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Senator Arliss Sturgulewski

-~ Alaska State! Leglslature

Pouch V

Juneau, AK 99811

Dear Senator Sturgulewski.

~We ' are . pleased to transmit with this letter a copy of our.
report, "A Study of Alaska's Housing Programs”. This study was con-

" ducted under contract to  the TLegislative Budget =~ and Audit

Committee. The study examines the present and future effects of the

“'state's current housing programs. = These programs are operated by

three separate ‘agencies of the state: the Alaska Housing Finance

" Corporation, the Alaska State Housing Anthority, and the Department

of Communlty and Regional Affalrs-

The- study ,examines the. dlrect and indirect effects of each
program. The direct effects of ‘the programs describe what the
programs did; the number, value, and distribution of loans made are
examples of direct -effects. The indirect effects, -or —market
impacts, describe the changes that occurred in Alaska's housing

markets as a result of the programs; the additional units

constructed and the changes in hou31ng prices exemplify market
impacts.

 Our ‘analysis of the direct effects of the programs is complete
and comprehensive. ' We  describe the cost to the state of each
program, who was served by each program, and the outputs of each
program. OQur analysis benefited greatly from the access to program
data and cooperation of the staff of each agency involved.
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Although we are confident of the reliability of our analysis and
findings, our analysis of the market impacts was constrained by
limited information - on Alaska's housing stock and housing trans—
actions, and certain caveats to our report are appropriate. First,
the lack of data and information om the various segments of the

‘housing markets - for example, the conversion of single family
" rental ‘umits  to sale -units -~ confined our analysis of program

impacts to impacts on the overall housing market. Second, many of
the programs' impacts may not have surfaced within the relatively
short history of the programs' operations. For example, the subsidy
to home ownership may have permanently adjusted finmancial incentives
to invest in rental housing. And finally, during the period of our
study, July 1980 to August 1981, Alaska experienced ‘a surge in
population, causing housing vacancy rates to fall and housing prices
and rents to rise. Thus the task of segregating the program effects
from the overall demand effects was particularly challenging.

Our report does not examine alternative housing policies but
rather documents and analyzes the costs and outcomes of the present.
programs. We did not attempt to measure housing needs in Alaska nor
to assess the relative merits or effects of owner housing subsidies

‘versus renter subsidies. Nonetheless, the information we provide

herein should prove wuseful in the public ‘debate over housing
policies and priorities, even though it cannot be appropriately
viewed as a substitute for that debate. '

Sincerely, ;
1 " Lee Gorsuch

Director

ELG:ec
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INTRODUCTION AND OVERVIEW

The State of Alaska’'s Legislative Budget and Audit Committee
requésted the Institute of Social and Economic Research (ISER) to
perform a study of the ‘State of Alaska's housing investment and lend-
ing activities. The purpose of the study was to (a) assess housing
programs with respect to their ‘economic, social, fiscal} and financial
impacts and (b) evaluate housing program agencies by such criteria as
their donsisiency‘with legislative intént,‘ cost e‘ffectiyeness’, pro=

cedural consistency, and effects on the quality of the housing stock.

To accomplish this purpose, ISER developed a stixdy design involv~.

ing fiveisepayrate', ‘but interrelated, research efforts. The approaches
and methqd\s of these various study parts are illustrated in Figure 1,

Study Design.

Part 1 of the study, Existing Program Analysis, involves the top
two boxes in Figﬁte‘l The goals and purposes of Alaska s hous:.ng
programs were determlned by a rev1ew of state and appropnate federal

legislation, program guidelines, and state agency documents. These

"were supplemented by interviews with directors and staffs of state

program agencies, the Federal Department of Housing and Urban Devel‘-
opment, and the state's regional housing agencies. At the same tlme,
state housing program operations were documented from computer tapes
and = printonts obtalned from state agenc:.as. This  information was
supplemented ‘b"y samples from the file records of the Department of

Community and Regional Affairs' (DCRA) Nonconforming Loan Program, the

Alaska Housing Finance Corporation, and the Anchorage Multiple Listing

Service for information not contained in any of the c-ompﬁterized data
bases. ~Each program's operations were compared to  its . goals and
objectives to obtain findings on the effectiveness of state hbus:i.ng
programs. | The findings ahd analyses from this part of the study were
organized into separate chapters, each dealing with the group of

housing programs.  the agency admimisters. Chapter One covers the

oy
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Alaska Housing Finance Corporation (AHFC); Chapter Two, the Alaska
‘State Housing Agency (ASHA); and Chapter Three, the Department of
. Community and Regional Affairs (DCRA). ‘

Part 2 of the study, Housing Market Impacts, addresses the impact
of state interventions in Alaska’sfhousing market. It is illustfated
by the third and fourth boxes from the top of Figuie 1{.’Currént
housing markét conditions were determined from economic and population
‘trends, new - construction cost trends, and trends in 'the>'price,
quality, and mix of the hoﬁsing’stock.’ The demand and supply condi-
tions indicated by these trends were compared with those.actually
observed in Alaska hbusing ‘markets during 1980 and - 1981, ‘and the _
differences were attributed to the state housing proéram inierventionsr
identified in Part 1. The direct housing market impacts Weré thén
used to assess such indirect impacts as program-induced pufchases_bf
construction labor and materials, real estate commissions'earhed, and
fees paid. to financial institutions. - Direct Houéing Market Impacts
are discussed (and findings presented) in - Chapter Four; Indirect

Impacts, in Chapter Five.

Part 3 of the study, Financial Impacts, is COncerned‘hith the
financial impacts of Alaska's housing programs. }This involves both
changes in the sources of funds flowing into Alaska's housing markets
and an es.timate of the bud_getary costs of housing programs to the
state. These are illustrated in the fifth and sixth boxes from the
top in Figure.l. The budgetary costs were estimated from the value of
state appropriations and loans to housing programs and the costs of
meetiﬁg federal matching requirements for housing programs. In addi-
tion, a special analysis was conducted of the costs‘to‘the state of
opérating the below-market interest loan program. The assessment of
changes in the sources of funds to Alaska housing markets involved
analyzing poftfolio trends among both primary and secondary lenders.
This analysis included a discussion of both in-state and out-of-state

secondary lender activity in Alaska. These analyses and findiﬁgs are




presented in.fChapterseSix and Seven,'which discuss source of funds

impacts and cost impacts; respectively.

Part 4 of'the study-uses the research finding of the other parts»
‘to forecast the: future flscal 1mpacts of housing programs on state
' budgets. This is 111ustrated by the bottom two boxes in Flgure 1.
- Using = the populatlon, income, and interest = trends from Part 2,
 Chapter Four, prOJectlons ef hnu31ng sales in Alaska through 1990 are
developed. ~ This is done for both a ‘high development and a low devel-
'dpment scenarlo.; Usmng the flndlngs from Part 3 Flnanc1al AnalelS,
‘the state gOVernment s share of Alaska's prlmary and secendary mort-
: gage markets are estlmated and future fiscal 1mpacts are assessed.

These analyses and flndlngs are contalned in Chapter Elght.‘

Flnally, Part 5 completes the report with an Executlve Summary of

our flndlngs and conclu51ons.

Hnusing,studies are both difficult and complex. Complexityfcomesﬂ
ffom\the fact that virtually all~of our economic, demographic, social,
and chmunity institutions either impact or are impacted by housing.
_A‘comprehensive approach to housing would involve a study of almost
ve?ery aspect of how Alaskans live, work, and interact in their com~
‘munities:. Within this "globel“ View, this study's purpose was (a) an
assessment of 1mpacts produced by state. housing programs on hou31ng
markets, f1nanc1al ‘markets, and future . state government fiscal
requirements and (b) an evaluation of the effectiveness of state
housing programs. Even with this narrower focus, analytical com-
pleXity= abounds. The definition of program costs for an interest
subsidy program which sells bonds at var&ing market rates is not a
- simple task. ~ Neither is the identification of the relationship
betﬁeen land wvalues, construction costs, and changing house prices.
The methods and approaches used to address vcompiex issues such as

- these are presented and discussed in the subsequent chapters of this
report. ’




A major difficulty in performing this study was the lack of
reliable housing market or financiai market data. The state does not
have a housing information data base, and important information was
only partially available from a variety of private and public sources.
'~ In addressing this problem, we received the full cooperation of ASHA,

‘AHFA, DCRA, and all other involved state agencies. We;also benefited
| from the cooperation of the two major secondary mortgage institutions
in the country: the Federal National Mortgage Associétion (FNMAE) and
the Federal Home Loan Mortgage Corporation (FHLMC). Access to unpub-
lished.data and cther’informatiOn was  provided by Alaska Valuation
Service, Multiple. Listing Service, Inc., and United Builders Supply.
Finally, Al Robinson (Housing and Urban Development), Rod Gamel (Gamel
Homes, Inc.), Bob Bannon (PMI), Lucille Stietz (National Bank of
"Alaska), and‘Jiﬁ Rhodes (Alaska Permanent Fund) deserve special men-
btion for their generous assistance. A full list of organizations ahd
individuals contacted as part of this study is contained in the refer-

ences to this report. To all of them, we express our appreciation.







_Determine Goals &

Purposes of State :
Housing Programs [ ‘ v PART 1
, D ASSESSING THE 2
' ' - EFFECTIVENESS OF STATE
Document State A - HOUSING PROGRAMS
Housing Program : , '
Qperations

‘The purpose of Part 1 is to assess the effectiveness of Alaska’s
housing programs in meeting their economie, social, and finan-

" cial goals and objectives. Goals and objectives were derived
from appropriate federal and state legislation, guidelines, and

- other official documents, supplemented by interviews with state
agency directors and their staffs. Program operations data came
from computer tables and printouts provided by the program

 agencies and several special surveys of noncomputer records.
The assessment attempted to provide an objective comparison
between goals and objectives on one hand and operating per-
formance on the other. Normative judgments were avoided to
the maximum extent possible. The analysis and findings are
organized by agency into the following chapters:

Chapter 1: Alaska Housing Finance Corporation

Chapter 2: Alaska State Housing Authority

Chapter 3: Department of Community and Regional
Affairs ‘







CHAPTER ONE
ALASKA HOUSING FINANCE CORPORATION

‘Since the passage of Senate Bill 1 in June 1980, the Alaska
Housing Finance Corporation (AHFC) has emerged as the .primary source

of mortgage funds for owner-occupled hou51ng in Alaska. This dominant

"role is the result of hlstorlcally high mortgage interest rates from
the traditional sources of mortgage funds and the 1mplementat1an of a

housing program which provides below~market'interest rates. Between
July 1980 and November 1981, AHFC received 17,656 applications re-

-questing approval of apptoximately $1.45 billion in mortgage funds.

In response to these applications, AHFC approved: the property and
credit for $1.21 billion in loans. AHFC projects that volume for
fiscal year 1982 will be close to and could exceed $1 0 bllllon
(Goldbar, January 8 1982)

" AHFC currently administers four major programs. These include
the Special Mortgage Loan Purchase, the Mobile Home IPurchase,' the

‘Rural Housing Mortgage, and the Rural Nonowner-occupied programs.

These current programs are designed tu.make'housiﬁg;iﬁ Alaska more
affordable by providing mortgage funds at below-market interest rates.
For the largest program, the Special Mortgage Loan Purchase Program,
AHFC uses state apprbpriatians to supplemeﬁt funds raised in the bond
market. The State of Alaska apprcprzates all the funds used in the
mobile home and rural programs.

AHFC is a'seéondary purchaser of mortgages,'not a direct lender.
A secondary purchaser buys the mortgage loan after it has been origi-

nated and closed by the direct lender, usually a financial institution

or mortgage company. This distinction is often not clear to the

public since AHFC plays an active role in application approval before
it commits to purchase each loan. '




In this chapter, we ‘examine the current statuvs‘ of AHFC, its
-progréms and operations. This discussion includes 'a} brief program -
history to place our discussion of current programs in perspective; a
description of AHFC's current programs and operations, including the
terms of AMC loans, the ehglhlhty requ:.rements for borrowers, and'
the role of fa.nanual institutions in AHFC's operatlonS’ an ‘analysis
of program outputs and. the characterlstlcs of borrowers usmg AHFC
-~ financing; and an analyszs of AHFC's source of funds and cost of- '
E programs. - ' |

History

AHFC was established by the Alaska Legislatuie in 1971 as a
publ}ic ‘-corporation -‘and, gpﬁe#nment instruﬁ;entality of the State of
AlaSka; -The corporatibn was created to assiét in élleviating a sho‘:t-
.age of affordable hous:.ng for 1ow—mcome resments. The Alaskav Légis-
lature determined that private enterprlse and federal government
o programs had proved inadequate in providing -affordable housing to

.’ low=income residents (Chapter 10’7, SIA 1971)} :

The énabliﬁg legislation allowed AHFC to make or participate in
themaking ‘of co_nst:ucti‘on loans, to make or participate'in,the makiﬁg _
o’f' mortgage loans, to purchase mortgage loans on thé secondary ’ma::ket,
to make partial rental or mortgage interest payments, to prcvide'
_tethnical 'and advisor*y services:, and to promote research and devel-
opment in ‘scientific methods of constructing low-cost residential
housing (Chapter 107, SLA 1971). The responsibility for selectlng the
actual scope of activities was left to the Ccrporatmn.

