The other types of credit enhancement
discussed in this section apply largely to mortgage-backed securities, including mortgage-
backed bonds. Various forms of credit enhancement can be used in conjunction with each
other, if need be.
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Federal Housing Administration (FHA) Mortgage Insurance

The U.S. Department of Housing and Urban Development (HUD) has a broad array of
Federal Housing Administration (FHA) mortgage loan insurance programs. The active
mortgage insurance programs with possible application to Juneau housing include:

. - Section 207 Manufactured Home Parks;

— Section 213 Cooperative Housing;

— Section 221(d)(3) and (4) Multifamily Rental Housing for Moderate-Income
Families; ’

— Section 223(f) Existing Multifamily Rental Housing;

— Section 221(d) pursuant to Section 223(g) Single Room Occupancy Projects;

— Section 232 Nursing Homes, Intermediate Care Facilities, and Board and Care
Homes; and,

— Section 241 Supplemental Loans for Multifamily Projects.

Only the Cooperative Housing and Single Room Occupancy insurance programs exclude for-
profit owners. The Existing Multifamily Rental Housing program covers refinancing or
acquisition of existing multi-family properties with or without substantial rehabilitation. The
Supplemental Loans for Multifamily Projects insures mortgages for improvements or additions
to, or equipment for, existing multi-family properties.

The two FHA insurance programs for new construction or substantial rehabilitation of muiti-
family properties of five or more units, Sections 221(d)(3) and (4), have the same general
requirements and terms. The main difference is that Section 221(d)(3), which is not available
to for-profit sponsors, can insure loans for up to 100 percent of total project costs, while
Section 221(d)(4), available to all types of developers, will insure loans up to only 90 percent
of project cost. There are no restrictions on occupancy based on tenant income or HUD
regulation of rents for either program. Loans can be non-recourse and fully assumable. The
programs cover both construction and permanent financing. The insurance can be used with
tax-exempt bonds.

TABLE 32
FHA 221(d)(3) and (4) Mortgage Insurance Terms and Conditions

Loan-to-Value max of 90% (100% non-profits) or HUD per unit limits
Amortization period 40 years max
Fees

application 0.3%

inspection 0.5%

insurance 0.5% at closing + 0.5% yearly
Construction

completion guarantee 100% bonded or 15% cash escrow

wages Davis-Bacon
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See Appendix I for additional information on FHA Section 221(d)(3) and (4) insurance and
HUD statutory per unit mortgage limits and for a list of FHA-approved multi-family lenders
recently active in Alaska.

State Or Local Government Guarantees

General QObligation (GO)

A state or local government could issue bonds for multi-family housing mortgage loans,
bearing the general obligation of the state or local government. For CBJ to do so, the bonds
would have to be approved by the voters. The general obligation pledges the full faith and
credit of the government behind the bonds. A court could compel tax levies, if necessary, to
meet payments on the bonds. Juneau's general obligation credit rating is Baal from Moody's
Investors Service, Inc. Juneau does not have a rating from Standard & Poor's.

Moral Obligation

A moral obligation is a discretionary replenishment provision attached to a reserve fund that is
part of the security for a revenue bond issued by a state or local government or agency. The
provision typically requires an annual certification to the state or local government of the
deficiency, if any, in the reserve fund. The state or local government may appropriate the
amount necessary to restore the reserve fund to its required level. There is no legal obligation
for the state or local government to do so. Thus, moral obligation bonds do not require voter
approval.

Deficiencies in the reserve fund would arise if the revenues that provided primary security for
the bond fell short of the amount required to meet a principal or interest payment. Then, the
reserve fund would be drawn upon to make the payment. Replenishment from appropriations
is at the discretion of the government granting the moral obligation.

Moral obligations are not considered to be of any value by Moody's. Standard & Poor's will
rate moral obligations bonds as high as one full grade below an issuer's general obligation
rating.2® If it were assumed that a CBJ application to Standard & Poor's for a GO credit
rating resulted in a BBB+, on par with the Moody's rating of Baal, a CBJ moral obligation
would not produce an investment grade rating on a bond issue. Thus, a moral obligation of
the City and Borough would not be of any value as credit enhancement for a bond issue.

28 The reserve fund must be equal to at least the maximum annual debt service.
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Contingent Loan Agreement

A state or local government could enter into an agreement to provide one or more loans as
necessary to meet principal or interest payments due on a revenue bond, in the event of a
deficiency of revenues. If the government body retains discretion as to whether to make the
loan, the nature of the government's obligation is similar to a moral obligation. The only
difference would be that the government's advances are to be repaid from excess revenues
supporting the bonds. '

Stronger credit support may be provided by an agreement that compels the government to
loan funds to cover any deficiencies. This would raise a question as to whether the
government's contingent liability created a debt of the government that would require voter
approval. If so, it would amount to providing the government's general obligation backing for
the bond. The attorney for the City and Borough reckons that this would be case for Juneau,
making this option as problematical as issuance of GO bonds. The only way to enter into a
contingent loan agreement that would not be construed as government debt would be to fund
the potential liabilities at the outset with an appropriation to a reserve.

Government lending of funds contingently to private developers of multi-family housing
would be one way to structure credit support, at least for enhancing credit for a loan. But this
-might not be legally permissible, at least under current law or ordinance. More likely, a

contingent loan agreement would be executed in favor of the trustee for a security or bond
issue or with a housing finance agency that might be created to operate a lending program.

Federal Agency Guarantees

FNMA, Freddie Mac, and GNMA guarantee MBS's made up of multi-family housing
mortgages. These guarantees all provide a AAA rating. See the discussion under the
respective headings for each of these agencies.

Only GNMA guarantees MBS's issued by other parties than the agency itself. CBIJ in theory
could become a GNMA issuer. But it would require developing an on-going lending
operation and track record. The city may not be inclined to take on such a function, especially
with increasing fiscal pressures as Prudhoe Bay winds down. Such a move would not be able
to provide a timely response to Juneau's current housing crisis.

The most likely way that a local government might avail itself of federal agency guarantees for
multi-family lending would be to incorporate the agencies underwriting requirements into its
loan program and funnel the loans to the agencies or GNMA issuers for inclusion in MBS's.
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Bank Letter of Credit (LOC)

An LOC issued by a bank irrevocably authorizes the trustee for a mortgage-backed security or
bond to make draws upon the bank if mortgage payments are insufficient to meet debt service
payments. The draws may be made up to the amount stated in the LOC. Such amount may

_ provide for complete or partial coverage of principal and interest payments. LOC's generally

~ are underwritten on the same terms and conditions. that would be required for a bank to make
a mortgage loan on a project. Banks are reluctant to write LOC's that extend beyond seven
years.

- The degree of credit enhancement gained will depeﬁd on the credit rating of the issuer of the
LOC and the extent and term of coverage provided. Banks issuing LOC's have either a AA or
AAA rating.

LOC's are more expensive than they used to be because FIRREA now includes LOC's in the
measurement of a bank's capital adequacy. A mortgage-backed security or bond issuer could
pay as much as 1.5 percent per year on the outstanding, or even original, principal balance of
an issue, in addition to application and processing fees.

LOC's are accompanied by reimbursement agreements to provide for repayment of amounts
drawn. Repayment is made from excess cash flows generated by the collateral.

Collateral Pledge

The pledge of collateral over and above the collateral created from loan, MBS, or bond
proceeds may be used to enhance the credit of an obligation. The degree of enhancement
from overcollateralization will depend on the amount, credit quality, maturity, liquidity, and
other features of the additional collateral. It also would depend on whether the all the
collateral faces the same set of risks.

Structured Finance

One way to enhance the credit of a portion of a loan, bond, or other obligation is to divide the
obligation into first and second liens. The senior class of obligations is given first claim on
revenues and assets of the entire collateral. The second or junior lien obligations absorb all
shortfalls or losses first, until their share of the collateral is wiped out. Subordination is a
form of overcollateralization with respect to the senior or first lien position.

Of course, the necessary consequence of enhancing the credit of the senior piece in this
manner is to erode the credit of the subordinate portion. The subordinate piece may be
unsalable.?? The issuer of the obligations may be forced to hold the subordinate debt.

29 Banks risk-based capital rules generally would treat both the senior and junior lien debts as having 100 percent risk
weights in the case of commercial multi-family loans or MBS's.
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Unlike other forms of credit enhancement, there are no up-front fees required to structure a
senior/subordinate financing. But, legal and some other issuance costs may be greater. It may
be the only way to enhance credit if third-party sources of enhancement are not available or
have credit standards exceeding those of the transactions to be financed. Use of structured
financing would depend on finding a buyer or holder for the subordinate portion of the debt.

Bond Insurance

Private insurance for MBS's or bonds provides a 100 percent guarantee of payment of
principal and interest. The insurers have AAA ratings. The complete coverage of an issue
results in the substitution of the insurer's credit rating for any rating on the underlying
collateral or other credit enhancement. It also eliminates the need for a bond reserve fund.

Bond insurers are able to offer 100 percent coverage and maintain their Aaa/AAA ratings only
by not taking.on the basic credit risks associated with the financing. The terms and conditions
on which they offer insurance require that issues be at least investment grade quality as rated
by Moody's and Standard & Poor's—Baa and BBB, respectively—even without the bond
insurance.

In the case of multi-family mortgage-backed securities or bonds, bond insurers will take on
only issues that have other credit enhancement, such as FHA insurance or a bank letter of
credit. The underlying enhancement must cover the credit risk associated with the mortgages.
The value of the bond insurance to investors is that it provides the due diligence needed for
complex credits like mortgage-backed obligations. It's like a good housekeeping seal of
approval. It assures the investors that the financing structure will work as intended in all
circumstances and that the credit quality of the assets is as represented.

Insurers have minimum issue and mortgage pool sizes for which they will consider providing
insurance. Single FHA-insured mortgages of at least $4 million can be considered by some
insurers: Other structures may require as many as five projects totaling $10 miliion.

r=-J e

The cost of insurance may vary from 100 to 150 basis points up-front to 20 to 30 basis points
annually.
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VII. Project Feasibility

To determine if the construction of new multi-family housing is feasible under current housing
and mortgage market conditions, four hypothetical multi-family projects are analyzed. The
four projects are:

Project A—16 Unit Valley Market Rent Project;

Project B—30 Unit Downtown Market Rent Project; and,

Projects C and D—45 Unit Valley Low-Income Projects.

Sensitivity cases reflecting various development, operatmg, and financing assumptions are
examined to determine the:

— types of projects most likely to be feasible;

kinds of financing most likely to work;
— potential contribution to feasibility of a CBJ financing program;

potential contribution to feasibility of changes in CBJ regulatory policies; and, |

— level of rents or operating expenses required for a project to breakeven.

Table 33 summarizes the results of the feasibility analysis. Appendix J contains the detailed
analyses for each individual project and case.
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_ TABLE 33 :
Pro Forma Multi-Family Housing Projects Financial Feasibility
Annual
Debt Return on Operating
Service Required Equity Equity 2-Bedroom Expense
Coverage Coverage Required  (pre-tax) UnitRent Ratio

Project A - 16 Unit Valley Market Rent Project

Base Case: AHFC Financing - 1.23 1.25 $701,900 3.3% $850 40%
Sensitivity Cases: Development Costs
High Density 1.23 1.25 " 821,900 3.5% 850 40% .
Low Land Development Cost 1.23 1.25 653,900 3.5% 850 40%
Zero Raw Land Cost 1.23 1.25 605,900 3.8% 850 40%
Low Construction Cost 1.23 1.25 595,500 3.9% 850 40%
Lowest Total Development Cost 1.23 1.25 543,800 5.3% 850 40%
High Construction Cost O 1.23 1.25 918,500 2.5% 850 41%
Sensitivity Cases: Breakeven
Breakeven Expenses : 1.25 1.25 346,100 10.0% 850 4%
Breakeven Rents 1.23 1.25 365,100 10.0% 1,270 35%
Lowest Total Development Cost, Breakeven Expenses 1.23 1.25 341,900 10.0% 850 24%

Lowest Total Development Cost, Breakeven Rents 1.23 1.25 360,500 ‘100% 1,034 37%

Sensitivity Cases: Other Financing

Bank Financing - . 1.20 1.20 778,300 C2.7% 850 40%
FNMA Financing 1.15 1.15 703,800 2.6% 850 40%
FHA Financing ' 1.13 i.l1 839,700 2.1% 850 41%
CBJ Financing 1.20 1.20 $709,700 3.0% 3850 40%
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Annual

Debt Return on Operating
Service Required Equity Equity 2-Bedroom Expense
Coverage Coverage Required  (pre-tax) UnitRent Ratio
_Project B - 30 Unit Downtown Market Rent Project
Base Case: AHFC Financing 1.23 1.25 $1,266,500 3.2% $ 900 41%
Sensitivity Cases: Development Costs
High Density 1.23 1.25 1,483,500 3.4% 900 41%
Low Land Development Cost NA NA
Low Construction Cost 1.23 1.25 1,077,700 3.7% 900 40%
Zero Raw Land Cost 1.23 1.25 1,032,500 3.9% 900 41%
Lowest Total Development Cost 1.23 1.25 1,014,600 4.9% 900 40%
High Construction Cost 1.23 1.25 1,644,800 2.4% 900 41%
Sensitivity Cases: Breakeven
Breakeven Expenses 1.25 1.25 613,600 10.0% 900 3%
Breakeven Rents 1.23 1.25 648,300 10.0% 1,365 36%
Lowest Total Development Cost, Breakeven Expenses 1.23 1.25 614,900 10.0% 900 22%
Lowest Total Development Cost, Breakeven Rents 1.23 1.25 646,800 10.0% 1,124 37%
Sensitivity Cases: Other Financing
Bank Financing 1.20 1.20 1,396,500 2.7% 900 41%
FNMA Financing 1.15 1.15 1,264,400 2.6% 900 41%
FHA Financing 1.13 1.11 1,509,500 2.0% 900 41%
CBJ Financing - 1.20 1.20 $1,277,100 2.9% $ 900 41%
Annual
Return on Operating
Debt Service Required Equity 2-Bedroom Expense
Coverage  Coverage Equity Required  (pre-tax) Unit Rent Ratio
Project C - 45 Unit Valley Low-Income Project
20% of Units Restricted to Rents @ 30% of 50% of Median Income
Base Case: AHFC Financing (tax-exempt) 143 1.15 $2,148,300 4.1% $ 850 44%
Sensitivity Cases: Development Costs
High Density .43 1.15 2,543,500 43% 850 44%
Low Land Development Cost 1.43 1.15 2,013,300 4.4% 850 4%
Zero Raw Land Cost 1.43 1.15 1.878.300 4.7% 850 44%
Low Construction Cost i.44 1.15 1,819,000 4.9% 850 43%
Lowest Total Development Cost 1.44 .15 1,729,300 6.4% 850 43%
High Construction Cost 1.43 1.15 2,806,600 3.1% 850 44%
Sensitivity Cases: Breakeven
Breakeven Expenses 1.49 1.15 1,318.600 10.0% 850 15%
Breakeven Rents 1.45 1.15 1.324,700 10.0% 1,271 39%
Lowest Total Development Cost. Breakeven Expenses 1.46 1.15 1,318,300 10.0% 850 32%
Lowest Total Development Cost. Breakeven Rents 1.44 1.15 $1.321,300 10.0% $1.015 41%
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Annual
Debt Retum on Operating
Service  Required Equity 2-Bedroom  Expense
Coverage  Coverage ' Equity Required  (pre-tax) Unit Rent Ratio

Project D - 45 Unit Valley Low-Income Project

40% of Units Restricted to Rents @ 30% of 60% of Median Income

Base Case: AHFC Financing (tax-exempt) 1.43 1.15 $2,154,400 4.3% $ 850 43%
Sensitivity Cases: Development Costs . :
High Density 1.43 1.15 2,549,000 4.5% 850 43%
Low Land Development Cost 1.43 1.15 2,019,400 4.6% 850 43%
- Zero Raw Land Cost 143 1.15 1,884,400 4.9% 850 43%
Low Constraction Cost 1.44 1.15 1,814,700 5.2% 850 43%
Lowest Total Development Cost 1.44 1.15 1,722,200 6.8% 850 43%
High Construction Cost 1.44 1.15 2,841,400 3.2% 850 44%
Sensitivity Cases: Breakeven .
Breakeven Expenses 1.49 1.15 1,355,900 10.0% 850 17%
Breakeven Rents 1.45 1.15 1,361,200 10.0% 1,389 39%
Lowest Total Development Cost, Breakeven Expenses 1.46 1.15 1,357,700 10.0% 850 33%
Lowest Total Development Cost, Breakeven Rents 1.44 1.15 $1,359,300 - 10.0% $1,043 41%

Feasibility Analysis Assumptions

Projects A and B both assume financing under the proposed AHFC Mulii-Family Secondary
Market Participation Housing Program for the base case and all sensitivity cases except Other
Financing sensitivity cases.

o

Projects C and D both are assumed to be financed by AHFC's Multi-Family, Special Needs &
Congregate Housing Loan Program. The only difference between Projects C and D is the
option chosen in regard to set-aside of rent-restricted units. Project C is based on a set-aside
of 20 percent of the units, restricted to rents at 30 percent of 50 percent of median income,
accordmg to household size. Project D has a set-aside of 40 percent of the units, restricted to
rents at 30 percent of 60 percent of median income.

The sensitivity cases provide an idea of the relative importance of various aspects of a project.

Their various assumptions do not require or attempt a high degree of precision for this
purpose. The cases analyzed are:

Base Case—this is basically the business as usual case, except that it presumes the
implementation of the AHFC Multi-Family Secondary Market financing program
which is yet to be adopted; costs are best guesses;

High Density—this assumes 25 percent s
land; it could represent a density bonus or higher density zoning;
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Low Land Development Cost—this assumes that land development costs are reduced
by 50 percent; it could represent changes in public improvement ordinances or
subdivision standards regarding parking, streets, curbs, gutters, lighting, storm
drainage, water, sewer, etc. that eliminate some requirements, substitute less
demanding standards, or allow the use of less costly materials or construction
techniques;

Zero Raw Land Cost—this assumes that the raw land is provided at no cost to the
developer by the city;

Low Construction Cost—this assumes the use of modular or panelized construction
techniques or changes in the city's building code that reduce the cost of construction
by 10 percent;

Lowest Total Development Cost—this case includes all of the assumptions of the
previous four cases, namely:

— 25 percent higher density;

- 50 percent less land development cost;
—= 10 percent less construction cost; and,
— noraw land cost;

High Construction Cost—this assumes construction costs are 20 percent higher than
the base case; this could represent costs on FHA projects which require Davis-Bacon
wages, as well as the possible underestimation of costs in the base case for whatever
reason;

Breakeven—these cases calculate the rents or level of operating expenses for projects
undetaken by for-profit developers to breakeven; breakeven is defined as achieving a
10 percent return on equity; breakeven for non-profit sponsors would be defined as
achieving a non-negative rate of return (zero or better); breakeven for for-profit
developers is estimated both for the base case and lowest total development cost
cases; and,

Bank, FNMA, FHA. and CBJ Financing—these are the base case using differing
financing assumptions as shown in Table 34 for these various financing sources.
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TABLE 34

Financing Assumptions
Bank Term Loan True
Interest Rate  Construction  Term Loan Interest Cost as of Amortization Loan-to- Required

Project/Financing as of 6/1/94 Loan Fees .  Fees Closing Costs 6/1/94 Period (years)  Value  Coverage .
Affordable Project’ ) .

AHFC 7.179% none 1.0% 2.0% 7.49% 30 85% 1.15 -
Market Rent Projects

Bank Financing 9.250% 1.5% 1.5% 2.0% 9.87% 15 75% 1.20

AHFC (proposed) 9.219% 1.5% 2.0% 2.0% 9.69% 30 80% 1.25

FNMA 10.375% 1.5% 35% 2.0% 11.08% 30 80% 1.15

FHA 9.500% none 4.5% 20%  1022% 40 90% 1.11

CBJ Bond Issue 9.750% 1.5% 5.5% 2.0% 10.69% 30 90% 1.20
Notes:

1. Interest rates include servicing fees; servicing fees on CBJ bond financing assumed to be 0.25%.

2. Bank interest rate is variable rate financing at prime + 2%. Other rates are fixed rates.

3. AHFC term loan fees for market rent projects assume 1.5% bank loan origination fee + AHFC 0.5% commitment fee.

4. FNMA interest rate is for loans with a 15 year term. :

FHA interest rate includes 50 basis points for FHA insurance.

. CBJ Bond interest rates assume an unrated private placement without credit enhancement.

. Loan Fees for a CBJ Bond Issue include 2 percent each for bond issuance costs and bond underwriter's discount and
and 1.5% for bank loan origination fees.

Closing costs estimated at $5,000 for appraisal, $6,000 for environmental report, $1,000 for engineering report,
$500 for recording, and 3/4 percent title insurance assuming a $1,000,000 loan.

9. True Interest Cost estimated assuming a $1,000.000 loan.

oo

Rents used in the feasibility analysis are estimates of rents for newly constructed projects
based on Thomas P. King & Associates' survey of existing muiti-family projects of 5 or more
units. Unit size also is based on the King survey. See the Juneau Housing and Land

Inventory section of this study. Typical unit sizes from the survey, namely:

efficiency 450 square feet
1 bedroom 550 square feet
2 bedroom 783 square feet
3 bedroom 1,000 square feet
4 bedroom 1,200 square feet

are used in the feasibility analysis, with some variations according to the type or location of
project.
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Operating expenses are estimated as follows:
—~ taxes—14.08 mils multiplied by the income value of the project;
— insurance—>50¢ per $100 of total building cost;
~ utilities—$800 per unit per year;

— maintenance—8 percént and 10 percent of gross annual income for market rent
and low-income projects respectively;

— management—8 percent and 10 percent of gross annual income for market rent
and low-income projects respectively; and,

— replacement reserves—$325 per unit per year.

The projects are assumed to be of average quality construction with typical finish and
appliances. No garages or carports are considered. Heat is electric base-board.

Construction costs a_re'based on data contained in Table 35.

TABLE 35
Juneau Multi-Family Construction Costs
Hard Total Total
Construction Construction  Project
Costs Costs Costs
Project
A - actual costs, < 10 units $92 $100 $123
B - actual costs, < 10 units 97
C - estimated costs, > 10 units 80 $140
D - estimated costs, > 10 units $94 - $110
AHFC area estimates
standard construction $90 - $100
Davis-Bacon $110-$120
Contractor estimate $85 - $90
Contractors' "site" unseen bids $105
National Building Cost Manual estimate for
500 square foot unit in 4- to 9-unit structure $89
National Building Cost Manual estimated cost
reduction for structures of 10 or more units $3
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The capitalization rate was developed by King & Associates from the "band of investments"
method that considers the typical interest rate, term, and loan-to-value ratio for mortgage
loans. The developer's equity return rates are also considered.

Interest during construction is figured assuming a drawdown of the loan amount, pro rata with
a constant rate of construction expenditures, over a construction period of 15 months.

The rent-up reserve is estimated assuming absorption at a constant rate over three months.
This short absorption period is based on the current minimal vacancy rate for multi-family
housing. Some time is assumed to be needed even in this tight market to allow for uncertainty
in the completion date and for vacating renters to give notice.

Results of Feasibility Analysis

Tvpes of Projects

The feasibility analysis shows the low-income projects faring better than market rent projects.
Their rates of return on equity are about one percent to one and one-half percent higher than
the market rent projects. Part of the reason for this, as discussed in the section on AHFC's
Multi-Family, Special Needs & Congregate Housing Program in Chapter V, is that the
restrictions required on rents do not place them very far below market. Yet, the tax-exempt
interest rate offers a clear margin below market interest rates. In addition, part of the superior

returns shown for the low-income projects is due to the lower construction costs assumed for
a larger size project.

The analysis does show that between the two types of low-income projects, the set-aside of
the greater percentage of units—40 percent instead of 20 percent—improves returns by 0.2
percent to 0.4 percent. The greater number of units with restricted rents is more than offset
by elevation of the allowed rent from 50 percent to 60 percent of the Juneau median income.

The relative merits of location, between the downtown and valley, do not appear to be
significantly different. Lower rents in the valley may be offset by lower development costs.
The actual attractiveness of a project appears more likely to depend on its size, types of units,

RS

and specifics of the site.
Types of Financing

All of the market rate financing sources produce similar rates of returns, well below the 10

percent assumed as a threshold of feasibility for for-profit developers. The rates range from
2.0 percent to 3.3 percent. The best financing judged by return on equity would be the
proposed AHFC Multi-Family Secondary Market program. As a proposed program, none of
AHFC's terms are cast in concrete. The analysis assumes AHFC's interest rates would be the
same as their current taxable rates for affordable multi-family acquisiticns without

rehabilitation. A CBJ bond issue would be next best in terms of rate of return.
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In terms of equity, AHFC, FNMA, and CBJ financing would require almost the same
amounts. Bank financing boosts equity required by about 10 percent relative to AHFC,
FNMA, or CBlJ financing. FHA-insured financing would increase required equity almost 20
percent relative to the lower three sources, given the analysis' assumption of 20 percent higher
construction costs to meet Davis-Bacon requirements on FHA-insured projects.

_Debt Service Coverage

The feasibility analysis determines the loan amount as the lesser of:

— the loan-to-value ratio applied to the market value of the project (its income
value); or, '

— what NOI, figured with a 7.5 percent allowance for vacancy and credit losses, will
_ support at the debt service coverage ratio required for the type of financing under
analysis.

This manner of determining the size of the loan assures that the coverage ratio for debt service
will be met prospectively. This reflects the underwriting practices used by financing sources
to control their risk. The analysis could be done assuming loans at the maximum Joan-to-
value. Then, some cases would show infeasibility due to lack of sufficient coverage.

For market rent projects, the only cases that show any margin of debt service coverage above
the required level are those with FHA financing. Essentially all the other market rent cases
cannot support loans at the maximum loan-to-value.

All of the low-income project cases provide excess coverage. This is due to the smaller
amount of debt service to be covered, as a result of the tax-exempt interest rate. All low-

income cases would be feasible at the maximum loan-to-value, were it not for equity concerns.

Equity Requirements and Return

What makes all of the projects infeasible as a practical matter, in all cases except perhaps the
breakeven cases, is the low return on equity or the large amount of equity required. Except
for the breakeven cases, none of the cases provide a return as high as 10 percent. This is the
rate used by King & Associates as an estimate of the required return on equity for developing
the capitalization rate.

Even in the breakeven cases, which by definition provide a 10 percent rate of return, the
amount of equity required is still very significant—on the order of $350,000 for a 16 unit
valley project, over $600,000 for a 30 unit downtown project, and over $1,300,000 for a 45
unit low-income project in the valley. Such levels of equity contribution may be beyond the
reach of all but the most financially strong local developers or partners, even if the breakeven
conditions could be realized.
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These high equity requirements reflect the fact that total development costs generally exceed
project market values by 50 percent to 100 percent. Only in the breakeven cases for the
market rent projects do costs even approach values. In these cases, they exceed market
values by about 7 percent. Breakeven cases for the low-income projects show costs at
roughly 25 percent over value.

Juneau currently has only 10 multi-family properties with more than 45 units. The equity
required for projects of this size and the relatively high risks attached to Juneau multi-family
housing investments may limit further development to smaller projects. This may be desirable
from a standpoint of social policy. Respondents to the Juneau Household Survey also showed
a strong preference for small projects. But given the magnitude of the pent-up demand
documented in the Juneau Housing Demand Forecast, local development of smaller projects
may not be sufficient or rapid enough to meet the city's goals for alleviating Juneau's housing
crunch.

Potential CBJ Financing Role

The high equity requirements for multi-family projects would make second mortgages in some
forms helpful to development. The lack of any excess coverage of debt service in the
feasibility analyses for all sources of first lien financing except FHA means that any second
mortgages would have to be structured as deferred payment, sleeping (paid only from excess
cash flows), or participating mortgages that provided some equity participation.

Table 36 summarizes the financial performance of a 1982 CBJ second mortgage program for
multi-family housing that provided twelve zero interest loans with deferment of principal
amortization for five years. The high incidence of payment problems, including:

— no payments on two loans;
— zero recovery on the two loans that were foreclosed;
— one or more extensions of maturity on seven loans,

reflect both the risks of the Juneau housing market and the inferior lien position of second
mortgages. In this housing market, a second lien is tantamount to holding an equity position.
r that reason, a program offering second mortgages should provide for equity participation
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TABLE 36
City and Borough of Juneau
Performance of 1982 Rental Stimulation Program

Repayment Amount of
Date of Loan =~ Loan Amount Start Date Maturity Status as of 4/18/94 Recovery
7/82 $24,000 7/87 6/95 payments current
8/82 139,200 8/87 7/95 foreclosed ‘ 0
8/82 139,200 8/87 7/95 payments current
9/82 232,800 10/87 9/95 ‘payments current
8/83 232,800 9/87 8/96 payments current
12/82 95,760 1/88 12/96 payments current
6/82 326,067 7/87 6/95 payments current
4/82 149,500 5/87 foreclosed 0
6/82 39,600 7/87 6/95 payments current
6/82 509,000 from surplus cash flow no payments; in
HUD lawsuit
4/83 529,000 from surplus cash flow no payments; in
HUD lawsuit

2/84 76,980 3/89 2/97 payments current

Total $2,493,907

Extensions
Date New Maturity
8/88, 2/90 1/98, 7/98
8/88 2/97
8/88 - 2/97
8/88 2/98
8/88 2/98
8/88 1/97
- 8/88 2/98
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The political and fiscal difficulties of the city contributing cash to projects makes it likely that
the city only could take second mortgages in exchange for contributions of land, at least for
market rent projects. This might be vacant land or foreclosed properties. Disposition could
be negotiated or by bids on price, equity share, or number or types of units.

Breakeven and the Importance of Development Regulations
Breakeven Operating Expenses

The sensitivity cases show that breakeven is not going to be achieved by controlling operating
expenses, unless major reductions can be made in total development costs as well. Without
such reductions, expenses would have to be between 3 percent to 17 percent of effective
gross income. This is not close to being possible.

With action on several fronts to produce development costs as low as assumed in the lowest
total development costs case, expense ratios of 22 percent to 24 percent for market rent
projects and 32 percent to 33 percent for low-income projects would provide breakeven. This
might be within the realm of possibility, but would offer more realistic hope of breakeven if
rents were higher as well. '

Breakeven Rents

Breakeven rents in Table 33's base case range from $1,270 to $1,389 for two-bedroom units.
It would be difficult for average two-bedroom rents to reach such levels. Compared to 1993's
real average monthly wage for Juneau, these breakeven rents would represent an average rent
burden3C of 48 percent to 52 percent. This is far above the peak 37 percent rent burden
reached in 1983. It is also at the level, 50 percent, that is considered to constitute a severe
rent burden.

Affordability of Breakeven Rents

Table 37 shows that some units with breakeven rents under a business as usual situation might
be absorbed by the high end of the households needing two-bedroom units. Absorption would
be more likely under current conditions of low vacancy rates and high pent-up demand, than
under normal market conditions.

With development costs pushed down to the level of the lowest total development costs case,
significant numbers of units with breakeven rents might rent up fairly readily. One- and two-
bedroom units would be affordable to 30 percent or more of the households in the market for
such rentals under the lower cost case. Still, only about 10 percent or so of one- or two-
bedroom units command rents at this level.

30 @ e . . P . . _
30 See the discussion relating to Tabie 8, under Critical Obstacles to New Multi-Family Construction in Chapter I, as
1
]

he limitations of this data for estimating rent burderns
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Three bedroom units at breakeven rents would be most at risk of an inability to be fully or
quickly absorbed by the market. Only about 10 percent of households needing a three-
bedroom unit could afford breakeven rents under the base case. About one-fourth of
households could afford breakeven rents under the lowest total development cost case. But
the current lack of any three-bedroom units at either breakeven level indicates such units
renting at the breakeven rate may face some difficulty.

' TABLE 37
Affordability and Supply at Breakeven Rents

Base Case Lowest Total Development Costs Case
Households Existing Households Existing
Breakeven  Ableto Mult-Family Breakeven  Ableto Multi-Family
Housing Afford Units at or Housing Afford Units at or
Project Bedrooms  Costs Breakeven above Breakeven Costs Breakeven above Breakeven

A 1 $1,096 21% 4% $ 916 35% 14%
2 1,395 16% 3% 1,159 30% 8%
B 1 1,187 18% 3% 999 35% 14%
2 -1,490 16% 3% 1,249 30% 8%
C 1 1,097 21% 4% 901 35% 14%
2 1,396 16% 3% 1,140 30% 8%
3 1,620 12% 0% 1,319 24% 0%
D 1 1,187 18% 3% 923 35% 14%
2 1,514 12% 0% 1,168 30% 8%
3 $1,759 8% 0% $1,352 24% 0%

Sources:
1. Breakeven Housing Costs are rents from Table 33 plus $125 a month for utilities.
2. Households Able to Afford Breakeven and % of Units at or above Breakeven Housing Costs from
Tables 12 through 14.

The average affordability of breakeven rents in the base case would be 16 percent for all rental
households, i.e., those needing one, two, and three bedrooms. This average3! uses the highest
percentage of households that would be able to afford breakeven rents for any project (i.e., 21
percent for one-bedrooms, 18 percent for two-bedrooms, and 12 percent for three-or-more-
bedrooms). An average3? of 3 percent of existing multi-family units have rents above the
base case breakeven level. This leaves a net of 13 percent of rental households that could
afford additional multi-family housing at the base case breakeven rents.

31 This is an average weighted by the percentage of rental households residing in units with the given number of
bedrooms. This distribution of rental households by number of bedrooms is from the Juneau Household Survey
conducted for this study.

32 This is an average weighted by existing multi-family units by number of bedrooms. This distribution is shown in
Chart 15.
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The Juneau Housing Demand Forecast estimated a need for 242 additional multi-family33 units
through 1995, above and beyond projects planned or in-progress. The current supply of
multi-family housing is 2,332 units. If a pro rata 13 percent of renters who are in multi-family
units (as opposed to renting single-family, duplexes, etc.) could afford base case breakeven
rents, that would allow absorption of up to an additional 303 units of new construction at
breakeven rents.

This 13 percent of multi-family renters are currently paying less than breakeven rents. They
could be expected to be resistant to trading up, unless the new units offered clearly superior
housing. Unfortunately, the breakeven rents were figured on the basis of average sites,
construction, appliances, and amenities, without carports or garages. Thus, the market may
still be rather thin for driving in an opening wedge at the high end that would enlarge the
multi-family housing supply. 80 percent of those renters who could afford the breakeven rents
would have to trade up for 242 new multi-family units to be absorbed.

Competition from Single-Family Housing

Part of the reason there are no three-bedroom units at the breakeven rent levels under current
market conditions is competition from single-family or other owner-occupied housing. An
average single-family three-bedroom house with a two-car garage is estimated to cost about
$155,000 to construct and would have a market value very close to that, according to Thomas
P. King & Associates. With an 8.5 percent 30 year mortgage at 90 percent of market value, a
homeowner would have a mortgage payment of approximately $1,200. Adding estimated
taxes, insurance, utilities, and maintenance of about $480 a month, total housing costs would
run about $1,680 a month. This is on par or below the housing costs a household would
experience if rents were charged at breakeven levels under the base case. But, three-bedroom
homes would not be competitive if multi-family development costs were brought down to the
best case scenario (and assuming single-family development costs did not also fall
commensurably). Single-family costs would be $300 or more above breakeven rents of
$1,319 to $1,352 for the lowest total development cost cases.

33 Multi-family in the case of this estimate was defined as housing with 3 or more units.
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VIII. Local Government Multi-Family Housing Loan
Programs

Inquiries to a number of associations representing local government or local government
housing activities34 failed to produce any information about multi-family housing loan
programs conducted at the local level. The only source of information about housing
programs below the national level that was identified is the National Council of State Housing
Agencies (NCSHA). This agency publishes comprehensive surveys of all housing programs
conducted by state housing agencies. Three of their compendiums were reviewed to
determine the scope of housing programs conducted by these agencies.3’

From this review, it appears that the primary role of local government with respect to housing
programs is to provide a channel for local administration or local allocation of state programs,
assistance, or financing. Many state programs, in turn, are stops on the way for federal
programs, primarily HUD. Local governments often do not have the financial resources or
expertise to initiate housing programs at the local level. It also would be inefficient and
redundant, given the broad scope of programs available at the state level. Housing loan
programs operating solely within a given municipality also would be subject to a much higher
degree of risk, compared to the geographic and economic diversification inherent in a state-
level program.

With few exceptions, government-sponsored housing programs are focused on

affordable housing. These are programs that are aimed at households of low- to moderate-
incomes, not market rent or market-priced housing. Even so, many types of programs could
serve as models for market-based housing programs. The main problems would be those of
politics and equity in generating or allocating resources to such programs.

34 Local government associations contacted include the Association of Local Housing Agencies, the National League of
Cities, the U.S. Conference of Mayors, the International City Managers Association, and the Government Finance
Officers Association. Other associations contacted include the National Housing Conference, the National Association
of Homebuilders, the National Governors Association, the National Housing Institute, the U.S. Department of Housing
and Urban Development, the Mortgage Bankers Association of America, the Council of State Community Affairs
Agencies, and the National Council of State Housing Agencies.

35 "State HFA Program Catalogue, Volume Two, Rental Housing Programs and Volume Five, Housing Finance &
Technical Assistance Tools", January, 1992; and "Blue Ribbon State Housing Programs”, September, 1993; National
Council of State Housing Agencies.
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The following is a review of multi-family housing loan programs operating in other states, as
compiled by NCSHA. Most of these have an Alaskan counterpart in one of AHFC's
programs.

— tax-exempt bonds—the issuance of tax-exempt bonds by state housing finance
agencies is the most prevalent means of funding and subsidizing multi-family
housing construction, acquisition, and rehabilitation; AHFC operates this kind of
program in Alaska; program variations among the states include:

— blending in agency reserves,'state appropriations, or federal or foundation
grants such as HOME funds to provide a further subsidy;

— granting these funds to municipalities to operate loan programs or requiring
local contributions to project financings;

— targeting the financing toward households with incomes lower than the
requirements for tax-exemption, projects with higher than federally
required set-asides for low-incomes, energy efficient units, three-bedroom
units, special needs groups (elderly, handicapped, etc.), small projects, or
land acquisition;

— establishing various loan terms and conditions; and,

— providing construction loans or second mortgages in addition to permanent
first lien mortgage loans;

— 501(c)(3) tax-exempt financing—organizations qualified as non-profits under
section 501(c)(3) of the federal tax code can obtain tax-exempt financing without:

— the annual recertification of tenant incomes;

— an allocation under a state's volume cap for tax-exempt private activity
bonds; and,

— certain other restrictions otherwise applicable to tax-exempt housing

— low income housing tax credits—each state is required under federal law to
designate a housing agency to administer the federal tax credit program; the credits
can be used in conjunction with either tax-exempt or conventional financing of
rental housing; AHFC is the designated agency in Alaska; Hawaii has established a
state tax credit equal to 30 percent of the federal tax credit;

— taxable bonds—some states sell taxable bonds to allow projects using low-income
housing tax credits to claim the larger credit allowable with such financing or to
provide housing for income leveis above those permitted by the Internal Revenue
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— mortgage-backed securities (MBS's)—a number of housing finance agencies have
reduced interest costs, transaction costs, default risks, or the duration of interest
rate risk in financing multi-family mortgage loans by issuance of GNMA MBS's or
swapping loans for FNMA or Freddie Mac MBS's;

— rental rehabilitation programs-—many states have loan programs targeted
specifically toward rental rehabilitation; a defunct HUD program was the genesis in
many cases; currently, fundmg comes from the federal HOME or Community
Development Block Grant (CDBG) programs, state appropriations or general
obligation bonds, housing finance agency resources, tax-exempt bonds, or the
Local Initiatives Support Corporation (LISC), a non-profit corporation that is a
new secondary market financing source for affordable housing loans;

— housing trust funds—some states have trust funds dedicated for housing programs;
contributions to the trusts have come from state appropriations, housing finance
agency assets, interest earnings on trust accounts held by real estate brokers,
unclaimed property, and real estate transfer taxes;

— technical assistance—some states provide technical assistance or grants or deferred
loans to finance predevelopment costs; the assistance often is needed to deal with
the complex requirements and time-consuming efforts needed for many affordable
housing programs; it is often targeted towards non-profits which generally don't
have funds to finance predevelopment costs;

— loan guarantees—some states have established loan guarantees for multi-family
housing; the guarantees have been provided through funding of a guarantee fund
rather extending the general credit of a state or housing agency; in some cases, the
amount and priority of loss coverage is specified; in one situation, a state has
solicited bids from lenders on the amount of lending they would provided for a
guarantee fund of a specified amount (the ceiling on the possible claims); at least
one state, New York, has received claims-paying ratings from national credit rating
agencies based on the capitalization of the fund and the contingent availability of a
dedicated stream of state real estate transfer tax revenue;

~ linked deposits—deposits with financial institutions are conditioned on the
institutions providing housing financing on more generous terms and conditions or
to higher-risk borrowers;

— Community Reinvestment Act—this act has been used by some housing finance
agencies as well as non-profit organizations to induce financial institutions to
provide financing on more generous terms and conditions, to higher-risk
borrowers, or for second mortgages; and,
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— public or non-profit development corporations—such organizations have been
created to provide equity financing, orchestrate syndication of the sale of low-
income housing tax credits, provide development expertise, and acquire existing
housing to insulate rental rates from general appreciation in housing markets.
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IX. Regulatory Barriers to Affordable Housing

Throughout the 1980's and early 1990's, the costs of housing far outpaced the growth of
personal incomes and saving. This resulted in declining rates of homeownership and greater
proportions of renters having to sacrifice more than 30 percent of their income for rent.

Advisory Commission on Regulatory Barriers to Affordable Housing

In response, in March 1990, the Secretary of HUD established the Advisory Commission on
Regulatory Barriers to Affordable Housing. The Commission published its findings and
recommendations in July, 1991 in a report entitled "Not In My Back Yard', Removing
Barriers to Affordable Housing". The recommendations of the Commission have resulted
among other things in the establishment by HUD of the Regulatory Reform for Affordable
Housing Information Center. The center is providing information, model codes, and technical
assistance to state and local governments and other organizations regarding reform of
reguiations that hinder the production of affordable housing.

Major findings and recommendations flowing from this national initiative on regulatory reform
for affordable housing are:

® rising costs of land purchase and development is the one factor most responsible for
increasing prices and reduced affordability of new homes; Census Bureau data indicate
that the average lot price as a percent of the average home price has risen from
approximately 17 percent in 1974 to about 28 percent in 19893; part of this increase is
due simply to larger average lot sizes;

® design creep has ballooned home sizes and amenities as well as lot sizes; in Contra
Costa County, California, the average new home has gone from 1,000 square feet with
one bath and a one-car garage on a 5,000 square foot lot in the 1950's to a 2,800
square foot home with 3 baths and a 3-car garage on a 7,000 square foot lot in the
1990's; affordability for many households will require smaller housing units with fewer
amenities on smaller lots;

36 " Affordable Housing Guidelines for State and Local Government”, HUD, November 1991, page 17.
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e in light of this, flexibility in zoning can make major contributions to housing
affordability; for example,

® higher allowed densities directly reduces the cost of land per unit;

® clustering of housing, as may be allowed under planned unit developments
(PUD's) or planned residential developments (PRD's), can save as much as 34
percent of the costs of subdivision development?; clustering allows developers
to average the density of units across the entire tract rather than on a per lot
basis; clustering results in more open space as well as reduced costs for
clearing and grading of the construction sites; it avoids significant costs for
extensions of streets, sidewalks, water and sewer, etc. and makes more of the

land available for housing; clustering can be important where not all of the tract
is buildable;

® reduction of front setbacks can reduce the length of driveways and utility
connections; and,

reduction of side setbacks can increase the number of units served by a street,
curbs and gutters, sidewalks, and the main run of utilities;

e reducing the cost of land development was the single greatest factor in achieving
housing affordability under a HUD demonstration project with local governments
(Joint Venture for Affordable Housing); avoiding excessive subdivision requirements
can provide a double-barreled benefit: not only are material and labor costs reduced by
limiting the size of street widths and rights-of-way, incidence of sidewalks, etc., but
more land is made available for housing; this results in the land and development costs

of the subdivision being spread over a greater number of housing units;

e use of easements instead of rights-of-ways can provide the same legal access for
utilities while making more land available for housing, leaving more land on the
property tax rolls, and reducing the effective setback from streets and utilities, thus
lowering costs for driveways and utility laterals;

37 "Proposed Model Land Development Standards and Accompanying Model State Enabling Legislation", HUD, June
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e the reliance on the developer for provision of infrastructure such as streets, curbs and
gutters, water and sewer, etc. through subdivision development standards can have at
least four drawbacks:

e the infrastructure is financed at taxable rates, as opposed to tax-exempt rates if
it were provided by the municipality through special assessment or general
obligation bonds;

e the higher equity investment required can limit the number of, or competition
among, developers able to undertake projects;

® the higher development cost biases construction away from affordable housing
toward the high end of the market that can better absorb such costs; and,

@ the higher costs increase the risk of the project and make financing more
difficult to obtain from lenders or available only on more stringent terms;

e the Commission has recommended establishing by law time limits on building code,
zoning, and other approvals and reviews; the limits would establish a legal
presumption of approval; the regulatory body would have the burden of justifying
disapprovals within the time limit, else approval would be automatic;

e the Commission has called for adoption of the CABO (Council of American Building
Officials) One- and Two-Family Dwelling Code; this code is tailored to residential
construction and has less demanding requirements than the Uniform Building Code
(UBC) whose standards must cover commercial construction as well; Juneau at one
time had adopted the CABO Code but currently relies only on the UBC;

® the Commission calls for local governments to initiate comprehensive reviews of
zoning, subdivision ordinances, building codes, and related development-control
. ordinances and administrative procedures to identify excessive barriers to housing
affordability;

® many of these regulatory reforms would meet resistance from local individuals and
groups on the mistaken belief that affordable housing will decrease property values;
the Commission points to a survey of relevant research that found that 14 out of 15
studies "reached the conclusion that there are no significant negative effects from
locating subsidized, special-purpose or manufactured housing near market-rate
developments";

® accordingly, the Commission calls for local governments to undertake educational
efforts to make the public aware of the economic effects of local regulation and the
need for reform.
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- Survey of CBJ Land Development Regulations

The following is a survey of the extent to which CBJ follows recommendations of the
commission, adheres to regulations that have been recommended in "Affordable Housing
Development Guidelines for State and Local Government" published by HUD in November,
1991, or has adopted practices described in "Removing Regulatory Barriers to Affordable
Housing: How States and Localities are Moving Ahead" published by HUD in December,
1992. The survey is not a recommendation that these guidelines or practices be adopted.
Some of the HUD recommendations or practices in other states may not be appropriate for
Alaskan conditions.

HOUSING REGULATORY GUIDELINES & PRACTICES

Adopted by CBJ

Permit Processing

1.
2.

v

W oo

10.

11.

preapplication conference
availability to developer of published materials including policy
manuals, permits and fees required, processing times, procedures
including appeals, checklists used by CBJ .........coocivieiiinecinicieanae x]
SINGIE PEITIUL....eeiuiiieiiiiiieeiiae ettt e e s
single office/consolidated interdepartmental staffing of perrmttmg
officials (ONe-StOp PErTULLING) ..ccovrerrerireeeeriieereieeeerieeeeeeeeeniareeenns
concurrent reviews by all permitting authorities .........cccccccceervnnnennn.
ONE PUDIC NEATINE ....oovcveevieiviceeeiieceeeeeree et O
use of administrative hearing officers instead of commission review [
allow engineering review by private contract at developer's expense[X]

two (if no variances needed)—building permit and aliowable use
permit; 5 code reviews required—Uniform Building Code,
National Electric Code, Uniform Plumbing Code, Uniform
Mechanical Code, and Uniform Fire Code

# of departmental reviews needed for multi-familyv project:

three—Community Development, Engineering, and Fire
Departments (review officials for all three departments work at one
location—Community Development Department)

sample processing times for multi-family project (application date

to permit date)

(a) St. Vincent DePaul Shelter: 499 days—8/24/92 to 1/5/94
(b) Fireweed Senior Housing: 150 days—10/4/93 to 3/3/94
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Land Use

1. ZeTO-lOt-liN.....coeieeirieriiiieier et ee e e e steeste e e e bsenaeens
(a) allowed DY PEITIL .....ccveeeeeecieiieecieeeeeeeesteeeeeeeieeeneeeeeaeeaeenns
(b) allowed in all residential zoning districts.........cccecvereureeeneennnnnee.
(c) allowed by right......cccvevrereerennene. ettt ete e ebereenns
2. average 10t Size deVEIOPIMENL .....c.vuevurvriereeereeeiescsneessesnaneesecaennanns '
(a) allowed by permit ........ccceeeuverenenen. teereresatreerearatarassntrereeennnnes
(b) allowed in all residential zoning diStricts................... eeere———
(c) allowed by right............... ettt e et a et et nr s et neseatane O
3. cluster development/PUD............cc.c.c.... ettt O
(@) allowed BY PEIMUL ....cvevereerirereeerieeeeeereeeeeeteeseeeaeereeree e eseeseanens O
(b) allowed in all residential zoning diStriCtS......eeeeereereereeeeerrenenes O
(c) allowed BY Tght.....ccoevreruerieeeeeiereeieieteree et O
4. planned residential development (PRD) (mixed residence types, no
MINIMUIN 10t SIZE) cveiiiiiieeieeeerieeeeeie e e e e ereee e s e e e e e erireeeesenes
(a) allowed by permit.........cccccervmiimvrernnniciiirnrenneciiieennine e, X
(b) allowed in all residential zoning diStricts..........coevevereerverereennnn. =
(C) AlOWEA By TIRL......c.cevevirieecreeeeieteteeeeee e snnennas g
5. small lot Zoning diStriCtS ......covevueeieririiiieieneciceaienies JRRRORUUR X
6. reduced Setbacks ....c.veecvereiereiieceieeee e sreeeeeeens DD
7. density BONUSES .....cccovieerviiireieeenetenire e JSSTORRI X
(a) affordable hOUSING .......cocervuerrierriiriiieieienreneeeneeeteee e X
(b) special needs hoUSING...........coeveeveeeveireereieiereeeteeeeeee e, O
() location on transit HNES ......cceeeevermieeereeeeeeeeiieecreeeeeee e ee e
(d) OPEI SPACE...cuueiirrieeeiieeireeteeteesaeeseeesiareaaeeeeabeeesreessnreessans X
(€) extra JandSCaPINg .......c.cevuerreerueriirerrenecrierreeeeesreesneeereeee s X
(f) recreation AMENIIES .......ccvveveeiiveirireeereereereeeeeeeeeeeeaeaeeeeeeeennns
8. promotion of infill development to prevent sprawl ........cccccuveereeeen. X
9. promotion of mixed use (e.g., along transit lin€s).....cc.ccccereurereueeen. ]
10, flexible ZOMING ....c.eovveviieeicreeieeicieitetetcee et r e b b se s enas O
(2) fiXed CTETA DY USE....oeoveeecuererieeeeieeererer v eeeeereeneeese e eaereenas O
(b) variable Criteria by USE .........ccecveuerrirerereereeererenereereeresseaereenns O
(c) parking based on rent structure and proximity to transit, jobs,
SLOTES, ANA SEIVICES .....vvcevevceeeereeeeeseieseeneseeeeteaseseeseresseseesenns O
11. manufactured homes (modular, panelized, prefabricated, precut,
log, and shell ROMES) ......cocccivuiriiiiieiecce e
(a) allowed bY PEIML ...ccocovvieeeiieeeeiieeeeetee et e s
(b) allowed in all residential zoning districts.........cccceeeeveereeerenncenn. X
(c) allowed by Tght .......cooviimiiiiiirieeieie et X
12, mMODbIlE hOMES .....evieiiiiiiiiie e X
(a) allowed by PErmiit .........ocoiiiecririieeieeeee et x]
(b) allowed in all residential zoning districts..........ccceveveeerreneecrnnnne ]
(C) allowed by TRt.......ccovevirreieiieieieieieeeeereee et OJ

(d) inspection limited to foundations and finished unit based on
reliance on state standards or HUD "National Manufactured
Home Construction and Safety Standards”..........cccccceeevnneeenne.

Juneau Multi-Family Housing Market Analysis Page I - 126



13. single-room-occupancy (SRO) projects .......cceeceeveeerevierinnvennieeenns
(a) allowed by PEImMt ......covueevrereerieeeniireireniresieeereeseeeeseeeseesanessenens X0
(b) allowed in all residential zomng (4 1T 1 3 1) 1- SO O
(c) allowed by right......c.cceveveeeiveneenrrennnen. ttereteeesten et beenes
(d) allowed in COMMEICIal ZONES........ccvrvriereriereeeereeerreeerreereeeesreees

(e) classed as hotels, reducing development cost (e.g., reduced
PATKINE) c.evrverereiiceieeitieeteestersteeeereentesesaeseseesestesenaesseessneeecs
(f) exempt from hotel taX ......c.eeemeuevereererieriiereeeer e ve e g
(g) no minimum unit floor SPACE .......eerevrrreuierreecereereeeecereeenneeene
14. new accessory (mother-in- law) UIES c.eeveieeereeeseesnecesreeeneeeeneeens
(a) ‘allowed bY PEITIL .eeveervreeieieeieeeierrertrreereee e eeeeeese e esaee e
(b) allowed in all residential zoning diStricts.......cccceereeeeiiiceinecceinnnns
(C) AlloWed BY TZht....eveveeierieeieereieeetee ettt 0J

Streets 4

1. functional hierarchy classification SyStem ........ccceevveeeeurerinureiinnnennen

2. performance design standards based on traffic volume and type and

ON-StIEEt PATKING ..eovveeeieieieeeire ettt et reesnee e
Pavement Width
Street Type Standard Width (ft.) Standard or Less
collector, parking both 36
sides
collector, emergency 26 O
parking only
subcollector 26 0
access 22-24 9
alley 12 U
one-way loop 16-18 [
Turnarounds
Turnaround Tvype Standard Radjus (ft.) Standard or Less
Cul-de-sac 30 0
"T"-turnarounds
inside radius 26 ]
outside radius 38 W
straight lengths (2) @ 30 0
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3.

4.
5.

parking

(a) promote off-street Parking .......ceceeeeveeveeerrrerivenreeessveenreessnnens
(b) common driveways for adjoining lots...........ccoceerevereerierennnnenn. O
(c)- pavement thickness designed to actual parking load................. U
(d) eliminate curbs and gutters in parking areas............c..coceeervnenes d
~(e) use unpaved shoulders for parking..........ccecevveviioniiiniiinnnenne. U
(f) prohibit travel and boat trailers and motor home parking on
TESIAENLAL SITEELS. ... .vereeeereerenreressereesessessessessasseeseesnrensesesens O
base rights-of-way widths on specific traffic and planning analysis .. []
use easements instead rights-of-way .......ccccooveeiviiiiiiiviiicenenin U

Curbs and Gutters

1.
2.
3.
4.

Sidewalks

R N

use grassy SWales INStEAd ......c.oovivvereeveeeirerreciieeeeeeeereereeereesseseenes U
use mountable or rolled Curbs .......ccueeeeivieeieciiiee e
gutter size no greater than 12 inCHES ........ccvrveriveercrereeecreenererceene U
extruded construction rather than formwork .........ccccceevvrnvreeecnnes

(CBIJ requires sidewalks in Service Area 1 only)

................................

Storm Drainage

A il M

ewers

00N U R W

on one side of street for most local Streets ........cccoovveeiviiinniiireanenen. U
eliminate on lightly traveled SIrEets .........cceererreceereeruerereneereereseannan U
USE PALNWAYS ..o.veueerieveeeerieeeeeereseseeeseeeesessesessesessessassesensensenseneeseons O
limit width generally t0 3 fEeL .o.cuvvrvererriereierreeeeeneerenieeereereeenennas U
integrate 4 foot sidewalk With curb ..........ccoevevvicenienrecreieeereneeeen, U
USE PIASLIC PIPE .eeuveirireririeieiieritene ettt s e e see e saeesneesmessnneens
design for specific performance..........coocceveerveeniercierseeneeeenieneneen.
consideration of retention in deSign...........cevvuvreeereersrreereeeeneneneerncns H|
use precast manholes and inlets...........c.ooeevimereeeeiiiensieeneeeneeeeeane
space manholes 600 to 800 feet apart ............cceereuerenerrenereecrereens H|
USE CUTVEA PIPE vvvoevererenrenrsietereniaeseseseseseseesesnaesesesseneesenssencsesensas 0

curvilinear sewers—either rigid (bent or beveled joints) or flexible.. []

eliminate manholes for curved changes of alignment ...................... U
manholes spaced 600 feet apart with use of flush trucks................. 0
inside connection on drop manholes........cc.ccceeeeerccrieiinerninvieennnen.
designed to 40 to 50 gallons/capita/day.............cceerveeevererercrnenennes U
dead-ends and cul-de-sacs served with 4 to 6 inch sewers............... 0
single dwelling 3 inch laterals...........cccovevieveveierreernneereeeneieneeeeneene U
common laterals for adjoining ProPErties .......oeuevererrerererrerverercevenees 0
USE PLASHC PIPE weevveeiiieriieiiereeiieieet e et see et entesnesiesanesressae s
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Water

Mo s

Utilities

design line size based ON NEEAS .......cccceverevererieeieeieeesreeeecreee e
lines 2 inches to 4 inches for ShOTt TUNS..........cveveerereeeeeeeeveeieienenen U
PIASHC MIAINS ... eeveventererrneirseietereeeeseaaeseacesesesseesesastesesasassesesensenens U
PlASHIC SEIVICE ....evcerureentienreeeeneereaieeeeeesseesseeseesseeseeerneestesnesnecras
corporation stop instead of saddle-type connections...............ccouu... U
multiple dwelling connections to a COMMON SEIVICE ......ccoovuvereernenen. UJ
blow-offs instead hydrants.............ccceeeuecuecueurerneruecreesiesinnnns e
use easements instead of FghtS-0f-Way .............co.ovuevermrreersersrerenens O

direct burial of TV, phone, and cable
common trenching for water and sewer or TV, phone, and cable .... O

eliminate minimum floor space requirements...........coceeeeenveienreennn W
promote design on 2 foot grids to match incremental lumber
QIMENSIONS ...vvvvieieveeieteteaeetetereesetesesaseerensenesseseresesassesesesesesensesenes U

Building Code

1.

[\

»—5\090.\19\511%5»

o

alternate materials and systems provision in code (allows
innovations with adequate evidence).........cc.ccceeeeeerennviriniiiecennne,
footing widths based on performance standards (loads vs. soil

bearing capacity)
footing reinforcement usually UNNECesSary ...........ccceeeerevveerieeirinnnn, O
frost-protected shallow footings
wood foundation walls ..o

S1AD fIOOTS e
eliminate wire mesh reinforcement of slab floors ..........ccccoeiiiiinn. B!
STll PlAtes USINE 2' X 4'S cuovvveveieereeieeeeeee et eveseseenene s saessanenes N
sill plates fastened with anchor stops instead of anchor bolts........... [
no sill plates for level foundations .............cccceveveeriereecrisreeneenereneenes O
built-up wood beams for floor center support beam instead of "I'"-
BEAIMIS .ot ceieeeriecce e ettt e e et e e e e e et e e br e e rba e e sanra e X
eliminate double floor joists under non-bearing walls if 5/8" floor
ShEathing USEA .......eovevieirietieieriiieietee et eee s ebe b N
off-center splicing of floor JOISES .....cvueveeveiniiiiiiii e N
conform wall dimension and window and door spacmg to lumber
IMENSIONS ...eiiiniiiiiiiiiiiieete ettt
seven and 1/2 foot walls (vs. 8 foot walls) .....................................
stud spacing of 24" for one story or upper story construction .......
COMETS USINE 2 STUAS ..vvevveveerreerieeeeeeteteereseeseseeseseeaesresnesesseseesesneneas O
eliminate partition posts where interior partition intersects exterior
WALttt e et et
no mid-height fire-blocking........ccoceeevciiiinniiiinnniciii, x]
no structural headers in non-bearing pamtlons and end walls .........
glue-nailed plywood headers instead of structural headers.............. X
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22. single-layer panel SIdiNg.........cccverererreerrccecruerueareessiuenrnneseeseeennne

23. single-frame openings in non-bearing partitions.............cccccerveennnen.
24. National Association of Home Builders (NAHB) National Research
Center "Residential Plumbing Guidelines"............ocovuvuerureeicinnnnnns L]
25. Council of American Building Officials (CABO) cluster drainage
fIXTUE UNIL VAIUES ....ccvereeerirrnirereeenaesetenreaeenerieeee e see e e eneseenesnen [
26. -drain cleanout spacing of 75 feet ........... ceerereerereaeae et et st neeaans [
27. CABO smaller-diameter traps and longer trap-arms ...........cccceeuu.... Ol
28. CABO smaller diameter drain.pipe (1 and 1/2" below grade) .......... [
29. CABO smaller diameter vents......... et ee et ettt aeenan Ol
30. common and Stack VENtING.......ccceeeeemreriiirenneenniiiiiiecien e
31. individual fixture Stops Optional ...........ccceeeiiiiiriiiirniiiniieee e
32. CABO fixture water SUPPLY PiPe SIZES......ccoeeverrreruereererueercnrereruennns O
33. small families' water heaters of 30 to 40 gallons .........c..ccccccvvennnen.
34. #14 wire and 15 amP AEVISES ...c.vvveveeeerereeenreeertenenrenereesieeeeeneeeneens [
35. plastic utility and JUnction BOXES ........c.cceevrvereueirivieenierrrcricnnieieens
36. dropped hall ceiling plenum for low-temperature heating (i.e.,
electric, heat PUMP) ........c.cumveveeeireereeeerereeeinsesessseseanseseseaseesseenenne []
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X. Housing Tax-Exemption and Fee Waivers

Tax-Exemptions

The City and Borough of Juneau appears to have no significant latitude to aid multi-family -
construction with exemptions from property taxes.

State law governs what property must be or may be exempted from property taxes by
municipalities in Alaska. Federal, state, municipal, educational, charitable, religious, hospital,
and certain other property have mandatory exemptions under State law. Some other
exemptions are permitted at the option of a municipality.

In general, State of Alaska statutes do not appear to allow any property tax exemptions that
could be used to assist private development of multi-family housing. AS 29.45.050 (a) does
allow a $10,000 exemption per residence by ordinance, if ratified by voters. This exemption
has not been adopted by the City and Borough of Juneau.

Conceivably, the statutory language could be interpreted to allow a $10,000 exemption per
unit for multi-family housing. But, the better legal arguements probably militate against such
an interpretation. It appears that the state assessor and attorney general's offices have not
encountered the issue of bringing multi-family housing within the scope of the exemption.

Also, enacted into law in 199438 was an option for municipalities to exempt by ordinance
privately owned property used exclusively for student housing for the University of Alaska
under a written agreement with the university. This exemption also has not been adopted by
the city.

AS 29.45.050 (b)(2)(a) allows the city to exempt property of non-profits used exclusively for
community purposes. The DIPAC hatchery at Salmon Creek is the only property with a
continuing exemption under this provision. This provision was at issue when the city granted a
one-year exemption to Senior Citizens Support Services, Inc. for their multi-family project.
By the language of the provision, it would not be available for a for-profit developer, no
matter how community purpose were defined.

AS 29.045.090 (m) allows an optional exemption for economic development property. Multi-
family housing is unlikely to qualify as economic development property unless it could be
shown to create employment in the municipality as a trade or business. Even then, the land
would not be exempt unless it had not been taxed previously.

As allowed under AS 29.045.090 (f), the value of certain residential rehabilitation and repairs
are partially exempted for four years under CBJ 69.10.010 (6).

38 Chapter 65, Session Laws of Alaska 1994.
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Fee Waivers

Under CBJ Code, there also is no authority to waive building permit fees or water and sewer
hook-up fees. Of course, the city could amend the CBJ Code with regard to fee waivers. '

The main problems with doing so are the loss of fee revenue and fairness with regards to other
types of development. A fee waiver for multi-family projects of five or more units certainly
would not reduce city revenues relative to recent years, because only 25 units in such projects
were permitted between 1986 through 1993. On a $1 million project, building permit fees
would be $4,247.40 and a commercial plan review fee of $2,760.81 would be required, a total
of $7,008.21 or 0.7 percent.

If fee waivers made the difference between developing and not developing a multi-family
project, it could be argued that the generation of additional property tax revenue that
otherwise would not occur answers both the fiscal and equity questions. Current millage rates
are 14.08 for downtown, or 1.4 percent. Waived fees would be recaptured in less than a year
and many times over during the life of a project. It would be impossible to say with any
certainty that a fee waiver was critical to any particular project. But, waivers could be
provided only for projects with profitability or feasibility criteria below some arbitrary level.
Also, waivers could be limited to periods when the vacancy rate is below some specified level
or allowed pursuant to an administrative determination.

Juneau Muiti-Family Housing Marker Analysis Page 1- 132



Juneau Housing
Demand Forecast

Section II of the

Juneau Multi-Family Housing Program
Feasibility Study

Prepared for:

City and Borough of Juneau

Prepared by:

ajjMcDowell |

G R O

Juneau ¢ Ketchikan

in association with

Thomas P. King & Associates/Milton B. Barker

July 1994



J uneauHousing Demand Forecast

| Table of Contents

IDEEOAUCHON vvvvvveoeeeoeeeoeee oo seee s eeesssssasee st sessesesesessesemeseasesressenseeesesess 1
Summary Of FINAINZS cveevvirrieniieiieirtt ettt eesiesesvtseaessesee s e e essnsnesene 2
1. Juneau Current Housing INVENLOIY ....cocveerevirriieirieieieeieeenres e eesnesesneeereneeas 7
II. Juneau’s Pent-up Demand for HousIng .........cccccvcvcreecnienmicnieciiiiiiicicnne. 8
Local Pent-up Demand...........cccoviiinininiinicinnninececeresecnreneeneennenne 8
Non-Resident Pent-up Demand ........ccccoiiiiiiicicnnncnnenciciinnccnees 9
II. Current Demand by Unit Size (Number of Bedrooms) .........cccceoeeeerveerenuenes 10
IV. Future Housing Demand in Juneau........cccccocvvvieiinieneennnenererieneeseee e 10
V. Juneau’s Vacancy Rate .......c.ccooveioiiriiiiiieiniiiiieeieciecssne et eee e 13
VI. Multi-Family Housing LOSSES ......ccoceeiieiiriinnerireereescrtesee e seceneeenean 13
VII. Seasonal Demands on Juneau’s Housing InvVentory........cccceeceveecverivencnnnen. 14
Legislative SESSION ....ccccivieiiiieeiieritesiicie et sieeee e reseesse s e essneessnesssens 14
Tourism-Related Population ...........cccevevivieriiininnienneeniecnee e s 15
Student POPUlation ......c..coociieiiiiiinieeeei ettt 15
Summary of Seasonal Demand .........ccccovviieiinnininiee, 16
APPEIIAICES ...ttt ettt e et st e et e s e e e ae s b e e st e s e e se e et e esaens 17



_ Juneau

- Multi-Family Housing
Program Feasibility

' Study

- Volume I

Prepared for:

City and Borough of Juneau

Prepared by:

Milton B. Barker
Thomas P. King & Associates
The McDowell Group

July, 1994



Juneau Housing Demand Forecast

Introduction

As in most housing markets, the demand for housing in Juneau has been directly affected by
local economic conditions. During the early 1980s, residential building increased
dramatically (900 units constructed in 1983 alone) due primarily to increasing state
government employment in Juneau. Juneau's population grew by 6,000 residents over a five
year period. During this period of rapid growth, the supply of housing could not keep up with
the demand. High housing costs reflected this imbalance.

In 1986 and 1987, however, the speculative bubble in real estate construction collapsed,
resulting in the loss of over 1,100 jobs. The population declined by nearly 1,500 residents
and the housing market was flooded with units for sale or rent. Property values declined by as
much as 40% in some areas. :

Since about 1988, Juneau's economy has been on the upswing. State government has grown
and now employs as many workers as before the recession. Retail expansion has occurred at
an unprecedented rate. Juneau population, at about 29,000 residents is the highest ever. For a
number of reasons Juneau's housing supply has not kept pace with local population growth.
With a vacancy rate of less than 1%, the community again faces a situation where the supply
of housing falls short of demand.

As part of the Juneau Multi-Family Housing Program Feasibility Study, this analysis
predicts future housing demand in Juneau and identifies the likely imbalance between
housing supply and demand. Predicting housing demand through the year 2000 entailed a
four step process, including the following:

Identify Juneau’s existing housing stock
Measure pent-up demand through household survey research and other data
Project changes in housing demand as a result of population change in Juneau and

WP -

Compare future housing demand with existing supply.

This report includes an Executive Summary and four sections. Detailed housing inventory
and demand data is presented in the appendix. Following is a summary of results.
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'Summary of Findings

Juneau’s Current Housing Supply

» According to data provided by the City and Borough of Juneau (CBJ), Juneau’s current
housing supply is 10,821 units. This includes 4,144 single family units, 2,281 multi-family
units, 1,468 units in duplexes, 1,172 mobile homes, 871 condominium units and 741 zero- -lot
line units. The balance is comprlsed of live-aboard boats in Juneau harbors.

Pent-up Demand

» There is pent-up demand among local residents for at least 300 additional housing units.
Pent-up demand includes local residents currently sharing housing who would have their own
housing if not for the constrained market in Juneau.

e More than half (180 units) of the pent-up demand is for multi-family rental housing. The
remaining demand is for owner-occupied housing, including single family homes,
condominiums or zero lot lines. :

» Though not quantified in this study, survey results suggest that there is also pent-up demand
among non-residents for housing in Juneau.

* These estimates of pent-up demand suggest that construction of 300 additional units would
not reduce Juneau's vacancy rate, depending on the cost and location i
housing.

» These estimates of pent-up demand are conservative. They represent a fraction of pent-up
demand indicated in survey results. Adjustments to survey results were made to attempt to
account for factors such as affordability, location, and size of unit that would limit local
household members from acting on their perceived housing needs.

» Also, potential non-residential demand was discounted entirely due to an inability to
confidently quantify its magnitude. Yet, almost one-quarter of Juneau households have
relatives or friends that might move to Juneau if they could find satisfactory housing.

Housing Demand Forecast

+  According to population figures presented in the Final Socioeconomic Impact Assessments
for the Alaska-Juneau (Al) and Kensington Mines, Juneau’s baseline popuiation is expected
to grow in 1994 and begin declining slowly after 1995.

* To meet increased housing demand associated with growth during 1994, 170 additional
housing units will be required, including 40 multi-family units. This is the increase
necessary to meet new demand. Construction of 170 units would not increase the vacancy
rate.

* The gradual population decline after 1995, ranging between 0.34% and 0.36% annually will
be offset by mining-related growth projected to occur between 1995 and 1999.

* Between 1995 and 1999, Juneau will need a net increase of 730 housing units to meet the
needs of the mining-related population, including 395 multi-family units.

* The greatest influx of mining-related population will occur in 1998 when the AJ is predicted

to be in full operation and the Kensington is in its second year of construction. That year, 445
new housing units will be needed, inciuding 185 multi-family units.
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* To meet existing pent-up demand and future mining-related demand, by the year 2000,
Juneau will need an estimated 1,215 new housing units, including 615 multi-family units.

* A variety of factors will determine the location of future housing development, including
land availability, economic development and market preferences. The survey of Juneau
households found that two-thirds of Juneau renters are satisfied with the location of their
current housing. Due to small sample sizes, it was not possible to identify location
preferences among those renters that are not satisfied with their current housing. For purposes
‘of this study, the location of existing and future housing demand has been allocated among
service areas according to information in the Juneau Unified Transportation Plan.

. Vaéancy Rates

* Construction of 1,215 additional housing units over the next six years would meet pent-up
demand and expected increases in demand, but it would not bring Juneau's housing market to
a "healthy" condition. Housing industry professionals indicate that a vacancy rate of 5% is
normal and healthy. Juneau’s current vacancy rate is less than 1% for all housing types,
according to data from the CBJ Community Development Department.

* To become a healthy housing market today, Juneau needs 880 additional housing units,
including the number necessary to satisfy pent-up demand (310 units) and the number of
units needed to bring the community to 5% vacancy (around 570 units). This total includes
315 multi-family units.

e In 1994, an additional 175 dwelling units would be needed to fulﬁll the demand for housing
due to projected population growth over the year and to maintain a 5% vacancy rate.

Multi-Family Housing Losses

* Over the last six years, Juneau has lost an average of 17 multi-family units each year to
conversion to other uses, fire or demolition, or approximately 0.75% of the multi-family
housing stock annually. For purposes of predicting future demand for new multi-family
housing, it is assumed that this rate of loss will continue.

Demand Forecast Summary

* To be considered a healthy housing market, over the next six years Juneau's housing
inventory must expand by a total of approximately 1,800 units. This includes the number of
units necessary to satisfy pent-up demand (310 units), the number of units needed to house
the mining-related population (735 units), and the number of additional units needed to bring
the community to 5% vacancy (around 775 units). This total includes 770 multi-family units.
Including approximately 140 multi-family units that may be needed to replace conversions,
fire losses and demolitions over the next seven years, construction of new multi-family units
would need to total roughly 910 units through the year 2000.

In-Progress or Planned Housing Development

» Construction projects either in progress or planned will satisfy some of the pent-up demand
for housing in Juneau. A total of 158 multi-family units are expected to be developed over
the next two years, including the 67 unit Senior Citizen Support Services, Inc. project and the
45 unit Alaska Housing Finance Corporation project. A number of other projects could add a
total of 46 new multi-family housing units.

* In-progress or planned construction of other types of housing will provide an additional 146
units over the next two years, including the addition of 30 mobile home rental spaces. In
total, 304 housing units are currently under construction or planned.
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Juneau’s Current Supply vs. Projected Baseline (non-Mining Related)
Housing Demand, 1994-2000
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Net Demand for New Housing Units
Including Mining-Related Demand
1994-2000
s Additional Demand due to Population Growth———e——>
: Pent-up ' :

Housing Type = Demand 1994 1995 1996 - 1997 1998 1998 2000 Total
Single Family 60 65 0 0 0 140 0 0 265
Duplex 0 25 0 0 0 0 0 0 25
Zero Lot Line 10 10 0 <5 0 50 25 0 100
Condominium 60 15 0 <5 0 50 25 0 150
Multi- Family 180 40 5 50 65 185 90 0 615
Mobile Home 0 15 0 10 5 20 10 0 60
Total 310 170 5 65 70 445 150 0 1,215

Juneau’s Housing Supply and Demand
Including Mining Housing and Maintenance of 5% Vacancy
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New Housing Units Needed
To Maintain 5% Vacancy Rate
(excluding conversions/fire losses)

1994-2000
< Additionai Demand due to Population Growth=——~ee—eeecemeeeeeaes>
Housing '
Housing Type  Deficit’ 1994 - 1995 1996 1997 1998 1998 2000 Total
Singie Family 270 65 0 ' 0 0 145 0 0 | 480
Duplex 75 25 0 0 0 0 0 0 100
Zero Lot Line 45 10 0 <5 0 55 25 0 140
Condominium 110 15 0 <5 0 55 25 0 205
Muiti- Family 315 40 5 55 70 190 a5 0 770
Mobile Home 60 20 0 10 5 20 10 0 125
Total 875 175 5 70 75 465 155 0 1,820

1 Housing deficit includes pent-up demand and the number of units needed to attain a 5% vacancy rate.

Net Demand for Multi-Family Housing
1994-2000
Housing

Deficit' 1994 1995 1996 1997 -1998 1999 2000 Total
Gross Demand

(Units) 315 40 5 &5 70 190 95 0 770
Plus: Replacement

of Losses - 20 20 20 20 20 20 20 140
Less: Projects

in Progress - {31y  (127) - - - - . {158)
Total Net Demand 315 29 {102} 75 80 210 115 20 752

' Housing deficit indudes pent-up demand and the number of units needed 1o attain a 5% vacancy rate.

.......

o
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I. Juneau's Current Housing Inventory

In this section, Juneau’s housing baseline is defined by housing type and service area. As
required by the study contract, housing types identified include single family homes, duplex,
zero lot line, condominium, multi-family, mobile homes and boats.

Initial baseline information was compiled from the City and Borough of Juneau’s Population
Estimate 1993, produced by the Community Development Department as part of their effort
to measure Juneau's population. However, the City’s study combined single family, zero lot
lines and condos under the single family category. More detailed housing inventory data was
provided by the CBJ Community Development office. ‘

The following table presents Juneau's October 1993 housing inventory by housing type and
service area. The total number of dwelling units in Juneau in 1993 was 10,821, with over
4,000 in the single family unit category and approximately 2,300 in the multi-family

‘category.
Current Juneau Housing
Supply
Service Area Single Family Dupiex ZeroLot Condo  Multi-Family Mobile Home Boats TOTALS
(3 or More Units) (Live Aboards)
1 675 380 21 367 927 6 98 2,474
2 197 170 2 181 282 1 6 839
3 44 16 0 0 0 7 0 67
4 568 168 84 114 139 28 34 1,135
5 2,027 532 460 189 859 1,063 6 5,180
6 224 100 84 0 28 57 0 493
7 135 60 90 18 40 2 0 345
8 230 42 0 2 6 8 0 288
Totais 4,144 1,468 741 871 2,281 1,172 144 10,821
Juneau’s service areas are listed below:
Service Area 1 Juneau Service Area 5 Glacier Valley
Service Area 2 Douglas Service Area 6 North Douglas
Service Area 3 Rural Roaded Service Area 7 Salmon Creek
Service Area 4 Auke Bay Service Area 8 Lynn Canal
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I1. Juneau’s Pent-up Demand for Housing

Local Pent-up Demand

There is pent-up demand in a housing market if residents are constrained from buying or
renting by unusual market conditions. One indication that such constraints may exist is the
vacancy rate. If vacancy rates are significantly below 5%, pent-up demand likely exists. Pent-
up demand can also reveal itself in high average household size (more persons per
household). For example, in housing markets with very low vacancy rates, people are often
forced to share housing with non-family members, grown children are forced to live with
parents, and more households include extended family members.

Recent vacancy rates published by the CBJ indicate an overall vacancy rate of 0.87%. This
very low rate strongly suggests that there is pent-up demand for housing in Juneau. To
measure pent-up demand in Juneau, a survey of 367 randomly selected Juneau households
was conducted. The survey was performed during March 1994. The margin of error for the
survey is a maximum of 5%, at the 95% confidence level.

Detailed survey results are presented in the appendix to this report. While analysis of the
survey data is a somewhat subjective exercise, in general, the survey clearly identified a high
level of pent-up demand for housing among Juneau residents.

In total, about 15% of the households surveyed indicated that there was someone in the
household (roommate, grown son or daughter, or other relative) that would move out if
additional "affordable"” housmg were available (suggestlng a pent-up demand for 1,600
units). Of course, some of this demand is simply a function of price, rather than realistic
avallablhty Households with pent-up demand were queried about the price, location and type
of housing being sought. Some of the responses were clearly unrealistic; $500 for a three
bedroom rental, for example, or $40,000 for a three bedroom home. These households were
removed from the estimate of pent-up demand.

After making the adjustment for unrealistic demand, firm pent-up demand for rentals totaled
5% of all households (approximately 530 units). Firm pent-up demand for housing to
purchase totaled 3% of all households (approximately 320 units).

Pent-up demand levels were refined to reflect actual behavior among locals considering
changing their housing situation. Even if another 850 units were available to rent or purchase,
much of the reported pent-up demand would not be satisfied because of the location of the
new available housing, the size of the new units or other factors. For purposes of this
analysis, it was assumed that with the addition of 850 new units, only about one in three of
the households with pent-up demand would actually expand into new housing.

Pent-up Demand For Housing in Juneau

Percent of Pent-up Demand

Juneau Households Number of Units
Pent-up Rental Demand 1.65% 180
Pent-up Purchase Demand 1.0% 130
Total 26% 310

Source: McDowell Group estimaies based on the Juneau Household Survey 1994.

Juneau Housing Demand Forecast Page Il - 8




The pent-up demand was assigned across the city’s eight service areas by housing type.
Housing units were distributed according to the Juneau Unified Transportation Plan model
updates provided by the Community Development office. A total of 180 units were spread
across service areas in the multi-family unit category. The 130 units demanded by potential
buyers was distributed among single family dwelling units, zero lot lines or condominiums.

The following table presents total current demand for housing in Juneau, by service area and
housing type, including pent- up demand

Current Housing Inventory and Pent-up
Demand Combined

Service Area Single Family Duplex ZeroLot Condo  Multi Family Mobile Home Boats TOTALS
{3 or more units)

1 685 380 21 ar2 957 6 98 2,519

2 202 170 2 186 292 1 6 859

3 44 16 21 21 21 7 0 130

4 578 168 84 114 149 28 A 1,155

5 . 2,09 - 532 465 219 929 1,063 6 5,305
6 234 100 84 10 53 57 0 538
7 140 60 30 23 70 2 0 325

8 230 42 ] 7 1 8 ] 298
Totals 4,204 1,468 707 852 2,482 1,172 144 11,1.291

There is a very high degree of uncertainty concerning the level of local pent-up demand for
housing in Juneau. In light of survey results, the pent-up demand estimates presented in this
analysis should be viewed as conservative estimates. Actual pent-up demand could be
significantly higher.

Non-Resident Pent-up Demand

Though not quantified in this study, survey results suggest that pent-up demand for housing
in Juneau also exists among non-residents. Nearly a quarter (23%) of Juneau households
know of someone that would like to move to Juneau if more affordable housing were
available.

The non-resident group considering moving to Juneau consists largely of retired family and
friends (65%). One-quarter would be looking for work and students account for most of the
remainder.

Because this source of pent-up demand is much less certain than local pent-up demand, it has
not been incorporated into this demand analysis. Clearly there is pent-up demand among
non-residents but there is insufficient data to draw any quantitative conclusions. In any case,
further research may be warranted as this non-resident pent-up demand may represent an
important economic development opportunity for Juneau.
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II1. Current Demand by Unit Size (Number of Bedrooms)

The following table presents the current mix of Juneau housing inventory in terms of number
of bedrooms by housing type. This data is based on household survey results.

Juneau's Housing Inventory
by Housing Type and Number of Bedrooms

One Two Three Four+
Bedroom* Bedrooms Bedrooms Bedrooms

Single Family 175 740 2,020 1,190
Duplex 60 535 800 120
Zero-Lot Line 35 225 410 75
Condominium 220 480 175 -
Mutti-family ‘ 1,015 990 250 45
Mobile Home 45 455 630

Total 1,550 3,425 4,285 1,430

*indudes efficiency units.
Source: McDowell Group estimates based on the Juneau Househoid Survey 1994.

With respect to pent-up and future demand, it is useful to consider demand in terms of unit
size. In the Juneau Household Survey, renters were asked if their current housing was large
enough to meet their needs. One-third of all renters indicated their current rental housing did
not have an adequate number of bedrooms. Most of these respondents desired either two
(36%) or three-bedroom (30%) units. Four-bedroom units were desired by 18% of the renters
with inadequate housing.

The key question, for future development of multi-family housing, is what should the mix be
in terms of number of bedrooms? Ignoring the issue of affordability, survey results suggest
that compared to the current mix, future multi-family construction ought to be weighted more
toward two and three-bedroom units rather than one-bedroom units.

Cunentiy, Juneau's multi-family housing stock includes about 44% one-bedroom, 43% two-
bedroom, and 11% three-bedroom units. According to survey results, a mix of approximately
30% one-bedroom, 45% two-bedroom and 25% three-bedroom units would more closely

match the current demand. Therefore, future multi-family development should be weighted
more toward the two and three-bedroom units.

IV. Future Housing Demand in Juneau

In the future, demand for housing will be directly related to changes in Juneau's population.

s a part of this study’s requirements, population forecasts were taken from the studies Final
Socioeconomic Impact Assessment, Alaska Juneau Gold Mine, February 1993 (FEIS AJ)
and the Final Socioeconomic Impact Assessment, Kensington Gold Project, June 1992 (FEIS
Kensington), prepared by Reed Hansen & Associates.

Since the writing of the two FEIS documents, projected start-up dates for construction and
operatlon have changed due to permitting and other delays. Anticipated start-up dates
designated by the Lommumty Development Dcpartment for purposes of this study are 1995
for AJ construction and 1997 for Kensington construction. Both mines are assumed to be in
operation two years after commencement of construction.
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The forecast shows baseline (non-mining) population growth of about 1.5% in 1994, then a
slow decline thereafter. The following table provides baseline and mining-related population
trends through the year 2000.

Year

1993
1994
1995
1996
- 1997
1998
1999
2000

Juneau's Population Forecast

Including AJ and Kensington Mine-Related Population

1993-2000
CBJ Baseline Mining
Population - Population
28,791
29,236 0
29,689 211
29,568 696
29,483 713
29,374 2,059
29,266 2,412
29,157 2,533

Total

28,791
29,236
29,900
30,284
30,196
31,433
31,678
31,690

Population

1 Reed Hansen & Associates, Final Sociosconomic Impact Assessment, Kensington Gold Project, City and Borough of Juneau, June 1992 and
Reed Hansen & Associates, Final Socioeconomic impact Assessment, Alaska~Juneau Goid Mine, City and Borough of Juneau, February 1993.

The 1994 increase of 1.54% indicates demand for an additional 172 dwelling units. After
1995, baseline housing demand is expected to begin declining at a rate of about 0.3%
annually through the year 2000. However, by 1995, construction of the AJ is assumed to
have begun so overall there is a slight net increase in housing demand. Between 1995 and
1999, mining-related development generates substantial demand for housing. The following
table provides detailed data on the mining-related demand.

Year

1994
1995
1996
1997
1998
1999
2000

Totals

Mining Housing Demand by Housing Type

Alaska Juneau and Kensington Mines'

1994-2000

Single Other Owned Multi- Mobile
Family Unit Units? Family Unit Home

0 0 0 0

0 0 15 0

15 10 60 15

5 <5 75 10

150 110 190 25
80 55 100 10

0 0 0 0

250 180 440 60

Total

0
15
100
95
475
245
0

930

1 Reed Hansen & Associates, Final Socioeconomic Impact Assessment, Kensington Gold Project, City and Borough of Juneau, June 1992 and
Reed Hansen & Associates, Final Socioeconomic Impact Assessment, Alaska~Junsau Goid Mine, City and Borough of Juneau, February 1993.

2 includes condominiums, dupiexes and zero kot line structures.
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These additional units were distributed each year across service areas and housing types.
Allocation was based on the Juneau Unified Transportation Plan model. Distribution of
mining-related housing is provided in the appendix to this report. Including existing pent-up
demand, total demand for housing peaks in 1999 at 12,033 units, approximately 1,200 more
than are now in Juneau's housing inventory. :

Juneau Housing Demand Forecast

1993-2000

Housing Net Increase in Total
Year Supply . Demand* Demand
1993 10,821 310 11,129
1994 481 11,300
1995 458 11,277
1996 517 11,336
1997 569 11,388
1998 1,008 11,827
1999 , A 1,214 12,033
2000 1,171 11,990

*1993 figure is pent-up demand.

The following table provides the estimated mix of this demand in terms of housing type and
service area.

Housing Demand
1999

Including Mining Units

Service Area Single Family Duplex ZerolLot Condo Multi Family Mobile Home Boats TOTALS

1

~N D N W N

[+-]

Totais

716 379 31 381 1,025 6 98 2,636
213 170 8 192 316 1 6 806
44 16 21 1 21 7 0 130
624 168 90 120 188 42 34 1,268
2,179 531 510 265 1,102 1,095 6 5,687
272 100 85 24 109 57 0 656
168 60 38 30 145 14 0 455
229 42 0 7 i1 8 0 297
4,446 1,464 792 1,039 2,918 1,230 144 12,033

1eau
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V. Juneau’s Vacancy Rate

By any standard Juneau's current vacancy rate of less than one percent is an unusual market
condition. A 1% vacancy suggests that the supply of housing is in some way constrained and
that housing costs are higher than an unconstrained market would offer. In order for Juneau
to achieve a less constricted housing market, the inventory of available housing would need
to increase. To determine what a "healthy" vacancy rate is, a series of interviews were

~ conducted with housing and real estate professionals in Juneau, with the Alaska Housing
Finance Corporation and the Anchorage office of Housing and Urban Development. The
general consensus was that a healthy vacancy rate is around 5%.

If Juneau is to achieve a 5% vacancy the supply of housing must expand by about 500 units,
ignoring pent-up demand and future population growth. Including pent-up demand, future
population growth and new units needed to reach a 5% vacancy rate, Juneau requires in 1994
an estimated total of 11,900 housing units and by the year 2000, 12,600 units.

Housing Demand Forecast
and Number of New Units to Reach 5% Vacancy
1993-2000 C

Housing Demand Adjusted o Supply Necessary
Year Supply for Population Growth for 5% Vacancy
1993 10,821
1994 11,300 11,858
1995 11,277 11,826
1996 11,336 11,896
1997 11,388 11,950
1998 11,827 12,411
1999 12,033 12,628
2000 11,990 12,582

VI. Multi-Family Housing Losses

Since 1988, Juneau has lost an average of about 0.75% of its multi-family housing stock
annually to fire, demolition or conversion. The rate of loss has been inconsistent, ranging
from zero losses in 1989 and 1992, to 56 units lost in 1990 (including 31 units from
demolition of the Channel Apartments).

For purposes of forecasting demand for new multi-family housing units in Juneau, it is
assumed that the rate of loss for the 1988 to 1993 period will continue through 2000. At an
annual loss rate of 0.75%, Juneau would need approximately 20 new units annually over the
forecast period to compensate for fire loss, demolition and conversion.
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Annual Average Loss Ratios
Loss Due to Fire, Demolition or Conversion
1988 to 1993
Year of Units Existing Multi- Annual
Loss Lost Family Units Loss Ratio (%)
1988 25 2,217 1.12
1989 0 2,209 0
1990 56 2,237 2.50
1991 7 : 2,225 0.31-
1992 0 2,215 0
1993 12 2,281 0.53
Total 100
Average 17 2,233 0.75

VII. Seasonal Demands on Juneau’s Housing Inventory

Vacancy rates in Juneau are affected by seasonal population fluctuations. These include the
beginning of the legislative session, tourism in the spring and summer and an influx of
students attending the University of Alaska Southeast in the fall. It is not certain to what
extent each of these groups impacts Juneau’s housing situation.

Legislative Session

The session commencing in January brings legislators, aides, lobbyists and occasionally their
families for the 120-day session. Though some session employees are Juneau residents, many
are not, creating a strain on Juneau’s housing market at the beginning of each vear.

Neither Legislative Affairs or the CBJ keep track of the numbers migrating to Juneau for
session work. Some general calculations based on the legislative population and employment
figures for Legislative Affairs Agency provide estimates of session seasonal in-migration.

The legislature-related influx includes 57 legislators and their staffs (average around 3 per

legislator). Lobbyists requiring long-term housing could potentiaily add another 25 or 30 to
the total influx to Juneau for the session.

The Legislative Affairs Agency employs 194 workers. About one-third of the agency’s staff
are year-round locals, and about 130 are from other areas of the state.

Juneau Housing Demand Forecast Page ll - 14



Legislative Session In-migration

Legislators ' C 57
Aids/Staff Members - _ 170
Lobbyists C 25
Legislative Affairs Staff A 130
Total | _ 382

This seasonal population influx would require about 350 units, assuming that some would
choose to share housing. Each year, this population finds housing but clearly there is pent-up
demand within this group for additional, more conveniently-located, or higher quality
housing. However, without further research, it is impossible to estimate this pent-up demand.

Tourism-Related Population

Summer-time tourism industry activity creates significant seasonal housing dcmand n
Juneau. The arrival of non-residents seeking summer employment follows closely the end of
the legislative session, resulting in little housing vacancy change between spring and
summer.

. Though there are no hard numbers available concerning the influx of tourism-related
population, interviews with the major tour operators in Juneau revealed some need for
housing summer employees. Local tour operators such as Princess, Grayline and Alaska
Travel Adventures provide assistance in locating housing to their non-resident employees.
For example, they attempt to utilize the same landlords each year. One operator actually
purchased a home to house its employees, leasing it during the winter months to other
renters. For the most part, operators listen for word-of-mouth referrals and use the newspaper
classifieds to locate housing for their non-resident employees

There i1s no data available concerning the number of people who come to Juneau during the
summer to work in the tourism trade. Employment in the tourist-affected retail, service and
transportation businesses increases by about 200 jobs between April and June. However,
many of these jobs are filled by locals.

Student Population

Every summer the University of Alaska Southeast begins its annual task of finding suitable
housing for students. For on-campus housing, students are required to fill out paperwork
requesting housing and place a deposit of $100 which pays a portion of their annual housing
fees. When student housing is no longer available, students are wait-listed and later notified if
a unit becomes available.

There are two groups of students seeking housing: single students and students with families.
All of the single students usually are housed. In many cases when the University does not
contact the student before the beginning of the term, he/she gives up and opts not to attend
the University or resorts to finding housing independently. The wait list for students with
families never clears.
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The University has been planning on building additional student housing. But, the 1994
legislature adjourned without authorizing appropriations or bonding authority for additional
housing.

Juneau's housing market is also affected by returning Juneau residents who have been out of

town attending school. Again, there is no data available that quantifies this demand.

Summary of Seasonal Demand

Juneau's vacancy rate is probably at'its lowest during the legislative session. Summer
housing demand may be somewhat less than the legislature-related demand. Juneau's
vacancy rate is probably at its highest during the fall and early winter. Even during these
months, however, there is apparently un-met seasonal demand from university students. The
City's vacancy estimates are based on surveys done in the fall. Thus, year-round vacancy
rates can be assumed to be even lower than the City's estimates. In general, while there are a
number of unique seasonal components to Juneau's housing market, the net year-round effect
is a very low vacancy rate.

Ju
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Appendices

Projected Housing Demand based on Population Projections 1994-2000

Service Area Single Family Duplex

Current Housing Inventory
and Pent-Up Demand
Combined

ZeroLot Condo Multi Family Mobiie Home

Boats TOTALS

Includes Cabins

1 685 380 21 372 957 6 98 2,519

2 202 170 2 186 292 1 6 859

3 44 16 21 21 21 7 0 130

4 578 168 84 114 149 28 34 1,155

5 2,091 532 465 219 929 1,063 6 5,305

6 234 100 84 10 53 57 0 538

7 140 60 30 23 70 2 0 325
8 230 42 0 7 1 8 0 298]
Totals 4,204 1,468 707 952 2,482 1,172 144 1 1,129|

Housing Demand
1994
Including 1.54% Increase
Service Area Single Family Duplex Zerolot Condo Multi Family Mobile Home Boats TOTALS

1 696 386 21 378 972 6 100 2,558

2 205 173 2 189 296 1 6 872

3 45 16 21 21 21 7 0 132

4 587 17 85 116 151 28 35 1,173

5 2,123 540 472 222 943 1,079 6 5,387

6 238 102 85 10 54 58 0 546

7 142 61 30 28 71 2 0 330

8 234 43 0 7 11 8 0 303
Totals 4,269 1,491 718 967 2,520 1,190 146 11,30%
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Housing Demand

1995
Including .34% decrease

Service Area Single Family Duplex ZerolLot Condo Muiti Family Mobile Home Boats TOTALS

1 693 385 21 376 968 6 99 2,549
2 ' 204 172 2 188 295 1 6 869
3 45 16 21 21 21 7 0 132
4 585 170 85 115 151 28 34 1,169
5 2,116 538 471 222 940 1,076 6 5,368
6 - 237 101 85 10 54 58 0 544
7 142 61 30 23 71 2 0 329
8 233 43 0 7 11 8 0 302
Totals 4254 1,486 715 963 2,512 1,186 146 11,262

Housing Demand
1996

Including .35% decrease

Service Area Single Family Duplex Zerolot' Condo Multi Family Mobile Home Boats TOTALS

1 691 383 21 375 865 6 89 2,540
2 204 171 2 188 294 -1 8 866
3 44 16 21 21 21 7 0 131
4 583 169 85 115 180 28 34 1,165
5 2,108 536 469 221 837 1,072 6 5,350
6 236 101 85 10 53 57 0 543
7 141 61 30 23 7 2 0 328
8 232 42 0 7 1 8 0 301
Totals - 4,239 1,480 713 960 2,503 1,182 143 11,223

Housing Demand
1997

inciuding .36% decrease

Service Area Singie Family Duplex ZeroLot Condo Muiti Family Mobile Home Boats TOTALS

1 688 382 21 374 862 6 88 2,531
2 203 A 2 187 293 1 6 863
3 44 18 21 21 21 7 0 131
4 581 169 84 115 150 28 34 1,161
5 2,101 535 467 220 833 1,068 6 5,330
6 235 100 84 10 53 57 0 541
7 141 60 30 23 70 2 0 327
8 231 42 0 7 1 8 0 299
Totais 4,224 1,475 710 957 2,494 1,178 145 11,182
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Housing Demand

1998
Including .36% decrease

Zero Lot

Service Area Single Family Duplex Condo Multi Family Mobile Home Boats TOTALS
1 686 380 21 372 958 6 98 2,522
-2 202 170 2 186 292 1 6 860
3 44 16 21 21 21 7 0 130
4 579 168 84 114 149 28 . 34 1,156
5 2,093 533 466 219 930 1,064 6 5,311
6 234 100 84 10 53 57 0 539
7 140 60 30 23 70 2 0 325
8 230 42 0 7 1 8 0 298
Totals 4,209 1,470 708 953 2,485 1,173 144 11,142
Housing Demand
1999
Including .36% decrease
Service Area Single Family Duplex Zerolot Condo Multi Family Mobile Home Boats TOTALS
1 ' "~ 683 379 21 371 955 6 98 2,513
2 202 170 2 186 291 1 6 857
3 44 16 21 21 21 7 0 130
4 577 168 84 114 149 28 34 1,152
5 2,086 531 464 218 927 1,060 6 5,292
6 233 100 84 10 53 57 0 537
7 140 60 30 23 70 2 0 324
8 229 42 0 7 11 8 0 297
Totals 4,194 1,464 705 950 2,476 1,169 144 11,102
Housing Demand
2000
Including .36% decrease
Service Area Single Family Duplex ZerolLot Condo Multi Family Mobile Home Boats TOTALS
1 681 378 21 370 951 6 97 2,504
2 201 169 2 185 290 1 6 854
3 44 16 21 21 21 7 0 129
4 575 167 83 113 148 28 34 1,148
5 2,078 529 462 218 923 1,057 6 5,273
6 233 99 83 10 53 57 0 535
7 139 60 30 23 70 2 0 323
8 229 42 0 7 1 8 0 296
Totals 4,179 1,459 703 946 2,467 1,165 143 11,062
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Projected Housing Demand Including Additional Mining Housing 1994-2000

Housing Demand

1994
Including Mining Units :
Service Area Single Family Duplex ZeroLot Condo Multi Family Mobile Home Boats - TOTALS
1 696 386 21 378 972 6 100 2,558
2 205 173 :2 189 296 1 6 872
3 45 16 21 21 21 7 0 132
4 587 171 85 116 151 28 35 1,173
5 2,123 540 472 22 3 1,079 6 5,387
6 238 102 85 10 54 58 0 546
7 142 61 30 23 71 2 0 330
8 234 43 0 7 1 8 303
Totals 4,269 1,491 718 967 2,520 1,180 146 11,300
Housing Demand
1935
: Including Mining Units
Service Area Single Family Duplex Zerolot - Condo Multi Family Mobile Home Boats TOTALS
1 693 385 21 376 970 6 99 2,551
2 204 172 2 188 296 1 6 870
3 45 16 21 21 21 7 0 132
4 585 170 85 115 154 28 24 1,172
5 2,116 538 47 222 845 1,076 6 5373
6 237 101 85 10 56 58 0 546
7 142 61 30 23 7 2 0 331
8 233 43 0 7 1 8 0 302
Totals 4254 1,486 715 963 2,527 1,186 146 1,277
Housing Demand
1996
inciuding Mining Units
Service Area Single Family Duplex ZerolLot Condo Multi Family Mobile Home Boats TOTALS
1 693 383 22 375 977 6 99 2,555
2 205 171 2 189 298 1 6 872
3 44 16 21 21 21 7 0 131
4 586 165 86 115 158 31 34 1,180
5 2,114 536 471 224 966 1,080 6 5,397
6 238 101 85 1 63 57 0 556
7 143 61 31 23 83 0 346
8 232 42 0 7 | 8 0 301
Totals 4,254 1,480 718 965 2,578 1,196 145 11,336
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Housing Demand

1997
Including Mining Units
Service Area Single Family Duplex Zerolot Condo Multi Family Mobile Home Boats TOTALS
1 691 382 22 374 986 6 98 2,559
2 204 171 2 188 301 1 6 873
3 44 16 21 21 21 7 0 131
4 585 169 85 115 164 33 34 1,184
5 2,108 535 470 224 992 1,082 6 5,417
6 238 100 84 12 72 57 0 565
7 143 60 31 23 95 7 0 359
8 231 42 0 7 11 8 0 299
Totals 4,244 1,475 716 964 2,643 1,202 145 11,388
Housing Demand
1998
Including Mining Units :
Service Area Single Family Duplex Zerolot Condo Multi Family Mobile Home Boats TOTALS
1 709 380 28 379 1,013 6 98 2,614
2 210 170 6 190 311 1 6 895
3 44 16 21 21 21 7 0 130
4 612 168 88 118 180 39 34 1,239
5 2,157 533 498 251 1,066 1,092 6 5,603
6 261 100 91 20 96 57 0 625
7 159 80 36 28 128 11 0 422
8 230 42 0 7 11 8 0 298
Totals 4,383 1,470 768 1,015 2,826 1,221 144 11,827
Housing Demand
1999
Inciuding Mining Units
Service Area Single Family Duplex ZeroLot Condo Muiti Family Mobile Home Boats TOTALS
1 716 379 3 381 1,025 6 98 2,636
2 213 170 8 192 316 1 6 906
3 44 16 21 21 21 7 130
4 624 168 90 120 188 42 34 1,266
5 2,179 531 510 265 1,102 1,095 6 5,687
6 272 100 95 24 109 57 0 656
7 168 60 38 30 145 14 0 455
8 229 42 0 7 11 8 0 297
Totals 4,446 1,464 792 1,039 2,918 1,230 144 12,033
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Totals

714
213
44
622
2,17
271
167
229
4,430

Service Area Single Family Duplex

378
169
16
167
529
99
60
42
1,459

Housing Demand

2000
Including Mining Units

ZeroLot Condo Multi Family Mobile Home
31 380 1,022 6
8 - 191 315 1

21 21 . 21 7
89 119 188 42
508 - . 264 1,088 1,091
94 24 108 57
38 30 145 14
0 7 1 8
789 1,036 2,907 1,225

Boats TOTALS
97 2,627
902
129
1,261
5,667
654
453
296
143 11,990

OOOO’)%OO’)

Projected Housing Demand Including Supply Necessary to Maintain 5% Vacancy Rate,

1994-2000
Housing Demand
1994
Attaining 5% Vacancy
Service Area Single Family Duplex Zero Lot Condo Multi Family Mobiie Home Boats TOTALS
1 723 406 21 383 992 6 100 2,631
2 215 178 5 192 304 1 6 901
3 45 16 21 21 21 7 0 132
4 618 7 92 116 158 43 35 1,234
5 2,202 578 484 249 993 1,114 6 5,626
6 271 107 90 17 70 58 0 514
7 166 66 40 26 93 13 0 405
8 241 43 0 10 15 8 0 317
Totals 4,482 1,566 754 1,015 2,646 1,250 146 11,858
Housing Demand
1995
Attaining 5% Vacancy
Service Area Single Family Duplex ZeroLot Condo Multi Family Mobile Home Boats TOTALS
1 720 405 21 381 931 6 99 2,624
2 214 177 5 191 304 1 6 898
3 45 16 21 21 21 7 132
4 817 171 91 115 161 42 34 1,232
5 2,195 576 482 248 995 1,109 6 5612
6 270 106 90 17 72 58 0 614
7 166 66 40 26 95 13 0 406
8 233 43 0 10 15 8 0 308
Totals 4,460 1,560 751 1,011 2,653 1,245 146 11,826
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Housing Demand

1996
Attaining 5% Vacancy
Service Area Single Family Duplex ZerolLot Condo Multi Family Mobile Home Boats TOTALS
1 720 404 2 380 998 6 99 2,628
2 214 177 -5 192 306 1 6 901
3 44 16 2 21 21 7 0 131
4 618 170 - 92 115 166 46 34 1,241
5 2,193 574 482 251 1,017 1,114 6 5,637
6 272 106 90 18 . 80 57 0 623
7 167 66 41 26 105 16 0 421
8 239 42 0 10 15 8 0 315
Totals 4,467 1,554 754 1,013 2,707 1,256 145 11,896
Housing Demand
1997
Attaining 5% Vacancy
Service Area Single Family Duplex ZeroLot Condo Muiti Family Mobile Home Boats TOTALS
1 718 402 22 379 1,007 6 98 2,632
2 214 176 5 191 309 1 6 902
3 44 16 21 21 21 7 0 131
4 617 169 92 115 17 47 34 1,245
5 2,187 572 482 251 1,045 1,116 6 5,658
6 272 106 90 19 89 57 0 632
7 167 65 41 26 118 18 0 436
8 238 42 0 10 15 8 0 313
Totals 4,456 1,549 752 1,012 2,774 1,262 145 11,9&)]
Housing Demand
1998
Attaining 5% Vacancy
Service Area Single Family Duplex ZerolLot Condo Muiti Family Mobile Home Boats TOTALS
1 737 401 28 385 1,036 6 98 2,690
2 220 175 9 193 319 1 6 925
3 44 16 21 21 21 7 0 130
4 645 169 95 118 188 54 34 1,302
5 2,239 570 510 280 1,122 1,127 6 5,853
6 296 105 97 28 114 57 0 696
7 184 65 46 31 o152 23 0 501
8 238 42 0 10 15 8 0 313
Totals 4,602 1,544 806 1,066 2,967 1,282 144 12,411
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Housing Demand
1999
. Attaining 5% Vacancy
Service Area Single Family Duplex ZeroLot Conde Multi Family Mobile Home Boats TOTALS

1 744 399 31 386 1,049 6 98 2,713
2 223 175 12 195 324 1 6 936
3 44 16 21 21 21 7 0 130
4 658 168 97 120 197 57 34 1,330
5 2,261 568 522 294 1,160 1,131 6 5,942
6 307 105 101 32 127 57 0 728
7 193 65 49 33 17 26 0 536
8 237 42 0 10 15 8 0 312
Totals 4,668 1,537 832 1,091 3,064 1,292 144 12,628

Housing Demand

2000
Attaining 5% Vacancy
Svc Area Single Family Duplex Zerolot Condo Muiti Family Mobile Home Boats TOTALS

1 742 398 31 385 1,045 6 97 2,704
2 223 174 1 194 323 1 6 833
3 44 16 21 21 21 7 0 129
4 656 167 96 119 196 56 34 1,325
5 2,253 566 520 293 1,156 1,126 6 5,920
6 306 105 100 32 126 57 0 726
7 192 65 48 33 170 26 0 534
8 236 42 0 10 15 8 0 311
Totals 4,652 1,532 828 1,088 3,052 1,286 143 12,582
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Juneau Household Survey Topline Results

1. How many persons, including yourself, live in your household on a permanent year round

basis?
Mean 2.9 People , .
- 14% One 19% Four ~% Don’t Know/Not Sure
36  Two 8 Fve 1 Refused
17 Three . 5 -Six or more

2. Which age category are you in?

Mean 43.5 Years of age
7% Under 25 - 10% 55-64 Years
22 25-34 Years 10 65 years and over
29 35-44 Years _ - Don't Know/Not Sure
21 45-54 Years 1 Refusal

3. Are there persons who live with you who travel for extended periods, attend school, or
work outside of Juneau? (How many?)