‘Two factors influenced the initial design of programs. = First,
AHFC was established to complément, not compete with, the private
sector. In formulating its original programs, AHI'C officials limited
activity to secdn’dary mortgage market purchases. ‘Construction and

direct mortgage lending were viewed as being in direct competition

-

10




with the private sector. Similarly, AHFC did not cdnsider proViding'
rental subsidies since the Alaska State Housing Authority - (ASHA)
provided rental subsidy programs (Kehnedy, October 30, 1981).

The second factor which affected the scope of oéerations is
financing. There were two major sources of funds available to AHFC:
the bond markets and state appropriations. The enabling legislation
authorized AHFC to issue bonds as a means of financing programs. The
use of bond funds, however, places restrictions ot the tYpes of'pro-
grams which can be offered since repayment of bonds is réquired.
While the enabiing législation ‘made pro#ision’ for the State of
;Alaska’s part1c1pat10n in AHFC through the purchase of corporate

bonds, it did not provide specific funds to flnance programs.

The originalyprogram established by AHFC was the secondary pur-
chase of federally ihsured» mortgage loans for qualified Low-income
 buyers. AHFC financed this program through the sale of tax-exempt

" bonds. The interest rate on these mortgages was set at AHFC's bor-
rowing cost (including an administrative charge). The AHFC interest
rates were below market interest rates, however, because of:the'advane
‘tageous interest rate obtained through tax?exempt' financing. ~AHFC

issued its first'$13.5»million of bonds in October 1972.

Prcgram Changes, 1972-1979 .

Since 1971, there have been several changes in AHFC programs and
administrative‘structure. A review of program changes shows , however,
that AHFC has not changed the type of activities in which it partici-
'patés,‘but rather has expanded the éegment of the market it serves.
First, in 1972, prior to the first bond sale, legislation authorized
AHFC to expand its programs to include moderate-income persons as well
as persdhsyliving in remoté, underdeveloped, or'blighted areas (Chap-
ter 81 SLA 1972). The determination of what constituted low and
moderate income and remote, underdeveloped, or blightedvareas_was left
to AHFC. '

11




In 1975 the program was, expanded to include a h1gher percentage

.of conventlonal ‘loans. In the early years (1972 1975), most of the
1oans AHFC purchased were federally 1nsured loans' loans thh FHA
insurance or Vecerans Administration guarantee The reason for pur-4v
.chase of 1nsured loans was to prGV1de security to AHFC s bond inves- .
tors 'The expansion lnto the conventional loan market allowed AHFC to
prOV1de mortgage funds to borrowers who did not. participate in FHA or
'VA programs--the magorlty of buyers. “In arder to: lessen the risk to.i
“investors' and’ ald 1n ‘the marketability of ;he‘bonds,used,tc fund the
ptbgram, an insuraﬁce'fuﬁd was establishedr(ﬁhapter 151, SLA 1975).
The -insurance fudd’wéslfinanced'by contributions from AHFC and the
State of Alaska. The. insurance fund further expanded the segment of -
,the market served by AHFC. As of November 30, 1975, AHFC held $100 3

mllllon in mortgages under the orlglnal Mcrtgage Program (AHFC, 1976
Annual Report) Under the Insured Mortgage Program, the $22.9 million

-11nvested in the insurance fund as of June 30, 1981, acted as security »
'for $957 million in mortgage loans made between 1975 and- 1981 (AHFC)

0f this totél, approx1mately $550 million lnans were made for the low
and moderate income program. The remalnder was used to fund the

Spec:.al Mcrtgage Loan Purchase Pregram, Whlch was started in 1980.

During 1978 'and 1979, AHFC developed a rural hou31ng pregram.'
Although AHFC's insured mortgage program authorized loan purchases in
rural areas with no upper income limitations on borrowers, the legis-
’ 1a£ure requested 'special consideration of rural housing‘ probléms
" (AHFC, February 1980). Initially, AHFC structured the fiﬁaﬁcing'of
kthe‘program in a manner similar to its insured mortgage pragram. A
“rural insurance fund Qas established as well as hazardv and title.
‘insurance funds when private insurance was not available (Chapter 167,
STA 1978; Chapter 72, SLA 1979). "Rural housing bonds, totéling
, $10vmillion, were sold to the Alaska Department  of Revenue. Cur-

rently, the rural housing program is funded by state appropriations.
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In 1979 and 1980, AHFC developed a mobile home program at the
request of the state legislature. Mobile homes were viewed as a less
expensive housing alternative, sorely needed in a time of population.
growth and general housing price inflation. Financing options for
mobile homes, however, were limited. Financial institutions generally
classified mobile homes as personal, notkfeal;rpropertya The terms on
mobile home loans, where available, closely resembled consumer loans;
they were much shorter than real estate loans. This pravided prableﬁs
for the low- and moderate-income buyers, a potentially largé segment

of the market. This program is funded through state appropriations.

Program Changes, 1980-1981 ‘

‘ In 1980, the Alaska Legislaturé madé’major changes in both AHFC's
adminiétrative‘ structure and programs. The major administrative
‘<changES included placement of the AHFC budget wunder the Executive
Budget Act, piacement of a ceiling on AHFC bonding‘authority, and a
reshuffling of the AHFC board of directors to include a majority of
statevdepartmental commissioners. . The budgetafy provisions brought
AHFC under direct state financial comtrols. Under the Executive
Budget Act, AHFC's budget must be approved by the legislature and
governor. =~ The state can affect AHFC's level of operations more

directly by specifying the maximum levels of AHFC activity.

On the prégram side, the major change was the creation of several
related programs collectively kiown as the Special Mortgage Loan
Purchase Program (SMLPP). Under these programs, the state became an
active partnef with AHFC in providing funds for mortgage loans by
providing a subsidy which enables AHFC to purchase mertgageyloans at a
rate less than AHFC's borrowing costs. Furthermore, the SMLPP dif-
fered from the previous Insured Mortgage Program in that it was open
to allyowner-occupying purchasers, regardless of income, and it estab-

lished maximum allowable loan limits above the existing limits.
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’ Thé purpose of the Special Mortgage Ibén Purchése Pro_gram was" to
- provide mortgage financing 'at"interest rates deemed affordable to
| persons of most income limits. This rationale is an extension of the
A‘ratio:nales' éxpress’ed in prior program expansions; that.private sectqr
k and the federal government had failed to provide fpr the housing needs
of a. segment of the housing market. The failure of private markets
and federal gdvérnment programs, coupled with the importance of
housing to s,tate economic - development, has been the justifi‘éatrion for

. " AHFC programs.

W Aftér ‘establishment of .the SMLEP, AHFC's volume of mortgage pur-
chases increased dramatically. In November 1979, AHFC. pufcha'v.;ed»
. _'323».5 milli}onvin mortgage loans th’fough'_its insuréd”’,mottg_a'g‘e program.
In November 1980, AHFC volume more than doubled to $61.9 million in
'loahsi in ' che“,iberblgsl,"},-A}EE'C'; purchases ~‘,reached‘ $96.4 mil’liOn,“ a

© ome=month record.

. Since creation of the SMLPP in‘_June ;1980,-‘ twn: factors have
~affected AHFC's operatiohs and led to the most recent ylj,egislative
'éhanges in_' 1981. First, the federal govverr’llme,nt‘ limited AHFC's ability

ko i‘s,s‘u‘e tax~exempt bonds to finance single-faniily 'resi_dehce's‘ through

passage of the Mbrtgage Subsidy Bond Tax. Act of 1980, . the "Ullman

Bill." This change in federal law forced AHFC to issue taxable bonds

. for the majdrity of new bond funds. ~ This raised AHFC's borrowing
costs. The difference between taxable and tax-exempt interest rates

‘for bonds sold by AHFC in November 1981 was 5.625 petr:c:en.tv.1 “Second,
interést rates on natiohal bond markets soared to record levels during
1981.  AHFC's borrowing cost for taxable bonds during 1981 reached
19.4 pe.rcent' ’(Starte Assisted Hortgage Bonds, Series D and E).-

1This figure is based on the difference in interest rates for the.
twenty-year term bonds of State Assisted Mortgage Bond Series E and

the tax-exempt twenty-year term bonds of homé mortgage bonds, 1981
First Series.
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As a result of  these two factors, the state appropriation

required to provide the below-market interest rates dramatically

~increased. To limit the state appropriation required, legislation in

1981 authorized a mechanism to tie mortgage interest rates on the
subsidized portion of mortgage loans to AHFC's cost of funds (Chap~
ter 115, SLA 1981). The mechanism, referred to as the "Rogers

. Ratchet," is designed to bring the mortgage loam rate to three per-

centage points less than AHFC's borrowing costs. Since its passage,
the interest rate on the first 590,000 of loan balance has increased
from 10 percent t.a 12. 3?5 percent. '

Summary
~In reviewing the AHFC program history, we find four themes

‘consxkstent throughout AHFC's hlStOI.'Y - First, AHFC operates as a

secondary purchaser  of mortgage loans. It has concentrated on the

: purchase of loans made for owner occupied housing.

.

Second, AHFC program. expansidns‘ have respb:nded to. perceivéd

‘prob:lems or failures in the housing market. Market failure is defined

to in@lude the issue of 'home': ownership affordability.  The availa-
bility of rea»sonabl? priced housing is considered essential to the

stable economic growth of Alaska.

Third, the majoi' tool used by A}E'C is the below-market interest

rate mortgage. Prior to 1981, these mortgages were financed with

‘tax-exempt bonds. Since 1980, the State of Alaska has supplemented

bond funds with state appropriations to provide below-market rate
mortgages. ' : ‘

Fourth, AHFC has used the national bond markets, where possible,
to import the capital funds required by AHFC. This method of finan-
cing reduces the level of state approprlatmn required to operate a
program at a spec1f1ed level,
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AHFC Pro grams

. Since the 1:980 legislative changes, AHFC has administered four
pro‘grams:' the - Special Mortgage ‘Purchase Program‘-,‘ _the Mobile Home Loan
Purchase Program, the Rural Housing Purchase Program, and the Rural

Nonowner-occupied Program. The term "Special Mortgage Loan Purchase

_Program" as used in this chapter is actunally a broad term used to

-déécrib'e four related programs: the State Assisted I’lortrga‘ge‘ Program- -

. (SAM), the Homeownersh:.p Assz.stance Prcgram (HQF), the Qledged ‘Account

Mortgage Program (PAM), and’ the Mortgage Bond Subsidy Tax Act Loan

Program. 2.3

the chapter, a brief descrlptlon of each program is prov:.ded

-0 The State-Asswted Mcrtgage (SAM) program uses bond proceeds .
and state ‘appropriations to purchase owner~occupied residen~
tial mortgage loans on the secondary market at below-market
1nterest rates.

o The Home Ownership Assistance (HOF) program provides monthly
subsidy payments to ' qualified low- and moderate-~income
‘borrowers who purchase pmpertxes under the SAM program.

o The Pledged Account Mortgage (PAM) pregram prmudes SAM '
- borrowers with a mechanism to structure a graduated payment
mortgage. ,

o The Mortgage Bond Subsidy Tax Act ‘Lo:mt Program uses bond
proceeds from tax exempt bond sales to purchase mortgage
loans which qualify uader the Mortgage Bond Subsidy Tax Act
of 1980

o The Mobile Home Ldaﬁ Purchase {(MHLPP) Program uses state
funds appropriated to the Homecwnershlp Fund for the pur-
chase of mobile home leans.

. 2The 1980 legislation authorized a Rehabilitation and Home Im-
provement Program. This authority was eliminated in 1981.

3The abbreviations used in this report are those used by AHFC.

The abbreviation for the Home Ownership Assistance Program--HOF-- -

stands for the Home Ownership Fund, which was established to finance
the Home Ownership Assistance Program.
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o The Rural Housing Purchase (RHPP) Program uses state funds
".appropriated’to the Homeownership‘Fund for the purchase of mortgage

loans for owner occupied residences in rural Alaska.

o  The Rural Nonowner-Occupied Mortgage Purchase program purchases
mertgage loans for multifamily struct.,x_xres‘ in rural Alaska with state
appropriated funds appropriated to the Homeownership Fund.

Loan Terms } , _ :

The major advanta:ge of AHFC financing to the borrower is pres-
"~ ently the lpwer-than-_market .interest rate. In this sectio:i, a dis-
cussion of interest rates as well as the general terms of AHFC loans
is presented. Table 1 presents a summary of loan terms for AHFC's
current programs. . o

Interest Rates. vBor:_roweré are attracted to AHFC loan prograins
due to their below-marke‘t interest rates. When the State Assisted
Mortgage (SAM) program was first createévin 198G, the iﬁterest rates
of 9 percent for veterans and 10 percent for other borrowers on the
first $90,0~Oﬂ of the mortgage loans were specified in the legislation.
The interest rate on the balance of the loan was to be set according
to AHFC's cost of funds. | |

In 1981, these statutory interest rates were reevaluated in light
of the federal government's limiting of AHFC's authority to issue
tax~exempt bonds and increasing national interest rates.  The fixed
mortgage interest rates were replaced with a formula which allowed
interest rates on the first $90,000 of loan balance to rise by the
same number of percentage points as AHFC's borrowing cost. Ulti-
mately, the goal of this formula, referred to as the Roger's Ratchet,
is to establish mortgage interest rates on the first $90,000 of a
mortgage loan at a point three percentag.eb points below AHFC's. bor-
rowing cost. Once this goal is achieved, mortgage rates will move in
tandem with AHFC's borrowing costs. The Roger's Ratchet was imp1e¥

mented at a time when bond interest rates were skyrocketing. Between
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TABLE 1. - LOAN CHARACTERISTICS
: : OCTOBER 1981

Special Mortgage Loan Purchase Program

Mortgagé

State Assisted Mortgage :

: : Homeownership Pledged Bond
Conventional ‘Véterans Assistance ... Account Subsidy
et By - »

Maximum Loan Amocunt . : : s . i
Single Family 147,750 . /1o, 000 76,000 147,750 84,474
Duplex . 189,000 110,000 : NA 189,000 96,646

Maximum Term : v o :

2 (in years) 30 30 oo 30 30

Minimum Down Payment s B
Single Family 5% - VA Guarantee : Net Loan-to~ 5%
Puplex 5% + Down Pmt. o Value Ratio -~ 5%
Moleifamily NA - Must be 259 . : not Lo NA

: ‘ or More of Value » S Exceed 95% .