Mean 0.2 People
9% One ~%  Four 1% Refused
2 Two 86 None
1 Three - Don’t Know/Not Sure

4. What type of home do you live in here in Juneau?

50%  Single Family House 8%  Mobile Home/Trailer in Park
5 Condominium 1 Mobile Home/Trailer on Private Lot
1 Townhouse 1 Boat or House boat
©5 Zero Lot Line 2 Other
8 Duplex - Not Sure/Don’t Know
19 Apartment/muiti family i Refused

5.  Which area of the borough do you live in?

37% Mendenhall Valley 3% Salmon Creek
7 Back Loop/Auke Bay 4 No. Douglas
3 14 Mile or beyond 9 Douglas
2 Airport Area 5 West Juneau

10 Lemon Creek 16 Juneau
3 Switzer 1 Thane
1 Not Sure/No Answer
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6. How many years have you lived in your current home?

Mean 6.9 Years
24%  1-2 years . 10%  11-15 years 19%  Less than one year
18 3-5 years 5 - 16-20 years 1 Don’t Know/Not Sure
17 6-10 years ' 7 Over 20 years

7.  Could you please tell me the number of bedrooms your home has?

Mean 2.6 Rooms
14% One 13% Four -% Don’t Know/Not Sure
27 Two 2 Five 2 Refused
40 Three 1 Six or More

8. Are you satisfied with the quality and condition of you current housing?
73 % Yes 1%  Refused
26 No

9.  Why are you not satisfied with your current housing?

36%  Small 1%  Location inconvenient for busses
22 Expensive i Too many people in household

3 No Pets 5 No Garage/No Parking
38 House in disrepair/rundown 2 Have No House

3 Don’t Like Trailers 18 Other

3 Loud and Noisy Here 8 Refused

10. Do you own or rent your home in Juneau?

62 % Own 2% Refused
36 Rent

Renters Only (Questions 11 through 16)

11. Is your current housing adequate in terms of number of bedrooms?

75 % Yes
25 No

12. How many bedrooms do you need?

Mean 2.9 Rooms
3% One 18% Four
36 Two 9 Five
30 Three 3 Refused

13. Would you prefer to rent somewhere else in town?

30% Yes 2% Don’t Know/Not Sure
68 No
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14.

15.

16.

17.

18.

19.

20.

(If answered yes to question 13) Where in Juneau would you prefer to live?

38%  Mendenhall Valley —-%  Salmon Creek
3 Back Loop/Auke Bay 5 No. Douglas
8 14 Mile or beyond 10 Douglas
3 Airport Area 3 West Juneau
3 ~ Lemon Creek 21 Juneau
- Switzer 3 Thane

5 Not Sure/No Answer

What style of rental housing do you prefer?

12% Duplex 2%  Hall Entry 55%  Single Family Housing
8 Townhouse 8 Apartment in House 14 Don’t Know/Not Sure
2 Separate Outside Entry 3 Four-plex/more units 2 Refused

Are you or others in your household in the process of buying or building a home in
Juneau?

5%  Buying -%  Don’t Know/Not Sure
4 Building 1 Refused
89 ‘No

Is there anyone in your household who would move out if more affordable housing were
available?  Who in the household would move?

68%  Nobody would move 3%  Grown child 1%  Refused
26 Self 10 Other household member
2 Roommate 1 Don’t Know/Not Sure

Can you describe what type of housing, cost and location they are looking for?

28%  Buy 10%  Don’t Know/Not Sure
56 Rent 10 Refused

Specific responses to this questions follow of topline survey results.

Do you have non-resident friends or family who would move to Juneau if more affordable
housing were available?

23% Yes 3% Don’t Know/Not Sure
73 No 1 Refused

Can you describe what type of housing, cost and location they are looking for?

34% Buy 31%  Don’t Know/Not Sure
41 Rent 1 Refused

Specific responses to this questions follow of topline survey results.
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21. How would you describe the friends/family awaiting affordable housing?, a student?,
retired person living outside Juneau?

65%  Retired Relative/Friend 6%  Cannot Find Affordable Housing
5 Student 4 Don’t Know/Not Sure
25 Looking for work in Juneau 6 Refused

22. Could you please stop me when I come to the category best describing your total monthly
household rental or mortgage payment.....

Mean $755
6%  Under $300 8%  $700- $800 3%  $1,401 -$1,600
6 $300 - $400 8 $801 - $9500 4 Over $1,600
5 $401 - $500 11 $901 - $1,00 8 None
9 $501 - $600 9 $1,001 - $1,200 1 Don’t Know/Not Sure
9 $601 - $700 10 $1,201 -$1,400 4 Refused

23. What is your average total monthly expense for heat (electric or oﬂ), electricity, water
and sewer?

Mean $229
14%  Under $100 - 5%  $351-%400 1%  $651-$700
12 $101 - $150 - $401 - $450 - $751 - $800
1% $151-3206 3 $451 - $500 I Over $901
4 $201 - $250 - $501 - $550 7 Don't Know/Not Sure
14 $251 - $300 1 $551 - $600 9 Refused
9 $301 - $350 - $601 - $650

24. For my last question, could you please stop me when I come to the category which best
describes your total combined annual househeld income (for all household members) for
1993 before taxes.
Mean $52.4

5% Under $10,000 6% $35,000 - $40,000 6% $60,000 — $70,000
5 $10,000 — $15,000 2 $40,000 - $45,00¢ 9 $70,000 ~ $806,000
3 $£15,000 - $20,000 9 $45,000 - $50,000 16 $80,000 or over
4 $20,000 - $25,000 5 $50,000 - $55,000 4 Don't Know/Not Sure
6 $25,000 - $30,000 5 $55,000 - $60,000 10 Refused
6 $30,000 - $35,000
25. Gender::
44 % Malie 56 % Female
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Responses to Survey Questions 18 and 20

18. Can you describe what type of housing, cost and location they are looking for?

Buy ' Rent
Buy/Rent
125,000 ' 1,000
- 130,000 , 900
want to buy no $$ 800-1,200
<100,000 600-700
Buy
100,000 0
want to build 0
80-90,000 0
125-150,000 0
100,000 0
110-130,000 0
15,000 0
90-100,000 0
90-100,000 0
70-80,000 0
80,000 0
40,000 0
100-150,000 0
150-200,000 0
150,000 .0
100,000 0
<100,000 0
100,000 0
? 0
180,000 0
100-150,000 0
120,000 0
130-160,000 0
>150,000 0
150,175,000 0
Rent
0 600
0 350-400
0 600
0 800
0 400
0 600
0 600
0 Low
0 600
0 700-825
0 <600
0 <1,000
0 550
0 200-300
0 500
0 750-900
0 <600
0 1,100
0 200-300

# of Bedrooms
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1 studi
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Location

Lena Loop
Valley
Don’t know
anywhere

Juneau
Downtown
downtown

14 Mile or beyond
14 Mile or beyond
14 Mile or beyond
14 Mile or beyond
Salmon Creek
Auke Bay

Auke Bay

Valley

Valley

Valley

Valley

Valley

Valley

Valley

Valley

Valley/14 Mile or beyond
14 mile or beyond/Valley
Don’t know
Don’t know
anywhere

anywhere
o

Juneau
Downtown
Downtown
Downtown
Downtown

Juneau
Downtown
Downtown

Douglas
Douglas
Douglas
Douglas
Douglas
Douglas
Douglas
Auke Bay
Auke Bay
Auke Bay
Valley or Downtown
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Buy
Q. 18 Continued

Rent

OO0 DODOCOOOOLOODO0OOOOVOOOO WO OO0OQCOOO0O

Rent

550-600
500

600

700-800
1,200
<925

500-800

500-700

800

600
Low
<700
Low
<400
<800
Low
150
600-700

NnN_Tnn
SW'IW

1,100-1,200
800
300-500
200-300
1,500
600-900
<1,000

500
600-800
Low
500-600
500-600
575-625
<900
<600
750

700
<1,000
500

500

# of Bedrooms . Location
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Downtown/Valley
Douglas/Downtown
Douglas/Valley
Valley/Douglas
Valley

Valley

Valley

Valley

Valley

Valley

Valley

Valley

Valley

Valley

Vailey

Valley

Valley

Valley

Valley

Valley

Valley

Valley

North Douglas

14 Miie or beyond
14 Mile or beyond
Lemon Creek
Lemon Creek
Lemon Creek
Lemon Creek/Valiey
~ Switzer/Lemon Crieek
Downtown/W. Juneaw/Douglas
anywhere
anywhere
anywhere
anywhere
anywhere
anywhere
anywhere
anywhere
anywhere
anywhere

Don’t Know
Don’t know
Don’t Know
Doesn’t matter

0
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20. Can you describe what type of housing, cost and location they are
looking for?

Buy Rent # of Bedrooms Location
Buy/Rent _
<150,000 600-800 1-2 Downtown
100,000 500-700. 2 Valley
110-130,000 1,200 34 14 Mile or beyond’
750 750 2 Douglas
100,000 or less 900 3 anywhere
Buy ,
80-90,000 0 34 Downtown
300,000 0 3 Auke Bay
100,000 0 3 Valley
100,000 0 4 Valley
80,000 0 3 Valley
Not sure 0 4 Valley
100-130,000 0 3 Valley
120,000 0 2-3 Valley
130-160,000 0 3 . Salmon Creek
130-150,000 0 34 Salmon Creek/Valley
100-150,000 0 3 14 Mile or beyond/Salmon creek
180,000 0 3 14 Mile or beyond/Valley
150,000 0 3 Back Loop/AukeBay
40-50,000 0 3-4 anywhere
80-100,000 0 3 anywhere
100-125,000 0 0 0
Rent
0 Low 1 Downtown
0 350-400 1 downtown
0 300-500 1 Juneau
0 600-900 3 Downtown
0 750-900 3 Auke Bay
0 1,100 3 Auke Bay
? 0 2 Auke Bay
0 600-700 2 Valley
0 <800 2 Valley
0 900-1,000 3 Valley
0 600 2 Valley
0 600-800 1-2 Valley
0 500-800 34 Valley
0 200-300 2 Valley or Downtown
0 500 1 Downtown/Douglas
0 500-600 1-2 Salmon creek
0 500-600 1 Lemon Creek
? ? 5 Lemon Creek
0 800-1,000 2 anywhere
0 400-600 3 anywhere
0 600 2-3 anywhere
0 <900 2-3 anywhere
0 575-625 2 anywhere
0 500 1 anywhere
0 ? 3-4 anywhere
0 600 23 anywhere
0 600-700 2-3 anywhere
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Buy Rent # of Bedrooms : Location

Rent

0 400-500 1 anywhere

0 Low 1 Waterfront

? 0 3 Don’t Know

0 1,000 or under 3 Don’t know

0 700 4 Convenient?

? ? 3 ”
0 ? 3 ?
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- JUNEAU COMMUNITY PROFILE

This profile of Juneau, Alaska provides general information about the community and a brief
overview of local demographic and economic conditions. Several other reports, available
through the City and Borough of Juneau, provide much more detailed data on the local
economy and population. These include the Juneau Trends series of publications and the
Comprehensive Community Assessment. Interested readers are urged to review these
documents to learn more about Juneau.

Location

In the area known as the Alaskan Panhandle, Juneau is located in the Alexander Archipelago,
a network of Pacific islands and waterways extending some 350 miles along the western edge
of North America. Juneau is accessible by air or sea. Its latitudinal geographic position is
approximately the same as Aberdeen, Scotland, Stockholm, Sweden and Leningrad, Russia.

Juneau is bordered on the north and east by the Coast Range mountains and the Juneau Ice
Field, a 300-square mile expanse of snow and ice. To the south and west is the complex chain
of densely forested and rugged islands of the Alexander Archipelago. Juneau lies within the
boundaries of the largest national forest, the 18 million acre Tongass National Forest.

Climate

The coldest month in Juneau is most often January, the warmest usually is July. Temperature
extremes are a result of the air flow from Canada. During the summer maximum (June 21)
there is 18:18 hours of daylight; during the winter maximum (December 21) there is 6:21
hours of daylight. The average tidal range is 13.8'.

Juneau Area Climate Data

Juneau:
Temperature: Summer 47° to 63°, Winter 25° to 35°
Extremes: -10° to 87°
Precipitation: 91" includes 94" snow

Auke Bay:

Temperature: Summer 46° to 65°, Winter 15° to 37°
Extremes: -15° to 84°
Precipitation: 58" includes 104" snow

Source: Juneau Economic Deveiopment Council, Comprehensive Community Inventory, VILA. 10/91.
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Community Services

The City and Borough of Juneau offers a full range of public services, many of which are
augmented by the services of the State and Federal Government. These include police, fire,
health and human services, library, transit, parks and recreation, public works, and economic
development and planning. Other services are offered through the private sector, such as
refuse collection, electrical system, and telephone system.

- Additionally, Juneau has branches of most Alaska banks and credit unions, one daily
newspaper, radio and television stations and a cable television company. There are a number
of health care options and services, numerous recreational facilities and opportunities, such as
Eaglecrest Ski Area and Augustus Brown swimming pool, and a wide variety of cultural
events ranging from the Alaska Folk Festival to Perseverance Theater.

Historical Summary of Juneau's Development

The first human inhabitants of the Juneau area were people of the Tlingit Auk and Taku
tribes. The Tlingit people migrated down the Taku, Stikine and other river valleys from
interior Canada. The earliest white settlers were European and Russian fur traders arriving in
the late 1700s.

Prospectors Joseph Juneau and Richard Harris explored the area in 1880, finding gold.
Almost overnight the town of Harrisburg ~later renamed Juneau - was born. Over the next
two decades Juneau became the hub of mining activity from Bemers Bay to Windham Bay, a
120-mile-long mineralized area known as the Juneau Gold Belt. Two local mines, the
Treadwell (located on Douglas Island) and the Alaska-Juneau Mine, recovered $130 million
in gold, making them two of the largest gold mines in the world.

The Alaska-Juneau Mine closed in 1944 because of labor shortages and increasing costs.
Eventually, the seafood industry and growing state government took up the slack. As the
capital city of Alaska, Juneau benefited from increasing levels of government spending and
employment particularly during the Depression years and later during World War 1I.

Statehood in 1959 and discovery of oil in Prudhoe Bay ten years later dramatically changed
Juneau. State government increased Juneau's population and became its largest basic industry.

Alaska's economy expertenced a serious recession in the mid-1980s, triggered by falling oil
prices and declining state revenues. The economy peaked in 1985, and bottomed out in 1987.
State government employment, population, and real estate values all fell dramatically during

5 - v i ¥ ' vara ~ M PR EE 3
this period. However, state government employment has since recovered to all-time high

Today state government is still Juneau's primary employer. However, private industry has
increased in importance relative to government and recent growth in the mining and visitor
industries bode well the for local economy.
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Population

Increasing government employment pushed Juneau's population from around 9,700 in 1960,
13,500 in 1970, 19,500 in 1980 and to 26,751 in 1990. The City and Borough of Juneau
(CBJ) estimates the population at 28,791 in 1993. Table 1 is a population projection, starting

~ with the 1993 population estimate, from the Final Socioeconomic Impact Assessment for the
Alaska-Juneau Gold Mine (February 1993).

Juneau's Population Forecast
Including AJ and Kensington Mine-Related Population
1994-2000

CBJ Baseline , Mining Total
Year Population Population Population
1993 28,791 28,791
1994 29,236 0 29,236
1995 29,689 211 29,900
1996 29,588 - 696 - 30,284
1997 29,483 713 30,196
1998 29,374 2,059 31,433
1999 29,266 2,412 31,678
2000 29,157 2,533 31,690
1 Reed Hansen & Associates, Final Socioeconomic Impact Assessment, Kensington Gold Project, City and Borough of Juneau, June 1992
%%g Hansen & Associates, Final Socioeconomic Impact Assessment, Alaska-Juneau Gold Mine, City and Borough of Juneau, February

Juneau has a highly educated population, with almost 90% of the residents being high school
graduates or higher. A significant portion of the population (31%) have bachelor's degree or
higher.

More than 50% of the population are between the ages of 20 and 50 years, with the median
age being between 30 and 34 years. Just over one-third of the population of Juneau was born
in Alaska.

In 1989, the Bureau of Census reported that the median household income for Juneau was
$47,924. The median family income was $54,088 and the per capita income was $19,920.
Approximately 4% of families were reported as living below the poverty level.
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Education

The Juneau-Douglas School District has five elementary schools, two middle/junior high
schools and one high school. A new middle/junior high school is currently being built and is
scheduled to open with the start of the 1994-95 school year. Juneau has a number of private
school programs available as well as the primary campus for the University of Alaska
Southeast. :

Enrollment in the Juneau-Douglas School District during the 1988-1989 school year was
4,603 (First Attendance Report). By 1993-94, the First Attendance Report showed an
enrollment of 5,392 pupils in the Juneau-Douglas School District, and annual rate of increase
of about 3.5%. Currently, 50% of the total student enrollment are elementary level; 24% are
in junior high/middle school. Private school enrollment (K through 12) for 1993-94 was 235.

The University of Alaska Southeast, located north of the city of Juneau next to Auke Lake,
had a Fall 1989 enrollment of 2,768 for total credit hours of 13,315. The majority of these
students were part-time students. There was a total enrollment of 2,444 with total credit hours
of 13,632 in Fall 1993.

Basic Industry
Government

As Alaska's capital, government is Juneau's largest basic industry. Administrative staff of
most state agencies, plus the Office of the Governor and those of the Legislative Branch have
their bases in Juneau. Juneau also serves as a regional center for Southeast Alaska and is
home to the University of Alaska Southeast.

The federal government has its Alaska headquarters for the U.S. Forest Service, the U.S.
Coast Guard, the Bureau of Indian Affairs and the National Marine Fisheries Service in
Juneau. Federal government employs approximately 1,100 workers in Juneau.

Though not classified as a basic industry, the unified City and Borough of Juneau (CBJ) has a
significant economic impact with over 1,300 employees. The CBJ has an eight member
elected ‘assembly, an elected mayor and salaried professional manager with support staff.
Local government includes the hospital, public schools, fire protection, law enforcement,
public transit, public utilities, and other public services.

Table 2 shows the strength of government as Juneau's largest basic industry. Between 1989
and 1992, government sector employment accounted for 50% of the employment in Juneau
nd, according to Table 4, more than 60% of the wages and salaries paid.

o

Despite current attempts to move the legislature and/or the capital, there are strong
indications that Juneau will remain the capital of Alaska . A proposition has been placed on
the 1994 general election ballot to move the capital to Anchorage. However, Juneau and a
statewide citizens group have begun efforts to keep the legislature in Juneau. As a result, also
on the bailot is a proposition requiring voter approval of the cost of any such move (which is
likely to significantiy dampen enthusiasm for a move).
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Wage and Salary Employment, Juneau Labor Area by Industry 1989-1992

(Number of Employees)
1989 1990 1991 1992
Total Total Total Total
industry
Private Employment
Mining 112 75 84 75
Construction 345 414 518 548
Manufacturing 319 148 199 - 268
Transportation-Communication-Utilities 857 911 880 957
Wholesale Trade 211 197 217 197
Retail Trade 1,993 2,042 2,199 2,268
Finance, Insurance & Real Estate 535 496 558 584
Services 2,152 2,333 2,279 2,357
Agriculture, Forestry, Fisheries & Non-classifieds * * * *
Government Employment
Federal Government 1,092 1,148 1,039 1,095
State Government 4,411 4,534 4,518 4,530
Local Government 1,397 1,508 1,521 1,567
Total Non-Agricultural Employment 13,504 13,837 14,081 14,518
Private Sector Employment 6,605 6,646 7,003 7,327
Government Sector Employment 6,899 7,191 7,078 7,191

Wage and Salary Employment, Juneau Labor Area by Industry
Third Quarter, 1992 - 1993
(Average Number of Empioyees Per Month)

3rd Quarter - 3rd Quarter -
1992 1993
Industry
Private Employment
Mining 65 95
Construction 706 919
Manufacturing 327 324
Transportation-Communication-Utilities 1,107 1,016
Wholesale Trade 206 201
Retail Trade 2,501 2,443
Finance, Insurance & Real Estate 611 640
Services 2,444 2,576
Agriculture, Forestry , Fisheries & Non-classifieds * 103
Government Employment
Federal Government 1,146 986
State Government 4,475 4,261
Local Government 1,255 1,291
Total Non-Agricultural Employment 14,943 14,866
Private Sector Empioyment 8,067 8,328
Govermnment Sector Employment 6,876 6,538
.Sc?: :ge?c/)\rl‘agi:fgig:mem of Labor
Juneau Community Profile Page IIl -5



Wages and Salaries Paid in the Juneau Labor Area by Industry 1989 - 1992
(In Thousands of Doliars)

1989 1990 1991 1992
Total Total Total Total
Industry
Private Employment o
Mining $4,419 $2,858 $4,114 $4,052
Construction 11,361 13,919 16,679 19,716
Manufacturing 11,394 3,037 4,370 7,959
Transportation-Communication-Utilities 22,987 25,118 25,297 28,062
Wholesale Trade 6,017 6,325 6,548 6,379
Retail Trade 29,162 31,755 34,619 36,431
Finance, Insurance & Real Estate 15,684 15,163 16,341 17,199
Services 34,349 39,170 42,413 46,497
Agriculture, Forestry, Fisheries & Non-classifieds " * * "
Government Employment
Federal Government 40,471 45,501 43,394 49,412
State Government 159,097 168,804 179,430 185,493
Local Government 44,052 47,863 50,869 54,026
Total Non-Agricuitural Employment 379,366 400,168 ' 426,542 456,804
Private Sector Employment 135,747 138,000 151,858 167,873
Govemment Sector Employment $243,619 $262,168 $273,684 $288,931
Wages and Salaries Paid in the Juneau Labor Area by Industry
Third Quarter 1992 - 1993
(In Thousands of Doilars}
3rd Quarter - 3rd Quarter -
1992 1993
Industry
Private Employment
Mining $ 831 $1,089
Construction 7,015 9,002
Manufacturing 2,449 2,169
Transportation-Communication-Utilities 8,055 7,607
Wholesale Trade 1,607 1,642
Retail Trade 9,767 10,185
Finance, insurance & Reai Esiaie 4,036 4,765
Services 11,893 13,173
Agriculture, Forestry, Fisheries & Non-classifieds - 499
Government Employment
Federal Government 12,504 12,514
State Government 47,996 44,686
Local Government 10,117 10,695
Total Non-Agricultural Employment $116,779 $117,952
Private Sector Employment 48,182 50,057
Govermment Sector Employment $70,617 $67,895

* Data non-disciosabie

Sourca: Alaska Department of Labor
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Private Sector Industries

While Juneau's economy is primarily based on government, the private sector is playing an
increasingly important role. Tourism, seafood and mining are all important local industries

Juneau has the second largest number of commercial fishing permit holders in Southeast
Alaska. While local processing activity is small compared to other Southeast communities,
. Juneau's seafood processing industry is growing.

Tourism is Juneau's largest private basic industry. Visitors from outside Alaska spent $53
million in Juneau during the summer of 1993. Visitors to Juneau arrive by cruise ship, airline
or via the ‘Alaska Marine Highway System. During 1993, cruise ships made over 427 stops in
Juneau, bringing a total of 314,065 passengers and 138,659 crew members. The outlook for
the tourism industry in Juneau is for employment growth of around 3% to 5% per year.

When Greens Creek Mine closed in 1993, Juneau lost 200 jobs in the private sector.
However, two major mining projects, the Kensington Mine and the Alaska-Juneau Mine,
continue to move through the permitting and development stages. As seen in the population
projection data, the construction and operation of these projects would result in overall
population growth while the baseline economy is likely to be declining.

Juneau's role as a regional service and supply center is rapidly growing. In 1993, Juneau
added Costco to its list of major businesses, which already included Fred Meyers, Lamont's,
Payless, and J. C. Penney's. The entry of Mapco in early 1994 increased competition in local
retail gasoline sales. Kmart had their grand opening in April 1994 and is expected to be
followed by a Carr's supermarket in 1995.

A strong positive effect of the development of these service industries has been an upswing in
the construction industry as well as other support industries. Expansion of the service and
retail sectors is expected to moderate and over the long term follow more closely trends in
Juneau's basic economy.

Other indicators suggest a growing economy in recent years. The number of private sector
employers has increased from 798 in 1989 to 834 in 1992. Reported gross business sales in
1989 were $603 million. By 1992, the CBJ reported gross business sales of $764 million.
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Transportation

The Alaska Marine Highway System has experienced a steady flow of traffic into and out of
Juneau. In 1989, 69,229 passengers came into Juneau via the ferry system, while in 1992,
more than 73,000 passengers arrived this way.

Since 1989, Juneau International Airport has experienced a variety of changes, reflective of

 the factors affecting the entire airline industry. In 1989, there were three airlines in Juneau;
3,999 departing flights, carrying 176,429 passengers, 1,805 tons of mail and 1,437 tons of air
freight. Since that time there have been two to three major airlines serving Juneau. In 1992,
-Alaska Airlines was joined by Delta and Mark Air for varying periods of time. There were a
total of 4,943 departing flights: 231,505 passengers, 1,816 tons of mail and 5,067 tons of air
freight. In 1993, Delta again offered limited service and gives every indication of continuing
to do so. Mark Air has returned to Juneau in 1994 and appears to be working towards
uninterrupted service. In addition, Juneau is served by a number of smaller airlines offering
service to Juneau's outlying communities and Canada.

Other Information

The following tables provide further information about the econcrnic and demographic nature
of Juneau, Alaska.
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Average Annual Unemployment Rate

Juneau 1989-1993

1989 1990 1991 1992 1993
5.0% 5.1% 6.3% 7.1% 6.2%
Juneau Assessed Real Property Valuation
As of July 31, 1989 - 1993
(In Thousands of Dollars)
1989 1990 1991 1993

Type of Real Property
Commercial $280,485  $256,074  $247,050 $272,638
Industrial 27,527 26,014 44,494 18,906
Apartment 34,158 42,489 36,116 43,546
Trailer Courts 9,030 9,257 9,325 10,846
Total Business 351,200 333,834 336,985 345,936
Residential 581,176 630,254 689,308 770,494
* Other 46,555
Vacan Land 85,001 87,870 94,167 87,949
Total $1,017.376 $1,051,958 $1,120,460 $1,199,920 $1,250,933
By Area '
1. Juneau $275,875 $275,620 $275,366 $296,883
2. Douglas - 51,073 50,304 51,749 60,819
3. Rural (on/off road) 30,264 22,048 23,279 24,700
4. Auke Bay 122,917 130,504 139,742 156,170
5. Glacier Valley 401,047 438,334 483,270 548,685
6. North Douglas 48,201 48,898 53,436 61,411
7. Saimon Creek 52,624 49,873 55,240 60,986
8. Lynn Canal 35,375 35,785 38,378 41,281
Total $1,017,376 $1,051,366 $1,120,460 $1,199,920 $1,250,933
* Other: boat houses, mining related properties, non-exempt utilities property
Source: Annual Reports on Assessment and Taxation and Certified A nent Roli, A r's Office, City and Borough of Juneau
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Deeds of Trust Recorded in the Juneau Recording District

1989 - 1992
1989 1990
Total D_eeds of Trust 963 ' 888
Total Amount $104,202 $258,275*

(in thousands of dollars)

1991
1,043

$135,540

1992

1,371

$128,549

*In 1990 a single deed of trust was recorded in the amount of $104,000,000 causing the large increase in doliar amount for that reporting period.

Source: Motznik Computer Services. Derived from State Office Records, complies by the McDowell Group.

New Housing Units Authorized by Building Permits in Juneau

1989 - 1993

1989 1990 1991 1992 1993*
Type of Dwelling
Single Family 30 32 40 73 66
2-4 Family Units 0 2 1 4 4
5 or More Units 0 2 7 12 0
Mobile Homes 10 22 46 19 9
Total Housing Units 40 58 94 108 79

*Totals for first three quarters only.

Source: City and Borough of Juneau Building Division and the Alaska Department of Commerce and Economic Development.
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Average Residential Unit Sale Price, 1989 - 1992

1989 1990 1991 1992
Single Family
(Mendenhall Valley SA #5)
Number of Sales 96 96 93 130
Total Sales $9,396,688 $11,107,358 $11,255,265 $16,081,213
Total Square Feet 149,920 144,288 278,943 353,976
Average Price $97,882 $115,701.  $121,024 $123,701
Average Size 1,562 1,503 1,575 1,573
Price Per Square Foot $62.66 $76.98 $76.84 $78.64
Single Family
(All Other Areas)
Number of Sales . 52 59 63 57
Total Sales $6,321,100 $8,257,142 $7,639,249 $7.916,698
Total Square Feet 89,844 102,424 1 60,_092 190,287
Average Price $121,560 $139,951 $121,257 $138,889
Average Size 1,728 1,736 1,554 1,572
Price Per Square Foot $70.35 $80.62 $81.18 $104.35
Total Single Family Housing
Number of Sales 148 155 156 187
Average Price $106,201 $124,932 $121,118 $127,796
Average Size 1,620 1,692 1,567 1,573
Price Per Square Foot $65.56 $78.47 $77.29 $85.25
Condominium
Number of Sales 79 43 52 52
Total Sales $3,711,800 $3,178,480 $3,871,112 $4,249,947
Total Square Feet 71,987 44 247 49,440 *
Average Price $46,985 $73,918 $74,444 $81,729
Average Size 911 1,029 950 *
Price Per Square Foot $51.58 $71.83 $78.36 *
Zero-Lot Line
Number of Sales 69 56 51 52
Total Sales $4,755,388 $4,853,432 $4,837,436 $5,249,466
Total Square Feet 80,316 47,626 119,912 103,325
Average Price $68,918 $86,668 $96,364 $100,951
Average Size 1,309 1,322 1,332 1,291
Price Per Square Foot $52.65 $65.56 $72.34 $78.20
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Juneau Housing and Land Inventory

Introduction

A major component of the Juneau Multi-Family Housing Program Feasibility Study is to
inventory existing housing units and vacant land in the Juneau area. The housing inventory is
provided by type of housing and location. Vacancy rates and the persons per unit by type and
location also are provided. A separate, detailed inventory of multi-family properties with 5 or
more units is included.

The information in this report is a compilation of data from the City Assessors Office, the City
Community Development Department, and from independent investigation by Thomas P.
King & Associates. The report consists of the following information:

types of units;

location of types of units by service area;

persons per household;

vacancy rates,

inventory of vacant land;

inventory of multi-family buildings with five or more units;
trends of loss by fire, demolition, or conversion; and,
in-progress or planned construction of new housing.
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I. Housing Inventory

In this section, Juneau's existing housing inventory is defined by type and location. Housing
types are categorized as single family homes, duplex, zero lot line, condominium, mobile
homes and live-aboard boats.

Housing units by type and location are based on Community Development Department data.
Information on vacancy rates and persons per household is from Population Estimate 1993,
prepared by the Community Development Department. Three or more units in a building are
considered as multi-family.

Table 1 summarizes the existing housing inventory. Tables 2 and 3 contain vacancy rates and
persons per household respectively.
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TABLE 1
Housing Units By Type And Location

Multi-Family

Service Single- Zero Lot . (3 or more Mobile Live-Aboard
Area Family Duplex Line Condominium units) Home Boats Total
| 675 380 21 367 927 6 98 2,474
2 197 170 2 181 282 1 6 839
3 44 16 0 0 0 7 0 67
4 568 168 84 114 139 28 34 1,135
5 2,071 532 460 189 859 1,063 6 5,180
6 224 100 84 0 28 57 0 493
7 135 60 90 18 40 2 0 345
8 230 42 0 2 6 8 0 288"
Total 4,144 1,468 741 871 2,281 1,172 144 10,821

Key to Service Areas

Service Area 1 Juneau Service Area 5 Glacier Valley
Service Area 2 Douglas Service Area 6 North Douglas
Service Area 3 Rural Roaded Service Area 7 Salmon Creek
Service Area 4 Auke Bay Service Area 8 Lynn Canal
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TABLE 2
Vacancy Rates

Multi-Family

Service Single- Zero Lot (3 or more Mobile Live-Aboard
Area Family Duplex Line Condominium units) Home Boat Average
I 0.00% 0.00% 0.00% 0.00% 0.93% 0.45% 0.00% 0.36%
2 0.00 0.00 0.00 0.00 0.93 - 045 0.00 0.36
3 1.32 1.32 1.32 1.32 0.78 0.45 0.00 1.49
4 1.32 1.32 1.32 1.32 0.78 0.45 0.00 1.15
5 1.32 1.32 1.32 1.32 0.78 0.45 0.00 1.06
6 1.32 1.32 1.32 1.32 0.78 045 0.00. 1.01
7 1.32 1.32 1.32 1.32 0.78 0.45 0.00 1.16
8 1.32 1.32 1.32 1.32 0.78 0.45 0.00 1.39
Average 0.96% 0.96% 0.96% 0.96% 0.86% 0.45% 0.00% 0.87%
Notes:

1. Vacancy rates for single-family, duplexes, zero-lot-lines, and condominiums were estimated on a consolidated basis. Single-family and
multi-family rates were each consolidated for service areas 1 and 2 and separately consolidated for all other service areas.

Mobile home and boat rates were estimated on an area-wide basis.

2. The averages by type or service area are weighted by the number of units in Table 1.

Key to Service Areas

Service Area | Juneau Service Area 5 Gilacier Valley
Service Area 2 Douglas Service Area 6 North Dougilas
Service Area 3 Rural Roaded Service Area 7 Salmon Creek
Service Area 4 Auke Bay Service Area 8 Lynn Canal

Juneau Housing and Land Inventory
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TABLE 3
Persons per Household

Multi-Family
Service Single- Zero Lot (3 or more Mobile Live-Aboard .
Area Family Duplex Line Condominium units) Home Boat Average

| 2.39 2.39 2.39 2.39 1.73 2.87 1.95 2.13
2 2.42 2.42 2.42 242 2.15 ’ 2.87 1.95 2.33
3 2.81 2.81 2.81 2.81 2.00 2.87 1.95 2.82
4 2.81 2.81 2.81 2.81 2.00 2.87 [.95 2.67
5 3.01 3.01 3.01 3.01 2.41 2.87 1.95 2.88
6 2.81 2.81 2.81 2.81 2.00 2.87 1.95 276
7 3.01 3.01 3.01 3.01 241 2.87 1.95 2.94
8 2.81 2.81 2.81 2.81 2.00 2.87 1.95 2.79

Average 2.79 2.79 2.79 2.79 2.07 2.87 1.95 2.64

Notes:

1. Persons per household for single-family, duplexes, zero-lot-lines, and condominiums were estimated on a consolidated basis. Single-family
and multi-family figures were each consolidated for service areas | and 2 and separately consolidated for all other service areas.

Mobile home and boat figures were estimated on an area-wide basis.

2. The averages by type or service area are weighted by the number of units in Table I.

Key to Service Areas

Service Area | Juneau Service Area 5

" Glacier Vailey

Service Area 2 Douglas Service Area 6 North Douglas
Service Area 3 Rural Roaded Service Area 7 Salmon Creek
Service Area 4 Auke Bay Service Area 8 Lynn Canal

Juneau Housing and Land Inventory

PagelV-5



IL. Land Inventory

A review of the Use Code Report prepared by the City Assessors Office indicates a large
number of vacant land parcels in the City and Borough of Juneau. A large percentage have
sites that would be suitable for most development allowed by zoning.

The Community Development Department, as part of its Juneau Wetlands Management Plan,
conducted an inventory of developed and undeveloped land by zoning classifications. This
study also indicated a large amount of vacant land that could be developed for housing use.

The Plan's total of vacant developable acres in districts zoned purely for residential purposes
was 1,946 acres in 1988. This total does not include wetlands, steep slopes, or inaccessible
property. Table 4 summarizes the results of the Plan inventory. The D-1 through D-5 zoning
classes are for single-family and duplex residential use. The D-10 through D-18 districts are
for multi-family.

- TABLE 4
Vacant and Developable Acres

Zone Class Developed Acres- Vacant Acres Developable Acres

D-1 1,242 2,246 650
D-3 340 663 203
D-5 3,376 1,453 475
D-10 54 86 51
D-15 338 970 508
D-18 244 129 39

Total 5,594 5,547 1,946

Source: Juneau Wetlands Management Plan, Department of Community Development, City
and Borough of Juneau, May 1989.

The Juneau Wetlands Management Plan inventory has not been updated since it was
prepared on August 15, 1988. If acreage available in 1988 were developed at the maximum

density allowed by zoning, an estimated 12,826 dwelling units could be constructed. Permits

for only 388 new housing units have been issued between 1987 and the fourth quarter of

1993. Most residential development since 1987 has occured in the D-3 and D-5 zoned areas.

Development has been primarily single-family homes with almost no multi-family
development.

An estimated current capacity for an additional 12,400 units is over seven times the 1,656
units of net housing demand through the year 2000 forecasted in the Juneau Housing Demand

Forecast (Section II of this study). The potential new construction is also more than the
current stock of dwelling units in Juneau.
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Table 5 shows the number of publicly and privately owned vacant parcels by zoning class.
This information is from the City Assessor's records. The MU zoning class is for mixed use,
which includes residential development.

TABLE 5
Publicly and Privately Owned Vacant Parcels
Zone Class Private _ Public Total Parcels
D-1 ‘ 517 101 618
D-3 150 23 173
D-5 523 86 609
D-10 47 10 57
D-15 63 8 71
D-18 215 19 234
MU 46 24 10
Total Parcels 1,561 271 1,832

_The above numbers represent the total parcels. Undersized parcels may not be developable as
a single parcel. The number of potential units on private or public land will depend on the size
and zoning class of the parcels.
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III. Multi-Family Housing Inventory

92.9 percent of existing multi-family properties having five or more units were examined to
produce the multi-family inventory contained in Table 6. The inventory accounts for 93
properties totaling 1,535 housing units, out of 102 existing multi-family properties totaling

1,652 uvnits. -
TABLE 6
Multi-Family Housing Inventory

Service Total
Area  Efficiency 1 Bedroom 2 Bedrooms 3 Bedrooms 4 Bedrooms Unknown Units
1 435 136 167 21 v 0 5 764

2 57 3 42 71 8 3 184

4 13 1 27 0 33 0 74

5 131 3 218 63 20 49 484

6 0 0 0 0 0 5 5

7 3 1 16 4 0 0 24

8 0 0 0 0 0 0 0

Total

Units 640 144 472 162 65 62 1,535

Table 7 provides information on the character of the multi-family housing stock. The age,

Assessors records. Each property was 1nspected to deternune its condmon. Management was
contacted to determine rents and vacancies.

Many of the units in the downtown area are older and in fair to average condition. Many

buildings were constructed during the 1930's, 1940's and 1950's. About 30 units are
considered to be in poor condition and are expected to be torn down. The buildings in the

‘\I'Q}}Q‘Y aQrana ars fuymnis ~od ‘-,___.\A. lele 7aY
¥ QiiC

v area aret yleady newer, with most constructed in the 1970's and 1980's. lhis is also
i e

the Douglas area. These are typically in average to good condition.

Another source of information for market rents is AHFC. Their 1994 Home Program uses the
following as fair market rents for Juneau:

- efficiency $572
- 1 bedroom 695
- 2 bedrooms 890
- 3 bedrooms 1,057

- 4 bedrooms $1,184.
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TABLE 7 _
Character of Multi-Family Housing Stock

Number Typical
Service of Number Typical Size  Typical Typical Age  Typical
Area  Bedrooms ofUnits (square feet) Rent Vacancy (years) Condition

1 0 136 475 $500 0% 45 average
1 435 . 550 700 0 45 average
2 167 783 850 0 45 average
3 21 1,000 900 0 45 average
4 0 1,200

Unknown 5

2 0 3 450 575 0 9 good
1 57 600 650 0 15 average
2 42 830 850 0 10 good
3 71 1,200 920 0 20 good
4 8 1,200 Section 8

Unknown 3

4 0 1 450 400 0 40 average
1 13 600 775 0 40 average
2 27 830 950 0 9 good
3 0 1,000 0 0 0
4 33 1,200 1,100 0 9 good

5 0 3 450 500 0 22 average
1 131 600 650 0 15 average
2 218 830 850 0 15 average
3 63 1,000 700 0 20 average
4 20 1,200 $740 0 20 average

Unknown 49

6 Unknown 5

7 0 1 450 Section 8 0 NA NA
1 3 600 Section 8 0 NA NA
2 16 830 Section 8 0 NA NA
3 4 1,000 Section 8 0 NA NA
4 0 1,200 Section 8 0% NA NA
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IV. Multi-Family Losses By Fire, Demolition, Or Conversion

Table 8 indicates the number of multi-family units lost to fire, demolition, or conversion to
other uses for the years 1988 through 1993. Information on losses and the number of multi-
family units for various years was provided by the Community Development Department. Fire
losses were were confirmed from records of the Juneau District of the city Fire Department.
Table 9 provides the detail of such losses on which Table 8 is based.
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Service Area |1

TABLE 8
Multi-Family Housing Losses
1988 - 1993

Service Area 2

Service Area 5

Existing
Units Multi-Family
Year of Loss Lost Units
1988 25 971
1989 0 947
1990 43 923
1991 5 921
1992 0 915
1993 12 927
Total 8S
Average 14 934
Sources:

1. Units Lost from Table 9.
2. Existing Multi-Family Units from Community Development Department, City and Borough of Juneau.

Annual
Loss
Ratio

1.52%

Units

Lost
0

o

13

oo o

13

2

Existing
Multi-Family
Units

287
287
287
280
280
282

284

Annual
Loss

Ratio

0.76%

Existing  Annual

Units Multi-Family Loss
Lost Units Ratio

0 799

0 813

0 812

2 809

0 812

0 859

2

0 0.04%

817
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Year

1988

1990

1991

1993

Multi-Family Property

Gross Apartments
Guildford
Rocovich Apartments

Total excluding JAMI

Gross Apartments

Soriano

Perseverance Theater

Klein

Channel Apartments
Total

Milnes Apartments
Gastineau Human Services

Total

Knight Apartments
Calhoun Avenue 3-plex
Total

Units
Lost

22

10

TABLE9

Detail of Multi-Family Housing Losses

Parcel

1CC70A030030
1C0701010050
1C040A260050

1CC70A030030
1C070B0QO010
2D040T040040
2D040T040030
1C060K 680010

1C0O70A 140070
5B1201050200

1C060B0O 10030
1C060B010020

1988 - 1993

Reason for Loss

closed due to plumbing problems

demolition

conversion to Juneau Alliance for Mentally 111 (JAMI) group home for persons
who would otherwise independently seek rental apartments; units not rented -
to JAMI participants are available for rental to the public

closed due to plumbing problems
demolition
conversion

fire
demolition for ADEC building

fire
conversion to group home for offenders who would otherwise be incarcerated

demolition for Senior Citizens Support Services project
demolition for Senior Citizens Support Services project

Source: Community Development and Assessor's Office, City and Borough of Juneau
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V. Current Additions To The Housing Stock

Table 10 summarizes the current additions being made to Juneau's housing stock. These are
units that are either under construction or planned for construction. These units are not
included in the existing housing inventories contained in this report.

~The records of the Community Development Department and the Assessors Office were

reviewed to determine housing units planned or in-progress. Newspaper reports and
interviews with developers were also used in arriving at the estimated units.

TABLE 10
Housing Units Planned or Under Construction

Number of Bedrooms

Multi-Family Projects . 0 1 2 3+ Total Units
Senior Citizen Support Services, Inc. 21 30 16 67
Alaska Housing Finance Corporation 13 22 10 45
Housing First 6 6 3 15
Gruening Park 8 8 16
Mad-Tiff Construction NA NA NA NA . 15
Total Multi-Family Units 27 49 49 18 158
Other Housing Type Units
Tlingit-Haida Housing Authority
single-family lease-purchase 30
duplex rentals 20
Park Place Townhomes single-family attached 16
Building permits under review miscellaneous 50
Mobile home rental spaces 30
Total Other Units 146
Total Multi-Family and Other Housing Units 304
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Appendix A

Juneau Housing Market Model
Regression Statistics



Real Rent

as a Function of the

Change in Population
from the Prior Year



Regression Summary
Real Rent vs. Change in Pop

Count 12

Num. Missing 3

R .812

R Squared .659

Adjusted R Squared .625

RMS Residual 85.655
ANOVA Table

Real Rent vs. Change in Pop

OF Sum of Squares Mean Square F-Vailue P-Vaiue

Regression | 1 142035.670 | 142035.670 | 19.360 .0013
Residual 10 73367.246 7336.725

Total 11 215402.917
Regression Coefficients
Real Rent vs. Change in Pop

Coefficient Std. Error Std. Coeff. t-Value P-Value
Intercept 755.061 33.588 755.061 { 22.480 | <.0001
Change in Pop | 3032.506 689.214 .812 | 4.400 .0013
Confidence Intervals
Real Rent vs. Change in Pop
Coefficient 95% Lower 95% Upper

intercept 755.061 680.222 829.900

Change in Pop | 3032.506 1496.842 | 4568.171
Residual Statistics

Real Rent vs. Change in Pop

#>=0 6

#<0 6

SSle(i) - e(i-1)] 123743.546

Durbin-Watson 1.687

Serial Autocorrelation .120
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Residual Real Rent
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Multi-Family Housing Building Permits

as a Function of

Real Rent

and
a Dummy Variable for Rents < $800



two independents are dummy (<$800) and real rent

Regression Summary
MF Permits vs. 2 Independents

Count 14

Num. Missing 1

R .901

R Squared .811

Adjusted R Sguared 77

RMS Residual 47.319
ANOVA Tabie

MF Permits vs. 2 Independents
OF Sum of Squares Mean Square F-Value P-Value

Regression | 2 106023.933 | 53011.966 | 23.676 .0001
Residual 11 24629.782 2239.071
Totai 13 130653.714

Regression Coefficients
MF Permits vs. 2 Independents

Coefficient Std. Error Std. Coeff. t-Value P-Value

Intercept -705.933 117.551 | -705.933 | -6.005| <.0001
Real Rent 1.006 .164 1.300] 6.139] <.0001
DUMMY<800 { -131.571 45.289 -.615] -2.905 .0143

Confidence intervals
MF Permits vs. 2 independents

Coefficient 95% Lower 95% Upper

intercept -705.933 -964.660 -447.206
Real Rent 1.006 .646 1.367
DUMMY<800 | -131.571 -231.251 -31.890

Residual Statistics
MF Permits vs. 2 Independents

#>=0 6
#<0 8
SSle(i) - e(i-1)] 57542.661
Durbin-Watson 2.336
Serial Autocorrelation -.232




Residual MF Permits
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Alaska Housing Finance Corporation

Special Housing Fund
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(D

(2)

€)

(4)

)

(6)

Management Guidelines
General Mortgage Revenue Bond Funds

Special Housing Fund Investment Guidelines

Loans made from the Special Housing Fund will be originated within current or
future lending programs of the Corporation. Designation to the Special Housing
Fund will be made at the discretion of the Corporation to provide interest rate and/or
credit accommodations as determined necessary and appropriate.

A reasonable expectation of repayment must be established and the credit standards
of the applicable lending program complied with. Loan underwriting and monitoring
requirements will take the experience and track record of a sponsor/borrower into
consideration. Program and credit determinations will be made recognizing the
revolving nature of the Special Housing Fund and the expected impact on future
available resources.

Project eligibility should be based upon:

(a)  the priority established in CHAS; or

(b)  the public purpose nature of the project; or

(c) the improvement made to energy efficiency ; and
(d)  the need for the project or improvement; and
(e) the capabilities of the sponsor/borrower.

Recommendation for designation of loans to the Special Housing Fund and suggested
forms and levels of accommodations shall be made by the department responsible for
administration of the program under which the loan is being considered. The
departmental recommendation shall be subject to approval by senior management
and, if applicable, the AHFC Board. The use of Special Housing Funds shall be
reported to the Finance Department. The Finance Department will monitor and
report amounts available within the Special Housing Fund.

To maximize available resources, interest rate and credit accommodations should be
limited to that which is "necessary and reasonable." The assistance should be based
upon its need to make the project viable. The level of assistance should be no more
than moderate. The intent is not to make poor projects feasible. Interest rate
accommodations should not be provided as a means of supplementing ongoing
operations unrelated to the project for which the loan is being made.

Interest rate and/or credit accommodations may be necessary and appropriate, they
should not, however reward inefficiency. Projected expenses must appear reasonable
and a sponsor/borrower will need to document their attempts to develop other
financial or programmatic resources.

I
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(7)

(8

)

Management Guidelines
General Mortgage Revenue Bond Funds

Special Housing Fund Investment Guidelines, Continued

Special Housing Fund loans will be available without regard to profit orientation.
Depending on the form and level of accommodation requested, additional
requirements on rent levels, net cash-flow, or term and type of permitted use may be
imposed.

In determining the type and level of accommodations to make to sponsors/borrowers,
the authorization and emphasis of the Corporation’s governing statutes as well as the
income levels of the beneficiaries of the funded properties (homeowner or rental)
should be considered.

The Corporation will insure that loans, including those made from the Special
Housing Fund, benefit all areas of Alaska through the design, outreach and marketing
of programs to rural communities and by working with regional housing authorities
and/or other local groups.

arbuse/mke
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Alaska Housing Finance Corporation

Multi-Family, Special Needs & Congregate
Housing Program
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ALASKA HOUSING FINANCE CORPORATION
MULTI-FAMILY, SPECIAL NEEDS & CONGREGATE HOUSING
LOAN PROGRAM SUMMARY

PROGRAM FOCUS:

To promote affordable multi-family, special needs and congregate
housing for persons of lower- to moderate-income through the
providing of loan funds for the purpose of acquisition; new
construction, rehabilitation, improvement or refinance. An
exception to the lower- to moderate-income focus may be made in
remote, underdeveloped or blighted areas as defined in Alaska
Statute 18.56.900(12).

DIRECT LENDING PROGRAM:

For further information regarding this program, or to apply for
financing consideration, please contact AHFC's Mortgage Project
Department.

PROPERTY DEFINITIONS:

"Multi-Family" means a building or a group of buildings,
improvements or structures, including land, used or useful for
housing persons and which may have related facilities, including
without limitations, day care and other support facilities. The
housing may be on contiguous, non-contiguous or scattered sites
and may include operational apparatus.

"Special Needs Housing" means residential housing, including
operational apparatus, designed to meet the needs of persons with
specific and special housing needs, 1including supportive
services. Special needs housing includes: i) housing for the
elderly; ii) individuals with a disability; iii) individuals with
mental illness; iv) emergency shelter for the homeless; and v)
transitional housing. "Special needs housing" may be on
contiguous, non-contiguous or scattered sites.

"Congregate Housing" means a building or a group of buildings,
improvements or structures, including land, used or useful for
housing persons and which may have related facilities, including
without limitations, day care and other support facilities. The
housing may be on contiguous, non-contiguous or scattered sites
and may include operational apparatus. Congregate services are
integrated into the housing and there may be sharing of common
facilities such as kitchen and sanitation. Congregate service
means a service or activity that is common (available) to all
residents of the housing which may include, but is not limited
to, general housekeeping, meal service, counseling, job training,
medical care, or child care.



BORROWER ELIGIBILITY:

A)
B)
C)
D)

E)
F)

Non-Profit Corporations;

Agencies of the State;

A Municipality;

Individual's, Partnership's, Joint Venture's, or For-Profit
Corporation's;

Regional Housing Authorities;

Corporation organized under 43 U.S.C sections 1601 -~
1629E,

as amended, or any wholly owned subsidiary of such

corporation.

LOAN PARAMETERS:

Loan~-To-Value Ratios:

Multi-Family Properties

A.

Individuals, Partnership's, Joint Venture's, or For-
Profit Corporation's:

(1) Acquisi ion - the 1lesser of 85% of the
acquisition price or 85% of the appraised value

(ii) Interim Construction, Rehabilitation or
Improvement Loans - the lesser of 80% of the appraised
value or 80% of allowable project cost which excludes
developer's profit and overhead. All applicants are
strongly encouraged to seek construction financing from
another source based on a term-loan commitment issued

by the Corporation.

(iii) Term loan which takes out an interim
construction, rehabilitation, or improvement loan - the
lesser of 85% of the appraised value or 100% of the
allowable developmental costs which may include
developer's profit in an amount acceptable to <the
Corporation.

(iv) Refinance - 75% of appraised value with nc cash
back to borrower. Generally, only refinance proposals
which add to the inventory of affordable housing units

for persons of lower- to moderate-income will be
considered.

Other Eligible Borrowers:

(i) Acguisition or Refinance, or Term 1loan which
takes out an Interim Construction, Rehabilitation, or
Improvement Lean - an amount which does not exceed an
acceptable risk to the corporation as determined by an
analysis of the housing‘’s current and forecasted cash
flows relative to the housing's operating expenses,
reserves and debt repayment requirements.

2



(ii) Interim Construction, Rehabilitation or

Improvement Loan - the lesser of (a) 80% of the
appraised value, or (b) allowable project cost,
excluding developer's profit and overhead.

Consideration may be given to exceeding these
guidelines if there are, in the Corporation's opinion,
offsetting positive merits in the application. All

applicants are strongly encouraged to seek construction
financing from another source based on a term loan
commitment issued by the Corporation.

Special Needs and Congregate Properties

a) Acquisition or Refinance, or Term loan which takes out
an Interim Construction, Rehabilitation, or Improvement
Loan - an amount which does not exceed an acceptable
risk to the corporation as determined by an analysis of
the housing's current and forecasted cash flows
relative to the housing's operating expenses, reserves
and debt repayment requirements.

B) Interim Construction, Rehabilitation or Improvement
Loan - the lesser of (i) 80% of the appraised value, or
(ii) allowable project cost, excluding developer's
profit and overhead. Consideration may be given to
exceeding these guidelines if there are, 1in the
Corporation's opinion, offsetting positive merits in

the application. All applicants are strongly encouraged

to seek construction financing from another source
based on a term locan commitment issued by the

Corporation.

Loan Term:

The loan term may not exceed 30 years, or the useful life
expectancy of the housing as determined by the Corporation,
whichever 1is 1less. Depending upon the collateral type and
condition, loan risk, or other credit variables, a shorter term
loan may be required. The term of an interim construction,
rehabilitation or improvement loan may not exceed 18 months.

Debt Service Coverage Ratio (DSCR):

This ratio is a measure of the availability of the project's cash
flow after paying project expenses (net operating income) to pay
loan payments. Simply, the DSCR is net operating income divided
by the mortgage payment. Generally, a minimum ratio of 1.15% is
required. Consideration may be given to a lower ratio if there
are, in the Corporation's opinion, offsetting positive merits in
the application.

Loan Fees:

(A) Loan Application Fee - a $2,500 non-refundable application
fee 1is due upon submission of an application for project
approval and funding commitment. In the event that the loan
application is approved and closed, the application fee will
be credited towards the loan origination fee.

16 3



(B)

(C)

(D)

Can Y
=
L4

Loan Origination Fee:
(i) Term loan made to a(n):

1) non-profit corporation, agency of
municipality, regional housing
corporation organized under 43 USC

the state,
authority, or
1601-1629e, as

amended, or any wholly-owned subsidiary of such
corporation -

the first $1,000,000 .500%

the next $4,000,000 .375%

the next $10,000,000 .250%

the next $15,000,000 .125%

2) individual, partnership, joint-venture or for-profit

corporation -
the first $1,000,000 1.00%
the next $4,000,000 .750%
the next $10,000,000 .500%
the next $15,000,000 .250%
(ii) Interim construction, rehabilitation or improvement
loan made to a(n):
1) non-profit corporation, agency of the state,
municipality, regional housing authority, or

corporation organized under 43 USC 1601-1629e, as
amended, or any wholly-owned subsidiary of such
corporation -

.750% of the loan amount;

2) individual, partnership, joint-venture or for-profit
corporation -

1.5% of the loan amount.
Loan Commitment - if bonds are issued for a specific
project(s) prior to funding the loan, a commitment fee equal

to 1.5% of the approved loan amount is reguired at the time
of commitment acceptance by the borrower.

The commitment fee 1is refundable, or will be credited
towards cleosing costs, upon acceptably closing the 1loan
within the specified firm commitment period.

Secondary Mortgage Purchase Fee - if the mortgage is subject
tc purchase from a secondary investor such as Fannie Mae or
Freddie Mac, all costs associated with the purchase must be
paid by the applicant/borrower.

Extension of Commitment - a 120 day extension of the f
commitment may be granted for good cause it
request and receipt of an extension fee equal to
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(i) for a non-profit corporation, agency of the state,
municipality, regional housing authority, or corporation
organized under 43 USC1601-1629%e, as amended, or any wholly-
owned subsidiary of such corporation -

.5% of the loan amount;

(ii) for an individual, partnership, joint-venture or for-
profit corporation -

1% of the loan amount.

Interest Rates:

AHFC's cost of funds, including administrative and servicing
costs, generally indexed to the bond market based on taxakle or

tax-exempt financing.
Tax-exempt financing may be available to -

a) non-profit corporations for the acquisition, rehabilitation,
improvement or new construction of multi-family, special

need or congregate housing.

B) other borrowers for new construction or substantial
rehabilitation of multi-family properties only.

Tax-exempt means that the interest paid to the bond holders is
not taxable which generally means a lesser interest rate to the
borrower.

Inquiries regarding current interest rate estimates for multi-
family, special needs or congregate housing loans should be
direct to the Mortgage Project Department.

SET-ASIDE REQUIREMENTS:

Due to this program's lower- to moderate-income housing focus,
borrowers are generally required to set-aside (restrict) units
within the project which must be rented at affordable
(restricted) rents to lower income persons or families. As noted
earlier, an exception may be made for projects which are located
in areas that are considered to be "remote, undeveloped, or
blighted" as defined in AS 18.56.900(12).

At a minimum, one of the following options must be chosen:

A) 20% of the units in the project must be set-aside for
persons or families whose income does not exceed 50% of the
area median income, adjusted for family size.

OR
B) 40% of the units in the project must be set-aside for

persons or families whose income does not exceed 60% of the
area median income, adjusted for family size.
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[. PURPOSE

The Low-Income Housing Tax Credit Allocation Plan (LIHTC Plan) has been prepared by .
the allocating agency (Alaska Housing Finance Corporation) to comply with the mandates of
Title 26, U.S.C. Section 42 of the IRS Code, as amended ("Section 42").

II. POLICY

It is the policy of the Alaska Housing Finance Corporation (the Corporation or AHFC), to
promote, foster, and encourage the responsible development of low-income housing through

the allocation of Low-Income Housing Tax Credits.

It is the policy of the Corporation to minimize the impact of the tax credit program on
existing residents of buildings which receive tax credits for acquisition and or rehabilitation.

The amount of credit allocated to a project may not exceed the amount necessary for the
financial feasibility and long term viability of the project. To determine the appropriate
amount of credit to be allocated the Corporation will consider the sources and uses of funds
and the reasonableness of development and operational costs.

The priorities established by 26 U.S.C.S. 42 for the LIHTC are:

(D Projects that serve the lowest income tenants; and

2 Projects that are obligated to serve qualified low-income tenants for the longest
period of time.

Ver. 1/94 5
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HI.

ALLOCATION PROCEDURES

The Corporation has established several procedures to allocate tax credits under the Low-
Income Housing Tax Credit Program:

A.

O

Ver. 1/94

Notification of Local Junisdiction

Upon receipt of an application for tax credits, the Corporation shall notify the chief
executive officer of the jurisdiction in which the project, requesting credit, is located.
The notification will identify the applicant and describe the project and its exact

location. Where applicable, community councils or other representative neighborhood
organizations will also be notified.

Increase in Eligible Basis For Difficuit to Develop Areas

For projects in "difficult to develop” areas, an applicant may apply for a credit
allocation by multiplying a project’s eligible basis by 130 percent. Only new
construction and rehabilitation expenditures are eligible for this increase in basis.
To qualify, a project must be located in either a qualified census tract or a difficuit
development area as determined by the U.S. Department of Housing and Urban
Development (HUD).

A qualified census tract is a census tract in which 50 percent or more of the
households have an income which is less than 60 percent of the area median gross
income. A difficult development area is an area which has high construction, land
and utility costs relative to area median gross income.

Neither a qualified census tract nor a difficult to develop area may exceed 20 percent
of the population of the metropolitan statistical area in which it is located.

A complete listing of the qualified census tracts and difficult to develop areas, in
Alaska, are available from the Corporation.

Allocauon Periods
Applications for the allocation of tax credit may be submitted during the appligation
rounds for which credit is requested. The Corporation will not accept applications for

a reservation of a future year’s credit. There are two allocation rounds per year:

% of Annual Credit

Period Cutoff Date Ceiling
1 February 28 100%
2 May 15 Remaining credits if necessary
6

26



Ver. 1/94

If the annual credit ceiling is not reserved during the established rounds, the
Corporation may advertise an additional round later in the calendar year.

If the amount of credit applied for exceeds the amount of credit available, a waiting
list will be established. Qualified projects from the applicable round will be put on
the waiting list, should credit become available within the same calendar year.

Evaluation Review Committee

An evaluation committee, will rank applications for tax credits based on the selection
criteria outlined in this plan, review proposals for viability and recommend to the
executive director the amount of credit to be allocated.

The applications will be reviewed for financial feasibility and viability in order of
their point rankings. If an application is considered both feasible and viable, 1t will
be recommended for a credit reservation based on its place in the point ranking.

However, the committee may recommend credit reservations to projects out of order,
based on the size of the requested credit reservation, or the feasibility and viability of
the project.

The committee may include representatives from the Corporation, the U.S.
Department of Housing and Urban Development, the real estate, construction or
financial industries. The committee will complete the evaluation within thirty days of
the end of each application period.

The executive director of the Corporation will recruit and appoint the members of the
evaluation committee.

Carryover Allocation Provisions

If an applicant is unable to complete a proposed project within the calendar year in
which a credit reservation is made, then a carryover allocation must be requested in
order to keep the reservation.

If a carryover allocation is requested, all documents requested by the Corporation
must be submitted within two (2) weeks of the end of the calendar year, unless
another time period is agreed to by the Corporation and the applicant. In addition,
the appropriate processing fees must be paid to the Corporation before the carryover
allocation is made.

27
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Changes to Applications After a Credit Reservation is Made

Changes to project characteristics that were attested to in the application, after receipt
of a credit reservation, may only be made under the following conditions:

1. A written description of the changes and the justification must be received by
the Corporation, at least 15 working days before the change is made.

2. The applicant must receive written authorization from the Corporation that the

proposed change has no significant impact on the ranking or financial
evaluation of the application.

3. If the Corporation determines that a proposed change has a significant impact
on the ranking and or financial evaluation of the application, it may revoke the
reservation (15 AAC 151.700-890).

If the Corporation revokes a reservation of credit to the project due to substantial
changes to the project as proposed in the initial application, a new application will be
required to regain the credit reservation.

Evaluation of the new application will occur during the next credit application round.
The application will not take precedent over other applications, but wiil be evaluaied
in the same manner. If the next credit application round is after the end of the

calendar year, the Corporation may choose to open a special round, or evaluate the
application by itself.

Displacement/Relocation of Residents

The Corporation will not allocate credits for an acquisition and/or rehabilitation
project unless the Applicant submits a residential rental-unit relocation plan, in the
event displacement of the current residents may occur. The Corporation is the sole

determinant as to whether or not displacement will occur as a result of the project’s
developmen.

Project Cost Limitations

The limitations discussed below pertain to the amounts which will be allowed in
eligible basis. In all cases, the Corporation will also analyze the projected net return
to the developer and or contractor/builder.

a) Developer Profit and Overhead - The Corporation does not limit the size of

the development fee (including overhead) that may be inciuded in the eligible
project costs. However, development fees/overhead above 15% of the total
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b)

c)

development cost must be substantiated to the Corporation’s satisfaction with
written documentation.

In addition, the Corporation reserves the right to reduce the amount of the
developer’s fee included in eligible project costs based on an analysis of the
project’s net return to the developer or other characteristics of the project such
as, an identity of interest with the contractor or builder, scope of work, etc.

The percentage of the project’s costs allowed in the eligible basis attributable
to "intermediary costs" will be taken into consideration when reviewing the
project’s development fee and overhead.

Builder/Comtractor Profit and Overhead - For builder/contractor profit and
overhead and general requirements the following standards will be used:

Builder Profit - 10 percent of construction costs
Builder Overhead and
General Requirements - 10 percent of construction costs

Per Unit Toral Developmen: Costs - Any project where the total development
costs are in excess of the maximum mortgage limits, by bedroom size,
published by the U.S. Department of Housing and Urban Development (HUD)
for the Section 221 (d)(3) program must provide written documentation to
justify the additional project costs.

If the proposed per unit cost is less than the 221 (d)(3) limits for the area, no
further justifications will be required from the developer. If the per unit costs
are higher, written justification explaining exactly why the additional costs are
needed, will be required. The justification will be examined by the tax credit
review committee which will recommend acceptance or denial of the
justification to the executive director, who will make the final determination.

Total development costs for the purposes of calculating the development fee
will not include the builders profit if there is an identity of interest between the
developer and the contractor/builder.

Appeal Procedures

The procedures for filing an appeal of the revocation of a credit reservation are
outlined in Alaska Administrative Code (15 AAC 151.830). An applicant has 10 days
to submit a written protest of the decision. The 10 days starts from receipt of the
letter informing the applicant of the decision.
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The letter of protest should include the name, address, telephone number of the

applicant, the name of the project receiving the credit allocation, an explanaton of
the protest, and a statement of the relief requested.

The Corporation will respond within 30 days. The Corporation’s decision may be
appeaied to the Board of Directors, within 10 days of the receipt of the response to
the protest. The decision of the Board of Directors is final.
Allocation Plan Priorities
The criteria used to evaluate applications is based on the following:
1) accessibility for the elderly, the physically handicapped, the mentally
ill, the developmentally disabled, the homeless, or other special needs
populations.

2) the number of units available for larger families (three or more
bedrooms).

3) the number of units constructed or rehabilitated in the project.
4) location of the project in rural communities.

5) a high degree of competition in the rental market, reducing the
affordability of existing rental housing in the project area.

In addition to "extended use" and "serving the lowest income tenant” criteria, U.S.C.
Section 42 requires additional criteria to be used in the selection of credit
applications. These criteria are listed below and are included in the selection criteria.

1) project location

2) housing needs characteristics

3) project characteristics

4) sponsor characteristics

5) targeting individuals on public housing waiting lists
6) participation of local tax-exempt organizations

7 targeting special needs populations

Transter of Credit Allocation Prior to Placement in Service

If plans to alter the ownership of the project are being considered, the Corporation
must be notified in writing at least 60 days prior to the intended change. For the

transfer of a credit allocation to occur, specific legal documents must be submitted to
the Corporation prior to approval. These documents may include:

10
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1. Copy of recorded deed showing transfer of the property title between the two
entities.

2. Copy of provisions within new and old owners’ incorporation documents
relating to transfers of real property.

3. Certification by an authorized representative, of both parties, as to the true
transfer of the property title and that it is not a mortgage or transfer for
security purposes.

4. Copy of provisions within
both partnership agreements Prior written approval, from the
relating to transfers of real Corporation, must be obtained before a
property. sale or transfer of any portion of a

property receiving a conditional or

3. Certification by authorized Sformal allocation of credits can be
representatives approving the executed.
transfer of the property and
identifying authorized
signatures.

6. Certification by authorized representative or opinion of an attorney that the

new partnership legally exists and has full power to effect the proposed
transfer, that the agreement between parties is a legal, valid and binding
obligation of the partnership and that the transfer of the property does not
violate the partnership agreement, any resolutions of the partnership, or any
laws, regulations, administrative orders, contracts or other agreements which
apply to the partnership.

7. Copy of preliminary title insurance commitment/report showing new
partnership as the owner of the property.

The exact form of the documentation listed above may vary depending on whether a
transfer involves two partnerships, general partners within a partnership, or transfer
of the credit allocation without a transfer of real property.

Once the Corporation has determined to its satisfaction that the transfer is legal and
appropriately documented, a transfer agreement will be executed. The transfer

becomes effective upon the date signed by the Corporation’s representative and
released to the parties to the agreement.

Ver. 1/94 11
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L. Affirmative Marketing Agreement

All project sponsors will be required to sign an Affirmative Marketing Statement
which outlines their obligations to provide equal access to housing for individuals
regardless of race, creed, color, age, sex, familial status, or national origin. This
statement will also require the sponsor to describe how they intend to reach minority
and special needs groups with advertising.

Ver. 1/94 12
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V.

APPLICATION SELECTION CRITERIA

Applications will be ranked according to the number of points received under the. pn"ma.ry
category first. The applications will then be evaluated based on the secondary critena.

A.

Ver. 1/94

Primary Criteria

D

2)

3)

Serving The Lowest Income Tenants
(Maximum 16 points)

Additional points may be received for targeting populations with lower
incomes than those required under Section 42 occupancy restrictions. Points
will be awarded based on the percentage of units affordable to the populations
below 50% of area median gross income, above the 20% minimum set aside.

Points

2 21 - 30% of units.
4 31 -40% of units.
6 41 - 50% of units.
8 51 -60% of units.
10 61 - 70% of units.
12 71 - 80% of units.
14 81 - 90% of units.
16 91 - 100%  of units.

" Affordable rent” is defined as 30% or less of the gross monthly income.
Extended Low-Income Use

Section 42 requires a 30 year extended use agreement with an opton to sell
after 15 years. Three (3) points will be added to a proposal for every
additional five (5) years of low-income use the applicant will commit to
beyond the minimum 15 year compliance. (Maximum 9 points)

Accessibility To Special Needs Populations
(Maximum 5 points)

Award of these points will be based on information contained in the
applicaton. An application shall not receive any points for meeting the
minimum level of accessibility required by federal fair housing law, applicable
to the project.

Points will be awarded based on the extent of the commitment stated in the
application.

13
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4)

5)

6)

8)

Public Housing Waiting Lists

A maximum five (5) points may be awarded to applications that contain a
written commitment to give priority to households on waiting lists for
subsidized housing. A commitment may consist of accepting tenants receiving
rental subsidies (Section 8 program) and established gross rents below the Fair

Market Rent limits established by the Department of Housing and Urban
Development.

Nothing in this subsection shall be construed as entitlement, for prospective
applicants, to have access to waiting lists for subsidized housing.

Rural Housing Preference (Maximum 5 points)

Based on how far the site is from an "urban location"”, where "rural” is
defined as a small community with a population which is less than 5,500 and
is not connected by road or rail to Anchorage or Fairbanks; or a population of
1,400 or less that is connected by road or rail to Anchorage or Fairbanks.

High Cost Areas (Maximum 5 points)

Up to five (5) points may be awarded if the project is located in a qualified

census tract or a difficult development area. A complete list is available from
the Corporation.

Local Government/Community Participation
(Maximum 5 points)

Applicants must show documented support for the project from the local
government and or community groups. Projects which leverage other
state/local/community financial (cash or in-kind) support will receive higher
points than those just providing letters of support.

Need For Low-Income Housing In The Area (15 points)

A maximum of fifteen points may be awarded based on the applicant’s ability
to show a significant lack of affordable (to the population below 60% of area
median gross income) rental housing in the area. Material that can be used to
show need are letters from community groups or local government, market
studies or demand analysis, waiting list information for subsidized housing,
vacancy rate information, or any other information that will support a claim.

A combination of two or more of these information sources will be necessary
to receive maximum points.

14
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The maximum points possible in the primary category is 65. Applicants must receive at least
25 points in this category for the application to be accepted for review by the Corporation.

B.

Ver. 1/94

Secondary Criteria

D

2)

3)

4)

Participation By Local Tax-exempt Organizations (Maximum 2 points)

A qualified non-profit must be involved in the project on a regular, co‘ntinuous
and substantial basis in both the development and operation of the project (See
definition in section VIII).

Availability For Larger Families (Maximum 13 points)

Points are based on the percentage of units with 2 or more bedrooms.

13 points 25% or more 3+ bedroom units
6 points 50% or more 2+ bedroom units
0 points less than 50% 2+ bedroom units

Density Of Units (Maximum 5 points)

For new construction:

0 points 51 or more
2 points 25-50
5 points less than 25

At the Corporaton’s discretion, points may be awarded for project .designs that
group a small number of the total units together with open spaces, In a
development with 50 or more units.

For acquisition with rehabilitation or just rehabilitation:

5 points 51 or more
2 points 25 -50
0 points less than 25

NOTE: Rehabilitation costs must be the greater of $3,000 per unit or 10% of
the adjusted basis for the building.

Sponsor Characteristics (5 points)

The applicant’s experience with the tax credit program, the Alaskan _
construction industry, and/or the ownership and management of rental housing.

15
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Project Charactenistics (10 points)

Elements examined may include, but are not limited to, innovative designs,
appropriateness for local housing market, energy conservation, compliance
with State lighting and thermal standards, preservation of existing low-income
stock, and location within the jurisdiction.

Total number of points in primary criteria: 65
Total number of points in secondary criteria: K]

Total points possible: 100
Ver. 1/94 16
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V. APPLICATION SUBMISSION REQUIREMENTS

Applicants must submit a completed application package, which includes forms provided by
the Corporation. Each application package will be evaluated for completeness based on the
checklist included in the packet. If the material submitted is not complete, and the
application deadline has passed, the application and fee will be returned. If the application
deadline has not passed, the applicant will have until the deadline to submit the additional
information.

Applications which do not receive at least twenty-five (25) points when ranked under the
primary selection criteria will be rejected and the application fee will not be returned. If the
application is resubmitted within the same allocation period, no additional application fee is
required.

An application that is resubmitted must describe how the project characteristics have changed
so that it meets the 25 point threshold for ranking. A rejected application that is resubmitted
in a subsequent allocation period must be accompanied by the application fee.

Applications for tax credit are evaluated three imes. The evaluation stages, and the
threshold requirements for each, are listed below.

A. First Stage Evaluation - Acceptance
1) Complete application form.
2) Certification of all state, local and federal subsidies.
3) Project costs and revenue estimates.

4) Evidence that project construction, rehabilitation, or acquisition will start
within 180 days of credit reservation (evidenced by project schedule).

5) Payment of application fee.

6) Preliminary evidence of the application meeting the minimum number of points
under the primary criteria.

7) Project is eligible to receive tax credits.

If these conditions are satisfied then the application will be accepted for evaluation by the
review committee.

Ver, 1794 17
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B. Second Stage Evaluation - Conditional Allocation
1) Certification of all state, local and federal subsidies.
2) Permanent financing commitments, if available.
3) Site control and all necessary federal, state, or local permits.
4) Updated cost and revenue projections.
5) Syndication or parmership agreements, if applicable.

6) Ranking by evaluation review committee.

i) Evidence of sufficient housing demand in project area to maintain project
viability.
8) Relocation plan if current residents are displaced.

(For acquisition and/or rehabilitation applications)

Once these conditions are met, an application may be given a conditional allocation of credit
(reservation).

Within 90 days of the receipt of the reservation letter, an applicant must show evidence of
financing commitments, or significant progress in securing commitments. Actual
construction, site development, etc. shall begin within 180 days of the receipt of the
reservation letter. Extensions for the 180 day construction start may be granted by the
Corporation upon demonstration of reasonable cause.

Eligible applications not ranked high enough to receive an allocation in the period reviewed
will automatically be considered in a subsequent allocation period in the same allocation
year. An additional application fee shall not be required. In this event, the Appiicant wiil
be notified of the status of the application and given an opportunity to amend the applicaton.

C. Third Stage Evaluation - Allocation Documents

1) Certification of all state, local and federal subsidies.

2) Cost certification.

3) Low-income use agreement (restrictive covenant).
4) Certificate of occupancy/completion.
Ver. 1/94 18
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5) Payment of processing fees.

6) Permanent financing commitments.

7 Affirmative Fair Housing Marketing Statement
When the Corporation has received and accepted all requested documentation and required
fees and determined to its satisfaction that the applicant and project comply with all
requirements of Internal Revenue Code Secton 42, other applicable sections of the IRS code,
and regulations adopted under the code, the Corporation will issue a low-income housing

credit allocation certification signed by the Executive Director.

A copy of the certification shall be sent to the applicant for his/her federal tax return.

Ver. 1/94 19
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VI. PROGRAM FEES
The fees for Alaska’s 1994 LIHTC program are:
1. Application Fee: Non-refundable
$500 for non-profit sponsors

$1,000 for all other sponsors

Due at time of application.

tD

Project Review and Allocation Fee: Non-refundable

Non-Profits: 1-4 Units No Fee Required
5-10 Units  .5% ten year credit
11+ Units 1% ten year credit

Maximum: $10,000

For-Profits: 1-4 Units No Fee Required
5-10 Units  .5% ten year credit
11+ Units 1% ten year credit

Maximum: $20,000

For projects receiving a permanent financing commitment from the Corporation, the

Owner may choose to pay either the maximum processing fee or 75% of the estimated
fees as calculated above.

The processing fees are due upon issuance of the IRS Form #8609 or a carry-over
agreement pursuant to Section 42(h)(1)(E), whichever comes first.

3. Annual Compliance Monitoring Fee: Non-refundable

All Projects: $20 per low-income unit up to a maximum of $1,000
FmHA 515 Projects: $15 per low-income unit up to a maximum of $300
Late Fee: $25 per day

All fees shall be established by the Corporation and reviewed by the Executive Director on a
vearly basis to insure they adequately cover the administrative cost of the program.

Ver. 1/94 20



VII. COMPLIANCE MONITORING PLAN

(a)(1)(A) Monitoring Authority - All projects "placed in service” since the 1986 enactment of
the Low-Income Housing Tax Credit Program, are subject to monitoring for compiiance with
the rules and regulations of 26 U.S.C. Section 42.

(B) The compliance monitoring of all tax credit projects will be conducted by the
Alaska Housing Finance Corporation (the Corporation), or a designee of the Corporation, in
accordance with the procedures outlined below. The Corporation’s obligation to monitor for
compliance with the requirements of Section 42 does not make the Corporation liabie for an
owner’s noncompliance.

(C) The areas to be reviewed for compliance shall include, but are not limited to:

1. Tenant income qualifications, calculations and appropriate supporting
documentation.

ii. Gross rent payments and any components of the gross rent figure.

iii.  The vacancy history of the low-income and market rate units.

iv. Items agreed to in the extended use agreement.

V. Certifications made by the Owner during the application process

regarding project design and other building characteristics (e.g.
accessibility for people with disabilities, use of non-residential space.
etc.).

vi. The annual amount of eligible basis and the applicable fraction claimed
for the property.

(b)(1) Record Keeping - The owner of a project receiving a credit allocation shall maintain
project records (A - I, below) for six (6) years past the due date (with extensions) for filing
the federal income tax return for that year. The records for the first year of the credit period
must be retained for at least 6 years beyond the due date (with extensions) for filing the
federal income tax return for the last year of the compliance period of the building. The
records must include, but are not limited to, the following:

(A)  the total number of residential rental units in the project (including the number
of bedrooms and square footage of each residential rental unit).

(B)  the percentage of residential rental units in the building that are low-income
units.

Ver. 1/94 21
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(C)  the rent charged on each unit in the project, including the utility allowance
used.

(D)  the vacancy history of the low-income units and information that shows when
and to whom the next available units were rented.

(E) annual income certificatons for each low-income tenant and sufficient
documentation to prove that annual income was calculated in a manner

consistent with the requirements of Section 8 of the U.S. Housing Act of
1937.

(F) the character and use of the non-residential portion of the building(s) within
the project (common areas, etc.) if included in eligible basis.

(G) the number of occupants in each low-income unit.

(H) the eligible basis and qualified basis of the building at the end of the first year
of the credit period.

(D evidence that supports any of the project characteristics the Owner may have
certified to, in his/her application for tax credits, to receive points in the
ranking process.

(2) Corporation Record Retention - The Corporation must retain the records and
certifications used to review the projects for compliance, for three years after the end of the
calendar year in which it receives them. If non-compliance is found, records and

certifications related to that specific compliance review must be retained for 6 years beyond
the filing of the IRS Form 8823.

(c)(1)(A) Monitoring Review Procedures - Upon request from the Corporation, the owner of
the subject project shall submit project information required by the Corporation to complete a
monitoring review. The required information is detailed in section (b)(1), above. After
receipt of the information described in section (b)(1), the Corporation will review the
documentation for compliance with 26 U.S.C. Section 42. The Corporation shall notify the
owner within 15 working days as to the result of the initial review. If additional information
is required by the Corporation to complete its review the owner shall respond within 10
working days. A $25 per-day late fee will be assessed on sponsors who do not submit the
requested compliance information within the deadlines established by the Corporation.

(B) Inspecrions - The Corporation has the right to perform audits which may include
site inspections on any tax credit project during the full term of the agreed upon compliance
period or eighteen (18) years, whichever is greater. The compliance period is established in
an extended-use agreement, which is recorded as a restrictive covenant when the project is
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placed-in-service. The focus of the inspection(s) will inciude, but not be limited to, those
items referred to in (a)(1)(C) and (b)(1), above.

(C) Minimum Monitoring Standard - The Corporation will, on an annual basis,
require all owners of Alaskan tax credit projects to submit a copy of the annual income
certfication, the documentation used to support that certification, and the rent record for a
minimum of 20 percent of the units within their projects.

(D) Required Certificarions - In addition to the required information referred to in
section (b)(1) above, owners of tax credit projects shall submit annual certifications attesting
to their compliance with the requirements of Section 42, under penalty of perjury. The
owner shall also certify that the resident of the low-income facility was informed of the
Corporation’s right and intent to review tenant income certifications for compliance with
Section 42 and the procedures of this section. A certification form is available from the
Corporation.

(E) Exceptions For Farmers Home Administration (FmHA) Projects - Projects that are
financed under FmHA's section 515 program, may submit the same tenant income
certification forms to the Corporation, as are required by the FmHA.

(d)(1) Calculating Family Income - (A) All families of the low-income portion of a building
recelving tax credits must be income qualified. Owners of tax credit projects shall use the
guidelines established by the U.S. Department of Housing and Urban Development (HUD)
for the Section 8 Voucher and Certificate program for calculating family income.

(B) Technical Assistance - The Corporation’s statewide Section 8 office
personnel will be available to provide limited technical assistance to Owners unfamiliar with
Section 8 income estimation procedures. For the location of the Section 8 office nearest to
the project, contact the Alaska Housing Finance Corporation at (907) 561-1900 or 800-478-
2432. A Compliance Procedures Manual is available from the Corporation.

(e)(1) Notification of Non-Compliance - (A) If the Corporation does not receive the required
certifications, is denied access to income certification forms, support documents, or rent
records for any tenant family or unit, or finds general non-compliance with the requirements
of Section 42, the owner will be immediately notified of the violation, in writing, and the
time period for correcting it.

(B) Correcrion Periods - An owner shall have sixty (60) days, from the date of
the notice of non-compliance, to correct the finding, except in the case of a missed
certification where the cure period is 10 working days.

(C) IRS Norification - The Corporation will notify the Internal Revenue Service

(IRS) of a finding of non-compliance within 45 days of the end of the correction period,
regardless if the finding was corrected. The Corporation will also notify the IRS of instances
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of non-compliance that it becomes aware of that may have occurred prior to January 1, 1992.

(D(1) Monitoring Fees - (A) An annual fee will be charged to ail prqject:s for compliance
monitoring, except where otherwise noted in (f)(1)(C). The monitoring fee shall be

established by the Corporation and reviewed on a yearly basis to insure it adequately covers
the administrative cost of monitoring.

(B) The first credit year’s monitoring fee shall be payable upon issuance of the
IRS Form 8609. For the following years, the monitoring fee shall be payable by the
anniversary of the placed-in-service date for the project.

(C) For projects placed in service before December 31, 1989, there will be no
monitoring fee assessed. All other monitoring requirements apply.

(D) Failure to pay the monitoring fees by the established due date will
constitute a violation of the terms of the extended use agreement, under which a credit
allocation is made. The applicant will be barred from receiving any future credit
reservations and the Corporation will reserve the right to pursue a legal action and or the
recapture of the credit allocation to the fullest extent permissible by state and federal law.

(h) Monitoring Office Contact - All information requested under this section shall be
submiited to:

Alaska Housing Finance Corporation
P.O. Box 101020

Anchorage, Alaska 99510
Attn: Internal Audit Department
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VIIL CLARIFICATIONS

The Corporation’s evaluation of an application is not a warranty of the viability or feasibility
of the project.

No member, officer, agent or employee of the Corporation may be held personally liable

concerning any matters arising out of. or in relation to, the allocation of low-income housing
credit.

The board of directors or the executive director may waive all or part of the provisions of
this plan if the Board of Directors or the Executive Director determines that such a waiver 1s
in the best interest of the LIHTC program in Alaska and that such a waiver does not conflict
with the requirements of U.S.C. Section 42, and there is good cause for the waiver.

An established protest and appeal process for the allocation of tax credits, by the

Corporation, is described in Alaska Housing Finance Corporation’s regulation 15 AAC
151.700-890.

The Department of Housing and Urban Development (HUD) requires tax credit applicants
who apply for HUD mortgage insurance or subsidy programs, to declare their intention to
apply for tax credits. The Corporation will notify HUD’s Anchorage Field Office of all
applications for the tax credit.

The Corporation and the Farmers Home Administration (FmHA) have entered iptp
Memorandums of Agreement to share information on the underwriting and servicing of
Section 515 loans made to developers receiving tax credit allocations. The Corporation will

provide FmHA any appropriate information regarding tax credit applications that also receive
Section 515 financing.

The Corporation may not allocate any credits to an acquisition/rehabilitation project if
Section 8 Moderate and Rehabilitation funding is involved.

[t is the responsibility of the tax credit applicant to comply with all requirements of U.5.C.
Section 42 whether or not they have been specifically addressed in this allocation plan.

The Alaska Housing Finance Corporation reserves the right to amend this allocation plan as
required by either federal law and regulation or by the practical administration of the Low-
Income Housing Tax Credit Program.
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IX. DEFINTTIONS
In the LIHTC Pian:

(1) “allocating agency" means the Corporation of the State of Alaska designated to
allocate tax credit under the low-income housing credit program.

(2) "annual credit ceiling" means the annual amount established for allocation in

the state under 26 U.S.C. 42(h)(93)(c). That amount is $1.25 multiplied by the state
population.

3) "applicant" means an individual or individuals applying for tax credit on a
qualified project under Section 42 of the Internal Revenue Code (LIHTC program).

(4) "chief executive officer” means the head of the local governmental jurisdiction
in which the project applying for credits is located.

(5) "compliance period” means the 15 years over which a project must continue to
meet various LIHTC requirements in order to avoid tax credit recapture. The period begins
with the first taxable year of the credit period.

6) "construction costs" are defined as all costs incurred in the construction of the
project that are related to the work of the contractor. Soft costs incurred by the developer
are not considered as "construction costs” for purposes of estimating the builder profit,
overhead or general requirements. The estimate of builder profit would include overhead

and general requirements as well other soft costs included in the contractor’s scope of work.

»

N "Corporation” means the Alaska Housing Finance Corporation.

(8)  "eligible basis” means a component of the qualified basis of an LIHTC
project: the eligible basis is generally equal to the cost basis of the project.

9 "fair market rent" means the rent payment limits established by the Department
of Housing and Urban Development for recipients of Section 8 certficates and vouchers.

(10) "gross rent” means the maximum rent a tenant may be charged under .ihe
LIHTC Program. Gross rent includes utilities. Gross rent is calculated by multiplying the

income election (60%. 50%. 40%) of area median annual gross income by 30 percent and
dividing that number by twelve.

(11) “intermediary costs" refers to the costs associated with the sale or syndication
of the credits. These costs may include, but are not limited to, partnership organization fees,
syndication costs, attorney, accountant or project consulting fees.
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(12)  "qualified non-prorit" is defined in 26 U.S.C Section 42 (h)(5)(c) as (a) an
organizaton described in paragraphs 3 and 4 of Section 501 (c) of the Internal Revenue Code
and is exempt from tax under sec. 501(a); and (b) one of the organizations exempt purposes
includes fostering of low-income housing and; (c) the State housing credit agency (the
Corporation) has determined that the organization is not affiliated with or controiled by a for-
profit organization.

(13)  "rural” means a small community with a population which is less than 5,500
and is not connected by road or rail to Anchorage or Fairbanks; or a population of 1,400 or
less that is connected by road or rail to Anchorage or Fairbanks.

(14) "Section 8 Program" means the federally subsidized rental housing program
operated by housing authorities or the U.S. Department of Housing and Urban Development.
The rental subsidy may be in the form of either certificates or vouchers.

(15)  "special needs populations” means elderly, people with physical or mental
disabilities, the developmentally disabled, the homeless, or other groups that have special
housing needs.

(16) "total development costs” are defined as all cost incurred on the project,
except the development fee and builders profit when there is an identity of interest between
the developer and the builder/contractor.

(17) "20% set-aside” means 20% of the units in the project are reserved for
households whose incomes are at or below 50% of area median gross income.

(18) "40% set-aside" means 40% of the units in the project are reserved for
~ourceholds whose incomes are at or below 60% of area median gross income.
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LOW-INCOME HOUSING TAX CREDIT PROGRAM
SUMMARY

The Low-Income Housing Tax Credit Program is operated by the U.S. Department of
Treasury, Internal Revenue Service. The program allows owners/developers to take a credit
or reduction on their federal income tax in exchange for building or rehabilitating low-
income housing, subject to a 30 year use-agreement.

This summary is intended as a brief introduction to the program and does not contain all the
necessary information needed by a taxpayer/developer to apply for, or comply with the rules
of the tax credit program. The Alaska Housing Finance Corporation (the Corporation or
AHFC) administers the tax credit program in Alaska.

* Statutory and Credit Allocation Authority

The Low-Income Housing Tax Credit program was created as part of the Tax Reform Act of
1986. The laws governing the program are contained in Section 42 of the Internal Revenue
Service Code. 15 Alaska Administrative Code (AAC) 151.710-840 governs the allocation of
the tax credit in Alaska.

The amount of credit each state has available to allocate is based on population. Each state
is allocated $1.25 per person. Each state is also entitled to carry forward the unused portion
of the previous year’s state cap. Alaska’s allocation for 1993 was approximately $733,750.

Ten percent of the state cap must be set-aside for projects with qualified non-profit
participation. A "qualified non-profit" is defined under section 501(c) subsection (3) and (4)
of the IRS code. One of the non-profits stated purposes must be the fostering of low-income
housing.

IT IS THE RESPONSIBILITY OF THE TAXPAYER WHO APPLIES FOR THE TAX
CREDIT TO ASCERTAIN THE APPROPRIATENESS OF THE TAX CREDIT TO THE
TAXPAYER’S FEDERAL INCOME TAX SITUATION.

Building Eligibility

Projects may qualify for tax credits if they are for new construction, acquisition and
rehabilitation, or just rehabilitation. Tax credits can be used on any size and type of
housing, from single family homes to multi-family complexes. In general, these properties
must be rental units.

Acquisition credits may be claimed only if the property has not been placed in service in the
ten years prior to the sale to the owner applying tax credits. Substantial rehabilitation and a
change in ownership may create a new placement in service date. This requirement is called
the "ten year rule.”
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The IRS may waive the ten year rule in order to avoid a federally assisted property from
going into default, low-income housing from being lost due to prepayment of a federal
mortgage, or to purchase a property from a failed depository institution. Owner-occupied
single family residences are exempt from the ten year rule.

Program Set-Aside for Low-Income Families

To get tax credits, a qualified project must have a minimum of 20 percent of the units set-
aside for families at 50 percent of area gross median income (AGMI) or a minimum of 40%
of the units for families at 60% of AGMI. For projects that have greater than 40% of the
units set-aside, the 60% AGMI measure is used. The AGMI is used to determine qualifying
family income and maximum rents. Any set-aside election, once made, is irrevocable.

Allowable Rents Charged to Tenants

The gross rent (including utilities) is restricted to 30% of the qualifying income for the
family size appropriate to the unit. The IRS assumes there are 1.5 persons per bedroom of a
unit. As an example, the gross rent for a one bedroom unit would be 30% of the applicable

qualifying income of a family with 1.5 people. The appropriate family sizes per number of
bedrooms are:

Studio - one person family
1 Bedroom - 1.5 person family
2 Bedroom - 3 person family
3 Bedroom - 4.5 person family
4 Bedroom - 6 person family
5 Bedroom - 1.5 person family
Example: How do you calculate the gross rent for a 1 bedroom unit?

Qualifying income of 1.5 person family = $18,000

$18,000 x .30 = $5,400

nnte -} E
D4

$ 5,400/12

The gross rent figure includes utilities and any other fees for services that residents are
required to pay (ie. storage fees, rec room fees, etc.).

Gross family income must be calculated using the guidelines of the U.S. Department of
Housing and Urban Development’s (HUD) Section 8 Rental Assistance Program. The
income guidelines used for the qualifying income and rent calculations are estimated on a

yearly basis by HUD. Attached to this summary is a copy of the HUD low-income
guidelines for Alaska.
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Extended Use Requirements

To receive a tax credit allocation, applicants must sign an Extended-Use Agreement (the
Agreement) that will insure compliance with the set-aside requirements (20%-50% or 40%-
60%) for a minimum of 30 years. The Agreement is recorded as a restrictive covenant to
the deed. The Agreement is also binding upon successor owners of the property.

After year 14, the owner may notify the Corporation that they wish to sell their interest in
the low-income portion of the property. The Corporation has one year to locate a qualified
buyer. If the Corporation can not find a qualified buyer for the owners interest, the
Agreement may be terminated. The Agreement may also be terminated by a foreclosure
action.

If the Agreement is terminated for lack of a qualified buyer, or foreclosure, a three year
prohibition against evicting current tenants (except through just cause) will take effect. In
addition, the rent charged to low-income tenants may not be increased during this three year
period.

If the applicant/owner certifies to the 30 year set-aside restrictions during the
application/allocation process, the agreement may only be terminated through foreclosure.

Meeting the State’s Priorities

Before a reservation (conditional allocation) is awarded, each application is ranked according
to the State’s qualified Allocation Plan. The Allocation Plan consists of primary and
secondary criteria that represent state and federal priorities for tax credit projects. Points are
awarded to an application based on how well it addresses the criteria listed.

An application must receive a minimum of 25 points in the primary criteria or it will be
rejected. Tax credit reservations are made based on the point rankings and the
Corporation’s determination of feasibility. In case of a tie, the application with the highest
primary criteria ranking will receive credits first.

What Are the Credits Based On

The amount of credit a taxpayer/developer can apply for, is based on the actual
construction/rehabilitation costs associated with the number of units set-aside for low-income
use. This amount is called the eligible basis. In general, only depreciable items may be
included in eligible basis. Land acquisition costs and some financing charges can not be
included in eligible basis. In addition, the costs associated with commercial portions of the
building, or services that require voluntary payment (charges for garages, etc.) can not be
included in eligible basis.
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For projects that apply for acquisition and rehabilitation or rehabilitation credits only, an
average of $3,000 per unit, or 10 percent of the eligible construction costs, must be spent
within a 24 month period of time.

Qualified basis is equal to the eligible basis multiplied by the applicable fraction of the

property. The applicable fraction is equal to the smaller of the floor space percentage or the
unit percentage.

The maximum credit allowable under Section 42 is the qualified basis muitiplied by a tax

credit percentage. The tax credit percentages are established by the U.S. Department of the
Treasury on a monthly basis.

For new construction projects that have federal subsidies involved in the financing (Farmers
Home Administration, HUD or tax-exempt financing) a 4% tax credit percentage is used to
estimate the maximum allowable credit. For new construction or substantial rehabilitation
with no federal subsidies, a 9% credit percentage is used. The actual percentage rate varies
from month to month so as to maintain a present value over ten years equal to 70% (9%

Qe VYL

credit) or 30% (4% credit) of the building(s)’s qualified basis.

the building(s) are loca .d in a "high cost area”, the eligible basis may be increase by
30%. The "high cost area" designation is determined by HUD. A comulete list of these
areas in Alaska is attached

Determining Federal Subsidy

A federal subsidy is considered any obligation for which the interest is exempt from tax
under Section 103 of the IRS Code, or any below market federal loan. A below market loan
1s defined as any federal loan with an interest rate below the applicable federal rate.

Selecting the Credit Percentage

The Corporation will reserve credits based on the appropriate tax credit percentage
determined by the IRS for the month in which the application round ends. The credit
percentage used for the final allocation will be the rate issued by the IRS for the month in
which the project is placed in service.

The taxpayer may select a credit percentage specified for a particular month, by entering into
a binding reservation agreement with the Corporation. For bond-financed projects, the credit
percentage would coincide with the month the tax-exempt bonds are issued. The election of
a credit percentage must be made within 5 days after the end of the month in which a
commitment as to the credit amount is made between the corporation and the applicant.
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How Applications are Evaluated

The IRS Code governing the administration of the program requires The Corporation to
allocate only that amount of credit that is necessary to insure the viability of the project.
"Viability" is considered to be the maximum amount of credit needed to insure that the
project can be completed. The maximum amount of credit may be awarded only in cases
where it is absolutely necessary. This rule also applies to the "high cost area” credit.

The Corporation is also required to examine a project for financial feasibility. This means
the project must be capable of generating enough cash flow to support the debt service and
all operating costs.

The Corporation determines the "viability" and "financial feasibility” by evaluating all the
sources of funds (loans, grants, subsidies, proceeds from the sale of credits) and the uses of
funds (construction costs, soft costs, operation and development costs).

The Corporation’s determination of the appropriate credit amount is not a representation or
warranty as to the qualification of such buildings or project for such tax credit, the financial
feasibility of such project or its viability as a low-income housing project, and may not be
relied upon as such by the applicant, owner, developer, investor or lender or any other
person.

Value of the Credit

The value of the credit is determined by the offers the owner/taxpayer receives for the credit
through syndication. That value may range from $.30 to .60 per dollar. During the
application process, the applicant/taxpayer estimates how much he/she will receive for the
credit. '

That credit value is used by the Corporation in it’s evaluation of the viability of the project
and in making a credit determination. Unless the Corporation’s knowledge of credit value
conflicts with that indicated in the application, the applicant’s estimate of "value" will be
used.

Calculating the Credit Amount

This is an example of how a taxpayer estimates how much credit to apply for and how the
Corporation makes a credit determination.

This example assumes that there are no federal subsidies and the applicable fraction is 100%.
The project is for new construction. Total development costs (hard and soft costs, including
land) equal $6,000,000. The project has secured a permanent financing commitment for
80% of the total project costs.
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Eligible Basis: $5,000,000 1.
(Not including Land)

Muitiplied By Applicable Fraction: 100% 2.
Total Qualified Basis: $5,000,000 3.

Multiplied By Applicable Percentage: .09 4,

Maximum Credit Allowed

Per Year For 10 Years: $ 450,000 5.

Ten Year Credit Amount: $£4,500,000 6.

Line 5 represents the total amount allowed under Section 42 of the IRS code. It also is the

maximum 2 developer/owner may apply for.

If the project is syndicated and assuming $.48 per $1 of credit for the proceeds from selling
the credits;

LDty

Total Proceeds To Developer: $2,160,000 7.

Line 5 assumes that the developer got the maximum credits allowed under Section 42.
Under the 1989 amendments to the program, Congress instructed state agencies to allocate
only what was necessary to make the project viable.

To determine the appropriate amount of credit under this mandate, the Corporation uses a

“"gap financing" method. That is, applying credits to the difference between total sources of
funds and the total uses of funds. This difference is called the Equity Gap.

In the example above, if the developer was only able to finance 80% of the total
development costs, then the gap would be $1.2 million dollars (20% of $6 million).

Dividing the "gap" by the dollar value of the credits ($.48) equals $2,500,000. Dividing this
figure by 10 is the amount of credit that would be allocated on a yearly basis ($250,000) for
ten years. The maximum the Corporation would allocate, in this case, would be $250,000
per year.

This is a basic outline of how the Corporation allocates credits. AHFC may allocate the full
amount of credit to a project when it is necessary to make the project work. The

Corporation reserves the right to deny credits, or reduce the amount of the allocation based
on its review of the application.
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Limits on the fthe T I

There are two ways that the tax credit program can produce benefits to a owner of low-
income housing. The first is for people who wish to reduce their individual tax burden at the
end of the year. Assuming a 28% tax bracket, a person could deduct up to $7,000, per year
for 10 years, off the amount of tax owed the IRS.

The second way, and the most common, is for the owner of the building(s) qualifying for tax
credits to syndicate the project. The tax credits can be sold to investors, who are subject to
passive loss, passive credit, and at-risk rules in federal tax law. The credits can be sold
either through intermediaries (syndicators) or directly to investors like banks, foundations, oil
companies or native corporations.

Some corporations not subject to passive credit and at-risk tax rules may be able to use an
unlimited amount to tax credit.

Administrative Procedures

Applications may be submitted to AHFC during one of the two application rounds ending
February 28 or May 15 of each year. The application will be accepted as long as it is
arrives by the end of the working day on the two dates mentioned above. If either of these
dates should fall on a weekend, the following Monday will become the deadline.

Once an application is reviewed for completeness, it undergoes an initial point ranking to
insure that it meets the allocation plan threshold criteria (25 points) and is financially feasible
and viable. If accepted, the application is ranked by a review committee which establishes
the order in which tax credits will be allocated to the applications.

The committee reviews the application for financial feasibility and viability and makes a
recommendation to the Executive Director of AHFC on the credit amount to be allocated. If
the executive director approves the reservation, then notification letters are sent to the
applicants.

The final allocation of credits is not made until the project is placed in service and all
processing fees have been paid. After a project is placed in service, AHFC will issue IRS
Form 8609 notifying the IRS, and the developer, of the allocation decision.

Carry Over Provisions

In general, the final allocation of credits must occur within the same calendar year the
building(s) project is placed-in-service. If a project is unable to be completed during the
same calendar year as the reservation (conditional allocation) was made, a carry-over
allocation may be awarded.
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At least 10 percent of the total project costs must have been incurred before December 31st,
of the year the project receives a reservation of tax credits, for a project to be eligible for a
carry-over. The applicant/developer has two calendar years to complete the project. The
expenditures necessary to meet the 10% must be spent by the entity applying for the tax
credit application. In addition, there are specific IRS rules regarding what is an eligible
expense for the 10% calculation.

Compliance Monitoring

AHFC monitors all tax credit projects constructed in Alaska, retroactive to 1987, for
compliance with Section 42 of the Code and all related rules and regulations. A separate
compliance monitoring plan has been developed and may be obtained from AHFC.

Program Fees

1. Application Fee: Non-refundable
$500 for non-profit sponsors
$1,000 for all other sponsors

Due at time of application.
2. Project Review and Allocation Fee: Non-refundabie

Non-Profits:  1-10 Units .5% ten year credit
114+ Units 1% ten year credit

Maximum: $10,000

For-Profits:  1-10 Units .5% ten year credit
114+ Units 1% ten year credit

Maximum: $20,000
For projects receiving a permanent financing commitment from the Corporation, the Owner
may choose to pay either the maximum processing fee or 75% of the estimated fees as
calculated above,

The processing fees are due upon issuance of the IRS Form #8609 or a carry-over agreement
ursuant to section 42(h)(1)(E), whichever comes first.

3. Annual Compliance Monitoring Fee: Non-refundable

All Projects: $20 per low income unit up to a maximum of $1,000
FmHA 515 Projects:  $15 per low income unit up to a maximum of $300

Late Fee: $25 per day for monitoring information.
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All fees shall be established by the Corporation and reviewed by the Executive Director on a yearly
basis to insure they adequately cover the administrative cost of the program.

Consultation

The tax credit program has gone through substantial revision since it was originally enacted. Itisa
complex tax program. Anyone considering applying for a tax credit reservation should first consuit
with his or her own tax advisor. The Corporation shall provide limited technical assistance regarding
the administration of the tax credit program, only.

The Corporation maintains a list of individuals who have asked that their names be provided to tax
credit applicants as consultants and resource sources. The Corporation makes no representations or
warranty as to the qualifications of these individuals or groups. This list is available upon request
from the Corporation offices.

Reference Manuals:

1. The Low-Income Housing Tax Credit Handbook - Clark Boardman Company Ltd., 375
Hudson St. NY, NY, 10014. (800-221-9428)

2. Tax Credits for Low-Income Housing, Seventh Edition, Joseph Guggenheim, Simon
Publications, P.O. Box 70425, SW Station, Washington D.C. 20024-0425.

3. A Developer’s Guide to the Low Income Housing Tax Credit - Herbert Stevens, and Thomas
Tracy, National Council of State Housing Agencies, 444 North Capitol St., NW, Suite 438,
Washington, D.C. 20001, (202) 624-7710
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HUD HIGH COST DESIGNATIONS FOR ALASKA
April 1993

NON-METROPOLITAN DIFFICULT TO DEVELOP AREAS

Aleutian Borough

Bethel Census Area

Dillingham Census Area
Fairbanks North Star Borough
Haines Borough

Ketchikan Gateway Borough
Kobuk Borough

- Kodiak Isl. Borough

Nome Census Area

Prince of Wales/Outer Ketch.
Skagway-Yakutat-Angoon Census Area
Valdez-Cordova Census Area
Wade Hampton Census Area
Wrangeii-Petersburg Census Area
Yukon-Koyukuk Census Area

QUALIFIED CENSUS TRACTS

Metropolitan Area
Anchorage Census Tract Numbers: 0003.00

0004.00

0006.00

0009.01

0011.00
Non-Metropolitan Area

Census Tract Numbers

Bethel 9513.98 9514.98
Dillingham 9716.98
Fairbanks North Star Borough 0001.00
Kenai Peninsula Borough 9543.00
Matanuska-Susitna Borough 9743.00 9744.00
Nome 9510.00
Valdez-Cordova 9861.00
Wade Hampton - 9712.00
Yukon-Koyukuk 9604 .00 9605.00

9606.00  9607.98
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TAX CREDIT RESOURCE LIST

David Reznick, CPA

Reznick Fedder & Silverman
4520 Est-Wst Hwy, Suite 300
Bethesda, Maryland 20814-3319
(301) 652-9100

Bryan Park, Principal
Northwest Housing Resources
3600 Columbia Center

701 Fifth Avenue

Seattle, WA. 98101-7081
(206) 292-4900

John Madigan, Romerio Perkins
ARGYLE Capital

P.O. Box 12996

Tallahassee, FL 32317-2996
(904) 668-0357

Holly Borders

SW Financial Consultants
6363 Auburn Blvd. Suite B-1
Citrus Heights, CA 95621
(916) 723-6506

Joeseph Guggenheim
Housing and Dev. Consultant
6600 Rannoch Court
Bethesda, MD 20817

(301) 320-5771

Christine Martin
Columbia Consulting, Ltd.
815 S.W. Second Avenue
Portland, Oregon 97204
(503) 220-4216

Mark English

Chris Moench

Tax Credit Services

P.O. Box 020269
Tuscaloosa, AL 35402-0269
(205) 345-3800
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Ken Gain

Equivest Realty Advisors
1844 West Northern Lights
Anchorage, Alaska 99501
(907) 279-8551

Andrew Solli/Mark Sorvoja
S & S Associates

222 West 13th, #4
Anchorage, Alaska 99501
(907) 563-9224

@#¢%¢ These agencies have asked to be included on the list of
available sources for help on Low Income Housing Tax Credit
projects. The Alaska Housing Finance Corporation does not
attest to the abilities of any of these agencics, nor does it
advocate one service over the other. This list is prepared as an
informational source only *oeesese



TAX CREDIT EQUITY RESOURCES

James F. Quinn, Jr.