Interest Rate (as of

October 31, 1981) b 5 b R : b
First 90, 000 . U ¥ ) 12.375 - Note Rate 12.375 10.00
Balance 19.411 19.411 - Same as SAM 19.411 13.19

Special Conditions 3 < d

SOURCE: ANFC Seller/Services Guide, June 1981
2for existing structure; 101,370 for new structure . 211 375 for State Certified Veteran .

- Mohile Home

- Rural
Rural Housing Nonowner=

Loan Purxchase

72,500
NA

20

5%

12:375

Mortgage Purchase Occupied

147,750 “90,000
169,000 ° 130,000
0 - 30 -

5% 5% up to 65,000
104 - 10% up to. 90,000
NA 04

8.75 9.50

Income and asset limits Borrower cannot have owned or had a flnanc1a1 interest in propetty for prior three years [




June and Novemberv1981, AHFC*s borrowing costs increased from 17.05 -
-percent to 19.41 petcent. The effect on AHFC's mortgage interest
‘rates was to increase the rate on the first §90,000 from 10 percent to
©12.375 percent.

Thére were many complaints about these interest rate increases.
’As is>a1ways the case when interest rates increase dramatically, some
borrowers with loan applications pending or builders with units under
construction were negatively affected. - Monthly payments on a SQG,GOG
loan increase from $790 at 10 percent intereSt't01$952 at 12.375 per-
cent,iavZI percent increase.

~ The uproar over ﬁhe interest rate increases raises é'very basic
question regarding the State Assisted Mortgage Program. To what
extent "is the Stéte of Alaska going to insulate the Alaska housing
markets from market conditions? The State of Alaska has two options:
(1) to provide a constant subsidy and allow the mortgage interest rate
to fluctuate or (2) to provide a constant interest rate and allow the
subsidy to fluctuate. The latter option was re3ected by the State of
Alaska when the Roger's Ratchet was approved. The effect of a con-
stant rate policy would put great demand on the state's budgetary
resources during periods of hlgh interest rates and distort the market
through artificial rates. While tying the AHFC mortgage rate to
market rates was inevitable, the timing of implementatien during a
period of rapid interest rate increases raised the mortgage interest

rate to borrowers faster and higher than had been anticipated.

' The interest rate fdr the Homeownership Assistance and Pledged
Account Programs are the same as the SAM rate. Interest rates for the
Mobile Home Loan Purchase Program and Community and Regional Affairs’
Nonconforming Loan Program are tied to the interest rates in the SAM
program. The interest rates for the rural programs were established
by AHFC: 8.75 percent for the Rural Housxng Mortgage Purchase Program
and 9.5 percent for the Rural Nonowner-occupzed Program.

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

'Pr'ogram". - Interest Rate SRR P SOurceé ‘of Funds
State-Assisted 12.375/1st . $90,000 Formula based Bond Proceeds [

Mortgage Program 19.411/Balance . on AHFC . . State Approp.
. ‘ : : borrowing cost

T AT ' B ‘Formula based I L
Mobile Home . = - °12.375 - - on AHFC - State Approp.

- ‘Rural Omer-ﬁc-cﬁpie<d»' 875 AHFC - State ‘A‘pprop.‘ <

Rural Non-Owner-Occupied 9.50 . AHFC e 'Stalte' Approp'.”

' Maximmﬁ Loan Amounts. In compliance ‘'with statute ,‘ AHFC estab- -

- 'lished- maximum loan 11m1ts ‘based upon the llmlts establlshed by the-
~Federal Natwnal Mortgage Assoc:.atlon (FNMA) - As. of October 1981, the

, maxxmum loan limit for conventional loans 1n both the SAH and Rural

'»'Housulg Purchase programs is $147 750 for sulgle-famlly res:.dences and

e

- $189,000 for duplexes. - Veteran Administration guaranteed loans ‘are
limited to $110,‘Q-OG. Mobile home loans are limited to a maximum of
  $72,5.0_0. Rural non-owne:frr-occupied vleéns éaimot exceed »SQO,GOO for
sing’leFf'amily residences-'and‘ $130, '060" for’ duplexea;‘ for tripiex’es
: ‘through elght-plexes, AHFC has established a formula for determining
maximum loan amount based on the -number of bedrooms in each unit. The
maximum loan amount for the program is $500,000. Participants in the

: Homeownership Assistance Program are limited to loans of $‘7‘6,00‘0.

‘ Whlle AHFC won't }.end more than $147,750 on a single-~family
res:.dence, it will purchase first mortgage loans which are subject to
second mortgages. This rallows_ borrowers to seek supplemental fi-
nancing. AHFC requires that the sum of the first and all second
mortgage balances not exceed 80 percent -of ‘the.‘ property value. Addi-
- tionmally,  the secend mortgage ‘usually must be structured as a level

payment fully amortizing loan (AHF[Z Seller/Servz.cer Gulde, page 11).

AHFC  data indicate that m.nety percent of all properties purchased |
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~under the special mortgage purchase program as of October 31, 1981,
had sales prices less than $140,000. '

_ Insurance.  AHFC requires that ‘mortga'ges* with  loan to wvalue
ratios exceeding 80 percent have mortgage insurance. The mortgage
insurance - "indemnifies mortgage lending institutions for the direct
and consequential . losses that these institutions incur because of
nonpayment of first-mortgage loans" (Rapkin, page 730). This require-
~ment can be satisfied through use of FHA insurance, Veterans Adminis-
tration guarantees, or 'through private mortgage insurance. - If private
- mortgage insurance is used, AHFC requires insurance »Ivcéverage of 20
percent on loans with a loan-to-value ratio between 80 percent and
90 percent, and Zsbpercent for loans with a loan-to-value ratio
greater than 90 percent. Private mortgage insurance may be cancelled
when the unpaid principal balance is reduced to 80 percent or less of
the original value (appraised or sale, whichever is less). “Th:‘.s

- requirement is consistent with industry practice.

Length of Loan. AHFC loans generally have a maximum term of 30

years and a minimum allowable life of 20 years. The exception is the

mobile home program which has a maximum term of 20 years or the

remaining economic life of the property, whichever is less.

Down Payment. Down payment requirements vary by ‘progra'm. For

conventional loans, a 5 percent minimum down payment is required with
a 10 percent down for rural duplex buyers. A VA guaranteed loan does
not require a down payment if the VA guarantee is 25 percent or more
of the property value. For the pledged account program, the peak
loaﬁ-to-value‘ ratio may never exceed 95 percent. '

Eligibility , _
With the exception of the Non-owner Occupied Program, the AHFC
- programs are available to persoms who can afford to purchase owner-

occupied housing. There are no maximum income limits for borrowers
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‘éxcept»iﬁ7The:HoﬁeOWHership Assistance Progiam."Thé Special ﬁbrtgage
Loan Purchase Program (SﬂLPP) and its,cbmponént programs--Homeowner=
ship Assistance and‘Pledged"Accoﬁnt--are available statEWidé as is the
mobile home_prpgram;k The twd_rural~programs are limited,to‘commu-
nitiés'"whiéh do npt have access to Ancherage br Fairbéﬁks-byrroad'ar
rail and that have a populatlon of 4, 500 or less" @Alaské Statute

18. 55). '

: A borrower is allowed to hava only one AHFC loan outstandlng at a
'vtzme. Thls prevents the use of - AHFC funds strlctly for lnvestment
ipurpqses, Furthermore, the potent1a1 borrower, in all but the rural
hon-dwnér-occupxed'program, must demonstrate that the property to be
flnanced is intended for use 4as the prlmary reszdence (AHFC Seller/
Servicer Gulde page 11). '

‘Crédit‘Uhdgrwriting

- AHFC- operates  as a business. As a business, AHFC must use
“underwriting standards sufficiently strict to meet its financial
obligations. - The’undetwritingvstandards are intended to ensure that
‘:borfowers>have'the-financial ability td'meet the proposed obligation
-and - that -the property is ‘of sufflczent qualzty to adequately secure
the loan : ' B

Borrowers. AHFC income guidelines are that a borrower's monthly
mortgageb‘péymeht (including secondary mortgage insurance, prdperty
taxes, secondary financing, anﬂ Owners -Association Chargés, iflapp1ic-
able)‘shouldkndt exceed 28 percent of allowable gross,ihcbme.f.Addi-
tiénally, the kbofrower’s‘ total. monthl? obligation (defined to mean
total monthly first mortgage payment plus any monthly instaliment
 obligations which extend beyond nine months) should not exceed 36 per-

cent of allowable gross income. '

. The AHFC Seller/Servicers Guide states _that ‘allowable gross

income includes current base income plus any secondary sources such as
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overtime, commissions, bonuses, income from part-time jobs, invest-

- ments, trust funds, child support, etc. Verification of all income

sources is required. When calculating gross income, AHFC underwriters

take into account the stability of the income source. Therefore, some
income sources listed above may not be used if they do ‘not show sta-

bility over time. In cases where there are two or more apphcants who

~plan to take joint title, the effectlve incomes of t.he applmcants are

sumed

AHFC states that its -uaderwi'iting standards are flexible for
persons who have higher debt-to~income ratios than allowed by ‘the
standards but who have demonstrated a past abzhty to make the higher

‘ ,level of payments. A review of loans purchased by &HFC through the
‘State Assisted Mortgage Program as of October 31, 1981, shows that

3.7 percent of loans have principal and interest payments whlrch exceed
the 28 percent of gross income standard (AHFC data base). Since the
standard requires inclusion of ’tﬂaxe-s and insurance, a ,hig"hér portion
of borrowers exceeded the standard. The data‘shaw that 10 ﬁerc‘ent} of
the loans had principal and interest payments between 25 and 28 pér-

cent of gross income.

In addition' to the ‘income rEquirements,'bOrrowers must show they
have sufficient funds to meet down payment, closing costs, and prepayn- .
ment requirements for taxes and insurance.

Property.  AHFC _ré.quirés that a structure purchased with AHFC
financing meet the 'minimum construction standard acceptable in the
couununity 'in which the structure is located. Deviations from the
minimum construétion standards may be accaptable if an engineer will
certify that the deviation will not impair the health or safety of
6ccupants and that they will not reduce the useful life of the resi-
dence below the term of the proposed mortgage locan. The property must
be connected to public utilities if the utilities are available in the
commpunity in ‘which the pé;operty is located. Use of the community

standard rule is of major importance in rural communities where many
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propertles could not meet absolute construction standards establlshed‘

for urban areas

: Befoie units in condbminium or'planned uﬁit dévelopmﬂnts'can be
purchased AHFC must approve the development ~ In the approvai»préc-
ess, AHFC examlnes the characterzstlcs and quallty of the structure
.~and the fipancial abllltY of the condomlnlum assoc1at10n to meet 1ts

respon51b111t1es.

 Spec1a1 Prﬁgram Elﬁglblllty

In addltlon to the genéral program requlrements, the Home Owner-
'Shlp As31stance (HOF), Pledged Account Hcrtgage (PAH), and the Mort~-
gage Bond' Sub51dy Tax Act loan- ‘programs have add1t10na1 program and/or
‘ellglblllty requirements.? ’

, Home40wnér$hi§'ASSistance; The Home Ownershlp A551stance Program
"(HGF) provides: monthly sub51d1es to aid qnallfled low- and moderate-

1ncome SAM borrowers meet their monthly hou51ng payments

’Iﬁ'additipn‘to”guiéélinesArequired'by'the 5aM program, tﬁé HOF‘.
program has incame, asset, ‘and property value limits; The limits
; deflnlng low and moderate income in the HOF program are more restrlc-i

vt:Lve than the 1ncome limits whzch exlsted in the Insured Mortgage
~Program, the. program for low- and moderate-lncome buyers which pre-
ceded the‘SQeclal Mo:tgage Loan Purchase program. According to.AHFC,'
theiﬂﬁF ihﬁomeiiimité‘weré.extrapolated from incnme datéycbtained from
'the”U.S.}Depa:tment of Housing and Urban Development. Table I.3 lists

‘the current statewide HOF income limits as well as the last set of

- #AHFC is currently developing a rehabilitation second mortgage
~program which will allow existing homeowners to keep their current
first mortgage loan and borrow the funds required for rehabllltatlon
from AHFC in the form of a second mortgage.
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income limits from the insured mortgage program for Anchorage and
Fairbanks. ’

| TABLE 3. INCOME LIMITS FOR HOMEOWNERSHIP PROGRAM

Insured Program

Family Size = Statewide HOF . Anchorage  Fairbanks
1 25,650 ’ 28,800 33,300
2 26,650 . - 32,900 38,100
3 27,650 37,100 42,800
4 28,650 | 41,100 47,700
5 29,650 43,700 50,600
6 30,650 46,300 53,600
7 o 31,650 48,800 56,600
8 or more 32,650 - : o

In‘ additiun to the kincon’a‘e limits, a bor:rower's' assets rat’the time
of ‘application camzot exceed two times the ma:-ﬁimum income _J.imits; A
Borrowéi: over 65 years of age is allowed assets up to three times
mazimum income.}’ -Neither ’the sales price nor appraiséﬁ vaiue of t;he
subjecvt':"_p'ropertyf may exceed $80,000, and the maximuni, loan balance is
$76,000. |

Under current AHFC regulations, eligibility of borrowers under
the HOF program is reviewed annually. ' Subsidy payment levels are
adjust,éd on f.he basis of updated incomé infermation. Participation in |

the HOF program is limited to once per mortgage. Once a borrower is
eliminated from the program due to loss of §fligib.ility', ‘he may not

reapply, even if subsequent income meets eligibility requirements.