First Financial Mgm’t Corp.
100 Franklin Street

Boston, MA 02110

(617) 542-4020

Linda Cargill

Boston Capital Partnership
313 Congress Street
Boston, MA (02210

(617) 439-0072

Will Cooper

WNC & Associates

546 South Bay Front
Newport Beach, CA 92662
(714) 673-7928

Sharon Julius-Doucette
Boston Financial Group, Inc.
101 Arch Street

Boston, Mass. 02110-1106
(617) 439-3911

Lily Ng

TLC Ventures, Inc.

3260 N. Hayden Rd., Suite 207
Scottsdale, AZ 85251

(602) 423-5886

Debra Boal

National Tax Credit Partners
9090 Wilshire Blvd., Suite 201
Beverly Hills, CA 90211

(213) 278-2191

Robert Arcand

The Arcand Company

16101 S.W. 72nd Avenue, Suite 200
Portland, Oregon 97224-7764

(503) 598-9800
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Edward E. Lee I

Brencor Capital Funding
P.O. Box 10128

Knoxville, Tennessee 37939
(615) 584-6019

Kathleen Foster

Enterprise Social Invest. Corporation
810 American City Bldg.

Columbia, MD 21044

(410) 964-0552

Scott L. Kotick

Richard C. Angino II

National Partnership Invest. Co.
8530 Wilshire Blvd., Suite 400
Beverly Hills, CA 90211

(310) 278-2191

Tina Sedell

Boston Equity Investments

2 Faneuil Hall Marketplace
Boston, Massachusetts 02109
(617) 720-1766

Robert Crowder

Brencor Capital Funding

5214 Maryland Way, Suite 209
Brentwood, Tennessee 37027

(615) 270-4635

Lyle Martin

ROAR Company

200 Crescent Court, Ste. 1385
Dallas, Texas 75201

(214) 871-3636

Richard Edson

The Richman Group, Inc.
1133 15th St., N.W.
Washington, D.C. 20005

(202) 429-1616



Charlotte S. Smith

The Brazelton Group

One Concourse Parkway #750
Atlanta, GA 30328

(404) 393-7450

C. Daniel O’Connell
PaineWebber Inc.

3000 A Street, Suite 100
Anchorage, Alaska 99503
(907) 562-3029

800 478-3029

Debra A. Cameron

Lehman, Butterwick & Co.., P.C.
1331-17th St., Suite 100

Denver, Colorado 80202

(303) 298-8222

ssee* These agencies have asked to be included on the list of
available sources for help on Low Income Housing Tax Credit
projects. The Alaska Housing Finance Corporation does not
attest to the abilities of any of these agencies, nor does it
advocate one service over the other. This list is prepared as an
informational source only.*eseeese

61 14



How to Calculate Maximum Rents
Under the Low Income Housing Tax Credit Program

Question: How do I calculate the maximum rent I can charge for each unit, which
includes utilities.

Look at the sheet with the income limits by family size produced by HUD which is included
in this information. There are two categories Very Low and Low. The Very Low category

refers to families at 50% of area median gross income (AMGI), the Low refers to families at
60% of AMGI.

NOTE: The following example uses fake median income figures. To calculate the
rent for your area, substitute the appropriate numbers for the current
year indicated on the attached chart.

Use the following methodology to calculate the maximum rent:

Family Size
1 2 3 4 3
50% AMGI: 21,750 24,900 28,000 31,100 33,600
Family Size
1 2 3 4 2
60% AMGI: 26,100 29,880 33,600 37,320 40,320

For a studio apartment, the maximum rent is calculated as follows:
1 person income at 60% = (26,100 * .3)/12 = 652

For a one bedroom apartment:

Note: the IRS assumes there are 1.5 persons per bedroom, living in the home.

Py

1.5 person income at 80% = (

o
[y
E)
+.
[
‘\D
on
on

(27,990 * .3)/12 = 699.75
For a two bedroom apartment:
3 person income (1.5 *2) at 60% = (33,600 * .3)/12 = 840
Answer: The maximum rent that can be charged to residents living in a studio, one
bedroom, or two bedroom apartment is: $652, $699, and $840 respectively.
Use the same process for calculating the maximum rent for larger bedroom sizes. Use the

income figures for families at 50% of AMGI in the formulas above, to get the maximum
rents allowable for this population.
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Alaska Housing Finance Corporation

1994 HOME Rental Housing Development
Program
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ALASKA HOUSING FINANCE CORPORATION
HOME INVESTMENT PARTNERSHIP PROGRAM
RENTAL HOUSING DEVELOPMENT PROGRAM

A. GENERAL INFORMATION
1. Purpose and Maximum Funding Available

The HOME Investment Partnership Program is a federally funded housing
program. Among the purposes of the HOME Program is expanding the supply
of decent and affordable housing for low and very low income Americans. One
method of accomplishing this purpose is the creation of new, affordabie rental
housing. Funding for awards under this Request for Proposal (RFP) will be
made from the State’s allocation of HOME funds.

The purpose of the Alaska Housing Finance Corporation’s Rental Housing
Development program is to expand the supply of decent, safe, sanitary, and
affordable rental housing using new construction, rehabilitation or acquisition
in areas of Alaska outside the Municipality of Anchorage. (Due to funding
restrictions this money may only be used outside of Anchorage.)

Assistance may be in the form of:

° interest bearing loans; or
° Non-interest bearing loans
° Deferred loans; or

°

Grants

The amount of funds available for a project may not exceed the amount
necessary for its financial feasibility using muiti-family lending criteria
consistent with project development lending policies of the Alaska Housing
Finance Corporation.

This year there is $2,200,000 available for assistance. Out of this total
amount, $900,000 is only available to Community Housing Deveiopment
Organizations (CHDO).

2. Eligible Applicants

Eligible applicants include:

° Native organizations

° Local governments

° Regional housing authorities
°

Non-profit organizations

1994 HOME PROGRAM DEVELOPMENT ADMIN PLAN 1 revieed April 27, 1994
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] Community Housing Development Organizations
® Private housing developers

HOME funds may not be provided to primarily religious organizations, such as
churches, for any activity including secular activities. In addition, HOME funds
will not be used to acquire, rehabilitate, or construct housing owned by
primarily religious organizations.

Eligible Activities

HOME funds may be used for the

° New construction; or
° Acquisition of vacant structures and land; or
o Reconstruction, or moderate or substantial rehabilitation

of non-luxury rental housing with suitable amenities inciuding real property
acquisition, site improvement, conversion, and demolition. The housing must
be permanent or transitional housing. The rental housing developed with these
HOME funds may include single room occupancy dwellings and group homes.

Acauisition of vacant land or demolition must be undertaken only with respect
to a particular housing project intended to provide affordable housing.

ineligible Activities

New construction, rehabilitation, or acquisition of emergency sheiters with
HOME dollars is prohibited by federal regulation. In addition, the acguisition of
rental housing which is currently occupied by tenants or was vacated for the
purpose of acquisition using HOME funds is an ineiigibie activity.

Deadline for Submittal

To be considered for funding, proposals must be received by the Alaska
Housing Finance Corporation no iater that 5:00 p.m. ADT on Friday, June 10,
1994. Proposals received after the deadline or at another AHFC location before
the deadline WILL NOT be considered. No telefax applications will be accepted.

Number of Copies and Mailing Address

The original proposal and five(5) copies of the proposal are to be sent to the
Alaska Housing Finance Corporation, Attention: Ann-Marie Lindboe, 520 E.

1954 HOME PROGRAM DEVELOPMENT ADMIN PLAN 2 B revinad Aprid 27, 1984
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34th Avenue, Anchorage, Alaska, 99503.

7. Questions about Request for Proposals _

Applicants should immediately review this request for proposals and submit in
writing, to the address provided in A.6., any questions regarding the
instructions. Questions must be received by Friday, May 20, 1994,

Responses to these questions and any other clarifications of the RFP will be
mailed to all applicants no later than May 27, 1994.

8. Proposal Costs
All costs of responding to this RFP are the responsibility of the applicant.
9. Acceptance of Terms

By submitting a proposal, an applicant accepts all terms and conditions of this
RFP and those contained in 24 CFR 92, the Department of Housing and Urban
Development’s HOME program regulations which are attached. If a grant is
awarded, the applicant’s proposal will become part of the grant agreement.
The applicant will be bound by what is in the proposal, uniess AHFC determines
that specific parts of the application are not part of the agreement.

Proposais and other materiais submitted in response to this RFP become the
property of AHFC and may be returned only if AHFC allows. Applications are
public documents and may be inspected or copied by anyone after they have
been reviewed. Financial statements included in the application wiil be
considered to be public information unless the applicant specifies in writing that
the financial statements remain confidential.

B. SPECIFIC PROGRAM INFORMATION

1. Introduction

This program’s funding is part of the HOME ailocation received by the State of
Alaska from the federal government through the U.S. Department of Housing
and Urban Development (HUD). Use of these funds is governed by the
Comprehensive Housing Affordability Strategy (CHAS) for the State of Alaska.
This portion of the funding is set aside specifically to meet the need identified
in the CHAS for more affordable rental housing in areas outside of the
Municipality of Anchorage.

1994 HOME PROGRAM DEVELOPMENT ADMIN PLAN 3 revised Apri 27, 1984
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The use of these funds by both AHFC and the grant recipients under this RFP
is governed by federal regulations adopted by HUD and found at 24 CFR Part
92. These reguiations place certain restrictions on the occupancy of units
assisted with HOME dollars. The restrictions may cover periods ranging from
5 to 20 vears. The length of restricted period is governed by the amount of
HOME money received by the grantee.

Units developed under this program will also have to meet other federal and
state requirements which will be stated in other parts of this RFP. Omission of
restrictions found in 24 CFR Part 92 from this RFP does not nullify or in any
way relieve the applicant or AHFC of responsibility for complying with 24 CFR
Part 92.

2. Definitions

Adjusted incorne means the annual income minus allowances for dependents,
child care expenses, etc. See 24 CFR 813.102 Exhibit A

Annual income means the anticipated income from all sources received by the
household in one year’s time period. See 24 CFR 813.106 Exhibit B

Cash flow means gross income minus vacancy, operating expenses, reserves,
and debt service.

Community housing development organization means a non-profit organization
that has been certified by AHFC as meeting the federal definition for
Community Housing Development Organizations (CHDO) found in 24 CFR92.2.

Consultant fees are fees paid to a third party for costs associated with
impiementation of a project.

Displaced person means Any individual, family, business, nonprofit
organization, or farm who is required to move permanently from the real
property as a result of the activities funded under this program.

Leverage ratic is the ratic of total project dollars from other sources
benefiting low-income househoids to the AHFC HOME program dollars
requested.

Low income families means families whose annual incomes do not exceed 80
percent of the median income for the area, as determined by HUD and adjusted

1994 HOME PROGRAM DEVELOPMEMT ADMIN PLAN 4 . reviosd Aprd 27, 1994
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for family size.

Moderate Rehabilitation means the rehabilitation of residential property at an
average cost for the project which is less than or equal to $25,000 per dwelling
unit.

Permanent housing means housing which can be occupied for an indefinite
period of time by individuals or families.

Person with disabilities means a household comprised of one or more persons,
at least one of whom is an adult, who has a disability. A person is considered
to have a disability if the person has a physical, mental, or emotional
impairment that:
(A} |s expected to be of long-continued and indefinite duration;
(B} Substantially impedes his or her ability to live independently; and
(C)} Is of such a nature that such ability could be improved by more
suitable housing conditions.
A person will also be considered to have a disability if he or she has a
development disability, which is a sever, chronic disability that:
(A) |s attributable to a mental or physical impairment or combination of
mental and physical impairments;
(B) |Is manifested before the person attains age 22;
(C) Is likely to continue indefinitely;
(D) Resuits in substantial functional limitations in three or more of the
following areas of major life activity: Self-care, receptive and expressive
language, learning, mobility, self-direction, capacity for independent
living, and economic self-sufficiency; and
(E} Reflects the person’s need for a combination and sequence of
special, interdisciplinary, or generic care, treatment, or other services
that are of lifelong or extended duration and are individually pianned and
coordinated. Notwithstanding the preceding provisions of this aefinition,
the term "person with disabilities” includes two or more persons with
disabilities living together, one or more such persons living with another
person who is determined to be important to their care or well being, and
the surviving member or members of any household described in the first
sentence of this definition who were living, in a unit assisted with HOME
funds, with the deceased member of the househoid at the time of his or
her death.

Project Management means costs directly related to managing the
project during development to the point of compietion.

Rehabilitation means the improvement or repair of an existing structure or an
addition to an existing structure that does not increase the floor area by more

1994 HOME PROGRAM DEVELOPMENT ADMIN PLAN 5 revised Apri 27, 1994
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than 100 percent.

Related Party means any relationship whether business, personal, or familial
between or among the parties of any contract for goods, services, real
property, etc. funded in whole or in part with HOME funds.

Single room occupancy (SRO) housing means housing consisting of single room
dwelling units that is the primary residence of its occupant or occupants. The
unit may contain either food preparation facilities or sanitary facilities or both.
Alternatively, sanitary facilities may be located outside the unit and be shared
by tenants in the project. SRO does not include facilities for students.

Special needs housing means housing designed to meet the needs of persons
with specific housing needs including supportive services. Examples of special
needs housing includes: housing for the elderly, housing for persons with a
disability, housing for persons who are severely mentally ill, etc.

Substantial Rehabilitation means the rehabilitation of residential property at an
average cost for the project in excess of $25,000 per dwelling unit.

Transitional .ha_l ing means housing that is designed to provide housing and

i su rtive services to persons, including (but not limited to) de-
institutionalize d ndividuals with disabilities, homeless individuals with
disabilities, and homeless families with children; and has as its purpose
facilitating the movement of individuals and families to independent living
within a time period that is set by AHFC and project owner before occupancy.

or
in
ho

Very low income families means families whose annual incomes do not exceed
50 percent of the median income for the area, as determined by HUD and
adjusted for family size.

3. Eligible costs

Development Hard Costs. The actual cost of constructing or rehabilitating
housing. These costs include the following:

(A}  For new construction, costs to meet the applicable new construction
standards of the community and the Building Energy and Efficiency
Standards currently in effect for Alaska;

(8) For rehabilitation, costs to meet the appiicable rehabilitation standards
of the community in which the property is located or correcting

1984 HOME PROGRAM DEVELOPMENT ADMIN PLAN 6 - revrend Apridl 27, 1984
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substandard conditions (minimaily the housing guality standards found
in 24 CFR 882.109), to make essential improvements inciuding energy
related repairs or improvements, improvements necessary to permit the
use by disabled persons, and the abatement of lead-based paint hazards,
and to repair or repiace major housing systems in danger of failure; and

For both new construction and rehabilitation, costs to demolish existing
structures and for improvements to the project site that are in keeping
with improvements of surrounding, standard projects, and costs to make

utility connections.

Acquisition costs. Costs of acquiring property improved or unimproved real
property.

Related soft costs. Other reasonable and necessary costs incurred by the
owner and associated with the financing, or development (or both) of new
construction, rehabilitation or acquisition of housing assisted with HOME funds.
These costs include, but are not limited to:

(A)

(B)

(D)

(E)

Architectural, engineering or reiated professional services required to
prepare plans, drawings, specification, costs estimates, or work write-

ups;

Costs to process and settle the financing for a project, such as private
lender origination fees, credit reports, fees for title evidence, fees for
recordation and filing of legal documents, building permits, attorneys
fees, private appraisal fees, and fees for an independent cost estimate,
builders or deveiopers fees;

Costs of a project audit that AHFC may require with respect to the
development of the project; and

Costs to provide information services such as affirmative marketing and
fair housing information to prospective homeowners and tenants;

For new construction or substantial rehabilitation, the cost of funding an
initial operating deficit reserve, which is a reserve 10 meet any shortfall
in project income during the period of project rent-up (not to exceed 18
months) and which may onily be used to pay operating expenses, reserve
for replacement payments, and debt service. Any HOME funds placed
in an operating deficit reserve that remain unexpended when the reserve
terminates must be returned to AHFC.

Relocation costs. Costs of relocation payments and other relocation assistance

1994 HOME PROGRAM DEVELOPMENT ADMIN PLAN
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DRAFT

specifications relied on by the appraiser
in making the appraisal and a statement of
its value.

(7) certification by the applicant of the
final detailed costs of the construction;

(8) a soils test;

(9) the contractor's resume;
(10) the architect's resume;
(11) the engineer's resume;

a statement describing the history and
experience of the applicant (organization);

resunmes of key personnel;:

an updated credit report dated within 60 day
of application of the credit history of the

applicant and the guarantor, if any;

n

audited financial statements, if available,
including a profit and loss statement, for the
current and three preceding years. The
current year's statements should be dated
three months or less from date of application;

real estate schedules detailing all real estate
in which the applicant(s) currently has a
direct or indirect interest in, including at a
minimum: the 1l~nders; acquisition dates;
payment histories; mortgage balances; estimated
market values:; and income and expense
histories;

if the property is being refinanced, the
applicant's mortgage loan paywment record for
the last 3 years;

income tax returns;

applicants needing additional funding from
sources other than the Corperation in order to
develop their property must provide
documentation substantiating the commitment of

==
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all other funding sources with  their
application;

(dd) organizaticnal documents, i.e. articles of
incorporation, bylaws, partnership agreements,
etc.;

(ee) business licenses;
(ff) recourse to the borrower; and,

(gg) any other information considered necessary by
the Corporation to evaluate the application to
determine the feasibility of the project or to
comply with conditions of underwriters, rating
agencies, credit enhancing, lcan guarantors or
insurers, or any related party to the
financing.

(2) an escrow for insurance, and taxes, assessments or
for other charges that may, if not paid on a timely basis, become
liens on the housing securing the loan;

(3) the establishment of replacement reserves for
maintaining the structural integrity of the project and for other
project components as determined by the Corporation and the manner
in which the replacement reserves are to be maintained;

(4) the establishment of repair and maintenance reserves
and the manner in which they will be maintained;

BOARD APPROVAL. Any loan application submitted under 15 AACXXXXX
that the staff of the Corporation determines substantially meets
the program criteria of 15 AACxxxxX and exceeds $500,000 must be
presented to the Board of Directors for review and specific
direction regarding loan approval or rejection.

—7-
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APPENDIX C

Federal Home Loan Bank of Seattle
Community Investment Program
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Attachment A

Community Investment Program Advance Guidelines

Amount: The Community Investment Program (CIP) is $250 million.

Eligibility of members: Members are eligible on a first-come, first-served basis. A member must
have positive net worth on a GAAP basis to quality for a CIP advance.

Eligibility of projects: Eligible projects include community-oriented mortgage lending programs to:

a. Finance home purchases by families whose income does not exceed 115 percent of the median
income for the area;

b. Finance purchase or rehabilitation of housing for occupancy by families whose income does not
exceed 115 percent of median income for the area;

c. Finance commercial and economic development activities that benefit low- and moderate-
income families or activities that are located in low- and moderate-income neighborhoods; and

d. Finance projects that further a combination of the purposes described in subparagraphs (a)
through (c).

CiP advances can be used for ioans for construction, rehabilitation, or purchase, or to refinance existing
loans when the refinance is necessary to preserve the housing as affordable. CIP advances can be used
in conjunction with HUD, FHA, state and local governments, and secondary market agency programs
that support these goals. CIP advances aiso can be used to purchase state housing finance agency
bonds or mortgage-backed securities representing interests in a pool of loans that could be funded
directly with CIP advances.

Mortgage loans for construction. rehabilitation, or purchase of commercial and economic development
projects will be considered, especially those that support affordable housing, i the projects are located
in low- and moderate-income neighborhoods or substantially benefit persons with low and moderate
incomes. -

4.

‘ Approval of projects: All CIP projects must be reviewed and approved by the Bank’s Housing

Depanment. The Housing Department will monitor outstanding CIP advances for compliance
annually.

Advances: All member advance requests must be approved by the Bank's Credit Department. if
approved, the member would be abie to borrow CIP advances through the Bank’s advances pro-
gram in the maturity desired. The rate for CIP advances is the Bank's cost of funds for comparable
maturities. The minimum CIP advance amount is $100,000. More than one qualifying mortgage can
be wrapped into a single CIP advance.

Credit Line/Collateral: CIP advances are not subject to the member's credit line limit, but the
member must meet the Bank's standard collateral requirements.

Prepayments: Prepayment fees are the same as for other advance programs.

Fees: There is a $500 fee charged to the lender for each CIP advance. That fee is waived if a rate-
lock fee is paid.

impiementation: The CIP will be marketed actively by the Housing Department to members,
potentiai members, and housing developers. At all times, however, we will recognize that CiP pro-
jects must meet prudent underwriting standards and that the CiP is only one tool members can use,
at their option, to finance atfordable housing and community and economic development.
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Attachment B

What to Expect After Applying For A CIP Advance

The FHLB Housing Department will review the proposed project to be funded with a CIP advance
and, i necessary, request follow-up information or documents.

The FHLB Finance Department will review the request for an advance and notify the Housing
Department if there are any problems.

After the Housing and Finance Departments both approve the CIP advance, the Housing
Department wili send you a ietter authorizing the advance under the conditions agreed upon.

When vou are ready to take down the advance, call Doug Barcla

Judy Chaney, Community investment Officer at (206) 340-8
appropriate press coverage of the event.
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Annually, the FHLB Housing Department will ask you to cenify that the CIP-funded project
continues to address the needs of the target population, throughout the duration of the advance.

082792 cg/cif/app?
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APPENDIX D

Federal National Mortgage Association
(Fannie Mae)
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Federal National Mortgage Association
(Fannie Mae)

Multifamily Forward Commitment Product
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FANNIE MAE MULTIFAMILY FORWARD COMMITMENT PRODUCT
Revised Term Sheet as of April 20, 1992

Notice: The Forward Commitment Product is a new limited product
line which has not yet been incorporated into the Fannie Mae
Guides. This Term Sheet sets forth the product’s general
requirements, but the contents of this Term Sheet are not
inclusive of all applicable wunderwriting, selling, servicing,
pricing or delivery requirements. Please contact the appropriate
Fannie Mae Regional Office for any updates, changes, or
information on processing forward commitment applications.

Multifamily PForward Commitment Executions and Basic Eligibility
Requirements:

Loans may be processed on a DUS risk-sharing basis by DUS lenders
with a pre-review by Fannie Mae, or on a Prior Approval basis by
both approved Prior Approval and DUS multifamily lenders. This
product line is limited to transactions with specific low-income
targeting requirements consistent with those governing Low Income
Housing Tax Credits (40% unit set aside for households earning 60%
of adjusted area median or below; or 20% unit set aside for
households earning 50% of adjusted area median or below). This
product line and its documentation are ©oriented toward
standardization rather than deal-by-deal negotiation, and all
applications must be processed and approved by the Fannie Mae
Regional Office that serves the state where the property is
located.

Forward Commitment Structures:
© Rate-Lock Standby Cash Purchase
© Market-Rate Standby Cash Purchase
© Mortgage-Backed Security (MBS) Investor Purchase

© Mortgage-Backed Security (MBS) Bond Credit Enhancement

Underwriting Requirements:

© DEBT SERVICE COVERAGE RATIO (DSCR): 1.15 minimum DSCR for

first mortgages. For projects with subordinate financing,
the minimum combined DSCR is 1.10. (Note: properties
located in "soft nmarkets" or with other special
underwriting risks [such as a mix of 1low-income and
market-rate units) would be subject to higher minimum DSCR

requirements.)
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APPRAISED VALUE: Appraised value is calculated 2 ways
using a stabilized estimate of net operating income based
on today’s rents and expenses, and reflecting: (a) the
"ag-restricted" value using the restricted (untrended)
rents of the low-income units (combined with the market
rents if mixed); and (b) the "fair-market" value using
market-rate rents (untrended) for all units, as if there
were no low-income restrictions on the projects. Both
methods should utilize a market cap rate, reflecting
neither a downward adjustment for below-market financing
benefits nor an upward adjustment for any perceived
special risks.

LOAN-TO-VALUE (LTV): LTV ratio on the first mortgage may
not exceed 80% of appraised value based upon the lower of
the two value calculations as described above. (In almost
every instance, the lower appraised value will be the
"as-restricted" value). For projects with subordinate
financing, the combined LTV ratio may not exceed 90% of
appraised value based upon the higher of the two wvalue
calculations as described above (which in most cases will
be the "fair-market® value).

LOAN AMOUNT: The original principal amount of any loan may
be no less than $1 million, with loan requests over $10
million requiring a waiver by Fannie Mae. Loan amounts
are also limited by the LTV, DSCR and the Fannie Mae
Charter’s statutory limits for per unit loan amounts.

MORTGAGE TERM AND AMORTIZATION: Minimum mortgage term is
18 years for Low Income Housing Tax Credit projects with
no subordinate financing. Amortization period is 25
years, unless a longer amortization period is approved by
Fannie Mae in writing. For projects with subordinate
financing approved by Fannie Mae, 25 year fully-amortizing
loans are required. Yield maintenance will be required
for 10 years.

SECONDARY FINANCING: Full explanation of any proposed
subordinate financing, other subsidies, or tax abatements,
etc. is required. Assessment of the impact of secondary
financing may affect the term and/or amortization period
for any or all loans. No subordinate financing will be
approved unless its maturity is at least as long as the
term of the Fannie Mae first mortgage. Compliance with

Fannie Mae secondary financing standards is required.
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©0 TARGETED RENTS: There must be evidenced a minimum gap of
10% between rents for comparable market-rate units and
designated low-income units. Gap to be measured between
comparable units within a project where there is a mix of
both market rate and low-income units, as well as measured
against market-rate units in other comparable projects.
For projects with 100% low~-income units, the gap is to be
evidenced by analysing proposed low-income rents against
rents for comparable market-rate units outside the

proposed project.

o MARKET FEASIBILITY: A study is required to support market
strength, absorption and 1long-term project viability,
including a month-to-month absorption analysis of the
proposed project, an analysis of the proposed rents and
the scale and scope of the project.

o PLANS AND SPECIFICATIONS: Fannie Mae approval of plans
and specifications, compliance with local building codes,
HUD minimum property standards and Fannie Mae’s
Architectural Guidelines are required.

© CONSTRUCTION MONITORING: On-going construction monitoring
by a qualified architect/engineer or consultant is
required, with reports to be reviewed and approved by
Fannie Mae.

© PROPERTY MANAGEMENT: Property management firms must (1)
have experience managing low-income projects, and (2) use
diligent standards in selecting qualified and eligible
tenants (credit checks, employment and income
verifications, obtain rental histories on applicants, and
execute minimum l-year leases with all tenants).

© COMMITMENT EXPIRATION: All commitments will specify an
expiration date based upon Fannie Mae’s estimate of time

required for construction completion plus occupancy
stabilization and minimum rental achievement.

Special Delivery Requirements for FPorward Commitments: (The
delivery requirements listed below for forward commitments may be
different from, or in addition to other Fannie Mae delivery
requirements. This list does not include all Fannie Mae delivery
requirements under this product line.)

© MINIMUM OCCUPANCY: 90% minimum overall occupancy, for

each of the 3 consecutive months immediately preceding
transmission of the Final Underwriting Submission Package.
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MINIMUM RENTAL ACHIEVEMENT: Rent rolls certified by lender
and borrower evidencing that allowable rental income, net
of concessions, is equal to or greater than the minimum
monthly approved rental income figure specified in the
commitment, for each of the 3 consecutive months
immediately preceding final underwriting submission. 1If
income and/or occupancy is determined by Fannie Mae to be
insufficient to meet the threshold delivery requirements,
Fannie Mae may allow for re-underwriting of the loan
(resulting in a lower loan amount), or may reject the loan
for purchase.

BORROWER’S FINANCIAL, CONDITION: Lender and borrower

certification of no significant adverse change in the
financial condition of the borrower.

LENDER __ CERTIFICATIONS: (1) low-income targeting
requlrements have been met and are in compliance with the
prevailing low-income covenants; (2) the property manager
has selected gqualified tenants in accordance with the
above property management standards; and (3) project
tenancy is consistent with the data reflected on the rent

roll submitted at loan delivery.
CERTIFICATES OF OCCUPANCY

COMPLETION INSPECTIONS: Final inspection by Fannie Mae’s
approved architect or consultant to certify construction
completion in a workmanlike manner, and in accordance with
pre-approved plans and specifications.

ADDITIONAL LEGAL ANALYSIS: Legal review and approval of
all applicable regulatory agreements, subordinate
financing documents, partnership agreements, bond
documents and governmental assistance preograms.

DOCUMENTS: Use of standard documents provided by Fannie
Mae.

Commitment Fees: (The following are fees due to Fannie

Mae from the Lender. They do not include independent fees the

Lender may charge a borrower to process an application.)

(o]

TRANSACTION FEES--To be paid upon submission of the DUS
Forward Commitment Submission package (DUS), or the
complete application package (Prior Approval) to the
appropriate Regional Office.

For all non-bond structures, the non-refundable
transaction fee is $5,000.

For bond structures, the non-refundable transaction
fee is $10,000.
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RATE-LOCK FEES--(for Rate-Lock Standby Structures Only)
Rate-lock fees are non-refundable and cannot be determined
until the actual date upon which a rate lock is obtained.
The cost of a rate-lock fee will vary based upon the
prevailing yield curve and the 1length of the forward
commitment period. A rate-lock can be purchased at any
time during the forward commitment period, up until 30
days prior to the commitment expiration date.

FORWARD _COMMITMENT DEPOSIT FEES--A one percent (1%)
Forward Commitment Deposit fee will be collected upon the
execution of a forward commitment by the Lender. The
Forward Commitment Deposit fee will be refunded upon loan
purchase by Fannie Mae.

CONSTRUCTION REVIEW FEES--For all structures, a
non-refundable Construction Review fee 1is due upon
execution of the Commitment by the Lender. For Prior
Approval executions, the Construction Review fee is
$10,000. For DUS executions, the Construction Review fee

is $3000.

COMMITMENT FEES--(for Cash Purchase structures only) These
optional standby commitments convert to mandatory
deliveries when the 1lender calls into the Fannie Mae
commitment window to "take down" a 30-day commitment. A
one percent (1%) refundable commitment fee will be drafted
from the Lender’s account and refunded in its entirety
upon locan purchase by Fannie Mae.

SERVICING FEES--Servicing fees for DUS executions range
between 50-75 basis points, and between 12.5-25.0 basis
points for Prior Approval executions.

MBS __GUARANTY FEES--(For MBS structures only) The MBS
guaranty fees for DUS executions are 75 basis points, and
are 100 basis points for Prior Approval executions.

MBS _POOL FEE--(For MBS structures only) There will be an
MBS pool fee equal to the greater of $1000 or one (1)
basis point for each MBS transaction, to be drafted upon
issuance of the MBS.

LEGAL_FEES AND EXPENSES--( For Bond transactions only)
Additional legal fees will be paid upon issuance of the
forward commitment. The Lender will pay an initial
deposit of $25,000 to cover the legal fees and expenses
for Fannie Mae’s outside counsel review and approval of
all bond-related issues and documents. Fannie Mae counsel
fees in a standard bond transaction will be 1limited to
$40,000 plus expenses. Any unused portion of the deposit
will be refunded by Fannie Mae after MBS delivery.
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Federal National Mortgage Association
(Fannie Mae)

DUS and Prior Approval
Mortgage Lenders
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Fannie Mae-Approved
DUS Loan Originators
-

Barbara Rae

Senior Vice President
AMI Capital, Inc.
Suite 200

7200 Wisconsin Avenue
Bethesda, MD 20814
(301) 654-0033
Nationwide

Julian P. Rodgers, II1

Assistant Vice President

Banc One Mortgage Corporation
Suite 1431

111 Monument Circle

Indianapolis, IN 46277

(317) 321-8100

AZ, DC, IN, KY, M1, OH, TX, WI

Trent D. Brooks

President

Bankers Mutual

Suite 1100

4695 MacArthur Boulevard
Newport Beach, CA 92660
(714) 851-9973

CA

Ronald F. Halpern

Executive Vice President
Berkshire Mortgage Finance LP
470 Atlantic Avenue

Boston, MA 02210

(617) 556-8126

Nationwide
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Jeffrey L. Beatty

Vice President

BNY Mortgage Company
51 - 53 Newark Street
Hoboken, NJ 07030
(201) 420-7770
Nationwide

James S. Carlson

Vice President

BNY Mortgage Company
26541 Agoura Road
Calabasas, CA 91302-1958
(818) 880-2865

AZ, CA,'OR, WA

Pat Leach

Senior Vice President
Continental Inc.

2000 Two Union Square
601 Union Street
Seattie, WA 98101-2326
(206) 389-7750

Pacific Northwest, HI

Steven Fayne

Executive Vice President
Eichler, Fayne & Associates
Suite 1300

49 Stevenson Street

San Francisco, CA 94105

(415 0741114

\VAJJ 7 Iivaaa

Nationwide



Robert W. McLewee

Vice President

First Maryland Mortgage Corporation
9th Floor

110 South Paca Street

Baltimore, MD 21201

(410) 347-6868

VA to NY except NYC Metro Area

James J. Bertsch

Vice President

GMAC Mortgage Corporation of PA
8360 Old York Road

Elkins Park, PA 19117

(215) 881-3500

Pacific Northwest, WI, IL
Southeastern PA, NJ

Howard W. Smith

Vice President

Green Park Financial LP
Suite 800

7500 Old Georgetown Road
Bethesda, MD 20814

(301) 215-5585

Nationwide

David C. Thompson

Vice President

Maryland National Mortgage Corp.
The Candler Building

111 Market Place, Suite 700
Baltimore, MD 21202

(410) 244-5665

DC, DE, MD, NJ, PA, VA
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Mark Tratenberg

President

Meridian Multifamily

Meridian Mortgage Corporation

1830 Rittenhouse Square

Philadelphia, PA 19103

(215) 732-2970

Mid-Atlantic, Midwest, Northeast, Southeast

Jeffrey S. Juster
President

William D. Comings, Jr.
Executive Vice President

The Patrician Financiai Company
Suite 200

4800 Montgomery Lane
Bethesda, MD 20814

(301) 718-2000

Nationwide

Raymond J. Reisert, Jr.
President

PW Funding, Inc.

Suite 580

200 Old Country Road
Mineola, NY 11501
(516) 663-5640
Nationwide
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Robert Gould

Chief Underwriter

Reilly Mortgage Capital Corporation
Suite 925

2000 Corporate Ridge

McLean, VA 22102

(703) 760-4700

Nationwide

William P. Kauffman

Senior Vice President

Republic Realty Multifamily Corp.
Suite 400

100 South Wacker Drive

Chicago, IL 60606

(312) 845-8567

Nationwide

David M. Fagan

Senior Vice President

Sibley Mortgage Corporation
700 Crossroads Building

2 State Street

Rochester, NY 14614

(716) 232-1620

NY/Adjacent States

Lowery W. Smith

Executive Vice President
Standard Mortgage Corporation
300 Plaza One Shell Square
New Orleans, LA 70139

(504) 581-3383

AL, AR, MS, LA, TX

104



Richard Thornton

Senior Vice President
Washington Capital DUS, Inc.
Suite 340

1333 N. California Blvd.

Walnut Creek, CA 94596

(510) 944-0700

East Coast, Midwest, West Coast

Doug Moritz

Executive Vice President of Production
Washington Mortgage Financial
Group, Ltd.

.
Sisite 400

(703) 756-073

Nationwide

This list is current as of May 12, 1994,
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PRIOR APPROVAL LENDERS

American Savings Bank
Income Property Lending
17875 Von Karman
Irvine, CA 92713-9689
Fred Schwer, SVP

California Federal Bank
5700 Wilshire Blvd.
Suite 344-C

Los Angeles, Ca 90036
Joe Ursino, SVP

Executive House

7517 Greenwood Ave. North
Seattle, WA 98103

John Mills, President

Pirst Central Bank
11812 E. South Street
Cerritos, CA 90701
Wayne Ward, SVP

Honfed Bank

188 Merchant Street
Honolulu, HI 96813
Loralyn Cachola, AVP

LIHF

Low Income Housing Fund

605 Market Street, Ste. 709
San Francisco, CA 94105
Daniel M. Liebsohn, President

Metmor Financial, Inc.
10866 Wilshire Blvd.

Suite 1400

Los Angeles, CA 90024-4303
Vincent G. Maher, FVP

PFC Corporation

170 Newport Center Drive
Suite 245

Newport Beach, CA 92660
Lou Grasso, President
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(213) 932-4444

(213) 865-6138

(808) 546-2200

(415) 777-9804

(213) 857-4558

(714) 760-3800
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14.

15.

16.

Pacific Commonwealth Mortgage
100 Shoreline Highway
Building A

Suite 125

Mill Valley, CA 94941

Martin Riskin, President

Quaker City Federal
Bavings & Loan Assoc.

7021 Greeleaf Avenue
Whittier, CA 30602

David Todd, VP - Secretary

8AMCO

1333 Lawrence Expressway
Suite 415

Santa Clara, CA 95051
David C. Nahas

Chief Lending Officer

S8eattle Mortgage Company
1800 112th Avenue N.E.
Suite 300

Bellevue, WA 98004

John Hinkle, VP

- am 2 -
TRI Capital Corporaticn
100 Pine Strest
23rd Floor

CA 94111-5102
President

£ & o

San Francisco,
John Sweazey,

Union Bank

225 S. Lake Blvd.,
Pasadena, CA 91101
Lewis J. Hastings, Jr.

Suite 605

U.8. Bancorp Mortgage Co.
1111 Third Avenue

Suite 1400

Seattle, WA 98010

James Sullivan, EVP

Western Bank

15260 Ventura Blvd.
Suite 665

Sherman Oaks, CA 91403

Ben Slayton, Managing Director
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APPENDIX E

Federal Home Loan Mortgage Corporation
(Freddie Mac)
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Federal Home Loan Mortgage Corporation
(Freddie Mac)

Program Plus Pilot
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FREDDIE MAC - PROGRAM PLUS PILOT

Introduction/Background

Freddie Mac has created a program where Freddie Mac Program Plus Seller/Servicers and
approved Multifamily Seller/Servicers can sell affordable housing loans. the Pilot will aliow
existing Program Plus Seller:Servicers to expand the type of products they offer and to
originate and service multifamily morigages that meet the special affordable criteria,

Pilot Initiative Summary

Loan Approval:

Eligible Seller/Servicers:

Purpose of the Loan:

Loan Size: -

Fee Simple/Whole Loans:

Eligible Properties: -

This is a prior approval program. All loan approvals and
underwriting decisions will be made by Freddie Mac. All
properties will be physically inspected by a Freddie Mac
employee.

Program Plus Seller/Servicers and approved Multifamily
Seller/Servicers for affordable housing in the Western Region.

To refinance existing indebtedness or to finance the
purchase/acquisition of a property that is considered affordable
with a majority of the units meeting the special affordable
housing goals. Rehabilitation which exceeds $5,000 per unit, is
permittcd under certain circumstances. Tt is also aliowed with
appropriate escrow agreements in place (typically repair,
replacement reserve and debt service escrows). Unless approved
by Freddie Mac, Substantial rehabilitations must be completed
prior to mortgage purchase.

For mortgages in which there will be rehabilitation of more than
$5,000 per unit, the mortgage amount will be determined
utilizing cxisting rents and projected expenses which take into
account reasonable and substantial operating expense reductions
resulting from the rehabilitation. Release of any escrowed funds
to cover the cost of repair or operating deficits will be made
with the approval of the Seller/Servicer and/or Freddie Mac.

$500,000 to $20 million

Loans must be fee simple; no leasehold mortgages
Whole loans only are eligible for purchase

Those with twenty or more units
Properties ten years or older may require some rehabilitation
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Ineligible Properties:

LTV Ratio:

DCR:

Cash Out:

Term:

Amortization;

Interest Rates:

based on engineering report findings

Properties where the commercial rents are greater than 20% of
the gross income

Properties that is more than 20% student or military housing
Freddie Mac REO, unless approved by the VP of P & PD
Properties comprised of single room occupancy units

Maximum LTV Ratio for the First Mortgage:
- maximum of 60% (without a credit enhancement)
- maximum of 85% with a 25% Lop loss credit
enhancement provided by a third party

Acceptable forms of credit enhancements:
- State or locai HFA guarantecs
- LOC from an acceptable institutions
- Collateral pledge (subjcct to approval from

Freddie Mac)

Minimum of 1.30 for the first mortgage

1.25 for newer pronerties that ara § vears old or less
. AW WYV AV WL lAwad MM @iV W VTAN W Innd)
armnnamirally urnth minimal dAafassad maintananss
WWRAITUI L IAWEALL T g YV RN FIAASIRMIAIEU ULV A WAL LRI VW MR A
1.20 - 1.25 with acceptable public financing and enhancements

The minimum DCR is based on a standard amortization
scheduie not to exceed 25 years.

Freddie Mac reserves the right to set limitations on the amount
of the cash out to the borrower

10, 15, 20 and 25 years (30 years under certain conditions such
as ncw construction or substantial rehab). LIHTC properties
must havc a term of not less than 15 yéars.

fixed rate, fully amortizing loans

monthly payments of principal and interest

Properties with projeci-based Section 8 with a maturity iess than
the loan term will required Freddie Mac prior approval. Shorter
amortization and/or a sinking fund will be required.

Fixed-rate interest rates for (he term of the Joan based on a risk-
based pricing and the Quality Rating System
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Pricing:

Funding Period:

Freddie Mac Lender Fees:

Recourse/Guarantees:

All loans will have a fixed interest rate which will be established
on a loan by loan basis in accordance with risk-based pricing of
each loan as determined by Freddie Mac,

Immediate fundings only with thirty- and sixty-day mandatory
delivery contracts (sixty-day mandatory delivery will be priced
accordingly)

None (par lender)

None
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Federal Home Loan Mortgage Corporation
(Freddie Mac)

Program Plus Seller/Servicers
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Reilly Mortgage Group, Inc.
James R. Kozuch, President
McLean, VA
703-760-4700

Republic Realty Mortgage Corporation
William P. Kauffman, Senior Vice President
Chicago, IL
312-845-8567
Sibley Mortgage Corporation
David M. Fagen, Senior Vice President
. Rochester, NY

716-232-1620

* Standard Mortgage Corporation
Lowery Smith, Executive Vice President
New Orleans, LA
504-581-3383

TRI Capital Corporation -
James Reid, Executive Vice President

San Francisco, CA
415-989-9000

 Towle Real Estate

Mzchael R. Meents, Senior Vice President

Minneapolis, MN

612-347-9310

Yalley Bank

James A. Fourness, Vice President
-Appleton, WI
4147383800

Washington Mortgage Financial Group
Shekar Narasimhan, President
Vienna, VA
703-790-0730

Washington Mutual Savings Bank
Robert J. Flowers, Senior Vice Prestdent
Seattle, WA
206461-2503

Wells Fargo Bank, N.A.
Judith A. Brant, Vice-President &
General Manager
San Francisco, CA
415-396-6612

Western Bank
-Ben Slayton, Managing Director
- Sherman Oaks, CA
- 818-981-7500

Freddie Mac Program Plus Lent‘lers

ARCS Mortgage, Inc-
Bennett M. Cane, Vice President
Calabasas, CA
818 880-2853

American Residential Mortgage Corporation

_Tony Scholl, Vice President
- La Jolla, CA
' 619-535-4490

Banc One Mortgage Co;:poratwn
Julian Rogers, Vice President
Indianapolis, IN
317-321-8100

. Bankers Mutual
Trent D. Brooks, President
Newport Beach, CA -
_714851-9973

Bank United of Texas
Dennis Downey, Vice Prestdent
. -Dallas, TX '
' 214-705-0804

Berkshire Mortgage Financial (KMCLP)
‘Ronald Helpern, Executive Vice President
Boston, MA
617423-2233

Carey, Kramer, Silvester, Re:t, Slm:gmn
& Associates
. Larry Silvester, President
Miami, FL
305-264-2811

o

W. Lyman Case Holding Company
H. E, Schmidt IIl, President .
Columbus, OH
614481-3900

Columbia Equities, Ltd.
Steven Szigetvari, Vice President
Tarrytown, NY
914631-2222

Columbm National Real Estate Finance
- John Renner, President
Columbia, MD
410-964-8844

Community Preservation Corpdration
John McCarthy, Executive Vice President

- New York, NY ' .

" 212-869-5300
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Dorman and Wilson, Inc..
Donald L. Tripp, Senior Vice President
White Plains, NY -
914-949-0520

Emigrant Savings Bank.
Jay Noyes, Senior Vice President
New York, NY*© .
2128504389

Financial Federal Savings Bank
Frank Stallworth, Senior Vice President
Memphis, TN
901-756-2848

First Commerciai Mortgage Company
William Roehrenbeck, President
Lattle Rock, AR
501-371-6660

Firsi National Bank of Omahe
Robert J. Horak, Vice President
nmnhn NE

402-341—05 00

First becunty Bank of Utah
‘William Starkweather,
Manager, Income Property
‘Salt Lake City, UT
801-246-1079

Great Lakes Financial Group

" Joseph A, Bobeck, President
Cleveland, OH
216-831-1300

Hartger & Willard Mortgage Associates, Inc.

David McDonald, Vice President
Grand Rapids, M{
6164594556

‘Homebanc of Atlanta
Michael Galla, Senior Vice President
Atlanta, GA
404-8414694

Inland Mortgage Company
Candy Hagen, Vice President
~ Indianapolis, IN
317844-T788

John Hancock Real Estate Finance, Inc.
Bayard U. Livingsion,
Ezxecutive Vice President
Boston, MA B

6175725705

- LJ. Melody and Company -
Jeffrey Majewski. Controller
Houston, TX
713-787-1933

Larson Financial Resources
Michael Forney, Managing Director -
Somerset, NJ
908-560-3900

Latimer & Buck of Florida, Inc.
Bl Loving, Executive Vice President
Jacksonuille, FL
2047379936

Liberty Federal Bank
Robert Rose IV, Secondary Market Admmu;trator
Eugene, OR .
508-334-3076
Metmor Financial, Inc.
Eugene B. Ansley, Senior Vice President,
Commercial Real Estate -
Overliand Park, KS
913—661—6780

Mitchell Mortgage Company
Don Hickey, Assistant Fice President
Financial Operations/Commercial Lending
The Woodlands, TX
713-3777800

National Bank of Alaska
Jan Sieberts, Senior Vice Preisdent
Anchorage, AK
907-265-2991

National City Mortgage Company
Jeffrev Hendrickson, Vice President
. Miamisburg, OH
5134364160
National Cooperative Bank
Sheldon Gartenstein, Vice President
" New York, NY
212-808-05880

Northland Financial Company
Lawrence Stephenson, Manager —
Multifamily Investments
Bloomungton, MN
612-921-8004

. Real Estate Financing, Inc.
Steven Stanley, Vice President
Montgomery, AL
205-832-8786

~
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§3.100

desist proceedings, civil money pen-
altles, or the conditioning or denial of
applications. The Office also may, in
its discretion, take any action author-
ized by law, in lieu of a directive, in re-
sponse to a bank’s failure to achieve or
maintain the applicable minimum cap-
ital ratios. B

INTERPRETATIONS

$3.100 Capital and surplus.

For purpores of determining statu-
tory l?mlts that are based on the
amount of bank’s capital and/or surplus,
the provisions of this section are to be
used, rather than the deflnitions of
capital contained in §3.2. )

(a) Capital. The term capital as used
in provisions of law relating to the cap-
ital of national banking associations
shall include the amount of common
stock outstanding and unimpaired plus
the amount of perpetual preferred
stock outstanding and unimpaired. )

(b) Capital Stock. The term capital
stock as used in provisions of law relat-
ing to the capital stock of national
banking associations, other than 12
U.S.C. 101, 177 and 178, shall have the
same meaning as the term capital set
forth in paragraph (a) of this section.

(c) Surplus. The term surplus as used
in provisions of law relating to the sur-
plas of national banking associations
means the sum of paragraphs (c) (1),
(2), (3) and (4) of this section:

(1) Capital surplus; undivided profits;
reserves for contingencies and other
capital reserves (excluding accrued
dividends on perpetual and limited life
preferred stock); net worth certificates
issued pursuant to 12 U.S.C. 1823(1); mi-
nority interests in consolidated sub-
sidiaries; and allowances for loan and
lease losses; minus intangible assets;

(2) Purchased mortgage servicing
rights;

(3) Mandatory convertible debt to the
extent of 20% of the sum of paragraphs
(a) and (c) (1) and (2) of this section;

(4) Other mandatory convertible
debt, limited life preferred stock and
subordinated notes and debentures to
the extent set forth in paragraph (f)2)
of this section.

(d) Unimpaired Surplus Fund. The
term unimpaired surplus fund as used in
provisions of law relating to the

12 CFR Ch. 1 (1-1-94 Edition)

unimpaired surplus fund of national
bs.nki;’a; associations shall have the
same meaning as the term surplus set
forth in paragraph (c) of this section.

(8) Definitions. (1) Allowance for loan
and lease losses means the balance of
the valuation reserve on December 31,
1968, plus additions to the reserve
charged to operations since that date,
less losses charged against the allow-
ance net of recoveries.

(2) Capital surplus mee-.- the total of
those accounts reflectin,: ,

(1) Amounts paid in in excess of the
par or stated value of capital stock;

(11) Amounts contributed to the bank
other than for capital stock;

(1i1) amounts transferred from undi-
vided profits pursuant to 12 U.8.C. 60;
and

(iv) Other amounts transferred from
undivided profits.

(3) Intangible assets means those pur-
chased assets that are to be reported as
intangible assets in accordance with
the Instructions—Consolidated Reports of
Condition and Income (Call Report).

(4) Limited Life preferred stock means
preferred stock which has a maturity
or which may be redeemed at the op-
tion of the holder.

(5) Mandatory convertiible debt means
subordinated debt instruments which
unqualifiedly require the issuer to ex-
change either common or perpetual
preferred stock for such instruments
by a date at or before the maturity of
the instrument. The maturity of these
instruments must be 12 years or less. In
addition, the instrument must meet
the requirements of paragraphs (D(1X1)
through (v) of this section for subordi-
nated notes and debentures or other re-
quirements published by the OCC.

(8) Minority interest in consolidated
subsidiaries means the portion of equity
capital accounts of all consolidated
subsidiaries of the bank that is allo-
cated to minority shareholders of such
subsidiaries.

(7) Mortgage servicing rights means the
bank-owned rights to service for a fee
mortgage loans that are owned by oth-
ers.

(8) Perpetual preferred stock means
preferred stock that does not have a
stated maturity date and cannot be re-
deemed at the option of the holder.
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(D) Regquirements and Restrictions: Lim-
ited Life Preferred Stock, Mandatory Con-
vertible Debt, and Other Subordinated
Debt—(1) Requirements. Issues of limited
life preferred stock and subordinated
notes and debentures (except manda-
tory convertible debt) must have origi-
nal weighted average maturities of at
least five (5) years to be included in the
definition of surpius. In addition, a sub-
ordinated note or debenture must also:

(1) Be subordinated to the claims of
depositors;

(1) State on the instrument that it is
not a deposit and is not insured by the
FDIC;

(iil) Be approved as capital by this
Office;

{iv) Be unsecured:

(v) Be ineligible as collateral for a
loan by the issuing bank:

(vl) Provide that once any scheduled
payments of principal begin, all sched-
uled payments shall be made at least
annually and the amount repaid in
each year shall be no less than in the
prior year; and

(vii) Provide that no accelerated pay-
ment by reason of default or otherwise
may be made without the prior written
approval of the Office.

(2) Restrictions. The total amount of
mandatory convertible debt not in-
cluded in paragraph (c)3) of this sec-
tion, limited life preferred stock, and
subordinated notes and debentures con-
sidered as surplus is limited to 50 per-
cent of the sum of paragraphs (a) and
(c) (1), (2) and (3) of this section.

(3) Reservation of authority. The oCcC
expressly reserves the authority to
waive the requirements and restric-
tlons set forth in paragraphs (D Q) and
(2) of this section, in order to allow the
inclusion of other limited life preferred
stock, mandatory convertible notes
and subordinated notes and debentures
in the capital base of any national
bank for capital adequacy purposes or
for purposes of determining statutory
Hmits. The OCC further expressly re-
serves the authority to impose more
stringent conditions than those set
forth in paragraphs (f) (1) and (2) of this
section to exclude any component of
Tier 1 or Tier 2 capital, {in whole or in
part, as part of a pational bank’s cap-
ital and surplus for any purpose.
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(8) Transitional rules, (1) Equity com-
mitment notes approved by the OCC as
capital and lssued prior.to April 15,
1985, may continue to be included in
paragraph (c)3) of this section. All
other instruments approved by the OCC
a8 capital and issued prior to April 15,
1985, are to be included in paragraph
(c)(4) of this section.

(2) Intangible assets (other than
mortgage servicing rights) purchased
prior to Apr‘i 15, 1985, and accounted
for in aceor* 1.3 with OCC instruc-
tions, may continue to be Included as
surplus up to 25% of the sum of para-
graphs (a) and (c)1) of this section.

(Approved by the Office of Management and
Budget under controf number 1557-0168)

[50 FR 10216, Mar, 14, 1885, a8 amended at 55
FR 38801, Sept. 21, 1990)

APPENDIX A TO PART 3—RISK-BASED
CAPITAL GUIDELINES

Section 1. Purpose, Applicability of Guidelines,
and Definitions.

(8) Purpose. (1) An important function of
the Office of the Comptroller of the Currency
(OCC) 18 to evaluate the adequacy of capital
maintained by each national bank. Such an
evaluation involves the consideration of nu-
merous factors, Including the riskiness of a
bank’'s assets and off-balance sheet items.
This appendix A implements the OCC's risk-
besed capital guidelines. The risk-based cap-
ital ratio derived from those guidelines is
more systematically sensitive to the credit
risk associated with various bank activities
than is a capital ratio based strictly on a
bank's total balance sheet asssts, A bank's
risk-based capital ratio {s obtained by divid-
ing its capital base (as defined In section 2 of
this appendix A) by its risk-weighted assets
(es calculated pursuant to section 3 of this
appendix A). These guidelines were created
within the framework established by the re-
port lssued by the Committes on Banking
Regulations and Bupervisory Practices in
July 1988. The OCC believes that the risk-
based capital ratio is a useful tool in evalu-
ating the capital adequacy of all nationsl
banks, not just those that are active in the
international banking aystem.

(2) The purpose of this appendix A is to ex-
piain precisely (1) how a national bank's
risk-based capital ratio is determined and
(1) how thess risk-based capital guidelines
are applied to national banks. The OCC will
review thess guidelines periodically for pos-
sible adjnstments commensurate with {ts ex-
perience with the risk-hased capital ratlo
and with changes in the economy, flnancial
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markets and domestic and international
banking practices.

(b) Applicability. (1) The risk-based capital
ratio derived from these guidelines i8 an im-
portant factor in the OCC’s evaluation of a
bank’s capital adequacy. However, since this
measure addressas only credit risk, the 8%
minimum ratio should not be viewed as the
level to be targated, but rather as a floor.
The final supervisory judgment on a bank’s
capital adequacy is based on an individual-
ized assessment of numerous factors, Includ-
{ng those listed in 12 CFR 3.10. As a resulit, it
may differ from the conclusion drawn from
an isolated comparison of a bank’s risk-
based capital ratlo to the 8% minimum spec-
{fled 1n these guldelines. In addition to the
standards established by these risk-based
capital guidelines, all national banks must
maintain a minimum capital-to-total assets
ratio in accordance with the provisions of 12
CFR part 3.

(2) Effective December 31, 1990, these risk-
based capital guideiines will apply to all na-
tiona! banks. In the Interlm, banks must
maintaln minirnum capital-to-total assets
ratios as required by 12 CFR part 3, and
should begin preparing for the implementa-
tion of these risk-based capital guideiines. In
this regard, each national bank that does not
cuwrrently meet the final minimum ratio es-
tablished in section 4(b)1) of this appendix A
should begin planning for achieving that
standard.

(3) These risk-based capital guideilnes will
not be applied to federal branches and agen-
cies of foreign banka.

(c) Definitions. For purposes of this appen-
dix A, the following definitions apply:

(1) Allowances for loan and lease losser
means the balsnce of the valuation reserve
on December 31, 1968, plus additions to the
reserve charged to operations since that
date, less losses charged against the allow-
ance net of recoveries.

(3) Associated company means any cOrpora-
tion, partnership, business trust, joint ven-
turs, association or similar organization In
which a national bank directly or indirectly
holds a 20 to 50 percent ownership interest.

(3) Banking and finance subsidiary means
any subsidiary of a national bank that en-
gages in banking- and finance-related activi-
ties,

{4) Cash items in the process of collection
means checks or drafts in the process of col-
lection that are drawn on another depository
institution, including & central bank, and
that are payable immedistely upon presen-
tation in the country in which the reporting
bank’'s office that is clearing or collecting
the chack or draft is located: U.8. Govern-
ment checks that are drswn on the United

States Treasury or any other U.8. Govern-
ment or Government-sponsored agency and
that are payable immediately upon preser-
tation; broker's security drafts and commod-
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ity or bill-of-lading drafts payable imme-
diately upon presentation In the United
States or the country in which ths reporting
bank's office that is handling the drafts is lo-
cated; and unposted debits.

(5) Central government means the natlonal
governing authority of a country; it includes
the departments, minlatriea and agencies of
the central government and the central
bank. The U.8. Central Bank Inciudes the 12
Federal Reserve Banks. The definition of
central government does not include the fol-
jowing: State, provinclal, or local govern-
ments; commercial enterprises owned b~ the
central government, which are entitics en-
gaged in activities involving trade, com-
merce, or profit that are generally conducted
or perforrned in the private sector of the
United States economy; and non-central gov-
ernment entities whose obligations are guar-
anteed by the central government.

(6) Commitment means any arrangement
that obligates a national bank to: (1) Pur-
chase loauns or securities; or ({1) extend credit
in the form of ioans or leases, participantions
in loans or leases, overdraft facllities, re-
voiving credit facilities, or similar traps-
actions.

(7) Comomon stockholders’ equity means com-
mon stock, common stock surpius, undivided
profits, capital reserves, adjustments for the
cumulative effect of foreign currency trans-
lation and net of unrealized losses on non-
current marketable aquity securities.

(8) Conditional guarantee means a contin-
gent obligation of the Unitsd States Govern-
ment or its agencles, or the central govern-
ment of an OECD country, the validity of
which to the beneficiary is dependent: upon
some affirmnative action—e.g., servicing re-
qQuiremeunts—on the part of the beneficiary of
the guarantes or a third party.

(9) Depository institution means a flnancial
institution that engages in the business of
banking; that is recognized as a bank by the
bank supervisory or monetary authorities of
the country of its incorporation and the
country of its principal banking operations;
that recsives deposits to a substantial extent
in the regular course of business; and that
has the power ta accept demand deposits. In
the U.S,, this deflnition encompasses all fed-
erally insured offfces of commercial banks,
mutual and stock savings banks, savings or
buiiding and loan associations (stock and
mutual), cooperative banks, credit unions,
and international banking facilities of do-
mestic depoaitory institution. Bank holding
companies are excluded from this definition.
For the purposes of assigning risk weights,
the differentiation between OECD depository
institutions and non-OECD depository insti-
tutions is based on the country of incorpora-
tion. Claims on branches and agencles of for-
olgn banks located in the United States are
to be categorized on the basis of the parent
bank’s country of incorporstion.
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(10) Exchange rate contracts include: Cross-
cwrrency interest rate swape; forward foreign
exchange rate contracts; currency options
purchased; and any similar instrument thsat,
in the opinion of the OCC, gives rise to simi-
iar risks.

(11) Goodwill means an intangible asset
that represents the excess of the purchase
price over the fair market value of tangible
and identifiable intangible assets acquired in
purchases accountsd for under the purchase
method: of accounting.

(12) Intangible assets inciude, but are not
limited to, purchased mortgage and credit
card servicing rights, goodwill. favorable
leaseholds, and core depodit vaiue,

{13) Interest rate contracts inciude: Bingle
currency interes: rate swaps; besis swape;
forward rate agreements; interest rate op-
tions purchased; forward forward daposits ac-
cepted; and any similar instrument that, in
the opinion of ths OCC, gives rise to similar
risks, including when-issued securities.

(14) Novation menns a bilateral contract be-
tween two counterparties under which any
obligation to each other to deliver a given
currency on a given date is automatically
amalgamated with all other obligations for
the same currency and value date, legsally
substituting one single net amount for the
previous groas obligations.

{15) OECD-based country means a member
of the grouping of countries that are fuil
members of the Organization of Economio
Cooperation and Development, pilus coun-
trios that have concluded specisl lending ar-
rangements with the International Monetary
Fund (IMF) associated with the IMF's Gen-
eral Arrangemerts to Borrow. These coun-
tries ‘ure hereinafter referred to as OECD
countries. . ) .

(16) Original maturity means, with respect
to a commitment, the earilest possible date
after 1 commitment is made on which the
coramitment is- scheduled to expire (i.e., it
will reach its stated maturity and cesse to
: binding on either party), provided that ei-

or: . :

(1) The commitment is not subject to ex-
teusion or renewal and will actually expire
on its stated expiration date; or

(11) If the commitment is subject to exten-
slon or renewal heyond its stated expiration
date, the stated expirstion date will be
deomed the original maturity oaly if the ex-
tension or renewal must be based upon terms
and conditions independently neguotiatsd. in
go0d faith with the customer at the time of
the extension or reuewal and upon s new,
bona fide credit analyais utilizing current in-
formation on financial condition and trends.

(17) Preferred stock includes the following
instruments: (1) Convertidle preferred stock,
which - means preferred stock that: is
mandsterily convertible into either common
Or perpetual preferred stock; (1) Intermedi-
ate-term preferred stock, which means pre-

21

Pt. 3, App. A

ferred stock with an original maturity of at
least flve years, but less than 20 years; (ii1)
Long-term preferved stock, which means pre-
ferred stock with an original maturity of 20
Years or more; and (lv) Perpetual preferred
stock, which means preferred stock without a
fixed maturity date that cannot be redeemed
at the option of the holder, and that has no
other provisions that will require future re-
demption of the issue. For purposea of these
instruments, preferred stock that can be re-
deemed at the option of the holder is deemed
to have an original maturity of the earliest
possible date on which It may be so re-
deemed. -

(18) Public-sector entities include states,
focal anthorities and governmental subdivi-
sions below the central government level in
an OECD country. In the United States, this
definition encompasses a state, county, city,
town, or other municipal corporation, a pub-
lic authority, and generally any pubiiciy-
owned entity that Is an instrumentality of a
state or municipal corporation. This deflni-
tion does not include commercial companies
owned by the public sector.!

(19) Reciprocal holdings of bank capital in-
struments means cross-holdings or other for-
mal or informal arrangements in which two
or more banking organizations swap, ex-
change, or otherwise agres to hoid each oth-
er’s capital instruments. This definition does
not include holdings of capital instrunments
issued by other banking organizations that
were taken in satisfaction of debta pro-
vioualy contractsd, provided that the report-
ing pational bank has not held such instru-
ments for more than five years or a longer
period approved by the OCC.

(20) Replacement cost means, with reapect to
interest rate and exchange rate contracts,
the loss that would be inourred in the event
of a counterparty default, as measured by
the net cost of replacing the contract at the
current markst value. If default wouid resalt
in a theoretical profit, the replacement

.value is conaidered to be zero. The mark-to-

market process should incorporate changes
in both interest rates and counterparty cred-
1t quality.

(21) Residential properties means houses,
condominiems, cooperative units, and manu-
factured homes. This definition does not in-
clude boats or motor homes, even if used as
a primary residence. . .-

(22) Risk-weighted astetsr means the sum of
total risk-weighted balance sheet assets and
the total of risk-weighted off-balance sheet
credit equivalent amounts. Risk-weighted
balance sheet and off-balance sheet assets
are caiculated In accordance with section 3
of thisappendix A. . .

1See Definition (5), Central government, for
further explanation of commercial ‘compe-
nies owned by the public sector.
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(23) State means any one of the several
states of the United States of America, the
District of Columbia, Puerto Rico, and the
territories and poasessions of the United
States.

(24) Subsidiary means any corporation,
partnership, business trust, joint venture,
association or similar organization in which
s national bank directly or Indirectly holds
more than a 50% ownership interest. This
definition does not include ownership inter-
ests that were taken in satisfaction of debts
previously contracted, provided that the re-
pci . 'ng bank has not held the interest for
m.-. than flve years or a longer period ap-
proved by the OCC.

(35) Total capital means the sum of a na-
tional bank’'s core (Tier i) and qualifying
supplementary (Tier 2) capital efements.

(28) Unconditionaily cancelable means, with
respect to a commitment-type lending ar-
rangement, that the bank may, at any time,
with or without cause, refuse to advance
funds or extsnd credit under the facility. In
the case of home equity lines of credit, the
bank is deemed able to unconditionally can-
cel the commitment {f it can, at its option,
prohibit additional extsnsions of credit, re-
duce the line, and terminate the commit-
ment to the full extent permitted by rel-
evant Federal law. )

(27) United States Government or its agencies
means an instrumentality of the U.S. Gov-
ernment whose debt obiigations are fully and
explicitly guaranteed as to the timely pay-
ment of principal and interest by the full
faith and credit of the United States Govern-

ment.

{28) United Siates Government-sponsored
agency means an agency originally estab-
lished or chartered to serve public purposes
specified by the United States Congress, but
whose obligations are not explicitly guaran-
teed by the full faith and credit of the United
States Government.

Section 2. Components of Capital.

A natlonal bank's qualifying capital base
consista of two types of capital—core (Tier 1)
and sapplementary (Tier 2).

(a) Tier 1 Capital. The foliowing elements
comprise a national bank’s Tier 1 capital:

(1) Common stockholders’ squity;

(2) Noncumulative perpetnal = preferred
stock and related surplus; and?2

(3) Minority interests in the equity ao-
counts of consolidated subsidiaries.

t1Preforred stock issues where the dividend
1s reset periodically based upon current mar-
ket conditions and the bank’s current credit
rating, including but not limited to, auction
rate, money market or remarketable pre-
ferred stock, are assigned to Tiler 2 capital,
regardless of whether the dividends are cu-
mulstive or noncumulative,
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(b) Tier 2 Capital. The following elements
comprise a national bank's Tier 2 capital:

(1) Aliowance for loan and leass losses, up
to a maximum of 1.25% of risk-weighted as-
sets,® subject to the transition rules in sec-
tion 4(a)(2) of this appendix A;

(2) Cumulative perpetual preferred stock,
long-term preferred stock, convertible pre-
ferred stock, and any related surplus, with-
out limit, if the issuing national bank has
the option to defer payment of dividends on
these instruments. For long-term preferred
stock, the amount that is eligible to be in-
cluded as Tier 2 capital is reduced by 20% of
the original amount of the instrument (net
of redemptions) at the beginning of sach of
the last five years of the life of the instru-
ment;

(3) Hybrid capital instruments, without
1imit. Hybrid capital instruments are those
instruments that combine certain character-
istics of debt and equity, such as perpetual
debt. To be included as Tier 2 capital, these
instruments must meet the following cri-
teria: ¢

(i) The instrument must be unsecured, sub-
ordinated to the claims of depositors and
general creditors, and fully paid-up;

(11) Ths instrument must not be redeem-
able at the option of the holder prior to ma-
turity, except with the prior approval of the
0OCC;

(111) The instrument must be avallable to
participats In losses while the issuer is oper-
ating as a going concern ({n this regard, the
instrument must automatically convert te
common stock or perpetual preferred stock,
if the sum of the retained earnings and cap-
ital surplus accounts of the issuer shows a
negative balance); and

3The amount of the allowance for loan and
lease losses that may be included in capital
is based on a percentage of risk-weighted as-
sets. The gross sum of risk-waighted assets
used in this calculation inciudes all risk-
weighted assets, with the exception of the
assets required to be deducted under section
3 In establishing_risk-weighted assets (i.e.,
the assets required to be deducted from cap-
ital under section 2(c)) of this appendix. A
banking organization may deduct reserves
for loan and leass losses In excess of the
amount permitted to be included as capital,
as well as allocated transfer risk reserves
and ressrves heid against other real sstate
owned, from the grosas sum of risk-weighted
assets in computing the denominator of the
risk-based capital ratio.

‘Mandatory convertible debt instruments
that meet the requirements of 12 CFR
3.100(eX5), or that have been previously ap-
proved as capital by the OCC, are treated as
qualifying hybrid capital instruments.
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(lv) The instrument must provide the op-
tion for the Issuer to defer principal and in-
terest payments, {f

{A) The {ssuer does not report a net proflt
for the most recent combined four quarters,
and

(B) The issuer sliminates cash dividends on
its common and preferred stock.

(4) Term subordinated debt instruments,
and Intermediate-term preferred stock and
related surplus are included in Tler 2 capital,
but only to a maximum of 50% of Tier 1 cap-
{tal as calculated after deductions pursuant
to section 2(c) of this appendix. To be consid-
ered capital, term subordinated debt instru-
ments must meet the reqyirements of 12 CFR
3.100(f)(1). Also, at the beginning of each of
the last flve years of the life of either type
of instrument, the amount that 18 ellgible to
be included as Tier 2 capital is reduced by
20% of the original amount of that instra-
ment (net of redemptions}. &

{¢) Deductions From Capital. The following
ftems are deducted from the appropriate por-
tlon of a national bank's capital base when
calculating its risk-based capital ratio.

(1) Deductions from Tier 1 capital:

(1) All goodwlill s deducted from Tier 1 cap-
ital before the Tier 2 portion of the calcula-
tion is made, subject to the transition rules
contained in section 4(a)X1X11) of this appen-
dix A; and .

(11) Except as provided in section 2(c)(2) of
this appendix A, all other intangible assets
are deducted from Tier 1 capital before the
Tier 2 portion of the calculation {8 made.

(3) Subject to the following conditlons,
purchased mortgage servicing rights and
purchased credit card relationships need not
be deducted from Tier 1 capital.

(1) The total of all intangible assets which
are included in Tier 1 capital is limited to 50
percent of Tier 1 capital, of which no more
than 25 percent of Tier 1 capital can consist
of purchased credit card relationships. Cal-
culation of these limitations must be based
on Tier 1 capital net of goodwill and other
disallowed intangible assets. -

$Capital instruments may be redeemed
prior to maturity with the prior approval of
the OCC. The OCC typically will consider re-
quests for the redemption of capital instru-
ments when the instruments are to be re-
deermned with the proceeds of, or replaced by,
& like amount of a similar or higher quaiity
capital instrument. However, the OCC may
deny redemption in such circamstances or
allow redemption In other circumstances,
upon. lts evaluation of the cir-
cumstances of each cass.. The OCC must be
notified in writing of any request for re-
demption at least 30 days in advance of such
redemption pursuant to ths procedures in
§5.48 of this chapter.
¢{Reserved].
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(i1) Each intangible asset which is included
Ix; Tler 1 capital must be valued at the lesser
of:

{A) 90 percent of the fair market value of
the intangible asset, determined in accord-
:nce with section 2(c)2)111) of this appendix

s or

(B) 100 percent of the remaining
unamortized book value of the intangible
asset, determined at least quarterly in ac-
cordance with the instructions of the Call
Report.

(i11) Banks shall determine the current fair
market value of each intangible asset in-
cluded in Tier 1 capital at least quarterly.
The quarterly determination of the current
fair market value of the intangible asset
must include adjustments for any significant
changes in original valuation assumptions,
including changes In prepayment estimates.
In determining the current fair market value
of the intangible asset, the bank shall apply
an appropriate market discount rate to the
expected net cash flows of the Intangible
asset.

(3) Deductions from total capital:

{1) 1nvestments, both equity and debt. In
unconsolldated banking and finance subsidi-
aries that are deemed to be capital of the
subsidiary;’ and

(11) Reciprocal holdings of bank capital in-
struments.

Section 3. Risk Categories/Weights for On-Bal-
ance Sheet Assets and Off-Balance Sheet
ftems :

The denominator of the risk-bassd capital
ratio, {.e, & national bank’s risk-weighted
assets.® is derived by assigning that bank's
assets and off-balance sheet Items to one of
the four risk categories detailed in ssction
3a) of this appendix A. Each category has a
specific risk welght. Before an off-balance
sheet item {s assigned a risk welght, It is
converted to an on-balance sheet credit
equivalent amount In accordance with sec-

.tiou 3b) of this appendix A. The risk weight

assigned to a particular asset or on-balance
sheet credit squivalient amount determines
the percentage of that asset/credit equlva-
lent that is ingcluded in the denominator of
the bank's risk-based capital ratio. Any
assat deducted from a bank’s capital in com-
puting the numerator of the risk-based cap-
Ital ratio 1s not included as part of the
bank’s risk-welghted sssets.

TThe OCC may require deduction of invest-
ments in other subsidiaries and associated
companies, on & case-by-cass basis.

#The OCC reserves the right to require a
bank to compute Its risk-based capital ratio
on the basis of average, rather than pericd-
end, risk-welghted sssets when necessary to
carry out the purposes of these guidelines.
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Some of the assets on 3 bank's balance
sheet may represent an indirect holding of &
pool of assets, e.g.., mutual funds, that en-
compasses more than one risk weight within
the pool. In those situations, the asaet is as-
asigned to the risk category applicable to the
highest risk-weighted asset; that pool is per-
mitted to hold pursuant to its stated invest-
ment objectives. However, the minimum risk
weight that may be assigned to such & pool
1s 20%. 1f, in order to maintain a necessary
degree of liquidity, the fund is permitted to
hold an insignificant amount of its invest-
ments in short-term, highly-liquid securities
of superior credit quality (that do not qual-
ify for a preferuntial risk weight), such secu-
rities generally will not be taken Into ac-
count in deterrnining the risk category into
which the bank's holding in the overall pool
should be assigned. More detail on the treat-
ment of mortgage-backed securities is pro-
vided in section HaX3)(iv) of this appendix A.

(a) On-Balance Sheet Assets. The following
are the risk categories'weights for on-bal-
ance sheet assusts.

(1) Zero percent risk weight. (1) Cash, includ-
ing domestic and foreign currency owned and
held in all offices of & national bank or in
transit. Any foreign currency held by & na-
tional bank should be converted into U.8.
dollar equivalents.

(11) Deposit reserves and other balances at
Federal Reserve Banks.

(111) Securities issued by, and other direct
claims on, the United Btates Government or
{ts agencies, or the central government of sn
OECD country.

(iv) That portion of assets directiy and un-
conditionally guaranteed by the United
States Government or its agencles, or the
central government of an OECD country.?

(v) That portion of local currency claims
on or unconditionally guaranteed by central
governments of non-OECD countries, to the
extent the bank has local currency labilities
in that country. Any amount of sach claims
that exceeds Che amount of the bank’s local
currency liabilities is assigned to the 100%
risk category of section 3(a)4) of this appen-
dix,

(vl) Gold bullion heid in the bank's own
wvauits or 1o another bank’s vaults on an allo-
cated Dasis, o the extent it is backed by
gold bullion liabilities.

(vil) The book value of paid-in Pederal Re-
serve Bank stock.

(2) 20 percent risk weight. (1) All clalms on
depository institutions incorporated in an
OECD country, and all sssets backed by the
fall faith and credit of depository institu-

sFor the treatment of privately-issued
mortguge-baicked securities where the under-
1ying pool i1 comprised sofely of mortgage-
relatad securities issued by GNMA, see infra
note 10.

12 CFR Ch. | (1-1-94 Ediition)

tions incorporated In an OECD country. This
includes the credit equivalent amount of par-
ticipations In commitments and standby let-
ters of credit sold to other depository insti-
tutions incorporated in an OECD country,
but oniy {f the originating bank remains lia-
ble to the customer or beneflciary for the
full amount of the commitiment or standby
letter of credit. Also included in this cat-
egory are the credit equivalent amounts of
risk participations in bankers’ acceptances
conveyed to other depository institutions in-
corporated In an OECD country. However,
bank-issned securities that qualify as capital
of the issuiug bank are not included in this
risk category, but are assigned to the 100%
risk category of ssction 3(a)(4) of this appen-
dix A.

(1) Claims on, or guaranteed by depository
institutions, other than the central benk, in-
corporated in & non-OECD country, with a
residual maturity of one year or less.

{1i1) Cash items In the process of collec-
tion.

(iv) That portion of assets collateralized by
the current market value of securities iasued
or guaranteed by the United States Govern-
ment or its agencles, or the central govern-
ment of an OECD country.

{v) That portion of assets conditionally
guarantesd by the United States GQovern-
ment or its agencies, or the central govern-
ment of an OECD country.

(vl) Becuritiea issued by, or other dirsct
claims on, United States Government-spon-
sored agencies.

{vi]l) That portion of assets guaranteed by
United States Government-sponsored agen-
cles.1® ’

1 Privately 1ssued mortgage-backed securi-
ties, e.g., CMOs and REMICs, where the un-
derlying pool is comprised solely of mort-
gage-related sacurities lssued by GNMA,
FNMA and FHL.MC, will be treated 58 an in-
direct holding of the underlying assets and
assigned to the 20% risk category of this sec-
tion 3aX32). If the underlying pool is com-
prised of assets which attract different risk
weights, e.g., FPNMA sscurities and conven-
tional mortgages, the bank should generally
assign the security to the highest risk cat-
egory appropriate for any asset in the pool.
However, on a case-by-case basis, the OCC
may allow the bank to assign the security
proportionately to the various risk cat-
ogories based on the proportion in which the
risk categories are represented by the com-
position cash flows of the underlying pool of
assets. Before the OCC will consider a re-
quest to proportionately risk-weight such a
security, the bank must havs current infor-
mation for the reporting date that details
the composition and cash flows of the under-

lying poocl of asseta, Furthermore, before & .

mortgage-related security will receive a risk
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{viii) That portion of assets collateralized
by the current market value of securitlies is-
sued or guaranteed by United States Govern-
ment-sponsored agencles.

(ix) Claims representing general obliga-
tions of any public-sector entity in an OECD
countrry, and that portion of any claims
guaranteed by any such public-sector entity.
In the U.S., these obligations must meet the
requirements of 12 CFR 1.3(g).

{x) Clalms on, or guaranteed by, official
multilateral lending institutions or regional
developrment institutions in which the Unit-
ed States Government 13 a shareholder or
contributing member.1?

(xi) That portion of asets collateralized by
the current market vajue of securities issued
by official muiltilateral lending institutions
or regional development Institutions in
which the United States Government is a
shareholder or contributing member,

(xii) Assets collateralized by cash held ina
segregated deposit account by the reporting
national bank.

(xiif) That portion of iocai currency claims
conditionally guaranteed by central govern-
ments of non-OECD countries, to the extent
the bank has local currency ilabilities in
that country. Any amount of such claims
that exceeds the amount of the bank's local
currency llabilitles is assigned to the 100%
risk category of section 3{a){4) of this appen-
dix.

(3) 50 percent risk weight. (1) Revenue obliga-
tions of any public-sector entity in an OECD
country for which the underlying obiigor is
the public-sector entity, but which are re-
payable solely from the revenues generated
by the project financed through the issuance
of the obiigations. -

{11) The credit equivalent amount of inter-
est rate and exchange rate contracts, cal-
culated in accordance with section 3(bX5) of
this appendix A. that do not qualify for in-
clusjon in s lower risk category.

(il1) Loans secured by first mortgages on
one-t.0-four family residential properties, ei-

ther owner-occupied or rented, provided that -

such loans are not more than 90 days past
due, or on nonsccrual or restructured. It is
presumed that such loans will meet prudent
underwriting standards. Furthermore, resi-
dential property loans that ars made for the
purposs of construction flnancing are as-

welght lower than 100%, it must meet the
criteria set forth in saction HaNX3Xiv) of this
appendix A, .

i1These institutions include, but are not
limited to, the International Bank for Re-
constraction and Development (World Bank),
the Inter-American Development Bank, the
Asien Development Bank, the African Devel-
opment Bank, the European Investments
Bank, the International Monetary Fund and
the Bank for International Settlements.
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signed to the 100% risk category of section
Ha)(4) of this appendix A; however, this ex-
cluslon from the 50% risk category does not
apply to loans to individuai purchasers for
the construction of their own homes.

{lv) Loans to residential real estate build-
ers for one-to-four family residential prop-
erty construction, if the bank obtains, prior
to the making of the construction loan, suf-
flclent docurnentation demonstrating that
the buyer of the home intends to purchase
the home (i.c., a legalliy binding written sales
contract) and has the ability to obtain a
mortgage loan sufficient to purchase the
home (i.e., a flrm written commitment for
permanent flnancing of the home upon com-
pletion), subject to the following additional
criteria:

(A) The bullder must incur at least the
first 10% of the direct costs (i.e., actual costs
of the land, labor, and material) before any
drawdown is made under the construction
loan and the construction ioan may not ex-
ceed 80% of the sales price of the resold
home;

{B) The individual purchaser has made a
substantial ‘‘earnest money deposit” of no
less than 3% of the sales price of the home
that must be subject to forfsiture by the in-
dividual purchaser if the sales contract Is
terminated by the individual purchassr; how-
ever, the earnest money deposit shall not be
subject to forfeiture by reason of breach or
termination of the sales contract on the part
of the bufider;

(C) The earnest money deposit must be
held in escrow by the bank financing the
builder or by an independent party in a fidu-
clary capacity; the escrow agresment must
provide that in the event of default the es-
crow funds must be used to defray any cost
Incurred relating to any canceilation of the
sales contract by the buyer;

(D) If the individual purchaser terminates
the contract or if the loan fails to satisfy
any other criterion under this section, then
the bank must immediately recategorizs the
loan at & 100% risk weight and must accu-
rately report the loan in the bank's next
quarterly Consolidated Reports of Condition
and Income (Call Report);

(E) The individual purchaser must intend
that the home will be owner-occupied;

(F) The loan 18 made by the bank in ac-
z:;danco with prudent underwriting stand-

s;

(G) The ioan is not more than 90 days past
due, or on nonaccrual; and

(H) The purchaser is an individual(s) and
not a partnership, joint venture, trust, cor-
poration, or any other entity (including an
entity acting as a sole propristorship) that is
purchasing one or more of the homes for
speculative purposes.

(v) Privately-issued mortgage-backed secu-
rities, {.e., those that do not carry the guar-
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antee of a government or government-spon-
sored agency, fully secured by mortgages
that, at the time of origination, qualify for
this 50% risk weight under section 3(a)(3)(ii1)
of this appendix,'? provided they meet the
following criteria:

(A) The underlying assets must be held by
an independent trustee that has a first prior-
ity, perfected security interest in the under-
tying assets for the benefit of the holders of
the security;

(B) The holder of the security must have
an undivided pro rata ownership interest in
the underlying assets or the trust that issues
the security must have no llabilities unre-
lated to the issued securities;

{C) The trust that issues the security must
be structured such that the cash flows from
the underlying assets fully meet the cash
flows requirements of the security without
undue rellance on any reinvestment income;
and

(D) There must not be any material rein-
vestment risk associated with any funds
awalting distribution to the holder of the se-
curity.

(4) 100 percent risk weight. All other assets
not specified above, including, but not lim-
ited to:

(i) Claims on or guaranteed by depository
institutions {ncorporated in a non-OECD
country, as well as clalms on the central
bank of a non-OECD country, with a residual
maturity exceeding one year.

(i1) All non-local currency claims on non-
OECD central goveraments, as well as local
currency claims on non-OECD central gov-
ernments that are not Included in section
3(aX1)(v) of this appendix A.

(1i1) Any classes of a mortgage-backed se-
curity that can absorb mcore than their pro
rata share of the principal loss without the
whole Issue being in default, e.g., subordi-
nated classes or residual Interests, regardless
of the issuer or guarantor.

(iv) All stripped mortgage-backed securi-
ties, including interest only portions (I0s),

121f all of the underlying mortgages in the
pool do not qualify for the 50% risk weight,
the bank should generally assign the entire
value of the security to the 100% risk cat-
egory of saction 3(aX4) of this appendix A;
however, on a case-by-case basfs, the OCC
may allow the bank to assign only the por-
tion of the security which represents an in-
terest in, and the cash flows of,
nonqualifying mortgages to the 100% risk
category, with the remainder being assigned
s risk weight of 50%. Before the OCC will
consider a request to risk weight a mort-
gage-backed security on a proportionate
basis, the bank must have current lnforma-
tion for the reporting date that detalls the
composition and cash flows of the underlying
pool of mortgages.
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principal only portions (POs) and other simi-
lar instruments, regardiess of the lssuer or
guarantor.

(v) Obligations issued by any state or any
political subdivision thereof for the benefit
of a private party or enterprise where that
party or enterprise, rather than the Issuing
state or political subdivision, is responsible
for the timely payment of principal and in-
terest on the obligation, e.g., industrial de-
velopment bonds.

{(vi) Claims onm commercial snterprises
owned by non-OECD and OECD central gov-
eroments.

(vil) Any investment in an unconsolidated
subsidiary that 1s not required to be de-
ducted from total capital pursuant to section
2(c}3) of this appendix A.

{viil) Instruments issued by depository in-
stitautions incorporated in OECD and non-
OECD countries that qualify as capital of the
issuer.

{ix) Investments in fixed assets, premises,
and other real estate owned.

(b) Off-Balance Sheet Activities. The risk
weight assigned to an off-balance sheet ac-
tivity is determined by a two-step process.
First, the face amount of the off-balance
sheet {tem is multiplied by the appropriate
credit conversion factor specified in this sec-
tion. This calculation translates the face
amount of an off-balance sheet item into an
on-balance sheet credit equivalent amount.
Second, the resulting credit equivaient
amount is then assigned to the proper risk
category using the criteria regarding obli-
gors, guarantors and collateral iisted In sec-
tion 3(a) of this appendix A; however, colliat-
eral and guarantees are applled to the face
amount of an off-balance sheet ftam, not the
credlt equivalent amount of such an item.
The following are the credit conversion fac-
tors and the off-balance sheet items to which
they apply.

(1) 100 percent credit conversion factor. (1) Di-
rect credit substitutes, including financiai
guarantee-type standby letters of credit that
support financial claims on the account
party.’d The face amount of a direct credit
substitute ls netted against the amount of

13 For purposes of this section 3(bX1)), a
“financial guarantse-type standby lstter of
credit” {s any letter of credit, or similar ar-
rangement, however named or described,
which represents an irrevocable obligation to
the bensficlary on the part of the issuer (1)
to repay money borrowed by or advanced to
or for the account of the account party or (2)
t0 make payment on account of any indebt-
edness undertaken by the account party, in
the event that the account party fails to ful-
fill its obligation to the beneflciary. Per-
formance-based standby lstters of credit are

defined differently in section HbX2)(1), infra
note 186.
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any participations sold in that {tem. The
amount not sold is converted to an on-bal-
ance sheet credit equivalent and assigned to
the proper risk category using the criteria
regarding obligors, guarantors and collateral
listed in section 3(a) of this appendix A. Par-
ticipations are treated as follows:

(A) If the originating bank remains liable
to the beneficlary for the full amount of the
standby letter of credit, in the event the par-
ticipant fails to perform under its participa-
tion agreement, the amount of participa-
tions sold are converted to an on-balance
sheet credit equivalent using a credit conver-
sion factor of 100%, with that amount then
belng assigned to the risk category appro-
priate for the purchaser of the participation.

{B) If the participations are such that each
participant is responsibie only for 1ts pro
rata share of the risk, and there is no re-
course to the originating bank, the fuli
amount of the participations soid is excluded
from the originating bank's risk-weighted
assets;

{11) Risk participations purchased in bank-
ers’ acceptances and participations pur-
chased In direct credit substitutes;

{111) Assets soild under an agreement to re-
purchase and assets sold with recourse,!t to

1 For risk-based capital purposes, the defi-
nition of the sale of assets with recourse, In-
cluding one-to-four family residential mort-
gages, 18 generally the same as the definition
contained in the Instructions for the Prepa-
ration of the Consolidated Reports of Condi-
tion and Income (the Call Report). Assets
sold in transactions in which the bank re-
tains risk in & manner constituting recourse
under the Call Report Instructions, but
which are not reported on the bank’'s state-
ment of condition, are included in saction
3(bX1)(il1), even though the Call Report ail-
lows such transferas to be reported as sales.
However, mortgage loans scld in trans-
actions In which the bank retains only an in-

significant amount of risk and makes con--

current provision for that risk are not con-
sidered assets sold with recourse under sec-
tion 3. In order to qualify for sales treat-
ment, such transactions must meet thres
conditions: (1) The bank has not retained
any significant risk of loss, sither directly or
indirectly; (2) The bank's maximum contrac-
tual exposure under the recourse provision
{or through the retention of a subordinated
interest in the mortgages) at the time of the
transfer is equal to or less than the amount
of probable loss that the bank has reason-
ably estimated that it will fncur on the
transferred mortgages; and (3) The bank
must have created a llabllity account or
other special reserve in an amount equal to
1ts maximum exposure. The samount of this
llability account or other special reserve
may not be Inciuded in capital for the pur-
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the extent that these assets are not reported
on a nationai bank’s statement of condition
(this includes loan strips sold without direct
recourse, where the maturity of the partici-
pation is shorter than the maturity of the
underlying loan); and

(lv) Contingent obligations with a certain
draw down, e.g., legally binding agreements
to purchase assets as a specified future date.

(v} Indemnification of customers whose se-
curities the bank has lent as agent. If the
customer s not indemnifled against loss by
the bank, the transaction is excluded from
the risk-based capital calculation.1s

{2) 50 percent credit conversion factor. (1)
Transaction-related contingencies including,
among other things, perforrnance bonds and
performance-based standby letters of credit
related to a particular transaction.® To the
extent permitted by law or regulation, per-
formance-based standby letters of credit in-
clude such things as arrangements backing
subcontractors’ and suppliers’ performance,
labor and materials contracts, and construc-
tion bids;

(11) Unused portion of commitments, In-
ciuding home equity lines of credit, with an
original maturity exceeding one year;:? and

pose of determining compiliance with either
the risk-based capital requirement or the le-
verage ratio; nor may it be included in the
allowance for loan and lease losses.

12When a bank lends its own securities, the
transaction is treated as a loan. When &
bank lends its own securities or, acting as
agent, agrees to indemnify a customer, the
transaction is assigned to the risk weight ap
propriate to the obligor or collateral that i
delivered to the lending or indemnifying in.
stitution or to an independent custodian act
ing on their behalf.

1 For purposes of this section 3(b)2)(1), 1
‘‘performance-based standby letter of credit’
is any letter of credit, or similar arrange
ment, however named or described, whicl
represents an irrevocable obligation to thi
beneficlary on the part of the lssuer to maks«
payment on account of any default by thi
account party ln the performancs of a non
financial or commercial obligation. Particl
pations in performance-based standby letter:
of credit are treated in accordance with th:
provisions of section A bXIN1XA)(B) of thi
appendix A. Financial guarantes-type stand
by letters of credit are defined In sectio:
AbX1X1), supra note 13.

17 Participations In commitments ar
treated in accordance with the provisions ¢
section AbYINIXAX(B) of this appendix A
Untll December 31, 1992, national banks wil
be permitted to use remaining maturity !
determining the appropriate credit conver
sion factor for the unussd portion of loa
commitments,
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(i11) Revolving underwriting facilities, note
jssuance facilities, and similar arrangements
pursuant to which the bank’'s customer can
{ssue short-term debt obligations in Its own
name, but for which the bank has a legaily
binding commitment to either:

(A) Purchase the obligations the customer
{s unable to sell by a stated date; or

(B) Advance fands to 1ts customer, if the
obligations cannot be sold.

(3) 20 percent credit conversion factor. [¢8)
Trade-related contingencies. These are
short-term self-liquidating instruments used
to flnance the movement of goods and are
collateralized by the underlying shipment. A
commercial lettaer of credit is an example of
such an instrumeant.

(4) Zero percent credit conversion factor. (1)
Unused portion of commitments with an
original maturing of one year or less;

(11) Unused portion of commitments with
an original maturity of greater than one
year, if they ars unconditionally
cancelable i at any time at the option of the
bank and the bank has the contractuaf right
to make, and in fact does make, either—

(A) A separate credit decision based upon
the borrower’s current financial condition.
before each drawing under the lending facil-
ity; or

(B) An annual (or more frequent) credit re-
view based upcn the borrower’s current fi-
pancial condition to determine whether or
pot the lending fac'lity should be continued;
and

(111) The unused portion of retall credit
card lines or other related pléns that are un-
conditionally cancelable by the bank in ac-
cordance with nppiicable law.

{5) Interest rate and exchanpe rate contracts.
The credit equivalent amount of such con-
tracts is the sum of two measures of credit
exposure—current and potential credit expo-
sure.

(1) Current credit erposure—The replace-
ment cost of the contract reflects the cur-
rent credit exposure, and 1s measured in U.5.
dollars, regardless of the currency specified
in the contract. A bank may net multiple
contracts with a single countsrparty only If
those contracts are subject to novation.

(11) Potential credit erposure—To compiete
the calculation of the on-balance sheet cred-
it equivalent amount of & contract, an esti-
mate of the potential increase in credit expo-
sure over the remaining life of the contract
is added on (the ‘‘add-on’) to the contract’s
current credit exposure, including contracts
with no current credit exposure. The add-on

{s calculated by muitiplying the notional
principal amount of the contract by one of

1 8ee secticn 1(c)(26) of appendix A to this
pars.
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the following credit conversion factors, as
appropriate: 1®

(A) Interest rate contracts—

(I) Zero percent, if the contract has a re-
maining maturity of one year or less, and

(II) 0.5%, for contracts with a remaining
maturity greater than one year;

(B) Exchange rate contracts—

{I) 1.0%, if the contract has a remaining
maturity of one year or less, and

(I) 5.0%, for contracts with a remaining
maturity greater than one year.

(if) Risk weighting—The credit equivalent
amount, which is derived from sections
3(b)(5) (1) and (11) of this appendix A, is then
assigned to the proper risk category using
the criteria regarding obligors, guarantors,
and collateral listed in section 3(a) of this
appendix A.%® However, the maximum risk
welght assigned to the credit equivalent
amount of an interest rate or exchange rate
contract s 50%.

(iv) Ezceptions—The following contracts
are not subject to the above calculation and,
therefore, are not considered part of the de-
nominator of & national bank's risk-based
capital ratlo:

(A) Exchange rate contracts with an origi-
nal maturity of 14 calendar days or less; and

(B) Any interest rats or exchange rate con-
tract that is traded on an exchange requiring
the daily payment of any variations in the
market value of the contract.

Section 4. Implementation, Transition Rules,
and Target Ratios

{a) December 31, 1990 to December 30, 1992.
During this time period:

(1) All national banks are expected to
maintain a minimum ratio of total capital
(after deductions) to risk-weighted ansets of
7.25%.

¢i) Fifty percent of this 7.25% must be
made up of Tier 1 capital; however, up to 10%
of Tier 1 capital can be comprised of Tier 2
capital eiements, before any deductions for
goodwill. The amount of Tier 2 elemants in-
cluded in Tier 1 will not be subject to the
sublimits on the amount of such elements in
Tier 2 capital, with the exception of the al-
lowance for loan and lease losses.

18No potential credit exposure ls cal-
culated for single currency floating/floating
interest rate swape; rather, the on-balance
sheet credit equivalent of these contracts is
evaluated solely on the basis of the amount
of their current credit exposure.

»Interest rate and exchange rate contracts
are an exception to the general rule of apply-
ing collateral and guarantees to the face
value of off-balance sheet items. The suffl-
clency of collateral and guarantees s deter-
mined on the basis of the credit equivalent
amount of interest rate and exchange rate
contracts.
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(11) Goodwill that national banks have been
allowed to count as capital as a result of the
transition rules contained in 12 CFR 3.3 Is
grandfathered until December 31, 1982, but
will be deducted from Tier 1 capitai after
that date.

{2) The sllowance for loan and lease losses
can be included in total capitai up to a maxi-
mum of 1.5% of a bank’s risk-weighted as-
sets, including the portion that can be bor-
rowed to make up Tier 1.

(3) Tier 2 capital elements that are not
used as part of Tier 1 capital will qualify as
part of a national bank's total capital base
up to a maximum of 100% of the bank’s Tier
1 capital. N

(4) In addition to the standards established
by these risk-based capital guidelines, all na-
tional banks must maintain a minilmum cap-
{tal-to-total assets ratio in accordance with
the provisions of 12 CFR part 3.

(b) On December 3I, 1992. (1) All national
banks are expected to maintaln a minimum
ratio of total capital (after deductions) to
risk-weighted assets of 8.0%.

(2) Tler 2 capital elements qualify as part
of a nationaj bank’s total capital base up to
a maximum of 100% of that bank's Tier 1
capital.

(3) In addition to the standards established
by these risk-based capital guidelines, all na-
tional banks must maintain a minimuam cap-
ital-to-total assats ratio in accordance with
the provisions of 12 CFR part 3.

TABLE }—SUMMARY OF RISK WEIGHTS AND
RISK CATEGORIES

Category 1. Zero Percent

1. Cash (domestic and foreign).

2. Balances due from, and claims on, Fed-
eral Reserve Banks and central banks in
other OECD countries.

3. Claims on, or unconditionally guaran-
teed by, the U.3. Government or its agencies,
ar other OECD central governments.! .

4. That portion of local currency claims on
or unconditionally guaranteed by non-OECD
central governments to the extent the bank
:m local currency liabilities in that coun-
TY.

5. Goid bullion held In the hank’'s own
vaults or in another bank’s vaulta on an allo-
cated basls, to the extent it is backed by
#old bullion liabilities.

8. Federal Reserve Bank stock.

tFor the purpose of calculating the risk-
based capital ratio, & U.8. Government agen-
¢y is defined as an instrumentality of the
10.8. Government whose obligations are fully
and explicitly guarsnteed ss to the timely
repayment of principal and interest by the
fall faith and credit of the U.S. Government.
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Category 2: 20 Percent

1. Portions of loans and other assets
collateralized by securities 1ssued or guaran-
teed by the U.S. Government or its agencies,
or other OECD central governments.?

2. Portions of loans and other assets condi-
tionally guaranteed by the U.S. Government
or its agencies, or other OECD central gov-
ernments.

3. Portlons of loans and other assets
collateralized by cash on deposit In the lend-
ing institution.

4, All claims (Jong- and short-term) on, or
guaranteed by, OECD depository institu-
tions.

5. Claims on, or guaranteed by, non-OECD
depository institutions with a residual matu-
rity of one year or less.

6. Cash {tems in the process of collection.

7. Securitles and other ciaims on, or guar-
a;:zt,eed by, U.S. Government-sponsored agen-
cies.?

8. Portions of loans and other assets
collateralized by securities issued by, or
guaranteed by, U.S. Government-sponsored
agencies.d

9, Claims that represent genera! obliga-
tions of, and portions of claims guaranteed
by, public-sector entities in OECD countries,
below the level of central government.

10. Claims on or guaranteed by officlal
multilateral lending institutions or regional
development institutions in which the U.S.
Government is a sharehoider or a contribut-
Ing member.

11. Portions of loans and other assets
coilateralized with securities issued by offi-
oilal multilateral lending institutions or re-
gional development institutions in which the
U.S8. Government is a sharehoider or a con-
tributing member.

12. That portion of local currency claims
conditionally guaranteed by central govern-
ments of non-OECD countries, to the extent
the bank has local currency labilitles In
that country.

Category 3: 50 Percent

1. Revenue bonds or similar obligations, {n-
cluding loans and leases, that are obligations
of public sector entities in OECD countries,
but for which the government entity is com-

1Degree of collateralization is determined
by current market value.

3For the purpose of calculating the risk-
based capital ratio, a U.8. Government-spon-
sored agency is defined as an agency origi-
nally established or chartared to serve public
purposes specified by the U.S. Congress but
whose obligations are not explicitly guaran-
teed by the full faith and credit of the U.8.
Government.

sDegree of collateralization is determined
by current market value.
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mitted to repay the debt only out of reve-
nues from the facilities financed.

2. Credit equivalent amounts of Interest
rate and exchange rate related contracts, ex-
cept for those assigned to a lower risk cat-
egory.

3. Assets secured by a first mortgege on &
one-to-four family residential property that
are not more than 90 days past due, on
nonaccrual or restructured.

4. Loans to residential real estate builders
for one-to-four family residential property
construction that have been prescld pursu-
ant to legally binding written sales contract.

Category 4: 100 Percent

1. All other claims on private obligors.

2. Claims on non-OECD financiai lnstitu-
tions with a residual maturity exceeding one
year. Claims on non-OECD central banks
with a residual maturity exceeding one year
are included in this category unless they
qualify for item 4 of Category 1.

3. Claims on non-OECD central govern-
ments that are not included in item 4 of Cat-
egory 1.

4. Obligations {ssued by state or local gov-
ernments (including Industrial development
authorities and similar entities) repayable
solely by a private party or enterprise.

5. Premises, plant, and equipment; other
fizxed assets; and other real estate owned.

6. Investments in unconsolidated subsidi-
aries, joint ventures, or associated compa-
nies (unless deducted from capital).

7. Capital instruments issued by other
banking organizations.

8. All other assets (including claims on
commercial firms owned by the public sec-
tor).

TABLE 2—CREDIT CONVERSION FACTORS FOR
OFF-BALANCE SHEET ITEMS

100 Percent Conversion Factor

1. Direct credit substitutes (general guar-
antses of indebtedness and guarantee-type
instruments, including standby letters of
credit serving as financial guarantees for, or
supporting, loans and securities).

2. Risk participetions In bankers accept-
ances and participations in direct credit sub-
stitutes (e.g., standby letters of credit).

3. Sale and repurchase agreements and
asset sales with recourse, !f not already in-
cluded on the balance shest.

4. Forward agreements (i.e., contractual
obligations) to purchase assets, inclading 8-
nancing facilities with certain drawdown.

50 Percent Conversion Factor

1. Transaction-related contingencies (e.p.,
bid bonds, performance bonds, warranties,
and standby letters of credit related to par-
ticular transactions).
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2. Unused portion of commitments with an
original maturity exceeding one year.

3. Revolving underwriting facilities
(RUFs), note issuance facillties (NIFs) and
other similar arrangements.

20 Percent Conversion Factor

1. Short-term, self-liquidating trade-relat-
ed contingencies, including commercial let-
ters of credit.

Zero Percent Conversion Factor

1. Unused portion of commitments with an
original maturity of one year or less.

2. Unused portion of commitments which
are unconditionally cancelable at any time,
regardliess of maturity.

TABLE 3—TREATMENT OF INTEREST RATE AND
EXCHANOE RATE CONTRACTS

The Current Exposure Method (described
below) is utillzed to calculate the ‘“‘credit
equivaient amounts” of these instruments.
These amounts are assigned a risk weight
appropriate to the obllgor or any collateral
or guarantee. However, the maximum risk
welght is limited to 50 percent. Muitipie con-
tracts with a single countsrparty may be
netted if those contracts are subject to nova-
tion.

Residual mehxrity Interest rate con- Exchange rate

One year and less | Repiacement Cost | RC+1.0% of iolal
{RC}. mﬂ principal

Over one yoar .. | RC+0.5% of NP _. | RC+5.0% of NP.

The following instruments will be ex-
cluded:

« Exchange rate contracts with an original
maturity of 14 calendar days or less, and

e Instruments traded on exchanges and
subject to daily margin requirements.

TABLE 4—DEFINITION OF CAPITAL

Capital components are distributed be-
tween two categories (Tier 1 and Tier 2). Tier
2 capital elements will qualify as part of a
bank’'s total capital base up to a maximum
of 100% of that bank’s Tler 1 capital. Begin-
ning December 31, 1992, the minimum risk-
based capital standard will be 8.0%.

Definition of Capital

Tier 1.

+ Common stockholders’ equity;

« Noncumulative perpetual preferred stock
and any related surplus; and

e Minority Interests in the equity accounts
of consolidated subsidjaries.

Tier 2:
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e Cumulative perpetual, long-term and
convertible preferred stock, and any related
surplus; s

» Perpetual debt and other hybrid debt/eq-
uity instruments;

« Intermediate-termm preferred stock and
term subordinated debt (to a maximum of
50% of Tier 1 capital); and

e Loan loss reserves (to a maximum of
1.25% of risk-welghted assets).

Deductions from Capital:

From Tler 1:

¢« Goodwill and other {ntangibles, with the
exception of identified intangibles that sat-
isfy the criteria included in the guidelines.

From Total Capital:

« Investments ln unconsolidated banking
and flnance subsidiaries;

e« Raciprocal holdings of capital instru-
ments

Transitional Definition

During a transition period beginning De-
cember 31, 1990, all national banks are ex-
pected to maintain a capital to risk-welght-
ed asset ratio of 7.25%, of which at least 3.25
percentage points must consist of Tier 1 cap-
ital. In other words, during this period upon
to approximately 4 percentage points of the
1.25% capital ratio may consist of Tier 2 cap-
1tal. Also during this period, the sublimit on
loan loss reserves will be 1.5% of risk-weight-
ed assets.

{54 FR 4177, Jan. 27, 1989, as amended at 57
FR 40007, Sept. 3, 1992; 57 FR 44084, 44085,
Sept. 24, 1992; 58 FR 16486, Mar. 29, 1993}

PART 4—DESCRIPTION OF OFFICE,
%%%CEDURES, PUBLIC INFORMA-

Sec.

4.1 Scope and application.

4.1a Central and fleld organization; delega-
tions.

4.11 Supervision of bank operations.

413 Forms and instructions.

4.14 Publications available to public.

4.15 . Orders, opinions, etc. available to pub-
lic.

4.18 Other records available to public; ex-
ceptions.

4.17 Access to publlc records, requests for
identifiable records, and service of proc-

ess,
4.17a Request procedures.

5The amount of long-term and intermedi-
ate-tsrm preferred stock, as well as term
subordinated debt that ls eligible to be in-
cluded as Tier 2 capital 1s reduced by 20% of
the original amount of the instrument at the
beginning of each of the last five years of the
1ife of the Instrument.

31

§4.1a

4.18 Other rules of disclosure.
4.19 Testimony and production of
ments In court. .

AUTHORITY: 5 U.S.C. 552; 12 U.8.C. 93a.

CROSS REFERENCE: See 31 CFR Part 1, Sub-
title A.

docu-

§4.1 Scope and application.