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

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

"Tableﬂé,illustfates a subsidy calculation. This calculation is

baséd 6n‘a‘SGS,OOOsloan‘and the current 12.375 pércent interest rate.®

The moﬁthly_principal and iﬁterest payments at the current interest
rates for this ‘loan are $687.42. Both fermulas are used to determine

the ultimate subsidy available. Under formula 1 the potent1al~

. sub31dy -depends’ upon . the 1ncome of the appllcant The subsidies
;ava;lable 1f_formula.1 was used range from $$20 for a houéehoid with
$10,000 per year annual income to $270 for a household with a $25,000
~income. Under formula 2, the subsidy is fixed at‘$297 71 Table I.5

shows that formula 2 is selected for all applicants except those with
:annual incomes of $25, 000. Further analysis shows the households w1th 

' _$10,000>and $15,000,annua1‘1ncomes would not quallfy for loans due to
‘extessive'paymént-td*inéomevfétios Table I.4 shows that even with
the subsidy prov1ded by the HOF. program, very low income households
cannot quallfy for AHFC loans.

~ As with any subsidy program which has maximum income limits, the
HOF program excludes borrowers on the upper sxde of the income 11m1ts
but who may have very szmzlar characteristics to the HOF borrowers.
For example, a two-person household with an income of §25, GOO annually

qualifies for HDF part1c1pat1on. Us;ng the - $65,000 loan value at

current AHFC SAM interest rates, this HOF participant is required to
make a monthly payment of $417.42, with AHFC subéidizing the remaining

,  5The mean loan balance for HOF borrowers between the start of the
program and October 31, 1981, was $63,363.
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TABLE 4. EXAMPLE OF HOMEOWNERSHIP ASSISTANCE PROGRAM SUBSIDY CALCULATION

ASSUMPTIONS:

Loan L - $65,000
Market Interest Rate - 12.375%

Monthly'Pfincipal and Interest

Payment at Market Interest Rate 3687742

SUBSIDY OPTIONS:

FORMULA 1: Principal and Interest Payment
Reduced to 20% of Income

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

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

v Paymeht at 6% Interest Rate . §389.71

' ‘Monthly Subsidy Required neiy
if Formula 2 Used 9297.71
SUBSIDY CALCULATION:
Monthly Payment at Market Rate
Subsidy (Lesser of Formula 1 or
Formula 2) S
Monthly Payment After Subsidy

STATUS OF LOAN:
Payment to Income Ratio
Loan Status '

“Annual Income -

$10,000  $15,000  $20,000  $25,000
§167 $250 $333 $417
$520 5437 $354 §270
$687.42 $687.42  $687.42  $687.42
297.71 297.71 297.71 270.00
$389.71 $389.71 $389.71  $417.42
46.7% 31.1% 23.3% 20.0%
Rejected

Rejected = Approved

Approved




$270 00. A two‘person household w1th an annual income of $27 000,
ﬂ‘however, does not qualify for a HOF. 1f they attempted to obtain the
»1same $65,000 loan, their payments would be $687.42. 7 This lean would
not be approved, however, since the mnrtgage'paymentbto-income’ratio
wguid,be 30.5 perceﬁt. Based on thet28 percent mortgage_paymént—to-

" income rule, the maximum loan this househdld could receive is $59,570.

; The two analyses regardlng income presented above are based on anj
assumed $65 000 1oan " This points to a- third area of concern involv~- .
ing ‘the hﬂmeqwnershlp assistance program, the supply of acceptably"
pricéd hbusing Through Octdber 31 1981, 33 percent of propertles
_purchased ‘through the Spec1a1 Mortgage Purchase Program ‘had pr1ces7
less than the $80,000 HOF llmlt, 19 percent had sales prices 1ess-thantf
.$7O 000., The analysis shows that 1ower-prited propertieé ate required

: 1f HOF - is to a1d the lower-lncome buyer (less than $20, 000 annual

' ',1ncome) and the buyer who doesn t quallfy for HOF due to income only,

'sllghtly over the income maximums. As inflation takes its toll on the
'flower~priced units, the‘HOF_program will be less able to serve the
intended borrowers.  Any expansion of the program, however, will

require an increase in funding levels.

Pledged Account Mortgage Program. The Pledged Account Mortgage

(PAM) provides a mechanism for a graduated payment mortgage. A gradu-
ated payment'mortgage 511ows the monthly payment to increase ‘over the
1ife,6f~the;mortgage. This allows a borrower to qualify for a more
valuable property than would .be' possible under ‘an even-payment
mortgagé and meet  the increasing payments over time withréxpected'

"increases in income.

The AHFC graduated mortgage program utilizes the even-payment
‘mortgage;as its base.f Payments are reduced in early years of the
mortgage by utilizing funds dePOS1ted‘by_the borrower at the time of

purchase in "a 5pledged account. Under this 'progxam; increases in -
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payments cannot exceed 7.5 percent per year, and the full payments

must be reached no later than the fifth year of the mortgage (AHFC

Seller/Service Guide, pages 84-85).

The Mortggge Bond Subsidy Tax Act Program. Under the Mortgage

Bond Subsidy Tax Act of 1980, tax-exempt bonds may be used to finance
residential mortgages if ceftain conditions are met. ‘These conditions
are that the borrower may not havé owned or had interest in a home for

three vyears, that the'property be the principal residence of the
buyer, and that the sales price may not exceed 90 percent of the
average area sales price (AHFC, Select Corporation and Program Infor-
matlon,_Nbvember 1981). AHFC has establlshed maximum purchase prices
v off$82,474 for existing single-family structures,’ $101,370 for new

single-family, énd‘$965646 for existiﬂg duplexes.’ '

Summagz‘ _

AHFC offers several loan programs. Each program is desighed to
' serve‘different segments of the Alaska housing market. All potential
home’buyers invthe state are eligible to apply to the Special Mortgage
Purchase prcgram;‘ Low~ and moderateéincame home buyers may apply for
additional subsidies through the Home OwherShip Assistance program.
Mobile home and rural purchasers are served through separate programs.
The interest rates on AHFC loan prﬁgrams vary according to the source
‘of fupds and statutory requireménts. The other terms of the loans are
designed to match the ma:ket'segment served. Many of the loan terms
‘such as requiring mortgage ‘insurance or federal insurance, maximum
'value of loan, and maximum life of loan are Based on industry prac-
tices. Because AHFC operates as a business, the credit and property
underwrltlng standards are de51gned to limit the risk of purchasing

problem loans.
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AHFC_Gperations

- Since AHFC bperates-és a secondary purchaser of mottgages, not "as

a ~direct lender, the financial institutions retain a role as the

oxiginatars and servicers of loans. As of November 1981, twenty-nine
financial institutions and six reglonal houS1ng authorltles were

authcrlzed to orlglnate loans for AHFC programs.

.'Seilér/Sérvicers

3Loan'0rigination. The role of the d1rect lender (seller) is

'illustrated by rev1ew1ng the loan origination process  as practlced by

" AHFC. AHFC does not deal directly with the potential borrower. The

'borrower applles for the mortgage loan. from a financial 1nst1tut10nf

part1C1pat1ng in the AHFC program as a seller. ' The seller s dutles,
as stated in AHFC’S Seller/Serv1cer Guide, include:

0 Helping the borrowérléomplete a loan application.'

1] Acqualntlng the borrower w1th terms of mortgage and rlghts
~ - and responsibilities.

o Inspecting the propérty offered as security.
o Selecting an appraiser.

o Ordering  and, reéeiving' the necessary borrowers' ~credit
documentation directly from the original source,

‘0 Making: an underwriter's determination of the entire credit-
and . property package prior to recommending the mortgage to
AHFC for purchase.

The AHFC secondary purchase process requires that AHFC personnel
underwrite eaéh loan. Completed applications and accompanying docu-
mentatidn érg‘forwarded to AHFC for pribr approval of the borrower and
- property. Prior approval by AHFC is required before the mortgage loan
can be made by the seller.
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This step in theiorigination process -has been a point of criti-
cism by some members of the financial community. Comments about the
prior apyroval.,system include that it transforms the sellers iato
paper processors and that it causes undue delay in the loan origina~_
.tion process. During July 1981, the average prior approval turnaround
time at AHFC was approximately 15 days. In January 1982, the turn-
around time was one day (AHFC). ' '

A'sﬁggested alternative to the total use of prior approval is
delegated underwriting. In delegated underwriting, the secondary
purchaseriauthorizes certified underwriters who work for sellers to
decide whether or not a loan is acceptable to the secondary purchaser.
If the delegated underwriter approves the loaﬁ, the secondary pur-
- chaser is committed to purchase the loan. If subsequently the loan
does not meet the secoﬂdary pufchaser’s standards or the loan becomes
delingquent, thefis-eller is required to buy the loan back from the
secondary purchaser.. ‘

The_majér benefit of delegated underwriting ié‘that it reduces
loan processing time by reducing underwriting duplication. Delegated
un&erwgiting, therefore, can reduce the underwriting _costs of the
secondary purchaser. The secondary purchaser then audits loans pur-
chased under delegated underwriting.

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

AHFC considered using a delegated underwriting system in 1981 in

order to reduce loan processing time (Goldbar, January 8, 1982). The

system was not put into place, however, due to possible conflicts with
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the bond resolutions under which available funds weré obtained. Bond

offerings ‘made through 1981 -épecifyf that AHFC underwrite each loan it
‘ purchases; - While this precludes the wuse of delegated underwriting
under curreat bond issues, AHFC has no plans to 1mplement. delegated
."underwr:.tlng in  the future when procedures could be’ changed,_ The

~principal reason is that AHFC does not want to risk a potennall‘y

adverse reactlon by the bond ratlng ‘agencies to such a ‘procedure. A

’reductlon in bond ratlng would 1m:rease AHFC's cost of borrowing.

When ‘the completed loan applzcatlcn is forwarded to AI-IFC for'

prlor approval of the borrower -and property, AHFC underwriters can

a:pprove the loan as is, approve-the loan with comditions, or deny ‘the =

application.‘ When AHFC underwriters approve a ‘loan application, AH?E'C

is ‘committed to purchase the mortgage loan after it closes. Once AHFC »

grants_ ;,prl‘or approval, the seller proceeds. with the loan process.

‘After the loan is closéd (the sales transaction completed and funds
dispersed), the seller packages the loan for sale to AHFC.  AHFC

purchases loans from sellers twice monthly, on the IOth and the 25th'

of each month

AHFC di‘spefses funds at the time of closing for rural loans made
through the regional housing authorities. This is ‘necessary because
the reg:.onal hous:.ng authorities are not fmancml institutioas with

. the ablhty to make and warehouse loans. The transfer of funds is

made to a title company operating as a trustee.
~ “For their role ‘in the loan origination process, sellers are
allowed to charge t.he borrower an origination fee, commonly one per-

"~ cent of the loan amount.

Loan Servicihg - After AHFC purchases the loan, the seller re-

. tains the functmn of the loan serv:.cer. The primary responsibilities

f the serv:.cer are to: -
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o Collect principal‘and interest payments.

Forward. payments minus servicing fee, to AHFC.

o

o Complete monthly reporting requ1rements as required by AHFC
é Report delinquent accounts to AHFC.

0 Initiate'foreclosureVproceedings as necessary. §

The servicer‘recéiVES a fee fcr'éervicing the loan. This fee,
~which varies by AHFC program, is deducted from the payments the ser=
vicers collect for AHFC. These collection feés are one componeﬁt of
the interest rate AHFC charges the borrower. 4Thef3ér§icing-fees‘are ,
based on the unpaid balance of the mortgage loan. The servicing fees
are 3/8 of one percent for the ‘SMPP, one'percent for the mobile home

'program, and 1/2 of one percent for the rural owner«occuyled program

FﬁndvAllogatign to Sellers. AHFC operates under a fund reserva-
tion éystem that allows sellers to request AHFC to set aside funds for
~ the loans or1glnated by the seller. The reservation holds funds for a
three-month perlod at a spec1f1c interest rate. AHEC requires that
. sellers pay a half-of-one-percent fee at the tlme the funds are
  reserved a fee ultlmately charged to the borrower. '

Under the special mortgage pnrchése program, AHFC has maintained
sufficient cash flow to meet the request for funds by the sellers. In
the event that sufficient funds were not available to meet all
sellers’ requests for funds,'AHFC‘has established a fund allocation
policy. In the case of a shortage of funds to meet reservations,
- funds will be allocated on the "basis of recent and future anticipated
‘lending activities of the financial institution (seller/serv1cers) as
well as upon the potentxal need for mortgage loans in each judicial
district of the state as it determines is required based on the most
current research reasonably available to it" (AHFC regulations, 15 AAC
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118;315(6)). The SéileriServicers Guidg further states that AHFC'may

creduce ' the amount of reséivation based on seller/servicer performance
(AHFC Seller/Servicer Guide; p- 12).