This part describes the central and
field offices of the Comptroller of the
Currency; the established places at
which, the employees from whom, and
the methods whereby, the public may
obtain information, make submittals
on requests, or obtain decisions; and
the forms available or the places at
which forms and instructions as to the
scope and contents of all papers, re-

ports, on examinations may be ob-
tained.

{36 FR 5050, Mar. 17, 1971}

§4.1a Central and fieid organization;
delegations.

(a) Central Office—(1) Comptroiler of
the Currency. The Comptroller of the
Currency, as head of the Office of the
Comptroller of the Currency, is the
chief regulatory officer for national
banks and federally licensed branches
and agencies of foreign banks. The
Comptroller is responsible for directing
the development, execution, and review
of all Office programs and functions.
The Comptroller ia appointed by the
President, by and with the advice and
consent of the Senate, for a term of 5
years. The Comptroller’s office is lo-
cated at 490 L’Enfant Plaza East, SW.,
Washington, DC 20219. The Comptroller
is assisted by the following officials
who perform such duties as the Comp-
troller may prescribe in addition to the
responsibilities set forth below.

{2) Senior Deputy Comptroller for Legis-
lative and Public Affairs. The Senior
Deputy Comptroller for Legislative and
Public Affairs directs and coordinates
external communications with banks
and banking organizations, Congress,
the public, news media, bank cus-
tomers and nonbank financial industry
groups. In addition, the Senior Deputy
Comptroller oversees the internal com-
munications program and the Commu-
nity Development Corporation pro-
gram. The Director of Banking Rela-
tions, the Director of Communications,
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the appraiser who prepared the report
under review.

Reviewing is a distinctly different function
from that addressed in Standards Rule 2-
5. To avoid confusion in the marketplace
between these two functions, review ap-
praisers should not sign the report under
review unless they intend to take the re-
sponsibility of a cosigner.

Review appraisers must take appropriate
steps to indicate to third parties the pre-
cise extent of the review process. A sepa-
rate report or letter is one methed. An-
other appropriate method is a form or
checklist prepared and signed by the ap-
praiser conducting the review and at-
tached to the report under review. It is
also possible that a stamped impression on
the appraisal report under review, signed
or Initialed by the reviewing appraiser,
may be an appropriate method for sepa-
rating the review function from the actual
signing of the report. To be effective, how-
ever, the stamp must briefly indicate the
extent of the review process and refer to a
file memorandum that clearly outlines the
review process conducted.

The review appraiser must exercise extreme

care in clearly distinguishing between the

review process and the appraisal or con-
sulting process. Original work by the
review appraiser may be governed by

STANDARD 1 rather than this standard.

A misleading or fraudulent review and/or

report violates the ETHICS PROVISION.

Standards Rule 3-1. In reviewing an ap-
praisal, an appraiser must:

(a) Identify the report under review, the
real estate and real property interest being
appraised, the effective date of the opinion
in the report under review, and the date of
the review;

(b) Identify the extent of the review proc-
ess to be conducted;

{(c) Form an opinion as to the complete-
ness of the report under review in light of
the requirements in these standards;

Comment: The review shouid be conducted
in the context of market conditions as of
the effectlve date of the opinion in the
report being reviewed,

{d) Form an opinion as to the apparent
adequacy and relevance of the data and the
propriety of any adjustments to the data;

{e) Form an opinion as to the appropriate-
ness of the appraisal methods and tech-
niques used and develop the reasons for any
disagreement;

(f) Form an opinion as to whether the
analyses, opinions, and conclusions in the
report under review are appropriate and
reasonable, and develop the reasons for any
disagreement.

Comment: Departure from binding require-
ments (a) through ({) above i3 not permit-

9¢1

12 CFR Ch. | (1-1-93 Edition)

ted. An opinion of a different estimate of
value from that in the report under review
may be expressed, provided the review ap.
praiser:

1. Satisfies the requirements of STAND.
ARD 1;

2. Identifies and sets forth any additional
data relied upon and the reasoning and
ba.:;iis for the different estimate of value:
and,

3. Clearly identifies and discloses all as-
sumptions and limitations connected with
the different. estimate of value to avoid
confusion in the marketplace.

Standards Rule 3-2. In reporting the re-
sults of an appraisal review, an appraiser
must;

(a) Disclose the nature, extent, and detail
of the review process undertaken;

(b) Disclose the information that must be
cgnsidered in Standards Rule 3-1 (a) and
(b);

(c) Set forth the opinions, reasons, and
concluslons required in Standards Rule 3-1
(c), (d), (e) and (f);

u(d) Include all know pertinent informa-
on;

(e) Include a signed certification similar in
content to the following:

I certify that, to the best of my knowledge
and belfef:

—The facts and data reported by the review
appraiser and used in the review process
are true and correct.

—The analyses, opinions, and conclusions in
this review report are limited only by the
assumptions and limiting conditions
stated in this review report, and are my
personal, unbiased professional analyses,
opinions and conclusions.

—I have no (or the specified) present or pro-
spective interest in the property that is
the subject of this report and I have no
(or the specified) personal interest or bias
with respect to the parties involved.

—My compensation is not contingent on an
action or event resuiting from the analy-
ses, opinions, or conclusions in, or the use
of, this review report.

—My analyses, opinions, and conclusions
were developed and this review report was
prepared in conformity with the Uniform
f;.a.ndnrds of Professional Appraisal Prac-

ce.

—1I did not (did) personally inspect the sub-
Ject property of the report under review.
—No one provided significant professional
assistance to the person signing this
review report. (If there are exceptions, the
name of each individual providing signifi-

cant professional assistance must be
stated.)

Comment: Departure from binding require-

g;nt.s (a) through (e) above is not permit-
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{55 FR 53612, 53617, Dec. 31, 1990; 56 FR
1229, Jan. 11, 1991]

Subpart D—Real Estate Lending
Standards

Sounrce: 57 FR 62889, Dec. 31, 1982, unless
otherwise noted.

Errective Date NotE At 57 FR 62899,
Dec. 31, 1992, subpart D to part 34 was
added effective March 19, 1993.

§ 34.61 Purpose and scope.

This subpart, issued pursuant to sec-
tion 304 of the Federal Deposit Insur-
ance Corporation Improvement Act of
1991, 12 U.S.C. 1828(0), prescribes
standards for real estate lending to be
used by national banks in adopting in-
ternal real estate lending policies,

§34.62 Real estate lending standards.

(a) Each national bank shail adopt
and maintain written policies that es-
tablish appropriate limits and stand-
ards for extensions of credit that are
secured by liens on or interests in real
estate, or that are made for the pur-
pose of financing permanent improve-
ments to real estate.

(b)1) Real estate lending policies
adopted pursuant to this section must:

(1) Be consistent with safe and sound
banking practices;

(ii) Be appropriate to the size of the
institution and the nature and scope
of Its operations; and

(ili) Be reviewed and approved by
the bank’s board of directors at least
annually.

(2) The lending policles must estab-
lish:

(i) Loan portfolio diversification
standards;

(i1) Prudent underwriting standards,
including loan-to-value limits, that are
clear and measurable;

(iil) Loan administration procedures
for the bank’s real estate portfolio;
and

(lv) Documentation, approval, and
reporting requirements to monitor
compliance with the bank's real estate
lending policies.

(c) Each national bank must monitor
conditions in the real estate market in
its lending area to ensure that its real
estate lending policies continue to be
appropriate for current market condi-
tions.

§ 34.62

(d) The real estate lending policies
adopted pursuant to this section
should reflect consideration of the
Interagency Guidelines for Real
Estate Lending Policles established by
the Federal bank and thrift superviso-
ry agencies.

Appendix A to Subpart D of Part
34—Interagency Guidelines for
Real Estate Lending

The agencies’ regulations require that
each insured depository institution adopt
and malintain a written pollicy that estab-
lishes appropriate limits and standards for
all extensions of credit that are secured by
llens on or interests in real estate or made
for the purpose of financing the construe-
tion of a building or other improvements.®
These guidelines are intended to assist insti-
tutions in the formulation and maintenance
of a real estate lending policy that is appro-
priate to the size of the institution and the
nature and scope of its indlvidual oper-
ations, as well as satisfles the requirements
of the regulation.

Each institution’s policles must be com-
prehensive, and consistent with safe and
sound lending practices, and must ensure
that the institution operates within limits
and according to standards that are re-
viewed and approved at least annually by
the board of directors. Real estate iending is
an integral part of many institutlons’ busi-
ness plans and, when undertaken in a pru-
dent manner, will not be subject to examin-
er criticism.

LoaN PORTFOLIC MANAGEMENT
CONSIDERATIONS

The lending policy should contain a gener-
al outllne of the scope and distribution of
the institution’s credit facllities and the
manner in which real estate loans are made,
serviced, and collected. In particular, the in-
stitutton’s policies on real estate lending
should:

« Identify the geographic areas in which
the institution will consider lending.

+ Establish a loan portfolio diversification
policy and set limits for real estate loans by
type and geographic market (e.g., limits on
higher risk loans).

« Identify appropriate terms and condi-
tions by type of real estate loan.

1 The agencies have adopted a uniform
rule on real estate lending. See 12 CFR part
385 (FDIC); 12 CFR part 208, subpart C
(FRB); 12 CFR part 34, subpart D (OCC);
and 12 CFR 563.100-101 (OTS).
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* Establish loan origination and approval
procedures, both generally and by size and
type of loan.

* Establish prudent underwriting stand-
ards that are clear and measurable, inciud-
ing loan-to-value limits, that are consistent
with these supervisory guidelines.

* Establish review and approval proce-
dures for exception loans, including loans
with loan-to-value percentages in excess of
supervisory limits.

* Establish loan administration proce-
dures, including documentation, disburse-
ment, collateral inspection, collection, and
loan review.

* Establish real estate appraisal and eval-
uation programs.

* Require that management monitor the
loan portfolio and provide timely and ade-
quate reports to the board of directors.

The institution should consider both in-
ternal and external factors in the formula-
tion of its loan policies and strategic plan.
Factors that should be considered include:

¢ The size and financial condition of the
Institution.

* The expertise and size of the lending
staff,

* The need to avoid undue concentrations

of risk.

* Compliance with all real estate related

laws and regulations, including the Commu-

+-Nity Reinvestment Act, anti-discrimination

Naws, and for savings associations, the Quall-
“Yied Thrift Lender test.
* Market conditions.

The institution should monitor conditions
in the real estate markets in its lending area
8o that it can react gquickly to changes in
market conditions that are relevant to its
lending decisions. Market supply and
demand factors that should be considered
include:

* Demographic indicators, including popu-
iation and employment trends.

* Zoning requirements,

* Current and projected vacancy, con-
struction, and absorption rates.

e Current and projected lease terms,
rental rates, and sales prices, including con-
cessions,

¢ Current and projected operating ex-
penses for different types of projects.

* Economic indicators, including trends
and diversification of the lending area.

* Valuation trends, including discount and
direct capitalization rates.

UNDERWRITING STANDARDS

Prudently underwritten real estate loans
should reflect all relevant credit factors, in-
cluding:

* The capacity of the borrower, or income
from the underlying property, to adequately
service the debt.

* The value of the mortgaged property.

12 CFR Ch. | (1-1-93 Edition)

* The overall creditworthiness of the bor.
Tower.

¢ The level of equity invested in the prop-
erty.

* Any secondary sources of repayment.

* Any additional collateral or credit en.
hancements (such as guarantees, mortgage
{nsurance or takeout commitments).

The lending policies should reflect the
level of risk that is acceptable to the board
of directors and provide clear and measura.
ble underwriting standards that enable the
institution’s lending staff to evaluate these
credit factors. The underwriting standards
should address:

* The maximum loan amount by type of
property.

¢ Maximum loan maturitles by type of
property.

¢ Amortization schedules.

* Pricing structure for different types of
real estate loans.

* Loan-to-value limits by type of property.

For development and construction
projects, and completed commercial proper-
tles, the policy should alsoc establish, com-
mensurate with the size and type of the
project or property:

* Requirements for feasibility studies and
sensitivity and risk analyses (e.g., sensitivity
of income projections to changes in econom-
le variables such as interest rates, vacaricy
rates, or operating expenses).

¢ Minimum requirements for initial in-
vestment and maintenance of hard equity
by the borrower (e.g., cash or unencumbered
investment in the underlying property).

° Minimum standards for net worth, cash
flow, and debt service coverage of the bor-
rower or underlying property,

* Standards for the acceptability of and
{imits on non-amortizing loans.

* Standards for the acceptability of and
limits on the use of interest reserves,

. Pre-leasing and pre-sale requirements
for income-producing property.

* Pre-sale and minimum unit release re-
quirements for non-income-producing prop-
erty loans.

* Limits on partial recourse or nonre-
course loans and requirements for guaran-
tor support.

* Requirements for takeout commitments.

«nht:(sirumum covenants for loan agree-
ments.

LoAN ADMINISTRATION

The institution should also establish loan
administration procedures for its real estate
portfollo that address:

* Documentation, including:

Type and frequency of financial state-
ments, including requirements for verifi-
cation of information provided by the
borrower;
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Type and frequency of collateral evaiua-
tions (appraisals and other estimates of
value).

+ Loan closing and disbursement.

*» Payment processing.

+ Escrow administration.

« Collateral administration.

¢ Loan payoffs.

+ Collections and foreclosure, including:

Delinquency follow-up procedures;

Foreclosure timing;

Extensions and other forms of forbear-
ance;

Acceptance of deeds in leu of foreclosure,

* Claims processing (e.g., seeking recovery

on a defaulted loan covered by a govern-
ment guaranty or insurance program).

» Servicing and participation agreements.

SUPERVISORY LOAN-TO-VALUE LiMrTS

Institutions should establish their own in-
ternal loan-to-value limits for real estate
loans. These internal limits should not
exceed the following supervisory limits:

Loan-to-
Loan category valus limit
{percent}
Raw tand 65
Land development 75
Construction:
Commercinl, muitifamily,* and other nonre-
sidential 80
1- to 4lamily resk 85

peaved proporty. - 85
Owrner-occupied 1- 1o 4-family and home aquity | ™

i Multifamily cor Cluck and co-
operatives.

* A loan-to-valua imit has not been established for perma-
nent morgage of home equity oans on owner: 1-
to &t mtisl property. H for any such loan
with a loan-to-velue ratio that equals or exceeds 30 percent

at cngination, an institution should requirs appropnate credit
enhancement in the form of either mortgage insurance or
readity marketable collateral.

The supervisory loan-to-value limits
should be applied to the underlying proper-
ty that collateralizes the loan. For loans
that fund multiple phases of the same real
estate project (e.g., a loan for both land de-
velopment and construction of an office
buildinig), the appropriate loan-to-value
limit is the limit applicable to the final
phase of the project funded by the loan;
however, loan disbursements should not
exceed actual development or construction
outlays. In situations where a loan Is fully
cross-collateralized by two or more proper-
ties or is secured by a collateral pool of two
or more properties, the appropriate maxi-
mum loan smount under supervisory loan-
to-value limits is the sum of the value of
each property, less senior llens, multiplied
by the appropriate loan-to-value limit for
each property. To ensure that collateral
margins remain within the supervisory
1imits, lenders should redetermine conformi-

§ 34.62

ty whenever collateral substitutions are
made to the collateral pool.

In establishing internal loan-to-value
limits, each lender is expected to carefuily
consider the institution-specific and market
factors listed under “Loan Portfolio Man-
agement Considerations,” as weil as any
other relevant factors, such as the particu-
iar subcategory or type of loan. For any sub-
category of loans that exhibits greater
credit risk than the overail category, a
lender should consider the establishment of
an internal loan-to-value limit for that sub-
category that is lower than the limit for the
overall category.

The loan-to-value ratio is only one of sev-
eral pertinent credit factors to be consid-
ered when underwriting a real estate loan.
Other credit factors to be taken Into ac-
count are highilghted in the “Underwriting
Standards'” section above. Because of these
ather tactors, the establishment of these su-
pervisory limits should not be interpreted to
mean that loans at these levels will auto-
matically be considered sound.

LoaNns 1N EXCESS OF THE SUPERVISORY LOAN-
TO-VALUE LimMITs

The agencies recognize that appropriate
loan-to-value limits vary not only among
categories of real estate loans but also
among individual loans. Therefore, it may
be appropriate in individual cases to origi-
nate or purchase loans with loan-to-value
ratios in excess of the supervisory loan-to-
value limits, based on the support provided
by other credit factors. Such loans should
be identified in the institutions’s records,
and their aggregate amount reported at
least quarterly to the institution’s board of
directors. (See additional reporting require-
ments described under “Exceptions to the
Generzl Pollcy.”)

The aggregate amount of all loans in
excess of the supervisory loan-to-value
limits should not exceed 100 percent of total
capital,* Moreover, within the aggregate
1imit, total loans for all commerclal, agricul-
tural, multifamily or other non-1-to-4 family
residential properties shouid not exceed 30
percent of total capital. An institution will
come under increased supervisory scrutiny
as the total of such loans approaches these
levels.

t For the state member banks, the term
“total capital” means “total risk-based cap-
ital” as defined in appendix A to 12 CFR
part 208. For insured state non-member
banks, “total capital” refers to that term de-
scribed in table I of appendix A to 12 CFR
part 325. For national banks, the term
“total capital” is defined at 12 CFR 3.2(e).
For savings associations, the term <“total
capital” is defined at 12 CFR 567.5(c).
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In determining the aggregate amount of
such loans, institutions should: (a) Include
all loans secured by the same property if
any one of those loans exceeds the supervi-
sory loan-to-value limits; and (b) include the
recourse obligation of any such lean soid
with recourse. Conversely, a loan shouid no
longer be reported to the directors as part
of aggregate totals when reduction in princi-
pal or senior liens, or additional contribu-
tion of collateral or equity (e.g., improve-
ments to the real property securing the
loan), bring the loan-to-value ratio into com-
pliance with supervisory limits.

EXCLUDED TRANSACTIONS

The agencies also recognize that there are
a number of lending situations In which
other factors significantly outwelgh the
need to apply the supervisory loan-to-value
limits. These Include:

* Loans guaranteed or insured by the U.S.
government or its agencies, provided that
the amount of the guaranty or insurance is
at least equal to the portion of the loan that
exceeds the supervisory loan-te-value limit.

* Loans backed by the full faith and
credit of a State government, provided that
the amount of the assurance is at least
equal to the portion of the loan that ex-

;gee& the supervisory loan-to-value limit.

¢ Loans guaranteed or insured by a State,

%unlclpal or local government, or an agency

thereof, provided that the amount of the
guaranty or insurance is at least equal to
the portion of the loan that exceeds the su-
pervisory loan-to-value Hmit, and provided
that the lender has determined that the
guarantor or insurer has the financial ca-
pacity and willlngness to perform under the
terms of the guaranty or insurance agree-
ment.

+ Loans that are to be sold promptly after
origination, without recourse, to a ﬂnincm-
1y responsible third party.

¢ Loans that are renewed, refinanced, or
restructured without the advancement of
new funds or an increase In the line of
credit (except for reasonable closing costs),
or loans that are renewed, refinanced, or re-
structured in connection with a workout sit-
uation, either with or without the advance.-
ment of new funds, where consistent with
safe and sound banking practices and part
of & clearly defined and well-documented
program to achieve orderly lquidation of
the debt, reduce risk of loss, or maximize re.
covery on the loan.

* Loans that facilitate the sale of real
estutemmqulre;x b{l tl:;ml‘ender in the ordi-
nary course of collec & debt previo

contracted in good falth. v usly

* Loans for which a llen on or interest in
real property is taken as additional collater-
al through an abundance of caution by the
lender (e.g., the institution takes a blanket
lien on all or substantially all of the assets

12 CFR Ch. 1 (1-1-93 Edition)

of the borrower, and the vaiue of the real
property is low relative to the aggregate
value of all other collateral).

* Loans, such as working capital loang
where the lender does not rely prlncipau;;
on real estate as security and the extension
of credit Is not used to acquire, deveiop, or
construct permanent improvements on real
property.

* Loans for the purpose of financing per-
manent improvements to real property, but
not secured by the property, if such security

interest is not required by prudent under-
writing practice.

EXCEPTIONS TO THE GENERAL LENDING PoLicy

Some provision should be made for the
consideration of loan requests from credit.
worthy borrowers whose credit needs do not
fit within the institution’s general lending
polley. An Institution may provide for pru-
dently underwritten exceptions to its lend-
ing poiicies, including loan-to-value limits,
on a loan-by-loan basis. However, any excep-
tions from the supervisory loan-to-value
limits should conform to the aggregate
Himits on such loans discussed above.

The board of directors is responsible for
establishing standards for the review and
approval of exception loans. Each institu-
tion shouid estabiish an appropriate Inter-
nal process for the review and approval of
loans that do not conform to its own inter-
nal policy standards, The approval of any
such loan should be supported by a written
Justification that clearly sets forth all of the
relevant credit factors that support the un-
derwriting decision. The justification and
approval documents for such ioans should
be maintained as a part of the permanent
loan flle. Each fnstitution should monitor
compllance with its real estate lending
policy and Individually report exception

loans of a significant size to its board of di-
rectors.

SUPERVISORY REVIEW oF REAL EstTaTE
Lenpine PoLiciEs aND PracTicES

The real estate lending policies of institu-
tions will be evaluated by examiners during
the course of thelr examinations to deter-
mine if the policies are consistent with safe
and sound lending practices, these guide-
lines, and the requirements of the regula-
tion. In evaluating the adequacy of the in-
stitution’s real estate lending policies and
practices, examiners will take into consider-
ation the following factors:

. ?.‘he nature and scope of the institu-
tion’s real estate lending activities,

* The size and financial co
st ndition of the

¢ The quality of the institution’s manage-
ment and internal controls.
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¢« The expertise and size of the lending
and loan administration staff.

+ Market conditions.

Lending policy exception reports will also
be reviewed by examiners during the course
of their examinations to determine whether
the institutions’ exceptions are adequately
documented and appropriate in light of all
of the relevant credit considerations. An ex-
cessive volume of exceptions to an institu-
tion's real estate lending policy may signal a
weakening of its underwriting practices, or
may suggest a need to revise the loan policy.

DEFINITIONS

For the purposes of these Guidelines:

Consiruction loan means an extension of
credit for the purpose of erecting or reha-
bilitating bulldings or other structures, in-
cluding any infrastructure necessary for de-
velopment.

Ezxtension of credit or loan means:

(1) The total amount of any loan, line of
credit, or other legally binding lending com-
mitment with respect to real property; and

(2) The total amount, based on the
amount of consideration paid, of any loan,
line of credit, or other legally binding lend-
ing commitment acquired by a lender by
purchase, assignment, or otherwise.

Improved property loan means an exten-
sion of credit secured by one of the follow-
ing types of real property:

(1) Farmiand, ranchland or timberland
committed to ongoing management and ag-
ricultural production;

(2) 1- to 4-family residential property that
is not owner-occupied;

(3) Residentlal property containing five or
more individual dwelling units;

(4) Completed commercial property; or

(5) Other income-producing property that
has been completed and is available for oc-
cupancy and use, except income-producing
owner-occupied 1- to 4-family residential
property.

Land development loan means an exten-
sion of credit for the purpose of improving
unimproved real property prior to the erec-
tion of structures. The improvement of un-
improved real property may include the
laying or placement of sewers, water pipes,
utility cables, streets, and other infrastruc-
ture necessary for future development.

Loan origination means the time of incep-
tion of the obligation to extend credit (i.e.,
when the last event or prerequisite, control-
lable by the lender, occurs causing the
lender to become legally bound to fund an
extension of credit).

Loan-to-value or loan-to-value ratio
means the percentage or ratio that is de-
rived at the time of loan origination by di-
viding an extension of credit by the total
value of the property(ies) securing or being
improved by the extension of credit plus the
amount of any readily marketable collateral
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and other acceptable coliateral that secures
the extension of credit. The total amount of
all senior liens on or Interests in such
property(ies) should be included in deter-
mining the loan-to-value ratio. When mort-
gage insurance or collateral is used in the
calculation of the loan-to-value ratio, and
such credit enhancement is later released or
replaced, the loan-to-value ratio should be
recalculated.

Other acceptable collateral means any col-
lateral in which the lender has a perfected
security interest, that has a quantifiable
value, and is accepted by the lender in ac-
cordance with safe and sound lending prac-
tices. Other acceptable collateral should be
appropriately discounted by the lender con-
sistent with the lender's usual practices for
making loans secured by such coliateral.
Other acceptable collateral includes, among
other items, unconditional irrevocable
standby fetters of credit for the benefit of
the lender.

Owner-occupied, when used in conjunc-
tion with the term 1- to 4-family residential
property means that the owner of the un-
derlying real property occupies at least one
unit of the real property as a principai resi-
dence of the owner.

Readily marketable collateral means in-
sured deposits, financial instruments, and
bullion in which the lender has a perfected
interest. Financial instruments and bulllon
must be salable under ordinary circum-
stances with reasonable promptness at a fair
market value determined by quotations
based on actual transactions, on an auction
or simllarly available daily bid and ask price
market. Readily marketable collateral
should be appropriately discounted by the
lender counsistent with the lender’s usual
practices for making loans secured by such
collateral.

Value means an opinion or estimate, set
forth in an appraisal or evaluation, whichev-
er may be appropriate, of the market value
of real property, prepared in accordance
with the sgency’s appraisal reguiations and
guidance. For loans to purchase an existing
property, the term “value” means the lesser
of the actual acquisition cost or the esti-
mate of value.

1- to 4-family residential property means
property containing fewer than five individ-
ual dwelling units, including manufactured
homes permanently affixed to the underly-
ing property (when deemed to be real prop-
erty under State law).

{57 FR 62889, Dec. 31, 1992, 58 FR 4460,
Jan. 14, 1993]
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to Federal, State, or local governmen-
tal entities may be based on reason-
ably anticipated future transactions or
renewals,

(¢) In ail cases, both the estimated
residual vaiue of the property and
that portion of the estimated residuai
value relied upon by the lessor to sat-
isfy the requirements of a full-payout
lease must be reasonable in light of

" the nature of the leased property and

all relevant circumstances so that real-
ization of the lessor’s full investment
plus the cost of financing the property
primarily depends on the creditworthi-
ness of the lessee and any guarantor
of the residual value, and not on the

residual market value of the leased
item.

§23.12 Transition rule.

This part shall not apply to any
leases executed prior to June 12, 1979.
With respect to the applicability of
§ 23.5, when making new extensions of
credit, including leases, to a customer,
a national bank must consider all out-
standing leases regardless of the date
on .which they were made. Any lease
which was entered into in good faith
prior to such date which does not sat-
isty the requirements of this part may
be renewed without vioiation of this
part only if there is a binding agree-
ment in the expiring lease which re-
quires the bank to renew it at the les-
see’s option, and the bank cannot oth-
erwise reasonably or properly avoid its
commitment to do so, and the bank in
good faith determines and demon-
strates, by full documentation, that re-
newal of the lease is necessary to avoid
significant financial loss and recover
its total investment in, plus the cost of
financing, the property,

PART 2HRESERVED]

PART 25—COMMUNITY
REINVESTMENT ACT REGULATIONS

RecuLaTIONS
Sec.

25.1 Authority and OMB control number.
25.2 Purposes.
25.3 Delineation of community.

25.4 Community Reinvestment Act state-
ment,

Sec. i

25.5 Files of public comments and T
CRA statements. ec"-‘;

25.6 Public notice. -y

25.7 Assessing the record of performance
25.8 Effect on applications. e.- S

s
INTERPRETATIONS 30t )

25.101 National banks performin 5
services. ¢ Hmh‘.e:! :
ls?v'gngmn: 12 US.C. 21, 22, 26, 27, 30 3:; ‘
. 215, 215a, 481, 1814, 1816, 1328(c).
2961 (as amended). ’ and
A
Source: 43 FR 47146, Oct. 12, 1978, unless
otherwise noted. Ess

RecuraTiONS

§25.1 Authority
number.

(a) Authority. The Comptroller of
the Currency (“Comptroller”) issues
this part under the authority of the
Community Reinvestment Act of 1977
(title VIII of Pub. L. 95-128), and
under provisions of title 12 of the
United States Code authorizing the
Comptroller to charter national banks
(sections 21, 22, 26, and 27), to issue :
certificates to national banks to com-
mence or resume the business of bank- -
ing (sections 1814, 1816), to consider °
applications from natfonal banks to re- -
locate a main office (section 30) or to ‘%
establish or relocate a branch office >
(section 36), to consider appiications &
for a merger, consolidation, acquisition
of assets, or assumption of liabilities L
where the acquiring, assuming, or re- %
sulting bank is a national bank (sec- >
tions 215, 215a, 1828(c)), to acquire re- &
por::is Dif: condition (section 161), and to &
conduct examinations of national %
banks (section 481), onal v

{b) OMB control number. The collec- >
tion of information requirements con- *
tained in this part were approved by :
the Office of Management and Budget .-

under OMB control -
e number 1557'

LG
[48 FR 11825, Mar. 28, 1984] ¥

and OMB conh:o;

e

pras 1

§25.2 Purposes.

The purposes of this regulation are
to encourage national banks to help %!
meet the credit needs of their local <=
community or communities; to provide °i
guldance to national banks as to how .
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the Comptroller will assess the records
of national banks in satisfying their
continuing and affirmative obligations
to help meet the credit needs of their
local communities, including low- and
moderate-in come neighborhoods, con-
sistent with the safe and sound oper-
ation of those banks; and to provide
for taking into account those records
in connection with certain applica-
tions.

§25.3 Delineation of community.

(a) Each national bank shall pre-
pare, and at least annually review a
delineation of the local community or
communities that comprise its entire
community, without excluding low-
and moderate-income neighborhoods.
Maps shall be used to portray commu-
nity delineations. The reasonableness
of the delineations will be reviewed by
national bank examiners.

(b) Except as provided in paragraph
(c) of this section, a local community
consists of contiguous areas surround-
ing each office or group of offices, in-
cluding any low- and moderate-income
neighborhoods in those areas. More
than one office of a national bank may
be included in the same local commu-
nity. Unless the Comptroller deter-
mines otherwise, a community delinea-
tion need not take account of an off-
premises electronic facility that re-
ceives deposits for more than one de-
pository institution. In preparing its
delineation, a national bank may use
any one of the three bases set forth
below.

(1) Existing boundaries such as
those of standard metropolitan statis-
tical areas (SMSA’s) or counties in
which the bank’s office or offices are
located may be used to delineate a
local community. Where appropriate,
portions of adjacent areas should be
included. The bank may make ad]just-
ments in the case of areas divided by
State borders or significant geographic
barriers, or areas that are extremely
large or of unusual configuration. In
addition, a small bank may delineate
those portions of SMSA’s or counties
it reasonably may be expected to
serve.

(2) A national bank may use its ef-
fective lending territory, which is de-
fined as that local area or areas

around each office or group of offices
where it makes a substantial portion
of its loans and all other areas equidis-
tant from its offices as those areas.
Adjustments such as those indicated
in paragraph (b)(1) of this section may
be made.

(3) A national bank may use any
other reasonably delineated local area
that meets the purposes of the Com-
munity Reinvestment Act (CRA) and
does not exclude iow- and moderate-
income neighborhoods.

(¢} A national bank whose business
predominantly consists of serving per-
sons who are active duty or retired
military personnel or their dependents
and who are located outside its local
community or communities may delin-
eate a “military community” for those
customers in addition to its local com-
munity or communities. Provisions of
this part concerning local communities
shall also apply to military communi-
ties, except that military communities
shall be delineated by a written de-
scription rather than a map.

{Sec. 803, Pub. L. 95-128, as amended by sec.
1502, Pub. L. 95-630, 92 Stat. 3713 (12 U.S.C.
2902))

[43 FR 471486, Oct. 12, 1978, as amended at
44 FR 18164, Mar. 27, 1979

§25.4 Community Reinvestment Act siate-
ment.

(a) Within 90 days after the effec-
tive date of this part, the board of di-
rectors of each national bank shall
adopt a Community Reinvestment Act
(CRA) statement for each delineated
community.

(b) Each CRA statement shall in-
clude at least the following:

(1) The delineation of the local com-
munity;

(2) A list of specific types of credit
within certain categories, such as resi-
dential loans for one to four dwelling
units, residential loans for five dweil-
ing units and over, housing rehabilita-
tion loans, home improvement loans,
small business loans, farm loans, com-
munity development loans, commer-
cial loans, and consumer loans, that
the bank is prepared to extend within
the local community; and
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§25.5

(3) A copy of the Community Rein-
vestment Act notice provided for in
§ 25.6.

(¢) Each national bank is encouraged
to include the following in each CRA
statement:

(1} A description of how its current
efforts, including special credit-related
programs, help to meet community
credit needs;

(2) A periodic report regarding its
record of helping to meet community
credit needs; and

(3) A description of its efforts to as-
certain the credit needs of its commu-
nity, including efforts to communicate
with members of its community re-
garding credit services,

{d) Each national bank's board of di-
rectors shall review each CRA state-
ment at least annually and shall act
upon any material change made in the
interim at its first regular meeting
after the change. Such actions shall be
noted in {ts minutes.

{e) Each current CRA statement
shall be readily available for public in-
spection:

(1) At the head office of the bank;
and

(2) At each office of the bank in the
local community delineated in the
statement, except off-premises elec-
tronic deposit facilities.

(f) Copies of each cwrrent CRA
statement shall be provided to the
public upon request. A national bank
may charge a reasonable fee not to
exceed the cost of reproduction and
maliling (if applicable).

{43 FR 47148, Oct. 12, 1978, as amended at
55 FR 26628, June 28, 18901

8255 Files of public comments and
recent CRA statements.

(a) Each national bank shall main-
tain files that are readily avallable for
public inspection consisting of:

(1) Any signed, written comments re-
ceived from the public within the past
2 years that specifically relate to any
CRA statement or to the bank’s per-
formance in helping to meet the credit
needs of ils community or communi-
ties;

(2) A copy of the public section of
the most recent CRA Performance
Evaluation prepared by the Comptrol-
ler (the format and content of the

12 CFR Ch. I (1-1-93 Edition)

bank’s CRA Performance Evaluation,
as prepared and transmitted to the
bank by the Comptroller may not be
altered or abridged in any manner),
The bank must place this copy in the
public file within 30 business days
after its receipt from the Comptroller;

(3) Any response to the comments
under paragraph (a)(1) of this section
that the bank wishes to make; and

(4) Any CRA statements in effect
during the past 2 years.

(b} These files shall not contain any
comments or responses that reflect ad-
versely upon the good name or reputa-
tion of any person other than the
bank or publication of which would
violate specific provisions of law.

(c) These files shall be maintained
by each national bank as follows:

(1) All materials at the head office;

(2) Those materials relating to each
local community, at a designated
office in that community; and

(3) The most recent CRA Perform-
ance Evaluation shall, at a minimum,
be available at the head office and at
an office in each local community so
designated under paragraph (c)X2) of
this section. The bank may respond to
the CRA Performance Evaluation and
may make the response available in
the same manner as the CRA Per-
formance Evaluation. !

(d) National banks shall provide
copies of the public section of their
most recent CRA Performance Evalua-
tion to the public upon request. A na-

tional bank may charge a reassonable 3

fee not to exceed the cost of reproduc-
tion and maliling (if applicabie).

{43 FR 47148, Oct. 12, 1978, as amended at
55 FR 268628, June, 28, 1990; 58 FR 26801,
June 12, 19911

§25.6 Public notice.

(a) Each national bank shall provide,
in the public lobby of each of its of-
fices other than off-premises electron-
ic deposit facilities, the public notice
set forth below. Bracketed material
shall be used only by banks having

more than one local community. The -+
last item shall be included only if the *

bank is a subsidiary of a holding com-
pany that is not prevented by statute
from acquiring additional banks.

214
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CoMMUNITY REINVESTMENT AcCT NOTICE

The Federal Community Reinvestment
Act (CRA) requires the Comptroller of the
Currency to evaluate our performance in
helping to meet the credit needs of this
community, and to take this evaluation into
account when the Comptroller decides on
certain applications submitted by us. Your
involvement is encouraged.

You should know that:

¢« You may obtain our current CRA state-
ment for this community in this office.
{Current CRA statements for other commu-
nities served by us are available at our head
office, located at ——— J

* You may send signed, written comments
about our CRA statement{s] or our per-
formance in helping to meet community
credit needs to (title and address of bank of-
ficial) and to the Deputy Comptroller (ad-
dress). Your letter, together with any re-
sponse by us, may be made public.

« You may look at a file of all signed, writ-
ten comments received by us within the past
2 years, any responses we have made to the
comments, and all CRA statements in effect
during the past 2 years at our office located
at (address). {You also may look at the file
about this community at (name and address
of designated office).]

* Yot may ask to lock at any comments
received by the Deputy Comptroller.

» You also may request from the Deputy
Comptroller an announcement of applica-
tions covered by the CRA flled with the
Comptroller.

* We are a subsidiary of (name of holding
company), a bank hoiding company. You
may request from the Federal Reserve Bank
of (city, address) an announcement of appli-
cations covered by the CRA filed by bank
holding companies.

(b) Within 30 business days of re-
ceipt of its first publicly available,
written CRA Performance Evaluation,
each national bank shall add language
to the public CRA Notice as follows:

« You may obtain the public section of
our most recent CRA Performance Evalua-
tion, which was prepared by the Office of
the Camptroiler of the Currency at (address
of head office) {if the natlonal bank has
more than one local community, each office
(other than off-premises electronic deposit
faciiities) in that community shall include
the address of the designated office for that
communityl.

{43 FR 47146, Oct. 12, 1978, as amended at
55 FR 26626, June 28, 1890]

§25.7

§25.7 Assessing the record of perform-
ance.

In connection with its examination
of a national bank, the Comptroller
shall assess the record of performance
of the bank in helping to meet the
credit needs of its entire community,
including low- and moderate-income
neighborhoods, consistent with safe
and sound operation of the bank. The
Comptroller will review the bank’s
CRA statement(s) and any signed,
written comments retained by the
bank or the Comptroller. In addition,
the Comptroiler will consider the fol-
lowing factors in assessing a bank's
record of performance:

(a) Activities conducted by the bank
to ascertain the credit needs of its
community, including the extent of
the bank’s efforts to communicate
with members of its community re-
garding the credit services being pro-
vided by the bank;

(b) The extent of the bank’s market-
ing and special credit-related programs
to make members of the community
aware of the credit services offered by
the bank;

(c) The extent of participation by
the bank’s board of directors in formu-
lating the bank’s policies and review-
ing its performance with respect to
the purposes of the Community Rein-
vestment Act;

(d) Any practices intended to dis-
courage applications for types of
credit set forth in the bank’'s CRA
statement(s);

(e) The geographic distribution of
the bank’s credit extensions, credit ap-
plications, and credit denials;

(f) BEvidence of prohibited discrimi-
natory or other illegal credit practices;

{g) The bank's record of opening and
closing offices and providing services
at offices;

(h) The bank's participation, includ-
ing investments, in local community
development and redevelopment
projects or programs;

(1) The bank’s origination of residen-
tial mortgage loans, housing rehabili-
tation loans, home improvement loans,
and small business or small farm loans
within its community, or the purchase
of such loans originated i{n its commu-
nity;
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§25.8

() The bank’s participation in gov-
ernmentally insured, guaranteed, or
subsidized loan programs for housing,
small businesses, or small farms;

(k) The bank's ability to meet vari-
Ous community credit needs based on
its financial condition and size, and
legal impediments, local economic con-
ditions, and other factors; and

(1) Other factors that, in the Comp-
troller's judgment reasonably bear
upon the extent to which a national
bank is helping to meet the credit
needs of its entire community.

§25.8 Effect on applications.

{a) In considering an application for:
(1) The establishment of a domestic
branch or other facility with the abili-
ty to accept deposits: (2) the relocation
of the main office or a branch office;
or (3) a merger or consolidation with
or the acquisition of assets or assump-
tion of labilities of a federally insured
bank, the Comptroller will take into
account, among other factors, the ap-
plicant’s record of performance.

(b) In considering an application for
conversion from a State bank charter
to a national bank charter, the Comp-

“troller will assess the applicant’s

record of performance, and will take
into account, among other factors,
that record.

(¢) Applicants for a national bank
charter other than a State bank shall
submit a proposed CRA statement
when the application is made. In con-
sidering the application, the Comp-
troller will take into account, among
other factors, the proposed CRA state-
ment.

(d) In considering an application de-
scribed in paragraph (a), (b), or (¢c) of
this section, the Comptroller will take
into account, among other factors, any
views expressed by State or other Fed-
eral supervisors of depository institu-
tions or other interested parties,
which are submitted in accordance
with the Comptroller’s procedures set
forth in 12 CFR part 5.

(e) A bank’s record of performance
may be the basis for the denial of an
applcation described in paragraph (a)
or.(b) of this section. The proposed
CRA statement of an applicant for a
national bank charter may be the
basis for the denial of the application.

12 CFR Ch. I (1-1-93 Edition)

INTERPRETATIONS

§25.101 National banks performing limijg.
ed services. N

In response to its proposed regula:
tion, 12 CFR part 25, to implement the
Community Reinvestment Act
(*CRA"), the Comptroller of the Cur-
rency received several inquiries from
institutions that, although they are-
chartered as banks, do not perform
commercial or retail banking services,
These institutions serve solely as cor-
respondent banks, or as trust compa-
nies, or as clearing agents, and they do
not extend credit to the public for
their own account. The Comptroller
concludes that the CRA is not intend-
ed to cover these institutions. It is the
purpose of the CRA to require the
Comptroller to encourage nationat
banks to meet the credit needs of their
local communities. To this end, the
Comptroller must
records of performance and take those
records into account in acting on cer-
tain applications affecting the banks,
The Comptroller believes that these
provisions were intended to cover all
banks that are in the business of ex-
tending credit to the public, including
both “wholesale” and “retail” banks.
The lending activities of these banks
affect the economic health of the com-
munities in which they are chartered.
However, the Comptroller believes it
would be pointless to encourage or to
assess the credit granting record of in-
stitutions that are not organized to
grant credit to the public in the ordi-
nary course of business, other than as
an incident to their specialized oper-
atfons. Accordingly the term “national
bank” as used in the Comptroller’s
regulation, part 25 (12 CFR part 25),
does not include banks that engage
solely in correspondent banking busi-
ness, trust company business, or acting
as a clearing agent.

PART 26—MANAGEMENT OFFICIAL
INTERLOCKS

Sec.

28.1 Authority, purpose, and scope.

28.2 Definitions.

28.3 General prohibitions.

28.4 Permitted interiocking relationships.
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Sg.s Grandfathered interlocking relation-
ships.

26.6 Changes In circumstances.
26.7 Enforcement.

AUTHORITY. Depository Institution Man-
agement Interlocks Act, 92 Stat. 3872 (12
U.S.C. 3201 et seq.)

§26.1 Authority, purpose, and scope.

(a) Authority. This part is issued
under the provisions of the Depository
Institution Management Interlocks
Act (Interlocks Act) (12 U.S.C. 3201 et
seq.).

?b) Purpose and scope. The general
purpose of the Interlocks Act and this
part is to foster competition by gener-
ally prohibiting a management offit;ial
of a depository institution or depost_to-
ry holding company from also serving
as a management official of another
depository institution or depositpry
holding company if the two organiza-
tions (1) are not affiliated and (2) are
very large or are located in the same
local area. This part applies to man-
agement officiais of national banks,
banks located in the District of Colum-
bia and their afflliates.

(45 FR 24391, Apr. 9, 1980)

§26.2 Definitions.

For the purpose of this part, the fol-
lowing definitions apply: .

(a) Adjacent cities, towns, or villages
means cities, towns or villages whose
borders are within ten road miles of
each other at their closest points. The
property line of an office located in an
unincorporated city, town, or village is
regarded as the boundary line of that
city, town or village for the purpose of
this definition.

(b) Affiliate has the meaning given
in section 202 of the Interlocks Act.
For purposes of section 202, an individ-
ual’s shares include shares of members
of his or her immediate family. For
the purpose of section 202(3XB) of the
Interlocks Act, an affillate relation-
ship based on common ownership does
not exist {f the appropriate Federal su-
pervisory agency or agencies deter-
mine, after giving the affected persons
the opportunity to respond, that the
asserted affiliation appears to have
been established in order to avoid the
prohibitions of the Interlocks Act and

326.2

does not represent a true commonality
of interest between the depository or-
ganizations. In making this determina-
tion, the agencies will consider, among
other things, whether a person, in-
cluding members of his or her immedi-
ate family, whose shares are necessary
to constitute the group owns a mini-
mal percentage of the shares of one of
the organizations and the percentage
is substantially disproportionate with
that person’'s ownership of shares in
the other organization. Immediate
family includes spouse, mother,
father, child, grandchild, sister, broth-
er, or any of their spouses, whether or
not any of their shares are held in
trust.

(¢) Communily means city, town, or
village, or contiguous or adjacent
cities, towns, or villages.

(d) Contiguous cities, towns, or vil-
lages means cities, towns, or villages
whose borders actually touch each
other.

(e) Depository holding company
means a bank holding company or a
savings and loan holding company (as
more fully defined in section 202 of
the Interlocks Act) having its principal
office located in the United States.

(f) Depository instifution means a
commercial bank (including a private
bank), a savings bank, a trust compa-
ny, a savings and loan association, a
building and loan association, a home-
stead assoclation, a cooperative bank,
an industrial bank, or a credit union,
chartered under the laws of the
United States (including federal law)
and having a principal office located
in the United States. Additionally, a
United States office, Including a
branch or agency, of a foreign com-
mercial bank is a depository institu
tion.

(g) Depository organization means i
depository institution or a depositor:;
holding company.

(h)(1) Management official means (i
an employee or officer with manage
ment functions (including a branc
manager); (i) a director (including a
advisory director or honorary dire
tor); (1il) a trustee of a business organ
zation under the control of truste:
(e.g., a mutual savings bank); or (i
any person who has a representati
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COMMUNITY REINVESTMENT ACT STATEMENT

ALASKA FEDERAL
Juneau, Alaska

FEBRUARY 1991

This Community Reinvestment Act is submitted for review in compliance with
the Community Reinvestment Act of 1977, according to the expectations of the
joint policy statement, "Statement of the Federal Financial Supervisory
Agencies Regarding the Community Reinvestment Act" (Federal Register, Vol.54,
No. 64, 2april 5, 1989), "The Financial 1Institutions Reform, Recovery &
Enforcement Act"™ (FIRREA), the "Final Uniform Interagency Community
Reinvestment Act Guidelines" issued in June 1990, requirements of regulatory
agencies, and this institution’s CRA policies and procedures.

1. DELINEATION OF COMMUNITY
i. This institution’s entire "community" (see 804.1 for definitions

of "community" and "local community") is made up of the "local
communities of:
a) Juneau
b) Sitka
c) Ketchikan
d) Wrangell

ii. The offices, local communities they serve, and the methods of
delineation are designated below.

The local communities are made up of areas in which they are
located as well as the contiguous areas surrounding the offices,
as clearly indicated on the maps delineating the local communities
in EXHIBIT A - MAPS.

a) Offices: Juneau - Downtown
Juneau - Nugget Mall

Local Communjity Served: Juneau, Alaska
Method of Delineation: Existing boundaries of the city and
borough of Juneau. This includes all 1land approved for

development by the city and borough which is accessible by
automobile. This includes the cities of Juneau and Douglas, the
extended areas along the North Douglas Highway; the area along
Thane Road to its southern end; the Mendenhall Valley area, and
Glacier Highway to approximately 28 mile.

Community Reinvestment Act Statement

ALASKA FEDERAL
uneau, Alaska
february 1991
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b) offices: Sitka

a o i ved: Sitka
Method of Delineation: Existing boundaries of the city of

Sitka. This includes the city of Sitka plus all lands approved
for development which are accessible by automobile.

c) Offices: Ketchikan
Local Community Served: Ketchikan
Method for Delineation: Existing branches of the city of
Ketchikan and the areas accessible from Tongass Highway from
approximately 16 mile south to 17 mile north. Also included
are the beach front properties of Pennock Island.

d) Offices: Wrangell
Local Community Served: Wrangell
Method for Delineation: City of Wrangell and the area along
Zimovia Highway that are approved for development and
accessible by car.

2. SPECIFIC TVDEQ OF CREDIT DPRONDICTS AND SERVICES OFFERED

i. This institution is prepared to extend the following types of

credit services to the community:

> 1-4 single family residential loans;
> 5 + residential loans;

> Housing rehabilitation loans;

> Home improvement loans;

> Small business loans:

> Commercial loans;

> Consumer loans; and

> Visa Credit Cards.

3. COPY OF COMMUNITY REINVESTMENT ACT NOTICE

Community Reinvestment Act Statement
ALASKA FEDERAL

uneau, Alaska
february 1991
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3. COPY OF COMMUNITY REINVESTMENT ACT NOTICE

A copy ' of the Community Reinvestment Act Notice, as required by

regulation,

REINVESTMENT ACT NOTICE.

is included with this statement. See EXHIBIT B - COMMUNITY

This institution is currently helping to meet the credit needs of the
community through the following products and services:

Product or Service Offered

a) Unsecured Visa

b) Mad/Tiff

c) IRA

d) 1Interest on all checking
accounts

e) Savings fees waived

f) Reach Home customers

g) In house lending programs

h) Merchant Visa program

Community Reinvestment Act Statement

ALASKA
uneau,

FEDERAL
Alaska

february 1991
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Specific Need Met

Persons with no or poor credit.

Low down payment requirements. Moderate
income and marginal credit, borrower can
qualify.

Wealth accumulation for persons with no
retirement benefits.

Even low balance customers receive
interest.

Senior customers and minors are not
assessed maintenance fees on low balance

accounts.

Program for mentally handicapped to allow
them to maintaim personal finances.

only financial in Alaska that will
portfolio real estate loans. Persons
that do not qualify for other 1loan
programs can obtain financing.

Fee structure is aimed at providing this
service at a rate attractive to small
businesses.



i. © All levels of management are involved in establishing a dialogue
with community groups and individuals to receive comment and
feedback regarding this institution’s CRA performance.

\'4 a ement

a) President

b) Branch Managers

Communication with Specific

Group or Individuals

President Board of Directors - Glory
Hole shelter for homeless,

Member United Way Board of Directors,
Treasurer - Saint Annes Nursing Home,
City Manager,

Mayor,

Congretional Delegate,

Board of Directors Federal Home Loan
Bank of Seattle,

State Senator and Representatives.

Local government - both elected and

staff.
ii, The following additional credit needs were identified through the
communications with community members described in (i) above, and
will be met through the follcowing actions:

a) Congregate
Housing

b) Low Cost
Housing

c) FHLB Affordable

d) Handicap Access

Date Action

Community Reinvestment Act Statement

ALASKA FEDERAL
uneau, Alaska
February 1991

Action Taken tc Meet Need Implemented
Working with Representative Continuing
Fran Ulmer and city adminis-
tration.
Study being done by the city. Continuing
Working with the city, non- Continuing
profit and developer to obtain
program suitable.
During remodel, all branches 1985
are now handicap accessible.

4
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6. MARKETING AND ADVERTISING PROGRAMS

ii.

The association spends relatively little on advertising and most
of this is spent in the form of institutional advertising. We
attempt to let people know that we are strong financially and will
continue to provide home town type service as we have over the
past 50 plus years. We currently are advertising our Visa card
program with an emphasis on unsecured credit and a savings program
and at securing a nest egg for college education.

Branch Managers include small business owners and real estate
agents and inform them of available credit services.

STEPS TO S

This institution has taken many additional steps to ensure that its CRA
responsibilities are met. They include:

i’

ii.

iii.

iv.

vi.

Establishment and implementation of CRA policies and procedures.
See EXHIBIT D - COMMUNITY REINVESTMENT ACT POLICIES AND

PROCEDURES.

Designation of a CRA Officer responsible for supervising and
monitoring this institution’s overall CRA process according to the
this institution’s CRA policies and procedures, and regulatory
requirements. See 803.4 for the CRA Officer’s overall
responsibilities.

Investigation of all complaints regarding this institution’s CRA
performance by the President and correction of any deficiencies
through changes in procedures and policies with a response letter
to the person making the complaint.

Imparting information to customers or potential customers
regarding federal, state, and local assistance programs for small
businesses and housing, and other similar community needs through
this institution’s Senior management.

Semi-annual analysis of loan applications by CRA officer to ensure
non-discrimination and fair treatment of potential borrowers.

Annual analysis of this institution’s Data Submission Reports,
Loan Application Registers, and Home Mortgage Disclosure
statements, as required in "Thrift Bulletin 25: Disparities in
Mortgage Lending" by CRA officer, and consideration of the
findings from the analysis in this institution’s overall CRA
plans.

Community Reinvestment Act Statement

ALASKA FEDERAL
‘uneau, Alaska

february 1991
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vii.

An institution-wide employee training program which imparts this
institution’s CRA policies and plans, and regulatory requirements
to all management and employees, and entrusts them with the
responsibility of upholding the institution’s CRA policies and
procedures.

viii. Annual analysis of this institution’s CRA activities, performance,

ix.

ii.

and responsibilities by the CRA Officer as regards the 12 factors
listed in regulation "563e.7 Assessing the record of performance."

Periodic reports to the Board of Directors given by the CRA
Officer on this institution’s CRA efforts and performance, and the
local community’s concerns.

Public comments regarding this institution’s CRA record and
performance have been collected and included with this statement. See

EXHIBIT C - PUBLIC COMMENTS. At this point no comments have been
received.

In response to these commen
steps which are outlined i

- - —~ - s a - 2 L3 . __ P P
s and concerns, this institution has taken

(5) above.

2o LOAR]

3ot

{Note: FIRREA requires public disclosure of an institution’s CRA rating,
and bases for the rating, beginning July 1, 1990.)

i.

Alaska Federal has not been reviewed since the new rating and
disclosure system has gone into effect. The review accomplished in
February 1990 concluded that the association was adequately meeting

the needs of its local communities.

10. SIGNATURES

I hereby certify that all the information, delineations, and actions
described in this statement are true and correct.

(Signature of CRA Officer) (Date)
(Signature of Chief Lending Officer) (Date)
(Signature of Chief Executive Officer) (Date)

Community Reinvestment Act Statement

ALASKA FEDERAL
uneau,
rebruary 1991

Alaska
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EXHIBIT B - COMMUNITY REINVESTMENT ACT NOTICE

his institution provides the public notice set forth below in the public
obby of each of its offices, other than off premises electronic deposit
facilities.

COMMUNITY REINVESTMENT ACT
NOTICE

The Federal Community Reinvestment Act (CRA) requires the Office of Thrift
Supervision to evaluate our performance in helping to meet the credit needs
of this community, and to take this evaluation into account when deciding on
certain applications submitted by us. Your involvement is encouraged.

You may obtain our current CRA statement for this community in this
office. [Current CRA statements for other communities served by us are
available at our home office, located at Juneau, Alaska.]

You may obtain the public section of our most recent CRA Performance
Evaluation, which was prepared by the Office of Thrift Supervision, at all
four addresses.

1) Community Reinvestment Officer
2094 Jordan Avenue
Juneau, AK 99801

2) 101 Lake Street
Sitka, AK 99835

3) 400 Mission Street
Ketchikan, AK 99901

4) Lynch and Front Street
Wrangell, AK 99929

You may send signed, written comments about our CRA statement(s) or our
performance in helping to meet community credit needs to:

l) Community Reinvestment Officer
2094 Jordan Avenue
Juneau, Alaska 99801
2) Office of Thrift Supervision
2201 Sixth Avenue, Suite 1500
Seattle, WA 98121
Your letter,- together with any response by us, may be made public.
You may look at a file of all signed; written comments received by us
within the past 2 years, any responses we have made to the comments, all CRA
statements in effect during the past 2 years, and the public section of our

xhibit B - Community Reinvestment Act Notice
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most recent CRA Performance Evaluation, all at our office located at 2094
Jordan Avenue, Juneau, Alaska 99801.

You may ask to look at any comments received by the Office of Thrift
Supervision of Seattle, Washington.

" You also may request from the Office of Thrift Supervision an announcement

of applications covered by the CRA filed with the 0Office of Thrift
Supervision.

xhibit B - Community Reinvestment Act Notice
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EXHIBIT C - PUBLIC COMMENTS

None received to date.

£xhibit C - Public Comments
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Note:

PUBLIC DISCLOSURE
September 30, 1991

COMMUNITY REINVESTMENT ACT PERFORMANCE EVALUATION

Alaska Federal Savings and Loan Association of Juneau
Docket No. 04202

2094 Jordan Avenue
Juneau, Alaska 99801

Office of Thrift Supervision
2201 Sixth Avenue
Suite 1500

Seattle, Washington 98121

This evaluation is not, nor should it be construed as, an assessment of
the financial condition of this institution. The rating assigned to
this institution does not represent an analysis, conclusion or opinion
of the federal financial supervisory agency concerning the safety and
soundness of this financial institution.
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GENERAL INFORMATION

This document is an evaluation of the Community Reinvestment Act (CRA)
performance of Alaska Federal Savings and Loan Association of Juneau prepared by
the Office of Thrift Supervision, the institution’s supervisory agency.

The evaluation represents the agency’s current assessment and rating of the
institution’s CRA performance based on an examination conducted as of
September 30, 1991. It does not reflect any CRA-related activities that may
have been initiated or discontinued by the institution after the completion of

the examination.

The purpose of the Community Reinvestment Act of 1977 (12 U.S.C. 2901), as
amended, is to encourage each financial institution to help meet the credit
needs of the communities in which it operates. The Act requires that in
connection with its examination of a financial institution, each federal
financial supervisory agency shall (1) assess the institution’s record of
helping to meet the credit needs of its entire community, including low- and
moderate-income neighborhoods, consistent with safe and sound operations of the
institutions, and (2) take that record of performance into account when deciding
whether to approve an application of the institution for a deposit facility.

The Financial Institutions Reform, Recovery and Enforcement Act of 1989, Pub. L.
No. 101-73, amended the CRA to require the Agencies to make public certain
portions of their CRA performance assessments of financial institutions.

Basis_for the Rating

The assessment of the institution’s record takes into account its financial
capacity and size, 1legal 1impediments and 1local economic conditions and
demographics, including the competitive environment in which 1t operates.
Assessing the CRA performance is a process that does not rely on absolute
standards. Institutions are not required to adopt specific activities, nor to
offer specific types or amounts of credit. Each institution has considerable
flexibility 1in determining how it can best help to meet the credit needs of its
entire community. In that light, evaluations are based on a review of 12
assessment  factors, which are grouped together under five performance
categories, as detailed in the following section of this evaluation.
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Identification of Ratings

In connection with the assessment of each insured depository institution’s
CRA performance, a rating is assigned from the following groups:

Qutstanding record of meeting community credit needs.

An institution in this group has an outstanding record of, and is a leader
in, ascertaining and helping to meet the credit needs of its entire
delineated community, including low- and moderate-income neighborhoods, in a
manner consistent with its resources and capabilities.

Satisfactory record of meeting community credit needs.

An institution in this group has a satisfactory record of ascertaining and
helping to meet the credit needs of its entire delineated community,
including jow- and moderate-income neighborhoods, in a manner consistent with
its resources and capabilities.

Needs to improve record of meeting community credit needs.

ve 1its overall record of

An institution in this group o
eds of i{ts entire delineated
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ascertaining and helping to meet th
community, including low- and mode
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Substantial noncompliance in meeting community credit needs.

An institution 1in this group has a substantiaily deficient re
ascertaining and helping to meet the credit needs of its entire del
a

community, including low- and moderate-income neighborhoods, in
consistent with its resources and capabilities.

Fi - Rt e - o)
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DISCUSSION OF INSTITUTION'S PERFORMANCE

Institution’s Rating:

This institution 1{s rated "Needs to improve record of meeting community
credit needs" based on the findings presented below:

I. ASCERTAINMENT OF COMMUNITY CREDIT NEEDS
Assessment Factor A - Activities conducted by the institution to

ascertain the credit needs of 1its community, including the extent of
the institution’s efforts to communicate with members of its community
regarding the credit services being provided by the institution.

The institution relies on contacts with the real estate and business
communities, as well as Tlocal government and community groups to
determine the credit needs of the service area. Employee community
service 1is also encouraged. However, no procedures have been devised
to systematically document the information obtained from the contacts.

Assessment Factor C - The extent of participation by the institution’s
board of directors in formulating the institution’s policies and

reviewing its performance with respect to the purposes of the Community
Reinvestment Act.

The minutes of the Board of Directors’ meetings and discussion with
management disclosed that the Board is relatively inactive in the CRA

rocess. The Board approved the CRA statement in February of 1991 and

as occasionally discussed other related matters. However, there was
no effort by the Board to establish CRA goals, measure community credit
needs, monitor the effectiveness of the overall program, or guide the
CRA process. This Tlevel of participation indicates a less than

affirmative commitment by the Board.
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1.

MARKETING AND TYPES OF CREDIT OFFERED AND EXTENDED

m F - The extent of the institution’s marketing and
special credit-related programs to make members of the community aware
of the credit services offered by the institution.

Alaska Federal has a traditional marketing program to promote its
products and services. Newsprint, television, and radic as well as
meetings with local realtors are frequently used. In addition,
informational brochures are provided to potential borrowers along with
occasional presentations on home mortgage loans.

No segment of the market has been ignored by this program. Loan
originations were made throughout the delineated lending area and
represent all groups within the community.

m - The 1institution’s origination of residential
mortgage loans, housing rehabilitation loans, home improvement loans,
and small business or small farm loans within its community, or the
purchase of such loans originated in its community.

In addition to conventional mortgage loans and
residential properties, the institution grants
consumer ioans

const
nome improvemem. an

Alaska Federal provided over 250 residential mortgage loans througheut
their delineated communities from February of 1990 through July of
1991. This represents over 80 percent of all lending done in this time
period by the institution and is an 1increase in residential Tlending

volume of over 36 percent since the last examination.

Assessment Factor J - The institution’s participation in governmentally
insured, guaranteed or subsidized loan programs for housing, small

business, or small farms.

Alaska Federal actively participates in the Alaska Housing Finance
Corporation’s loan subsidy program for low- and moderate- income
borrowers. In addition, during the last 12 months, the institution has
originated 37 FHA/VA loans for over $ 4 million.

150



II1.

GEOGRAPHIC DISTRIBUTION AND RECORD OF OPENING AND CLOSING OFFICES

Reasonableness of Delineated Community

The delineations used by Alaska Federal are reasonable as they include
the majority of the loan originations and do not exclude any Tlow- or
moderate-income areas.

- The geographic distribution of the institution’s
credit extensions, credit applications, and credit denials.

A review of the Loan Application Registers (LARs) completed since the
last examination disclosed that the institution granted credit
throughout the entire delineated lending area. Alaska Federal,
however, has made no effort to determine the geographic location or
develop statistical analysis of loan originations, applications or
denials. A review by the examiners of denied loan applications
disclosed no evidence of loans rejected due to location of property.

Assessment Factor G - The institution’s record of opening and closing
offices and providing services at offices.

No offices have been opened or closed since the last examination of
February 5, 1990. In addition, all the delineated communities are

offered the same services during uniform business hours.
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Iv.

DISCRIMINATION AND OTHER ILLEGAL CREDIT PRACTICES

Assessment Factor D - Any practice intended to discourage applications
for types of credit set forth in the institution’s CRA Statement(s).

No evidence of these practices were found. The institution has
developed policies and programs along with providing adequate training
to assure that all applicants are treated in a similar manner and
within legal requirements.

Assessment Factor F - Evidence of prohibited discriminatory or other
i1legal credit practices.

No evidence of these practices were found. The institution has an
effective program to prevent prohibited discriminatory practices as
supp?rted by interviews with lending personnel and the examination
results.
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COMMUNITY DEVELOPMENT

- The institution’s participation, including
investments, 1in local community development and redevelopment projects

or programs.

Alaska Federal has considered involvement in local community

development or redevelopment projects. On April 15, 1991, the bank
applied to the Federal Home Loan Bank of Seattle (FHLB) for funds to
construct an affordable housing apartment project. The application was
denied due to insufficient funds in their affordable housing program.
In addition, a project to construct low-income housing in downtown
Juneau 1is currently in the planning stage, and another application to

the FHLB 1is planned soon.

ses F - The 1institution’s ability to meet various
community credit needs based on its financial condition and size, legal
impediments, local economic conditions and other factors,

The 1institution’s ability to meet community credit needs is limited
only by its small asset size.

or - Any other factors that, in the regulatory

Assessment Factor L[
authority’s Jjudgment, reasonably bear upon the extent to which an
institution 1s helping to meet the credit needs of its entire

community.

The institution is actively exploring the opportunities avaiiable in
their service area to provide affordable housing, but they are Jimited

by the lack of developers and funding.

No other activities or factors restrict the institution’s CRA program.
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COMMUNITY REINVESTMENT - STATEMENT

June 7, 1993

FIRST BANK

Administrative Offices
331 Dock Street
P.0O. Box 7920
Ketchikan, Alaska 99801

Main Office Branch
331 Dock Street
P.O. Box 7920
Ketchikan, Alaska 99901

Totem Branch
2530 Tongass Ave
P.O. Box 5100
Ketchikan, Alaska 89901

Prince of Wales Branch
3rd & Main
P.O. Box 74
Craig, Alaska 99921

Petersburg Branch
204 Harbor Way
P.O. Box 1108
Petersburg, Alaska 99833

Wrangel! Branch
224 Brueger Street

P.O. Box 778
Wrangell, Alaska 99929

Sitka Branch
208-C Lake Street
P.O. Box 1829
Sitka, Alaska 99835

Sealaska Plaza Branch
One Sealaska Plaza
P.O. Box 21268
Juneau, Alaska 99801

Mendenhall Center Branch
9106 Mendenhall Loop Road

P.O. Box 21268
Juneau, Alaska 99801

1
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COMMUNITY REINVESTMENT - STATEMENT

COMMUNITY REINVESTMENT ACT
NOTICE

The Federal Community Reinvestment Act (CRA) requires FDIC to evaluate our
performance in helping to meet credit needs of this community, and to takethis evaluation
into account when the FDIC decides on certain applications submitted by us. Your
involvement is encouraged.

Y

You should know that:

- You may obtain our current CRA statements for this community in this office. [Current
CRA statements for other communities served by us are available at our administrative
office, located at 331 Dock Street, Ketchikan, Alaska.]

- You may send signed, written comments about our CRA statements or performance in
helping to meet community credit needs to Assistant Vice President, Community Affairs,
P.0. Box 7920, Ketchikan, Alaska 99901 and to Federal Deposit Insurance Corporation,
44 Montgomery Street, Suite 3600, San Francisco, California. Your letter, together with
any responses by us, may be made pubiic.

- You may look at a file of all signed, written comments received by us within the past 2
years, any responses we have made to the comments, and all CRA statements in effect
during the past 2 years at our office located at 331 Dock Street. [You also may look at the
file about this community at our administrative office, located at 331 Dock Street,
Ketchikan, Alaska.]

You may ask to look at any comments received by the FDIC's regional office at 44
Montgomery Street, Suite 3600, San Francisco, California.

You also may request from the Federal Deposit insurance Corporation, 550 17th Street
NW., Washington, D.C. 20429, an announcement of applications covered by the CRA filed
with the FDIC.

- We are a subsidiary of First Bancorp, a holding company, You may request from the
Community Affairs Officer, Federal Reserve Bank of San Francisco, P.0. Box 7702, San

Francisco, CA. 94120 an announcement of applications covered by the CRA filed by bank
holding companies.

June 7, 1993 2
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COMMUNITY REINVESTMENT - STATEMENT

FIRST BANK LOAN POLICY - DELINEATED MARKET AREA:

The market area of the Bank is limited to the communities and outlying areas of
Southeast Alaska within reasonable proximity of where the Bank has established full
service branch offices. In general, the Bank will not make loans outside of its market area
and will not accept large deposits from customers with no established personal or
commercial ties to its market. On very limited occasions, the Bank will grant loans outside
of its market but only as a convenience to established customers with ongoing ties to the
market area.

COMMUNITY REINVESTMENT AND EQUAL CREDIT OPPORTUNITY:

First Bank is committed to the vitality and success of the customers and
communities it serves. Management understands the need to maintain strong ties at the
community level and the responsibility to invest in and serve the customers and markets
that provide its sources of funding. This requires continuing programs of exploration,
communication, and education through out the Bank’s estabiished markei area.

e availability of credit for any legitimate purpose to all credit
worthy applicant thout regard to race, color, religion, nationai origin, sex, maritai status,
or age (prcvaded the applicant has the capacily to contract). ii is the poiicy of First Bank
to comply with all applicable laws and regulations as they relate to all types of lending

First Bank provides a full menu of credit products including commercial and

residential rea! estate loans, consumer loans, business loans, construction ioans, home

improvement loans and occasionally delinquent locans and charge-off loans. The Bank

participates in government insured, guaranteed or subsidized loan programs for housing,

Aarmrd crmall ol

and small business. First Bank is aiso a member of the Federai Home Loan Bank system.

The availability of a specific type of loan may vary from time to time depending on
a variety of factors including current economic conditions, the level of interest rates, the
availability of funding sources, and the responsibility of management to prudently diversify
the Bank's asset portfolio and to support the growth of that portfolio with internally
generated capital.

REAL ESTATE MORTGAGE LOAN INFORMATION
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branch ofﬂces in the cmes of Juneau Ketchlkan Wrangell Petersburg, Craig (whlch
serves all of Prince of Wales !s!and), and Sitka. First Bank is an Equa! Housing Lender,
and offers a wide variety of mortgage loans, through the secondary market as well as

non-canforming loans for the Bank's own loan portfolio. The financing through the
secondary market includes, but is not limited to, FHA/HUD, VA FHLMC, FNMA Alaska

PRIV N, FuGonNG

Housing Finance Corporation, and the Alaska Rural Housing Division of AHFC (formerly
the Department of Community and Regional Affairs.

June 7, 1993 3
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COMMUNITY REINVESTMENT - ADDITIONAL INFORMATION

I. Ascertainment of Community Credit Needs

Some of First Bank's activities to ascertain credit needs in the community it serves are
listed below:

Comprehensive Housing Affordability Strateqy For The Sate of Alaska, covering
federal fiscal years 1992-1996. February 1992 published by the Aiaska Housing Finance
Corporation addresses in depth a broad range of housing issues.

The housing challenges faced by the State of Alaska are vastly dissimilar to those
faced by any other state. Economic, logistic, environmental, and cuitural forces
combine with the geography to re-write the rules by which housing programs are
traditionally delivered. The CHAS attempted to address some of these challenges,
and suggests ways in which the state can work in partnership with federal and
local government, as well as private and non-profit interests to further the
development of affordable housing for all Alaskans.

The bank responds to survey information which is used to gather Alaska Housing
Market Indicators, Alaska Housing Finance Corporation contains statewide data discussing
affordability differences,economic effects on home prices, and building permit activity. The
Affordability Index may offer some insights to the direction affordable housing is taking
over time.

Marketing data firms specialize in providing specific data for CRA compliance,
providing HMDA loan appilication registers, they compute HMDA analytical tests, geo-
code all of the data, collect and archive "declined loan" data. The Bank has pursued the
option of using these services and it appears that these services are not available in
southeast Alaska. In addition to using available 1990 census information, The Bank tracks
the declined loans by zip code using manual input to a data base system..

Officers and staff of First Bank attempt to maintain a proactive presence in
community organizations for the purpose of establishing contact with individuals, groups,
governmental officials, and community ieaders in order to identify community credit needs
as they emerge within the infrastructure of southeast Alaska and the communities being
served. These organizations characteristically represent the interests of fishing, logging,
tourism, mining, real estate and other business organizations in the communities. The
Bank obtains small business & economic development input from regional organizations
including; Alaska Forest Association, Alaska State Chamber of Commerce, and Southeast
Conference. Bank employees are involved with the local Chambers of Commerce, Tourist
Bureaus, and Economic Development organizations as well as other organizations with
specific interest including Junior Achievement.

Deveioping a Local Strategy; a quidebook for local government was prepared by
U.S. Conference of Mayors National Community Development Association Urban Land
Institute. In describing a housing strategy appropriate to all segments of the local

June 7, 1993 4
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COMMUNITY REINVESTMENT - ADDITIONAL INFORMATION

population, the guide moves clearly, in a step-by-step way, from a discussion of the basic
structure of the housing market to an analysis of goal-setting, aiways reminding the reader
that a housing strategy can hardly be successful unless it is related to population, to jobs,
and economic development.

Two resources have been used to access the low-and moderate income
neighborhoods. The Branches of Alaska, Sheshunoff, 1991 provides population and
household data for base line comparisons. A review of the Juneau, Ketchikan Gateway,
Prince of Wales, Sitka, and Wrangell-Petersburg categories indicates that all communities
exceed the above standard by a some margin. Our review includes sub areas that are
categorized as Census Designated Places (CDP) or Alaska Native Villages (ANV). At this
level of analysis there are no areas which fall below the low-moderate median household
income threshoid. Charis for each of the areas expand the data; however there are no
conclusive indicators of low-moderate income housing situations. )

Very low-income households means households for which the aggregate income
is fifty percent (50%) or less of the area median income.

Low- and moderate-income households means households for which the aggregate
income is 80 percent or less of the area median income.

Moderate income means the median family income for an area as determined and
published by the U.S. Department of Housing and Urban development.

These definitions were provided by the Federal Home Loan Bank from Affordable
Housing Guidelines as published by the Federal Housing Finance Board.

Specific individuals in our real estate department are assigned the responsibility
of making regular contact with the real estate brokers, appraisers, local and governmental
representatives to discuss their perceptions of the need for low-moderate housing in the
area. Each loan processor is trained to develop competitive and marketing information,
and low-moderate housing data. in addition, they are trained to assure that any assistance
provided to appiicants in how to best gualify for credit is provided consistently to all
applicants.

Year Number Loans serviced Amount of Loans
Serviced

1992 550 $54,318,219

1991 439 $39,786,832

First Bank advertised and implemented the Alaska State - Home Energy Loan

Program. By mid year 1992, seven applicants had received subsidies valued at more than
$17,200.

June 7, 1993 5
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COMMUNITY REINVESTMENT - ADDITIONAL INFORMATION

During the first quarter of 1992, the Bank worked with the Farm Home
Administration to make office space available to the area representative to facilitate visits
to communities in southeast Alaska. One of the programs offered meets the needs of low-
income housing applicants.

During the first two quarters of 1992 a substantial number of home mortgages were
refinanced to help customers bring down the cost of monthiy payments.

A non-obligatory free mortgage analysis is offered in the form of free consultation
by staff members who are familiar with the requirements of the secondary mortgage
market. '

During the third quarter of 1992 First Bank sponsored the Gasteneau Apariments
project in Juneau Alaska. This seven unit low- income housing project was a cooperative
effort involving Housing First, Inc., the City &Borough of Juneau, and the Federal Home
Loan Bank. The project took advantage of a city grant for $106,000 and a FHLB grant of
$57,000. Units are expected be available in the second quarter of 1993.

Two approaches have been employed to evaluate affordable housing issues. The
"Affordability Index” and the" Home Affordability Guide". The next two pages decribe the
information in detail.

June 7, 1993 61 6



COMMUNITY REINVESTMENT - ADDITIONAL INFORMATION

Affordability Index

"Affordability Index" is an indicator of the ease or difficulty of qualifying for an
average mortgage. A larger number means that the household must contain a greater
number of people, who are earning the average wage income, in order to qualify for the
mortgage. If the indicator gets larger over time in a particular geographic area, this implies
that it is becoming more difficult to qualify for an average home in that area. Mortgage
loan borrowers belong to households. The number of persons per household varies, of
course as does the gross income. One way to compare the mortgage payment with
borrower income is to estimate household income. The unemployment insurance wage
file was used to calculate the mean (average) wage and salary income (per worker) for
each geographic area for each quarter between January 1987 and March 1991. Dividing
the minimum income required to qualify for a mortigage by the average wage income,
gives the number of persons earning an average wage that is needed in a household in
order to quaiify for an average mortgage.

The indicator is area specific and is based on nome prices and incomes in an area
at a particular time. if the indicator rises housing is less affordable. The indicator can rise
for one or more of the following reasons:

a. the median price of homes increases;

b. lenders tighten the underwriting standards (for exampie to aillow morigage
payments to be no greater than 22% of income rather than 24%j;

c. interest rates increase; or

d. average gross income falis.

For the purpose of this discussion the average wage earner income is approximately
$2,500 per month. Source: Alaska Housing Market indicators, Vol 1 issue 1, 1991

Alaska Housing Affordability Index

Census Census | AHFC
Area/Borough Data Data
by quarters 1990 1st-90 4th-91 1st-92 2nd-92 3rd-92
Juneau Borough 1.62 1.42 1.40 1.38 1.56 1.17
Ketchikan Gateway | 1.63 1.67 1.49 1.54 1.59 1.43
Borough
Resti of state n/a 1.39 1.39 1.44 1.38
Prince of Wales- 1.00 n/a n/a n/a n/a n/a
Outer
Sitka Borough 1.97 n/a n/a n/a n/a n/a
Wrangeli- 1.61 n/a n/a n/a n/a n/a
Petersburg

Dy=Census Area & Dorough, Basea on 1050 Census Date & AMEL Loan Date
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A second approach is to use The Home Affordability guide as a backdrop against
which to review data that describes more specific details on a community by community
basis. $25,000 is used to represent a typical low-income situation, $35,000 is used to
represent the 90%-85% range for moderate-income, and $45,000 represents the typical
median income. This chart demonstrates the effect of ratios, and dramatizes the
incongruity between the aliowable sale price and available housing in that price range.

Home Affordability Guide

@ 7.50% Yearly | Monthly | Max. Other Maximum
Income | Income Mo. Mo. Debts Sales
Paymen Price of Home
t

5% 25,000 2,083 583 167 68,345
Down 35,000 2,917 817 233 95,777
Payment 45,000 3,750 1,050 300 123,092
10% 25,000 2,083 583 167 72,455
Down 35,000 2,917 817 233 101,537
Payment 45,000 3,750 1,050 300 130,494
20% 30,000 2,500 700 200 98,714
Down 35,000 2,917 817 233 115,213
Payment 45,000 3,750 1,050 300 148,071

The figures shown are based upon a 30 year Fixed rate Conventional Mortgage.
Principal and Interest, PMI, Hazard Insurance estimated costs are included in the
calculations. Qualifying ratios of 28%, 36% are used. Real Estate Taxes are calculated
at 1.5% of the Sales Price, Hazard Insurance is caiculated at .03% of the Sales Price.
Other Monthly Debts include the total monthily obligations for secured loans, Autos, Boats,
campers, etc. Unsecured loans, personal loans, instaliment payments, revolving payments
(charge cards), child support, rental (i.e. auto, equipment, etc.) payments.

This chart is a practical application of the Home Affordability Guide which is readily
available at the Bank's branches. the guide has a slide which allows the individual to look
at a full range of alternatives using down payment criteria of 5%, 10% and 20%. The
interest rate selections include 6.0%, 6.5% through 13%. The benefit of the chart above
is that it demonstrates the range of of maximum sales prices of homes in low- and
moderate income groups according to the purchasers ability to meet down payment
requirments. e
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Juneau (urban area)

The 1992 median househoid income for the Juneau Borough is $62,200. Moderate income
household income ranges between $59,090 and $50,382 (95% to 81% of median) and low

household income is $49,760 or iess. The population of Juneau increased 64.3% between
1980 and 1990.

City & Median 95% B81% Est. No Avail % %
Borough ll Income Household Units Owner | Renter
Occ. Ocec.

Juneau 62,200 | 59,090 | 50,382 9,825 10,638 | 58.2% 38.9%
source: Federa Housmﬁance Board ‘Alaska and Selected Eopulatxon and Housmgfharactensues; 1890
Census

Housing Single Apartment | Mobile Total
Type Home Persons

Downtown 1,456 923 5 5,640

Dougilas 534 287 1 1,962

Oullying Areas 48 6 8 160

Salmon Creek 272 37 3 822

Lemon Creek-Mendenhall 3,208 812 992 14,562

East '

Auke Bay-Mendenhall West 965 140 27 3423

Douglas 2 386 29 70 1,521
LTea Harbor 272 3 9 785

Source: Juneau Population Statstics According to Service Area

Since the City/Borough of Juneau does not have a program for assisting low-
income persons with their housing needs, the Assembly requested the Lands Committee
to establish a special task force including representatives from financial organizations,
nonprofit service organizations, state government, construction and general interests. The
committee charged the task force to make findings and recommendations on iow income
housing needs and issues to the Assembly and CBJ Administration. The Report of the
Low Income Housing Task Force, March 1991 was presented to the City & Borough of
Juneau. This report provides a comprehensive survey of the community. A contact is
Steve Gilbertson, Land & Resources manager, JC&B @ 1-586-5252. The Tlingit-Haida
Regional Housing Authority is based in Juneau. its area of operation is ali of southeast
Alaska excluding Baranof Island and Metlakatla which are covered by the other two
housing authorities. Jackie Johnson is the director of Tlingit-Haida at (807) 789-3800.
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Ketchikan (urban area)

The median household income for the Ketchikan Gateway Borough is $54,000.
Moderate income household income ranges between $51,300 and $43,740 (95% to 81%
of median) and low-income is $43,200 or less. There are approximately 5,463 housing
units available for 5,030 households. 56.0% of which are owner occupied and 44.0% of
which are renter occupied. The population of KGB (urban area) increased 22.2% between
1980 and 1990.

Ketchikan Median 95% 81% House Avai. Owner | Renter
Gateway Income holds Units Ocec. Occ.
Borough

KGB 54,000 51,300 43,740 4,374 5463 56% 40%
Clover Pass 151
Herring Cove 36
Ketchikan 2,907
Ketchikan East 94
Mountain Point 146

N.Tongass 644
Pennock | 44
Saxman 70 105 72% 26%

Saxman East 160
gource: Federal Mousing Finance Board. Alaska and Selected Population and Housing 5haractens.ncs; 1390

Census

The Tlingit-Haida Regional Housing Authority is based in Juneau. It's area of
operation includes the Ketchikan Gateway Borough area. Forest DeWitt, Mayor of Saxman
can be reached at 225-4166. The HUD has approval for a two million dollar low income
housing project that is in progress at this time. It will provide up to twenty additional
housing units. The U.S. Coast Guard, Housing Office can be reached at 228-0227. The
USCG has contracted a study of the housing needs in Ketchikan and subsequently made
a presentation of housing needs to City and Borough Officials during 1992. The University
of Southeast Alaska, Bill Trudeau, Assistant Director for the Campus can be reached at
225-6177 to discuss student housing needs.
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Prince of Wales (rural area)

The median household income for the Prince of Wales and Outer Ketchikan
Census Subarea is $40,700. Moderate income household income ranges between
$38,665 and $32,967 (95% to 81% of median). Low-income household is $32,560. There
are approximately 2,543 housing units available for 2,061 househoids. 60.5% of which are
owner occupied and 39.5% of which are renter occupied. The population of POW (rural
area) increased 64.3% between 1880 and 1990.

Median 95% 81% House Avai. Owner Rent
Income holds Units Occ. Occ.
pow 40,700 38,665 32,967 2,061 2543 1 605% | 39.5%
Annette 12 40 16.7 % | 25.0%
Cape Pole 1
Coffman Cove 73 81 493 % | 45.7%
Craig 444 504 | 63.1% | 32.5%
Hydaburg 118 i35 ] 61.0% | 34.1%
Hyder 45 58 | 66.7% | 25.9%
Kasaan 18 30 63.2% i 23.3%
Klawock 241 281 | 552% | 38.4%
Metlakatla 430 481 70.9 % | 26.0%
Meyer Chuck 13 341 923% § 29%
N. Whale Pass 43
Point Baker 21 281 905% | 71 %
Thorne Bay 196 233 53.1% | 34.6%

e ere————— e e — —
Source: Federa) Housing Finance Board ; Alaska and Selected Population and Housing Characteristics, 1390
Census

The Tlingit-Haida Regional Housing Authority's area of operation includes POW
excluding Metlakatla which is covered by Metlakatla Housing Authority. Jackie Johnson
is the director of Tlingit-Haida at (907) 789-3800. The Metlakatia Housing Authonty is
located in Metlakatla. Metlakatla is the only Native Reservation in Alaska. The direcior is
Ernest Stickey at (907) 886-6500. Metlakatla has a five million dollar (40 unit) housing
project in progress with a need for additionali housing.
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Sitka (Urban Area)

The median househoid income for Sitka is $57,200. Moderate income household
income ranges between $54,340 and $46,332 (95% to 81% of median). Low-income
household is 45,760. There is only one income figure for this area. There are
approximately 3,222 housing units available for 2,939 households, 55.9% of which are
owner occupied and 44.1% of which are renter occupied. The population of Sitka (urban
area) increased 10.1% between 1980 and 1990,

Sitka Median 95% 81% House Avail. Owner Renter
Borough Income hold Units Occ Ocec.

Sitka 57,200 54,340 46,332 2,939 3,222 559 % | 40.2%
Source: The Branches of Alaska, 1091 and Selected Population and Housing Characteristics, 1930 Census

The Baranof island Housing Authority covers all of Baranof Island. The agency is
located in Sitka. Don Foss is the director at (807) 747-5088..

Wrangell (Rural Area)

The median household income for the Wrangeil-Petersburg area is $48,500.
Moderate-income household income ranges between $46,075 and $39,285 (95% to 81%
of median). Lowsincome household ranges $38,800 and beiow. There are approximately
3,222 housing units available for 3,005 households, 66.7% of which are owner occupied
and 33.3% of which are renter occupied. The population of Wrangeil-Petersburg increased
14.2% between 1980 and 1990. »

Wrangell- Median 95% 81% House Avail, Owner Renter
Petersburg Income hoid Units Occ. Occ.
Wrangeli- 48,500 46.075 39,285 2,514 3,005 66.7 % | 27.9%
Petersburg
Kake 220 265 773 % | 18.9%
Kupreanof 12 32 75.0% 94 %
Petersburg 1,135 1,222 66.3% | 31.3%
Port Alexander 39 64 71.8% | 17.2%
Wrangell 942 1,054 66.5 % | 30.0%
Source: Federal Houémg Finance Board: Alaska and Selecteﬁopulauon and Housing fharactensucs; 1930

Census
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The Board of Directors participates in formulating policies and reviewing First Bank's
Community Reinvestment Act (CRA) performance.

Goals:

To demonstrate an outstanding record of identifying, evaluating, and implementing
credit programs to meet the credit needs of First Bank's entire market area
including low and moderate income housing in a manner consistent with our
resources and capabilities.

To incorporate safe and sound community re-investment goals, objectives, and
methodology for self assessment into First Bank's policies, procedures, and
training programs and to emphasize the importance of community rennvestment in
First Bank's planning process.

To document First Bank's community re-investment activities thoroughly.

To assure the involvement of the Board of Directors and Management in the
olanning implementation, and monitoring of First Bank's community re-investment

pel OIHance.

To take a leadership role in promoting economic revitalization and growth, to
engage in other activities selected tc meet community credit needs.

The Office of Community Banking is responsibie for monitoring community reinvestment
activities, for making recommendations to the President and the Board of Directors.

Material discussing legal, regulatory and resources is gathered and disseminated
by this office. Liaisons between civic, governmental, and community leaders are
established to continue an on-going dialogue regarding reinvestment issues as they
develop. Information describing selected population and housing characteristics,
population growth, and household income is collected and analyzed with appropriate
summaries forwarded for administrative review.

The manger of the Real Estate Mortgage Department has an on-going process for

developing a broad array of "affordabie housing programs" that are offered to all southeast
Alaskans.

The Bank has a Real Estate

>
-
[e]

o §

ea te Martgage Department that provides loan erigination,
marketing, and loan servicing to residents in southeast Alaska. New and existing programs
are consistently offered to qualified applicants. In order to provide the broadest possible
range of programs First Bank has signed Seller/Servicing agreements with Alaska Housing
Finance Corp (AHFC), Federal Home Loan Mortgage Corporation (Freddie Mac), Federal
National Mortgage Association (Fannie Mae) and Alaska Industrial Development and
Export Authority (AIDEA). The structure of the programs encourages the use of flexible
underwriting and appraisal standards that preserve safety and soundness criteria while
responding to special factors in low- and moderate-income minority communities.
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The branch mangers are responsible for identifying the business needs of their community
and meeting those needs with safe and sound lending practices.

First Bank Administrative Department maintains excellent relationships with
correspondent banks and seeks participation for loans exceeding the safe and sound
lending limits of the bank. Branch Managers maintain consistent contact with
representatives of governmental resources such as the Small Business Administration
(SBA), U.S. Forest Service (USFS), National Oceanic Administration (NOA), Bureau of
Indian Affairs (BIA). Alaska Industrial Development and Export Authority (AIDEA).
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i Marketing and Types of Credit Extended

First Bank reviews its marketing and special credit-related programs on an on-going
basis.

First Bank discusses advertising and marketing pians with ail management staff
at semi-annual meetings. These plans include a budget of expenses for each branch and
relates to print media, broadcast media (radio and television), point of sale brochures and
displays, as well as other more direct marketing efforts. The president of the bank
maintains oversight and provides feedback to the marketing director regarding marketing
or advertising performance.

The marketing director is responsible for origination, production, publication and
maintenance of advertising and marketing records. Each advertisement is reviewed for
iegal and reguiatory compliance by the marketing director using the FDIC Law,
Regulations, and Related Acts Advertising regulations, and Federal Adverising Law
Guide, Bank Marketing Association as reference materiai. Copies of prini media, and
broadcast advertisements are retained for two years.

The Bank is active in the origination of loans within the community.

At year end 1892, First Bank was servicing 550 loans totalling more thatn fifty four
miliion doliars. Studies of the recorded deeds indicate that the Bank is agressiveily serving
the real estate market in souieast Alaska. As of Aprii 30, 1993, First Bank services 188
Rural Housing Cevelopment loans totaling over ten million dollars ($10,000,000). in 1992
nineteen loans totaiing over one miiiion nine hundred thousand were soid and added to

[ ¥ S

the Bank's servicing portfoiio. This includes a rental properily loan made in Craig, AK.

First Bank invests in Alaska Housing Finance Corporation Alaska Municipal Bond

Bank (AHFC), Alaska Industrial Development Authority (AIDEA), and local municipai
bonds.

The Bank's participation in govemmental insured, guaranteed, or subsidized loan

programs is an integral strategy for meeting the credit needs of qualified borrowers in the
Bank's market area.

First Bank initiated the request for state approval for banks to take advantage of

membership in the Federal Home Loan Bank, during the spring of 1990. This reguired
legislative action and cooperative effort on the part of the bank, regulatory agencies, and
members of the legislature. During 1991, the Bank continued to seek regulatory approval
allowing a state chartered bank to access a higher level of Federal Home Loan Bank

programs that provide for the funding of low-moderate housing loans.
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During 1991, the Bank identified a need to have private mortgage insurance coverage re-
instated in southeast Alaska. Mid 1991, the Bank received approval to offer private
mortgage insurance through MGIC to qualified borrowers. Although, First Bank actively
participates in government insured programs such as Department of Housing and Urban
Development (HUD) and Veteran Administration (VA) some conventional home buyers
could not meet the down payment requirements without access to private mortgage
insurance.

During the second quarter of 1993, the House America program was added to the
Bank's matnx of affordable housing loan programs. The program is designed for special
case low to moderate housing situations. Aside from its flexible low down payment
features, this program is somewhat novel in that it requires the borrower to successfully
complete a self study course about personal finance and home ownership.
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I1. Geographic Distribution and Record of Opening and Closing Offices.

The Branches of Alaska 1991, Sheshunoff is published annually and contains
information about Banks, Savings and Loans, Credit Unions, & Savings Banks. First Bank
has eight full service branches located throughout southeast Alaska and emplioys over one
hundred people. The bank offers a comprehensive portfolioc of modem financial services
to the communities of southeast Alaska. With its Main Cffice in Ketchikan, First Bank is
the only commercial bank with headquarters in southeast Alaska.

Geographic Distribution of Credit Extensions, Applications, and Denials.

First Bank makes loans throughout southeastermn Alaska. The following table shows
a breakdown of the broad categories of the bank's totai outstanding ioans on the iast day
of the past two years:

1992 1991
Mortgage 9,186,054 12,855,885
Commercial 25,075,759 25,228,010
Consumer 24 874,722 26,392,495
Total Loans 59,136,535 64,476,390
Total Deposits 152,581,146 162,846,346

Record of opening and closing offices and providing services.

During the past three years, two branches have been opened in Juneau. The
Sealaska Plaza Branch opened June 4, 1990 and as First Bank responded to the
customer’'s suggestions that this would complete the southeast banking network. The
Mendenhall Center Branch was opened March 26, 1992.

First Bank accommodates the personal and business community in each of the
communities served with flexible schedules of business days, and business hours. Totem
Branch in Ketchikan, and Craig Branch in Craig offer Saturday banking, and the daily
hours that the branches are open to the public generally start at 9:00 A.M. and close at
5:00 or 5:30 P.M. depending economic feasibility and the needs of the community. in June
1990, the Bank expanded service to customers by offering a debit card and access to the
Alaska Option Network (140 ATM's in Alaska, and worldwide access via the PLUS
network). In the spring of 1991, the Bank conducted a survey of products and services
offered by the financial institutions in southeast Alaska. |n_the process of product
positioning and pricing, a conscious decision was made in assuring that "life line" checking
services were provided in the First Check and First Saver checking and savings programs.
In June 1991, the Bank further expanded access for our customers by installing a toll free
number (1-800-478-6101) for the convenience of customers in outlying areas.
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IV. Discrimination or Other lllegal Credit Practices

“Substantial minority” census tracts are those in which minority residents constitute 25
percent or more of the total population. in southeast Alaska, our total population is
approximately 68,000 people.

Population | minority | Population | minority
census ANV/CDP percent
area percent
Juneau C&B 26,751 19.6 %
Ketchikan Gateway Borough 13,828 18.2 %
Saxman (ANV) B9 | 77.0%
Prince of Wales-Outer Ketchikan 6,278 38.5 %
Outer Ketchikan - Census Subarea
Annette (ANV) 43| 628 %
Metlakatla (CDP) 1,407 | 835%
Prince of Wales Census Subarea
Hydaburg (ANV) 384 | 89.1%
Kassan City (ANV) 54 53.7 %
Klawock (ANV) 722 543 %
Sitka Borough 8,588 26.0 %
Wrangell-Petersburg 7,042 21.3 %
Lﬁ Kake City (ANV) 700 73.4%
ource. Selected Population and Housing Characteristics. 1990 Census

There are three local housing authorities operating in southeast Alaska. All three
agencies are non-profit housing authorities which provide home-ownership and special
housing programs to low-moderate income minorities. Typical funding is received through
Indian Housing Development grants awarded by the U. S. Department of Housing and
Urban Development (HUD). However, the Tlingit-Haida Regional Authority also originates
loans through the Alaska Housing Finance Corporation (AHFC).

The Tiingit-Haida Regional Housing Authority is based in Juneau. Its area of
operation is all of southeast Alaska excluding Baranof Island and Metlakatia which are

covered by the other two housing authorities. Jackie Johnson is the director of Tlingit-
Haida at (907) 789-3800.
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The Baranof Island Housing Authonty covers all of Baranof Island. The agency is
located in Sitka. Don Foss is the director at (907) 747-5088.

The Metlakatla Housing Authority is located in Metlakatla. Metiakatla is the only
Native Reservation in Alaska. The director is Mike Faber at (907) 886-6500.

First Bank does not support any practices to discourage applications for any types of
credit.

For the purposes of this publication, the terms "minonty” or "minority group” are
used to refer to borrowers who are not members of the dominant culture in a particular
area. We distinguish among three types of discrimination: overt, intentional discrimination;
subtie, deiiberate discrimination, and unintenticna! discrimination.

All declined loans are reviewed by a committee of the board of directors to help

ure fairness in the Bank's lending practices and prevent loss of business opportunities.

First Bank encourages staff members to pursue professional training by
reimbursing the cost of continuing education.

First Bank is licensed to use computer programs that ar
throughout the banking community in the United States. Criteria for th lection of thes
programs includes the capablhty of meeting ali reguiatory requiremenits, and providing the
widest range of products available. When the programs are revised the bank aggressively
and consistently upgrades the program to the most current status.

There is no evidence of prohibited discriminatory or other illega! credit practices which we
are aware of that shouid be set forth in CRA statement.

First Bank underwrites real estate mortgage loans in compliance with the
guidelines of secondary market investors; such as AHFC, Freddie Mac, and Fannie Mae.

We have created a matrix of the types of affordable housing programs that are originated
at the branches.

internal, FDIC and State audits are routinely conducted. First Bank does not have
historic indications of any discriminatory or illegal practices.

Public concem that lenders have been avoiding or under-serving the credit needs of
certain communities has grown in recent years. A study published by the Federal Reserve

AR VTP T T

of Boston suggests that borrowers in minority neighborhoods, regardless of income, have
more difficuity obtaining ioans.

The Federal Home Loan Mortgage Corporation produced a document titled, The
Secondary Market and Community Lending Through the Lenders' Eyes, February 28,
1991. The report provides lenders' perceptions in three critical areas:

a, the nature and extent of discrimination in mortgage lending,
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b. the challenges associated with community lending; and

c the secondary market's current and potential role in serving the credit needs of low
and moderate income communities.

First Bank's affordable housing strategy is to provide the fullest possible matrix of
affordable housing.

The Bank is consistent in reviewing all applications based upon criteria developed
by the Alaska Housing Finance Corporation (AHFC), Freddie Mac, and Fannie Mae.

As background for studying moderate low-income affordable housing programs, The Bank
reviews publications such as:

Low-and Moderate-income Housing incentives, March 1990; Fannie“Mae

a.

b. A Guide to Housing Trust Funds, Tools for Community Development,
Neighborhood Reinvestment Corporation.

c. Single Family Housing, Guaranteed Rurai Housing, Farmers Home
Administration

d. Affordable Housing Initiatives, Freddie Mac

e. Affordable Housing, Finance Programs and Technical Assistance, Federal

Home Loan Bank of Seattle

Our review of affordable housing programs strives to achieve a balance between the
requirements of safe and sound banking practices, customary real estate lending
guidelines set forth in investor guidelines.

Appendix A of the document, Lender's Recommended Underwriting Cntena for
Special Community Lending Programs offered the following suggestions.

STANDARD LENDERS' RECOMMENDATIONS

Down payment Retain minimum 5 percent down payment; however

borrower need not contribute entire S percent, but
must contribute something. For example, require 2
to 3 percent borrower cash with 2 to 3 percent
provided by gift, soft seconds, sweat equity or other
source. (Note: no lenders suggested a loan to value
of more than 85%).

Employment Focus on income stability, rather than job stability.

Income

Recognize income from second job sooner.
Increase ratios for fow and moderate income
families, (many families are aiready accustomed to

relatively high rent-to-income ratios). Consider
previous housing costs in general consensus on
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Credit Standards

Property/Neighborhood Conditions

Borrower Counseling

June 7, 1993

maximums.

Incorporate alternative methods of determining credit
worthiness for borrowers with no credit.

Make available purchase plus rehab mortgages.

Design special appraisal standards more suited to
lower income, inner city neighborhoods that deal
appropnately with mixed use, 2 to 4 unit properties
and "neighborhoods within neighborhoods”

Counseling should be a requirement for all special
programs. Some Lenders preferred “in-house"
counseling while others rely on affiliations with
community counseling programs.
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V. Community Development

The Bank has an on-going record of participation, including investments in local
development.

First Bank invests in the Alaska Municipal Bond Bank (AMB), Alaska Housing
Finance Corporation (AHFC), Alaska Industnal and Export Development Authority
(AIDEA), as well as municipal bonds for communities throughout southeastern Alaska.

First Bank directly supports the Berth Il LID project which will increase downtown
parking in Ketchikan by providing over a hundred spaces.

Ability to meet community needs consistent with institution’s characteristics.

First Bank has been classified in the Veribank "Blue Ribbon" category for six years
in a row. In order to qualify, the bank must have total assets exceeding $50 million, equity
must exceed 7.5 percent, and net income after extraordinary items and taxes must be
positive. In addition:

a. Liquid assets must be at least 45 percent of total deposits.

b. Equity, discounted for problem loans in excess of loan loss reserves must exceed
6 percent.

c. Total overseas lending must not exceed the bank's equity.

d. The equity of the bank must not have declined from its value in the previous
quarter.

e. The liquidity must not have increased by more than 50 percent or decreased by

more than 33 percent since the previous quarter.

Participation in other activities not covered under other performance categories that bear
on extent to which institution meets community credit needs.

The Bank maintains a record of the sponsorships and donations to non-profit civic
organizations in each of the communities.

Participation in literacy programs is an integral element of the Bank's community
reinvestment program.

First Bank originated a "Library Bucks" program which injected thousands of doliars
into the public libraries of southeast Alaska. The "Battle of the Books" program received
direct support from the bank in southeast Alaskan public schools. A First Bank staff
member participates in the Ketchikan High School "Ready for Work Program” which is
a long range program to quantify the essential skill level which a high school graduate
must achieve in order to be ready for work upon graduation.

First Bank provides assistance in developing business leadership and entrepreneurial
skills as a long term solution.

Staff members have a significant and on-going commitment to the Junior
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Achievement program in Ketchikan Alaska.

During 1993 the officers of the Bank have participated in activities directed to the
Small Business owner/manager. These credit fairs have been held in Wrangell,
Petersburg, and Klawock. Representatives from various sources of financial assistance
include Smali Business Administration, State of Alaska Economic Development and others
were in attendence in support of the porject..
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25 Ecker Street, Suite 2300
San Francisco, California 94105

31

NOTE:

This evaluation is not, nor should it be construed as,
an assessment of the financial condition of this
institution. The rating assigned to this institution
does not represent an analysis, conclusion or opinion
of the federal financial supervisory agency concerning
the safety and soundness of this financial
institution.
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GENERAL INFORMATION

This document is an evaluation of the Community Reinvestment
Act (CRA) performance of the First Bank, Ketchikan, Alaska,
prepared by The Federal Deposit Insurance Corporation, the
institution’s supervisory agency.

The evaluation represents the agency’s current assessment
and rating of the institution’s CRA performance based on an
examination conducted as of November 16, 1993. It does not
reflect any CRA-related activities that may have been
initiated or discontinued by the institution after the
completion of the examination.

The purpose of the Community Reinvestment Act of 1977 (12
U.S.C. 2501), as amended, is to encourage each financial
institution to help meet the credit needs of the communities
in which it operates. The Act requires that in connection
with its examination of a financial institution, each
federal financial supervisory agency shall (1) assess the
institution’s record of helping to meet the credit needs of
its entire community, including low- and moderate-income
neighborhoods, consistent with safe and sound operations of
the institution, and (2) take that record of performance
into account when deciding whether to approve an application
of the institution for a deposit facility.

The Financial Institutions Reform, Recovery and Enforcement
Act of 1989, Pub. L. No. 101-73, amended the CRA to require
the Agencies to make public certain portions of their CRA

performance assessments of financial institutions.

Basis for the Rating

The assessment of the institution’s record takes into
account its financial capacity and size, legal impediments
and local economic conditions and demographics, including
the competitive environment in which it operates. Assessing
the CRA performance is a process that does not rely on
absolute standards. Institutions are not required to adopt
specific activities, nor to offer specific types or amounts
of credit. Each institution has considerable flexibility in
determining how it can best help to meet the credit needs of
its entire community. In that light, evaluations are based
on a review of 12 assessment factors, which are grouped
together under 5 performance categories, as detailed in the
following section of this evaluation.
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ASSIGNMENT OF RATING

Identification of Ratings

In connection with the assessment of each insured depository
institution’s CRA performance, a rating is assigned from the
following groups:

Ooutstanding record of meeting community credit needs.

An institution in this group has an outstanding
record of, and is a leader in, ascertaining and
helping to meet the credit needs of its entire
delineated community, including low- and
moderate-~income neighborhoods, in a manner
consistent with its resources and capabilities.

Satisfactory record of meeting community credit needs.

An institution in this group has a satisfactory
record of ascertaining and helping to meet the
credit needs of its entire delineated community,
including low- and moderate-income neighborhoods,
in a manner consistent with its resocurces and
capabilities.

Needs to improve record of meeting community credit
needs.

An institution in this group needs to improve its
overall record of ascertaining and helping to meet
the credit needs of its entire delineated
community, including low- and moderate-income
neighborhoods, in a manner consistent with its
resources and capabilities.

Substantial noncompliance in meeting community credit
needs.

An institution in this group has a substantially
deficient record of ascertaining and helping to
meet the credit needs of its entire delineated
community, including low- and moderate-income
neighborhoods, in a manner consistent with its
resources and capabilities.

»
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DISCUSSICN OF INSTITUTICN’S PERFORMANCE

Institutions Rating:

This institution is rated Qutstanding based on the
findings presented below.

ASCERTAINMENT OF COMMUNITY CREDIT NEEDS

Assessment Factor A - Activities conducted by the
institution to ascertain the credit needs of its
community, including the extent of the institution’s
efforts to communicate with members of its community
regarding the credit services being provided by the
institution.

{Conclusion/Support):

b 2 .
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First Bank is a commercial bank operating branches in
the Southeast Alaska communities of Ketchikan, Juneau,
Wrangell, Petersburg, Craig and Sitka. Bank officers
maintain a proactive presence in area organizations to
establish contact with groups, individuals, government
officials and community leaders to identify credit
needs of the communities being served. COrganizations
represent the interests of fishing, logging, tocurism,
mining, real estate and other business crganizations.

Bank officers worked closely with MGIC to reintroduce
the insurance program in Alaska so customers can obtain
home loans with smaller down payments. The bank uses
information of the Alaska Housing Finance Corporation
concerning the Comprehensive Housing Affordability
Strategy For The State of Alaska. This survey reviews
economic, logistic, environmental and cultural forces
combined with local geography to address challenges and
suggests ways in which the state can work with federal,
local government and private interests for development
of affordable housing for all Alaskans. Officers of
the real estate department are assigned responsibility
of making contact with real estate brokers, appraisers,
local and governmental representatives to discuss the
need for low-moderate housing in the area. To help
evaluate affordable housing issues, bank officers use
the "Affordability Index" and the "Home Affordability
Guide" developed by the Alaska Housing Finance
Corporation. The information contained in these guides
is available at each banking office and is discussed

with anyone interested in obtaining a real estate locan.

L
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Assessment Factor A (Continued)

Each Saturday bank officers provide real estate loan
analysis to customers unable to get to the bank during
the week. Combining the guide and index information
with demographic information concerning population and
household data the bank can target available programs
to all of its communities. Officers are working with
the Sitka and Juneau housing authorities and are trying
to get one created in Ketchikan. In addition there are
three non-profit housing authorities providing home-
ownership and special housing programs to low- and
moderate-income minorities which also serve the bank’s
communities. Bank officers work with the Tlingit-Haida
Regional Housing Authority, the Baranof Island Housing
Authority and the Metlakatla Housing Authority. The
Metlakatla Housing Authority works with the only Native
Reservation in Alaska.

The bank uses small business and economic development
input from regional organizations including Project
2000, a state forest association, state and area
Chambers of Commerce, tourist bure