" Under the fund reservation system, sellers lose their fund reser-

vation fee if the reservation period expires before:the funds are

committed. Sellers can, with AHFC approval, however, assign reserved=

f;ffunds to another seller (AHFC Seller/Serv1cers Gulde p ©13).

- As a_secondary purchaser of mortgagés; AHFC does not deal di-

fectlj with the ‘borrowers. Part1c1pat1ng flnanc1al institutions and
‘reglonal hou31ng autharltles act as the seller/serV1cer of AHFC: loans.
For most types of flnanc131 1nst1tut10ns, AHFC has replaced other
secondary purchasers. Savzngs and loan 1nst1tut10ns are more dlrectly
'vaffected since they have tradltlonally made ‘some loans for thelr own
portfollos. ’
‘Seller/servicers' responsibilities range from‘téking applications
from borrowers, dlsbur51ng funds, and collectlng monthly payments to
vdetermlnlng whether foreclosure proceedlngs are in order. For their
services, seller/serv1cers are allowed to charge the borrower a loan
origination fee of one percent and deduct a serv1ce fee, which varies

by AHFC program, from payment COll&CthﬂB.

AHFC Program Activity

By all measures of program. act1v1ty, AHFC has operated at record
levels since July 1980. The reasons for'thls act1v1ty are the attrac-
_tive terms provided by. the Spec1al Mortgage Loan Purchase Program and

the record-high mortgage interest rates available from the'alterﬁative'

‘mortgage sources.

34




The increase in activity is illustrated by examining the his-
torical levels of mortgage commitments and purchéses between 1974 and
_ 1981 (Table 5). The data for both AHFC commitments (loans which have
been approved but not yet purchased from seller) and purchases sky-
‘rocketed as a result of 1mp1ementat10n of the Special Mortgage Loan
Purchase program. In calendar year 1979, the last fgll year before
the SMLPP, AHFC committed to purchase $185.5 million in loans and pur-
chased $189.4 million in loans. The 1979 monthly average was approxi-
mately $15.5 million of mortgage activity. In the‘last six monthbs of
1980, after the SMLPP began, AHFC committed to purchase $329.9 million
in - loans and purchased $242.1 million. Activity in the first nine
months of 1981 was $696.4 million in»commitments'and.$582.2 million in
. purchases. AHFC monthly average purchases rose from $15.8 million in
1979 to $64.9 million in the first nine months of 1981, a quadrupllng’
of the 1979 level

 AHFC Applicatioms aﬁd'Dénials'
During the period July 1, 1980, to June 30, 1981, AHFC received
11,348 applications for all of its programs, a moanthly average of 945.
Table 6 shows the number of applications by month and program for

1981. In June 1981, the receipt of applications peaked at 1,540;
these applications requested $127.8 million in mortgage funds. The
volume of‘applications declined slightly in August, September, and
October 1981 before falling sharply in November. There are two rea-
sons for this drop. First, there is usually a seasonal drop in mort-
gage activity during winter. Second, the rise in AHFC interest rates
reached their current peak in November.

_The Special Mortgage Loan Purchase program is the dominant AHEC
prugtam receiving 90 percent of applications representing 96 percent
of mortgage funds requested for the period July 1, 1980, through
‘November 30, 1981.
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TABLE 5. AHFC MORTGAGE COMMITMENTS AND PURCHASES
| | BY CALENDAR YEAR |

Commitments “Purchases

Year “:-‘ Annual

»aJanuary-June 1980

P July-December 1980

: cJanﬁary-Sepiember'IQSI

SOURCE: : AHFC, Selected Ccrpﬁration and P?ogram Information, November 1981
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. Monthly Average - Annual | Monthly‘Averagg
1974 536,118,202 §3,009,850
1975 35,237,435 2,936,453 35,177,076 2,931,423
 ‘1976k' '_ 71,171,942 5,930,995 53,985,643 4,498,803
1977 139,891?225v“‘ 11,657,602 126,007,384 10,500,615
1978 140,254,330 11,687,860 126,814,826 10,567;902
1979 185,484,600 15,457,050 189,356,994 15,779,749
1980 72,685,550 12,114,258 74,427,975 fv'12;404,563'f-
1980 329,943,850 54,990,642 242,105,044 40,350,840
 1081° 696,393,150 77,377,016 j,582;191,710 A164,687;953 |
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TABLE 6. AHFC APPLICATIONS BY PROGRAM

Period | Special Morfgage Loan Mobile Homé: . vRﬁfai Housing Rural Nonowner-Occupied
' Pur¢hase S Loan Purchase Mortgage Purchase
‘Number  Volume  Nusber Volume  Nusber  Volume Number  Volune
July-‘ _ ‘ : i : _
December 1980 4,582 381,566,625 396 9,570,650 O NA o NA
(monthly avg.) 764 63,594,438 ‘ 66 1,595,108 v _ ; '
January 1981 610 52,024,400 61 v1,3%5,4oo ‘ 9 607,850
February 1981 682 57,504,100 .; 56 1,439,900 9 678,700
March 1981 915 78,285,200 29 730,200 18 1,360,750
April 1981 1,073 94;650,306 52 1,1é9,650 .15 1,192,950
May 1981 1,198 111,978,200 89 2,090,300 11 , 846,050 - 2 585,000
June 1981 1,354 121,331,300 160 4,134,350 22 k1,859;650 4 | 507,200
July 1981 1,344 119,810,150 146 3,831,150 25 1,761,200 o 2 872,400
. August 1981 1,103 101,056,100 129 3,416,900 15 | 1,326,4ﬁa . 2 o 108,300
September 1981 1,129 163,031,870 | 122 3,208,650J 21 1,738,200 S 82,500
October 1981 1,137 103,080,550 139 3,842,750 20 1,759,100 g 320,750
November 1931' 807 73,720,050 - 138 3,675,700 21 1,8?3,560 3 493,600
TdTAi 15,934 1,395,978,015 1,517 3é,445,6oo . 185 15,604,5007 _ 18 2,969,750

"SOURCE:  AHFC Selected Corporation and Program Information, November 1981.




Of the 11 348 appllcatlons received between July 1, 1980, and
| June 30, 1981 2,211, or 19.5 percent, were denied. AHFC defines as a
denial any applicatidn which is ﬁot'ultimateiy purchased.byythe Cor=~
‘poration;»regardléss of reason. The 19.5 percent rate, therefore, is
not actually denials, but rather applications which for some reason
'did not camplete the full cycle of Processing These figures also do
not take ‘into accouat loans which are denled and . then subsequently
approved. Table 7 llStS the reasons for denials. ’ '

- Income= and ﬁealth-related facto?s were responéible for apﬁroxi—
mately 43 percent of AHFC denials during this ?ériod.‘;The'reasons_
‘, int1udév insufficient incdme. for mortgage :payments (17.6 percént);
'insufficient'inCOme for total obligation (6.1 perceﬁt};_iﬁsuffiCient
income stability» (6;9fpercent), uﬁacceptable credit (3.2 percent),

insufficient equity (2.1 percent), and income too high for participa- -

tion in the Homeownership Assistance program. Also during this

period, 10 percent of applications were denied for insufficient data.

While some denials are expected, the level of deﬁials for income-
related»reéSons_and insufficient data--53 percent of all denials: and
5.7 percent of éll1applications~-raises questions as to why the denial
ra;e~is'asuhigh as it is. There are several reasoﬁs, often conflict-
ing, cited for the level of income related denials. First, AHFC and
t-hé vsellér/ servicers were dealing with a new and g:eatly expanded
program. It takes time for all participants to become familiar with
thé‘p;ogram’s guidelines and operations. Secoand, while sEIIer/serQ
vicérs are supposed to forward only those loans which they recommend
for purchase, there is no pemalty for submitting loans whichvdon't
qualify. This may lead some financial institutions to submit loans
which should not be submitted Third, some seller/servicers contacted
during this study expressed disagreement with AHFC underwriting
~ecriteria; especially definition of lncome, and asserted that the
criteria are often incomsistently 'applied. Finally, underwriting

decisions are often complex with judgments required on a case-by-case
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TABLE 7. AHFC DENIALS, JULY 1, 1980,

TO JUNE 30, 1981
(All Programs)

Reason for Denial

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

Unacceptable Credit
Lack of Required Equity
Unacceptable Property

Insufficient Data Presented
Unacceptable Terms and Conditions
Return on Request of Lender

Applicant Over Income for
Homeownership Assistance

‘Lack of Funds Reserved

- Other :

Change in Program
Cancellation of Commitment

Total Denials
Total Applications

Denial Rate

SOURCE: AHFC Data Base
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Number Percent
Denied of Denials
390 o AT7.63%
134 6.06 -
153 "65.92
70 3.16
46 1 2.08
159 . 27419
222 10.04
14 ~ b3
206 9.31
155 7.01
2 .09
192 - 8.68
T R 2.53
412 18.63
2,211 £ 100.0%
17,656

19.5%



basis. It is often possible for there to be different judgments made »
by the seller/servicer and AHFC. AHFC recognizes the problem with Zj
denial rates and meets regularly with seller/servicers to work on the n“ﬁ;
problems which are identified. ' | e

Aﬁotherf major class of denials1 invcived the canceliation of
commitments (18.6 percent) and the return of applications at the
 ,request of the lénder'{g;é perteht).' Commitménts‘may be cancelled by
AHFC if the loan is not returned to AHFC for purchase within 120 da?s"
of approval.for existing-pfoperties and 180 days.for'new stfuctures
under construction, owner/builders and refinance improvements (AHFC
- Seller/Service Guide, pagé'l&)., Sellers may request the tancellation
- of commitment if:the sale falls through for any reason.

Unacceptable properties were responsible for 7 percent of degialé.

The remaining 12 percent of denials were based on'reaSOﬁsvidcluding

‘unacceptable terms and conditions, lack of funds reserved, changes in

program, and other miscellaneous reasons.

For the period July 1, 1981; through 0ctober;31, 1981, AHFC's - ,éff
denial rate for the Special Mortgage. Loan. Purchésé, Program was e
17.4 percent. For this same period, denials in the Mobile Home Loan
Purchase ran‘ét 14 percent and the Rural.Houéing Mortgage Pﬁrchase
Program at 6 percent. . ' |

Program Results

The Special Mottgage Loan Purchase Program is responsiblé for the
increase in AHFC actiVity.~ The statistics which follow are for the
period July 1, 1980, through October 31, 1981. During that period,
~the program purchased 9,792 mortgage loans with an original mortgage

. value of $853.1 million. These figures include loans made-undervthe
HOF, PAM, and refinance programs. During this period, 733 borrowers

qualified for participation in the homeownership assistance program.
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These loans had an original loan balance of $46.4 million. In Decem-
ber 1981, AHFC Provided $153,636 in HOF subsidy payments to 891 recip-
‘ients, a mean subsidy of $172.' As of October 31, 1981, there were
356 PAM loans with an original mortgage balance of $36.6 million. . The
- refinance and home improvement program funded only 23 loams, with an

original mortgage balance of $1.8 million. o

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

The rural dwner-eccupied program has funded 213 mbrtgage loan
‘purchases in rural Alaska through October 31, 1981.Y‘These loans had
an original loan balance of $14.5 million. Between July 1, 1980, and
October 31, 1981, the rural nonowner-occupied program financed sevgn-

teen loans, representing an original balance of $2.7 million.

Future Levels of Act1V1ty

Given these high levels of activity in the flrst program year,
the question arises as to whether the level of activity experienced is
a norm which can be expected to contigue into the future or a special
case. -In this section, we ideﬁtify the factors which*influenced the
1980-1981 activity. ' |

First, by eliminating the income re@uirements4for homeowners and
expanding the value limits‘of property eligibility for purchase, the
Special Mortgage Purchase Program made ANFC funds an option for the
majority,af the residential housing market. Of the 9,792 bcrroéers
who received SMLPP loans between July 1980 and October 31, 1981, 6,311
(64 percent)‘could not have qpalifie& for AHFC funds under the old
Insured Mortgage Program (the pre~June 1980 low and moderate income
program). The Imsured Mortgage Program placed maximum income limits
on borrowers and limited the price of eligible housing. An analysis
of SMLPP buyers shows that 6,275 of the borrowers had incomes ex-

ceeding the last set of income limits under the Insured Mortgage
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 Program. Of these buyers, 2;967 pﬁrchased‘honses which exceeded the
‘price limits. | | R |

Second, the choice of using AHFC funds instead of alternative

“funds such as from the financial iﬁstitutions or federal credit égencies‘
depends on the interest rate, maximum'loan-amount; and lcan tefms-
available from each source. A review of interest rates for the period
~ June 1977 to June 1981 (Table 8) shows that the original base interest

rate of 10 percent in the Special Mortgage Loan Purchase'program Was

not only below the prevailing rates for other lenders at the time the
program started but also the lowest rates since December 1978. This

lower interest rate opened up the market to borrowers who may not have

~ been able to afford the higher market iﬁterest,rates.' For example,
  vmonth1y_pfinéipa1_énd'inteteSt payments’on_é $90;000vmor£gage increase
from $790 at 10 percent to §925 at 12 percent. In the 10-to-16 per-
cent interest rate ’rangé, a one péréent' increase,,iﬁ- the :ﬁortgage

 interest. rates raises the mdnthly payment from $67 to $72 on a $90,000

loan.-‘AdditiOnally,.buyers who could‘afford to purchase a house at

market rates can afford to purchase more expensive housing at the

- lower rates.,

 TABLE 8. INTEREST RATES

FNMA FHLMC - AHFC?
6/30/77 9.106 9.008
12/31/77 9.213 9.435
6/30/78 - 10,125 9.971
12/31/78  10.920 10.797
6/30/79 11.438 11.595
12/31/79  12.985 0 12.898 .
6/30/80  12.807 12.204 10.0
12/31/80 15.430 14.735 10.0
6/30/81 16.337 16.564 - 10.0

12/31/81 ‘ 16.845 12.375

aInterest‘rate for non-veteran on first 590,000 balance.

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

changes in AHFC programs.

»
*

Not surprisingly, AHFC has captured most of the eligible markets

due to its lower interest: costs. As long as AHFC interest rates are

~lower than the alternative sources, AHFC will maintain its dominant

role ‘as the primary source of owner-occupied residential mortgage

funds.

Characteristics of Borrowers

“In examining any public progtam, a common question is "Who was
served by the program?" While AHFC housing programs have effects that

go beyond the borrower (see-Chapter Five}, the borrower is viewed as

~the major beneficiary. ‘In this section, we examine three character-

istics of borrowers who received AHFC financing. Theése characteris-

tics are income, previous ownership history, and residency. By com-
paring the variations ~across programs, we can begin to determine

whether the wvarious programs actually serve the intended  groups.

Income. With the exception of the rural nonowner-occupied pro-
gram; AHFC loan programs are designed to serve home buyers. = Since

homeownership by its very nature has minimum income requirements, AHFC

programs serve those persons who have sufficient income to purchase

rather ‘than rent‘housing. Since AHFC operates as a business enter-
prise, with underwriting standards acceptable to their investors, some
borrowers face the pessibility that they hawve insufficient income to
qualify for AHFC programs. - The subsidy elements of the AHFC programs
do, however, allow boriewers to qualify for mortgage loans that they

might not ‘qualify for at market interest rates. The homeownership

‘assistance program further reduces the income required for low- and

moderate~income buyers in Alaska.
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Table 9 shows ";he income distr‘ibutiohs of households receiving
iAHFC financing under the State Assisted Mqrtgage,. Home Ownership
Assistance,'Pledged Account Mortgage, Mobile Home, and Rural Owner-
Occupied. programs. . The distribution shows that over all programs in
~the Special Mortgage Loan Purchase Program, 61 percent of borrowers
had household incomes greater than $40,000 perb yvear, and 39 percent
had incomes greater than $50,0060. Only 2 percent of SMLPP recipients

~had incomes less than $20,000 per '.yiear -with a total of 16.1 percent -

‘having incomes‘ less than $30,000. For ‘the rural owner—occupled pro-
gram, 54 percent of borrowers had annual househeld ‘incomes - greater
-than $40,000, and 19.7 percent had incomes less than 830,000, . Two
‘AHFC programs pr0v1de the majority of assistance to households in the

"$10, 000-$ZO 000 income range. The HOF program provided 20 percent of

its loans to this income group, ‘and the mobile home program provided -

16 percent. None of the AHFC programs prOV1de‘assz.stance_ ‘to the very

low income households (households with “incomes vlé_ss- than $1.0,0~00).

In order to ~compare the income distributiens of AHFC rec1p1ents

‘w1th the income distribution for the general population, we used an

income d:.strlbutlon of Anchorage obtained from a 1978 survey and the

©income: dlstrlbutlon of Anchorage rec:.plents of the AHFC Spec:.al Mort-

'gage purchase and mobile home programs (Ender, 1977).% The survey

 showed that in 1976, 28.7 percent of Anchorage households had incomes :

less than $20,000 (see Table 10). In 1976 dollars, only 8.9 percent
of Special Mortgage Loan Purchase program recipients had incomes less
than SZ0,000. ’While the Anchorage income distribution may- not be
fully representative of the state, it does provide a measure upon
which kto compare the income of AHFC recipients to the general popula-

tion. Evidence from a statewide survey shows that there is a higher

Sgince the survey measured household income in 1976, we adjusted
the AHFC recipient incomes downward to account for growth in income.
The adjustment factor of .25 was based on the change in per capita
personal income between 1976 and 1981 as measured by the Bureau of
Economic Analysis.
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TABLE 9. DISTRIBUTION OF HOUSEHOLD INCOMES
o FOR BORROWERS USING AHFC PROGRAMS

(percent of botrOWers)r

Special Mortgage Loan Purchase Prdgram

State-Assisted = Home Ownership = Pledged

" Rurak Owner-

Annual Income Total Mortgage Assistance  Account Mobile Home Occupied
< $10,000 p ) b 9 ’ "
$10,000 - $20,000 2.0 6 - 19.8 | .6 16.0 3.3
$20,000 - $30,000 14.1 8.4 80.1 15.7 43,7 16.4
$30,000 - $40,000 23.1 . 24.5 1 38.5 27.3 26.3
$40,000 - $50,000 25.2 27.3 ? 26.1 6.7 " 22.5
§50,000 - $60,000 17.5 19.2 ¢ 12.9 4.0 16.0
$60,000 - $70,000 9.5 16.5 9 4.8 1.7 5.2
> $70,000 8.6 9.5 e 1.4 .6 10.3
| 100.0 1000 100.0  100.0 100.0 _ 100.0
Number of Loans 9,792 8,680 733 356 891 213

SOURCE: AHFC Data Base




'TABLE 10. DISTRIBUTION OF HOUSEHOLD INCOME IN ANCHORAGE

Distribution of Household Income (adjusted to 1976 dollars) for:

Distribution Special Moftgagé Pﬁrchase Pfogram
_ of Household . ' LR ' L B :
Household Income = Income, 1976 Total Recipients  HOF Recipients Mobile Home Program
< $10,000 1.0 - o /] | : P '.8'
$10,000 - 520,900 18.7 R ) 43 | | . 458
$20,000 - $30,000  20.9 o224 95,7 | | 42.6
$30,000 - $40,000 20.0 | 30.4 ) 7.4

N o , .

e §40,000 - $50,000 12.9 | 21.6 9 2.1
§50,000 - $60,000 9.0 10.2 P 1.3
$60,000 - $70,000 29 3.9 g )

> §70,000 35 | S 2.6 N 8
Don't Know | 2.1
Total - 100.0 - 100.0 L ‘106;0 | SR 100.0

SOURCE: AHFC Data Base .
Ender, Richard L. The Opinions of the Anchorage Citizen on Locan Publlc Policy Issues,

Anchorage Urban Observatory, December 1977




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

Previous Ownership Histery. First-time' home buyers purchased

38 percent of the properties fimanced under the Special Mortgage Laan
Purchase program.  This compares to a national average in 1978 of
36 percent (U.S. Départment of Housing and Urban Development). There

is, however, wariation among AHFC programs.

First~time home b'uye,rs who participated only in the SAM program
matched the national average exactly at 36 percent. The HOF and the
~. Mobile Home pfograms both showed a high rate of participation by
| first-time home buyers-'-}'sv and 65 percent, respectively. These par-
ticipat’ion rates are likely tied to the price of property allowed
under each prngram.‘ First-time home buyers are most likely to enter
the housing market at the lower end of the price range. The rural
owner ~occupied program also showed a high rate of first-time home

buyers-~56 percent.

The PAM program had the- lowesbt participatioh rate by first-time
heme buyers--21 percent. Just as the HOF is well-suited for first-
time home buyers, the PAM program's equity requirements do not suit
the averége first-time home buyer. '

Residencz‘. A sample of AHFC loan application files shows that
18 percent of recipients in the Special Purchase program and the
mobile home program had been residents of the State of Alaska less
than one year. 'Only 6 percent of rural owner-occupied loans went to
residents of less than on\é‘ "lr?_g'%é‘ar. New residents are more likely to be

in the housing market due to their recent moves.
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Geographic Distribution, of AHFC Loans

In order to analyzé the geographic distribution of AHFC loan
funds, we created ten geographic categories. — There are separéte

categories for Anchorage, Fairbanks, Juneau, Ketchikan, Kodiak, ‘and

Sitka. ' The Anchorage, Fairbanks, and Juneau categories include sur-

rounding communities which are part of their hbusing_market areas.

. Palmer, Wasilla, and Willow are combined. The final three categories
é*re ro‘ad_—connected communities‘ in southcentral and interior Alaska;
cbmmunities in southeast Alaska which qualify under the AHFC rural
. definition; .and communities in southcentral, western, interior, and

- arctic Alaska which qualify under the AHFC rural definition.

- Table .,1,1 shows the disttibﬁtiau of loans according to the numbgr
cof ,,l.oy(ans- made fdr the Special Mortgage Loan Puréhase Program, the
Mdbile' Home Loan Purchas,é Program, and ﬁhe Rural Housing Mortgage
:Pufchasé_‘ Program. - As a point of reference, the distribution of loans
for AHFC's entire portfblio énd a pbpulatio-n distribution of the state

‘are also presented.

o Loan‘ activity in - the ‘Special  Mortgage Loan Purchase Program is
concentrated in the larger cities. The majority of Special Mortgage

Loan Purchase Program activity took place in Anchorage: 68 »pervcent 6f

,overéll SMLPP loans, 84 percent of HOF loans, and 89 percent of PAM
loans. Fairbanks received 10.9 percent of SMLPP loans but only 4.3

percent  of HOF and 3.9 peréent of PAM loans. Juneau received 5.7
pe:ce;;t of SMLPP activity with 1.9 percent of HOF and 3.2 percent of
PAM. An additional 10 percent of Special Mortgage ‘Loan Purchase

Program loans went to the road-connected Southcentral and Interior

places including Palmer, Wasilla, and Willow. The remainder of SMI.PP‘

activity went to Ketchikan (2.3 percent), Kodiak (1.1 percent), Sitka
(1.2 percent), and rural areas ~{.7 percent). Palmer and Wasilla

received most of the remaining HOF (5.3 percent) and PAM (2.5 percent)

loans. Participation in HOF and PAM was limited in Ketchikan, Kodiak,

and Sitka and almost non-existent in rural areas of the state.
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TABLE 11. GEOGRAPHIC DISTRIBUTION OF AHFC LOANS
- {percent of loans)

Special‘ﬁortgage LoanWPurchase Program

Entire ' - o ~ R Rural Owner-

Place Portfolio Total ~ SAM® ‘HOFb PAM® Mobile Home v Occupied
Anchorage 59.6 67.9  65.7 83.9  89.0 426 9
Fairbanks 11.9 . 10.9 11.8 4.3 3.9 117 ¢
Juneaun ' 6.1 ' 5.7 6.1 1.9 3.2 17.2 .5
Ketchikan 2.5 2.3 2.5 5 g 4.3 g
Kodiak 1.7 1.1 1.2 .7 .3 3.6 18.3
Sitka 1.6 1.2 1.3 .3 ] 4.8
Palmer/Wasilla/ . ‘ .

Willow _ 5.6 ' 4.3 4.3 5.3 2.5 . 1.3 . @
Road~-Connected

Southcentral : . A : :

Interior 7.8 5.9 6.3 3.0 .8 9.4 ' 1.4
RuraIVSoutﬁeast 1.0 .3 3 ¢ .2 1.8 . 15.5
Rural 2.1 A .5 B | | - 3.3 64.3

Total ~ 100.0 - 100.0 . 100.0 100.0 100.0 | 100.0
No. of Loans 19,463 9,792 733 356 891 o Ta13
d3tate Assisted Mortgage bHomeownership.Assistance ‘ cPledge Account Mortgage

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

Populatibn
(1981)

-~

13.

100.0



Several factorsi ?rovide possible ‘exPlanations.>tol'the overall:
level of SMLPP act1v1ty in Anchorage; First, we expect real ‘estate
":markets to be more actlve in larger places' Anchorage providesvbu?ers,
o with more opportunltles to buy -both new ‘and ex1st1ng hou51ng.v A
’/review'bof the distribution of real estate employment in the ‘state
shOWSAthat 64 percent of all persons employed in real estate related

'Jobs worked in Anchorage 1n August 1980 (Alaska Department of Labor,

f“;1980) Second the Anchorage economy 1s expandlng rapldly - The

k ‘}f‘Alaska Departmeut of Labor estxmates that . between. August 1980 andlif~

"E»August 1981,-employment in Anchorage grew by 6 000 JGbS, 78 percent of
“the stateW1de 1ncrease of T 7&0 Jobs (Alaska Department of. Labor,ﬁ
October 1981}. Thlrd SMLPP act1v1ty measures only part although the_
ﬂlmajor'portion,-of AHFC act1v1ty - Rural areas, constituting appr031—,‘1
kﬂgfmately 18 percent of the state s populatlon, have alternate AHFC andi' ’

:.fother state programs avallable.

Finally, the knowledge of and_partieipation in AHFC programs by
‘seller/aerﬁiters are‘importantwto_the geographic distribution. First,
seller/Servicers'and the real estate”industryfare-the major sources of
information for “the borrow1ng publ1c regardlng AHFC programs. AHFC
»'underWr1ters respond to completed appllcations, they do not evaluate
3 whether the appl1cant should be applying for a loan in another AHFC
program. Second, seller/servicers can choose the AHFC programs in
which they participate. The lopsided geographic distributioe of HOF
and PAM loans in the,Anchorage area is likely the result of these

~factors.

~Mobile home,loans are distributed more proportionately acrossvthe‘
'state.vahe~majority of-loaas, 79.4 percent, were made in urban areas.
When compared to population, the mobile home activity was highest in
Southeast  Alaska. Juneau received 17 percent of mobile home loans;
Sitka, 4.8 percent; and Ketchikan, 4.3 percent. Only 5 percent of
mocbile home loans went to. rural areas. The cost involved in trans~‘

- porting mobile homes to remote sites is a likely reason.
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The distribution of rural dwner-occupied loans ‘was close to
proportionate with the population in the eligible areas. Rural South-
east Alaska received ‘15 percent of rural owner-occupied loans; rural
Western, - Interior, and Arctic Alaska received 64 percént; and Kodiak
Island received 18 percent. A review of rural loans shows that most
of the loans were made in the:regioﬁal centers and larger villages
(Table 12). Bethel, Nome, and kotzebue received 52 percent of rural
'awner-occupied loans; and Petersburg and Wrangell received 11 percent.
Possible explahations for the distribution are that the larger rural
cities have more active real estate markets and that persons in these
places have greater access to the Regional Housing Authorities and
finéncial institutions which act as seller/servicers for the program.
Additionally, there is greater opportunity to earn cash incomes in the

regional centers.

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

Property Characteristics. An examination of the characteristics of
properties financed by AHFC programs since July 1980 provides a broad

overview of the Alaska owner-occupied housing market.
The housing characteristics of the State Assisted Mortgage pro-

gram are used as a base case against which other AHFC programs can be

compared. Table 13 summarizes the housing characteristics discussed.
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Soytheast
Petersburg (3,001) 14
- Bkagway (819) : 3.
Wrangell (2,345) , 7
‘Elfin Cove

TABLE 12. GEOGRAPHIC DISTRIBUTION OF RURAL LOANS

(as of October 31, 1981)

Special Mortgage Loan
_ Purchase Program

Rural Housing Purchase

Occupied Program

Craig (560)
Metlakatla

Port Alexander (90)
Pelican (172)

Western, Arctic, Interior

Regional Centers:

' SOURCE:

Bethel (3,549)
Cordova (2,223) o 21

Dillingham (1,670) ~ 4

King Salmon/Naknek (1182 1

Kotzebue (2,250) 1
Nome (3,039)

Galena (805) .

Kodiak Island Villages

McGrath (343)
Aniak (338).

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

Nonregional Centers:

Yakutat (430) ‘ 1
‘Unalaska (1,944) ; 2
Port Lions (211)

Mountain Village (580)

Nunapitchuk
Seldovia (505)
Tanana {(463)

B ad
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State of Alaska, Department of Community and Regional Affairs,
July 1, 1981 Eopulations, Municipalities and Census Areas
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Characteristic

No. of Loans

Original Principal

Balance

Mean Sales Price

Mean Note Amount

Mean Loan-to-
Value Ratio

Dwelling Type:
Single Family
Condominium
Duplex
Planned Unit

Development

New/Existing:
New
Existing

SOURCE :

TABLE 13. CHARACTERISTICS OF PROPERTIES-FINANCED ;

THROUGH AHFC PROGRAMS

Special Mo;tgageﬁLoan Purchase Program

Total

9,

$98,

$87,
88.

78.
13.
5.
2.

25.
74,

AHFC Data Base

792

$853,133,200

033

125

9%

55
70

11

7%
3

64%

State-Assisted . Home Ownership Plédged
Mortgage “Assistance Account
8,680 | 733 356
$768,232,080 $50,001,807  $36,637,000
$99,988 $68,215 $110, 141
$88,506 $63,363 $102,912
94.221% 94.146%
80.2% 55.1% 88.2%
11.4 ‘ 42.0 9.3
6.4 ¢ .8
2.1 2.9 1.7
26.1% 17.2% 34.6%

73.9 ' 82.8 65.4

Mobile Home

'Rural Owner-

Occupied
891 213
$20,917,060 $14,499,000
$25,765 © $82,466
$23,476 $68,070
91.1% - 82.5%
NA 96.71%
NA g
NA 3.29
NA g
6.51% 41.3%
93.49 58.7




The mean sales price for SAM—financed properties was $99,988 for

the period July 1, 1980, through October 31, 1981. .The mean mortgage

loan amount was $88,506. The predominent housing type was single
family (80.2 percent), followed by condominiums (11.4 percent),
duplexes (6.4 percent), and units in planned unit develbpments 2.1

percent). Finally, 26 percent of all units were new.

The mean sales price for homeownership assistance program prop-

vefties was $68,215 with a mean loan value of $63,363 and a mean'loaﬁ-

to=value ratio of 94.2 percent. This lower mean sales“price is -

expected due to both the sales‘price limit of 580,000 and the income
~ limits of the buyer. ' While the majority of homeownership assistance

program borrowers . (55.1 percent) purchases single- famlly res1dences,

they purchased a greater proportlon of condominiums than SAM borrowers -

(42.0 versus 11.4 percent). Also, homeownership assistance program’

borrowers . purchased more existing structures than the market on

average (82.8 percent versus 73.9 percent). Both of these factors can

" be attributed to the price of structures. Condominiums tend to be'

less expensive than single~family wunits, and existing structures tend

to be less expensive than new structures, controlling for all other
factors. =~ AHFC data shows that over the period examined, the mean

sales price ofksingle-family residences was $100,250, 525,560 more -

than the mean sales price of condominiums. The mean sales prices of
single family residences were §$114,275 for new, and §95,275 for
existing, a §19,000 difference. The mean price for new condominiums

of $87,000 was $15,450 more than for existing units.

The properties purchased by participants‘in the Pledge Account -

Mortgage Program (PAM) also showed the expected characteristics-=just
the reverse of HOF purchasers. PAM borrowers purchased higher~priced
houses (mean sales price, $110,141) although the loan-to-value ratio
remained high at 94.1 percent. PAM borrowers purchased more single-
family residences (B88.2 percent) and fewer duplexes (.8 percent) than
SAM borrowers. Additionally, new structures made up 35 percent of PAM

purchases.
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The characteristics of the properties purchased under the Rural
Housiﬁg Mortgage Purchase Program are different from the character-

istics of the SAM-financed properties. The mean sales price for rural

loans was $15,000 lower than for SAM loans, indicating that rural

~housing prices are generally less than urban prices. Single-family
properties were the overwheiming structure type, 97 percent. New
unité made up 41 percent of rural owner-occupied ,puréhases. This
indicates that the rural houSing'markets are either expanding or there

is currently a replacement of existing units in rural areas.
The mean mobile home purchase price in 1980-1981 was §25,765.
Only 6.5 percent of mobile home purchases statewide were for new

. mobile home units.

Program Financing and Costs

A review of AHFGfs operations shows that a primary responsibility
‘of AHFC is  financial management. =~ AHFC raises and invests -capital

funds within the framework of its housing programs.

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

for fiscal vears 1978 through 1981.

Hortggge'Bonds

The single, largest source of capital for AHFC is bonds. The
proceeds from these bonds, issued on national capital markets, are
used to purchase mortgéges. As of December 31, 1981, AHFC had issued
$1,753 billion in mortgage bonds. Of this total, $1.1 billion, or
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TABLE 14. SOURCES AND USES OF AHFC CAPITAL FUNDS
' FISCAL YEARS 1978-1981%

- (in millions of dollars)

1978 1979 _1980 _1981°
Sources,of Capital Funds
‘Pfovided By bpefations ' B 9.808 13.538 - 30.343 23.735 'Q[
Mortgage and Loan ' ; v - : a"
Principal Repayment 29.094 29.698 45.623 61.575
Net Proceeds from Sale : ; L L i;
of Mortgage Bonds g : ' 99,913 209.657‘ © 264,669 . 373.081 ’
Net Proceeds from State ; ' : LA
of Alaska Notes .905 4,712 7.310 s
Contribution of Capital" | D
from State of.Alaska ' © o 400.000 - 150.000 -
Other | . 25.440 ¢ .09 w093
 Total | 164.255  253.798  745.443 615.794 -
Uses of Capital Funds o : , iﬁ
Increase in Investments 21.241 | 34.909 189.363 180.006
Acquisition of Mortgages ' -+ 116.968 189.490 . 549.404 427.833
Payment éf Mortgage Bonds | 1.850 3.580  5.005 7.690 w
v ?aymeﬁt of Alaska Notes - o - .115 301 -387 S .329 }
Increase in Cash : : - = 1.730 .070 - 1.180 - .160
Other : . 25.811 25.448 .104 .096
Total ’ 164.255 253.798 745.443 615.?94‘

%Until Fiscal Year 1981, AHFC's fiscal year ran from Detembei 1
to November 30; Fiscal Year 1981 was a transition year which ran from
December 1 to June 30. :

SOURCES: AHFC Annual Report 1978-1980
' AHFC Financial Statement, 1981
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63.3 percent, were issued for use in the Special Mortgage Loan Pur~-

chase Program which began in July 1980.

The structure of AHFC bond debt illustrates the growth and recent
expansion of AHFC operations. Of the total bonds issued since the

first issue in 1972, 98 percent of principal is still outstanding.

Structurebof Bonds. The bond instrument used by AHFC has changed
over time. Until the Mortgage Subsidy Bond Act of 1980 (Ullman Bill)

limited their use, AHFC issued tax-exempt bonds. The Ullman Bill

forced AHFC into the taxable market for the majority of its financing.

‘The tax-exempt bonds issued by AHFC prior to 1981 were structured
as serial bonds with thirty‘years as the term of the longest bond.
With serial bonds, principal payments are due at specified dates over
~ the life of the bond issue. SinCe'the mﬂrtgages'finénced with the
'proceeds from these bonds also had a maximum thirty-year life and
pr1nc1pa1 repayments are included in even payment martgages, the cash

flow from the mortgages approximated the cash flow requlrements of the
bond issue. The serial bonds which matured in earlier years were to
be paid off with mortgage loan. principal payments. Mortgage loan
ptepayments were uséd to purchase new loans and pay off outstanding
bonds. A prepayment is the paying off of a mortgage loan ahead of the

specified schedule as when somecne sells a house.

When AHFC entered the taxable bond market, it had to restructure
its bond issues. First, taxable bonds are usually fixed term, not
serial; that is, all bonds in the issue haﬁe the same'matufitykdate,
with interest payments due at specified times over the life of the
bond. Second, due to interest rates and market expectations at the
time AHFC entered the taxable market, AHFC could not expect to sell
bonds with a thlrty-year maturlty
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The current taxable strucﬁure used by AHFC is the joint issue of
‘two bonds, each issue with a different maturity. ' On the last two
taxable bond sales, the terms are ten and twenty years. The two bond
issues are then combined into a single bond pool for purchasing mort-
gages. For example, the most recent taxable bond issues were State
-Assisted Mortgage Bonds Series D (590,000,000 due December 1, 1991)
and Series E ($60,000,000 due December 1, 2001).vahe principél and
interest payments on the mortgages pledged to that bond issue are
deposited into a sinking‘fﬁnd as they are received.. Principal and
interest payments on the bonds are made from the sinking funds. Since
the mortgages which secure the bonds have a 1ohger legal 1life, AHFC
has established additional - security for investors. First, the
original balance of the mortgage pool pledged to repayment of a bond
issue is larger than the original balance efbbonds. These additional
mortgages are funded through state appropriations (stéte_appropria-
tions will be discussed in the next section). Second, AHFC estab-
lishes a source of funds which can be tapped if insufficient funds are
available from the sinking fund to meet  an interest .or principal
payment. = The most retent device used by AHFC is a letter of credit.
This letter of credit, arranged'at‘the time of the bond sale, is a
lending agreement between AHFC and a bank that guarantees AHFC's
,abilityﬁtp borrow funds if the‘sinking fund'does not provide adequate

funds to meet bond principal and interest payments.

Level of Activity. In fiscal year 1980, AHFC issued $269.4 mil-

lion in bonds with net proceeds of $264.7 million.® Most of these
bonds, $230 million, were issued in July 1980 to provide initial bond

funding for the Special Mortgage Loan Purchase Program. During fiscal

6Prior to fiscal year 1981, the AHFC fiscal year was December
through November; for fiscal year 1981, the fiscal year was December
through June; starting in fiscal year 1982, AHFC's fiscal year will
run July through June.
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vear 1981, AHFC issued $384.4 miliion in bonds with net proceeds of
$373 million. As of December 31, 1981, AHFC had issued $500 million
in bonds, 84 percentvof its fiscal 1982 §$592 million bonding author-
ity This includes ‘$200vmillion. of tax-exempt  bonds issued under
provisions of the Mortgage Bond Subsidy Tax Act of 1980. In order to
ensure sufficient funds tobfinanca operations at the lewvel of public
démand, AHFC requested shpplémental bonding authbrity of $210 million
in Jaunary 1982.

Contributions by the State Qf Alaska

The State of Alaska has made a variety of financial contributons
to AHFC since operations began in 1972 (Table 15). = These coatribu-
‘tions include direct appropriations, loans, purchase of AHFC bonds,
- and deposits to the state insurance fund. Total state contributions
in all forms through fiscal year 1982 total $891.98 million. By far
the largeét categoryiof'assistance is direct appropriations--94 pér~
cent of the total. Direct appropriations have increased dramatically
as a result of the program changes in 1980. Of total state appropria-
tions td AHFC of $836.8 million, $815 million has been appropriated
since 1980 to fund current AHFC programs. The State of Alaska has
- loaned AHFC $27.6 million since 1972. ~ Additionally, the State of
Aléska purchased $10.0 million in rural housing bonds. Finally, the
state has contributed $17.6 million into the insufance'funds used to
secure the insured housing mortgage program and the rural insurance

programs.

Special Mortgage Loan Purchase Program. The Special Mortgage

Loan Purchase Program is the largest recipient of state appropriations
at AHFC.  For fiscal 1982, 5222 million of the $265 million state
appropriation was for the SMLPP program.

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

chase mortgage loans. ~ The cash flow derived from the principal_and

interest payments on these state funded moftgages are pledged to meet
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TABLE 15. STATE OF ALASKA CONTRIBUTIONS TO AHFC, 1972-1982
(in millions of dollars) ' .

Direct Appropriations : _Purcﬁase of _

Year Ended . — : Loans to - Corporation Deposited to State
November 30 - Cash Property Corporation Obligations Insuranpe,Fund

: : : : (in thousands) ‘

1972 e $ 2.625 g .811 “- | -

1973 - © 9.800 v4.61§‘ | - s

1974 .- 3.720 - .

1975 | -- 9.400 . | im . --

1976 _ - == | 500 - $ .391

1977 g L 12.300 -~ o 2.109

1978 - - | L | - | .995

1979 | e - 905 $ 5.600 | .3.630

1980 ' $114.000  286.000 | 4.712 ‘ 5-‘ | 5.505

19812 150.000 — e _4.400 | 4.960

1982% (budget)  265.000

§529.000 $307.825 §27.567  $10.000 $17.590

*For year ended June 30.

SOURCE: AHFC. Official Statement, State-Assisted Mortgagé Bonds, Series A, June 18, 1981.




‘the cash flow requirements  of bonds. State appropriations are
required because AHFC purchasés;mortgage'loans with‘interest rates
less than its own borrowing costs. The state-funded mortgages must
supplement the bond-purchased mortgages to a level adequate to meet
the bond debt service requirement. For example, if bond and mortgage
interést rates are both 10 percent, interest payments from 5100 in
martgages will be sufficient»to'pay interest on $100 in bonds. If,
however, the bond interest rate is 15 percent, $150 in mortgages at

10 pércent is required to meet the bond interest payments of §15.

The.amount ofvthe state appropriation pledged to each bond poocl
‘depends on the difference between AHFC's bond and program mortgage
interesﬁ rates, the terﬁ of the bonds and mortgages, and the expected
level of prepayment. AHFC calculates the state appropridtion required
for eaéh bond issue based on the cash flow requirementsvofvthe bond
issue. AHFC makes assumptions regarding the expected prepayment level
and calculates the additional amount of mortgages required to meet the
cash,flbw reqﬁirements of the issue; "AHFC's goal is tﬁ'minimizebthe
state appropriation. required for a given bonding,amount and bond/

mortgage interest rate differential (Goldbar, January 8, 1982).

i‘Table 16 lists the amount of state appropriations utilized by the
first seven bond issues under the Special Mortgage Loan Purchase pro-
' gram;.kThe state appropriation required to supplement the bond funds
rose from 3.7 percent of total funds available on Insuredeortgage’
Program Bonds, 1980 second series (the first issue under the SAM
program) to 39.3 percent under State Assisted Mbrtgage Bond, Series B
and C. - The major reason for the increase is found in the difference
between bond and mortgage interest rates. On Insured Mortgage Program
Bonds, 1980 Second Series, AHFC;S borrowing cost was 10.25 percent
versus a mortgage rate of 10 percent (9 percent for state veterans).
On State Assisted Mortgage Bonds, ’Series B and C, AHFC's borrowing
cost ~ of  19.133 percent exceeds the mortgage interest rate of

12.125 percent by 7.03 percentage points. For the first seven bond
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TADLE

SOURCE: AHFC

16. USE OF STATE M'l"l‘OI‘RIATIDN BY BOND 18SUE, SPECIAL HORTGAGE !"JRC]MSE. PROGRAM

(millions ol dullars)

Insurcd MHortgapge Housing Bonds Stute—Asslstrd Hortgagc Bnnds

Home fortgage Bonds

({Tax Exempt) T (Taxnble) : ‘{Tax Exempt)’
1980 1980 - : . _
Second Series Third Series Series A Series B and ¢ Series D and E .First Series ' 'Second Scries

Bond Proceeds Used to T : ‘ ) 4 L a a L s

Purchase Hortgages $203.304 $200.872 $148.822 $146.510° $145,821° 97.748 97.825
State Appropriation : , ’ S : ' b b b

Pledged to. Issue 7.851 39.061 i 82,641 “94.775 - 56,000 29.502 23.300
Total Funds Available ‘ e . Y L e

for Mortgages 211.155 : 239.933 231.463. | 241-285_ : 201.821 - 127.250 121.125
State Appropriation as A ~ , : : . :

Percent of Total Funds © 3.7% ) 16.3%. P S 2 39.3% 27.7% 23.18% '19.24%
Costs of Funds® 10.25% ‘ 12,29% 17.05% 19.153% 19.411% 13.158% 13.19%
AIFC Mortpage Rate; . BRI : o ‘ S ' o

First 590,000 10.0% 10.0% 10.0% 12,1259 12.375% 10.0% 10.0%

Balance ’10.'25 . 12.29 17.05 . 19.153 Lo 190411 13.158 13.19

State Appropriation as ; : ’

Percent of Total Funds 14.8 , 7.1 s 5.06 5.59 T 3.3 7.34 6.03
. for Each Percentage Point ' " - - ' g

of Iinterest Rate Diffecrential

et procecds from bond issue. YAUFC estimate at time of bond sale. “Estimate of total funds available.
élntludes Cost of issuance. . ®Rate for nonveteran.




issues used 'to finance the SMLPP program, state appropriations of

8333 million was required, f24 percent of mortgége funds available.

While ‘total - state appropriatiohs relative to bond proceéds
increased due to increases in the bond/mortgage interest rate differ-
ential, thebétate appropriation per one percentage point of differ-
‘ential has declined since the first bond issue used to finance the
Special Mortgage Loan Pﬁrchase P:ogram;' The étate'appropriation of
3.7 percent of total fuands for Insured Mortgage Housing Bonds, 1980
‘second series represented a 14.8 percent share per one percentage
point - of bond/mortgage interest rate jdifferential. ‘Table 16 shows
that this differential has decreased to as low as 3.4 percent per
point- of differential -for State Assisted Mortgage Bonds, Series D
and E.

As of November 31,>1981, AHFC had completed mbrtgage purchases
under the first three bond issues used to finance the Special Mortgagek
Loéﬁ Purchase Program (Insured Mortgage Housing Bonds, 1980 second and
third series and State Assisted Mortgage Bonds, Series A). For these
issues, ~the mean state appropriation per mortgagé loan purchased was
$3,108 for 1980. second series, §$13,960 ‘for 1980 third series, and
$31,822 for State Assisted, Series A. On a per percentage point of
_ interest rate differential, the‘apprOPriation declined froﬁ/$12,432
pet percentage point for Insured Mortgage Housihg*Bonds,~seconﬂ~series,
to  §4,514 for State Assistedbﬁortgage Bonds, Series A. The actual
cost of individual loans depends on the level of interest rate differ-
ential ‘and the length of time the mortgage loan is held. (These

issues are discussed in Chapter Seven on Program Costs.)

Other AHFC Programs. The mobile home program, the rural owner-

occupied, and the rural nonowner-occupied programs are funded through
direct state appropriations made to the Home Ownership Fund.  The

state appropriations for these programs increased from $6.5 million in
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fiscal year 1980 and . §17.0 million in fiscal 1981 to a total of. $43.0
million for fiscal 1982. For 1982, the appropriations were $18}0 mil*  v
lion for the'mobile'hoﬁe'program,'$20.0 million for the rural owner-
occupied program, and $5.0 million for the rural nonowner-occupied

program.

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

million annual rate.

Operating Expenditures and Revenue

. The major categories of AHFC's operating costs are interest
payments on outstanding notesiandvbonds;‘mortgage service fees; legal,
accounting, and trustee fees; general and administrative expenses; and
the provision for loan loss. Table 17 summarizes AHFC's operating
costs. and revenues for fiscal years 1978 through 1981.. Over the
- period examined, AHFC's operating costs increased from $26.3 million
in 1978 to §57.4 million in the seven months of fiscal year 1981. The
composition of operating expénses'has remained constant'with>interest
payments on outstanding notes and bonds constituting 93 percent;
mortgage service fees representing 4-to-5 percent; general.and admin-
istrative costs declining from 2.0 to 1.4 percent; and legal, account-
ing, and trustee fees remaining below 1 percent. ' A new category of
operating cost in 1981 was the monthly payments required under the HOF
program. '
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TABLE 17. AHFC OPERATING REVENUES AND EXPENSES

FISCAL YEARS 1978-1981°

(in millions of dollars)

Revenues
Interest Income:
Mortgage Loans

InVestments_

Loan and Other Fees

Total

Expenses
'Intereéﬁ oﬁ Notes and Bonds
Mortgage ServicekFees
Gener#l and Administrative
Legal, Accounting, and Trﬁétee

Mortgage Payment
~ - Assistance Subsidies

Provision for Loan loss

Total

Revenues in Excess -of Expenses

1978

23.311
7.651

.732

31.695

24.483

1.048

.519

.161

g
.059

26.270

- 5.425

1979 1980 1981
33.540 57.176 60.440
13.329 22.549 39.616
1.031 1.378 . 2.193
47.900 81.103 102.249
35.654 51.159 53.350
1.495 2.653 2.610
661 .888 .800
.362 .490 426
P g .137
.097 ¢ .065
38.269 '55.190 57.391
9.631 25.913 44.858

%Until Fiscal Year 1981, AHFC's fiscal years ran from December 1
to November 30; Fiscal Year 1981 was a transition year which ran from

December 1 to June 30.

SOURCES: . AHFC Annual Report 1978-1980

AHFC Financial Statement,
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Interest payments on 'outstanding bonds and notes cost AHFC

$53.35 million'in‘the,éeven'months‘of fiScal 1981. Interest payments

. will continue to grow as AHFC issues additional bonds to finance the

SMLPP. AHFC pays its bond interest payments from payments it received
on the mortgage loans. - In fiscal 1981, AHFC colleéted‘$60.4 million

in mortgage interest payments.

General and administrative expenses combined with legal, account-

ing,  and ‘trustee .fées cost AHFC '§1.3 million in fiscal 1981 and

$1.4 million in fiscal 1980. These expenses are budgeted for
$2.9 million in fiscal year  1982. ~ AHFC finances these expenses

through income earned on corporation activities.

The monthly subsidy required for the HOF program is funded"'

through ‘the income generated from capital contributed by the State of

o Alaska. At the time the program waé authorized in 1980, the State' of

Alaska  contributed  $50.0 million in mortgages to the ‘home ownership -
fund. The income from these mortgages was to be used to make the
monthly subsidy payments. In fiscal. year‘ 1981, AHFC disbursed
$137,000 from the fund. In fiscal year 1982, the State of Alaska

pledged the income from the funds appropriated for the mobile home and

rural programs to provide HOF subsidies. 'In December 1981, the HOF
program paid out $153,636 -in subsidies to 891 recipients, a mean

subsidy of $172. The actual subsidies ranged from $5.82 to $333.

Summary

AHFC evolved from a supplier of mortgage funds for low and
moderate income households in 1979 to the primary provider of mortgage
funds in 1981 as a result of the Special Mortgage Loan Purchase Pro-
gram which was created in June 1980. 1In fiscal year 1982, AHFC esti-
mates that it will provide at or near $1.0 billion for the purchase of

below market interest rate loans in Alaska.
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AHFC offers several mortgage programs from which potential home-
’ ownersv'may choose, The Special Mortgage Loan Purchase Program
“includes the Home Ownership Assistance Program for low- and moderate-
income homebuyers and the Pledged Account Mortgage Program.  There are

also programs for rural residents and mobile home buyers.

The Sbecial Mortgage Loan Purchase Program is financed through
bond and state appropriated funds. The level of state appropriation
required depends on the difference between the below-market interest
- rate provided and the cost df borrowing to AHFC.‘ While the goal is
ultimétely to’pfovidé mortgage funds on the first’$90,000 of balance
at three percentage points below AHFC's cost of funds, events of the
. past year have kept state appropriations at é higher'level.v These
events include the limitations placed on,AHFC,to issue tax exempt
bonds under the Mortgage Subsidy Bond Tax Act of 1980 and the his-

‘torically high levels of interest rates.
;The effects of AHFC programs on state housing markets and a

further discussion of program costs are:provided in Parts 2 and 3 of

this report.
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CHAPTER TWO
ALASKA STATE HOUSING AUTHORITY

bIn' this' chaptet; we discués the history and '6perations of
Alaska's publlc hou51ng authorities, the Alaska State Housing Author-
'1ty and thirteen reglonal Native hou31ng authcrltles. The Alaska
_.State HouS1ng Author1ty (ASHA} is the state's oldest housing agency.
Created in 1945 by the terrltorlal leglslature, ASHA was a response to
an acute housing shortage caused,by the limited availability of finan-
cing, high costs of construttibn, and a small construction industry in
'thexterritory.' The Alaska State Housing Authority was given respon-
-‘4sibility fqi assisting in the develepmeht‘of decent, séfe, and sani-
tary hnusingvthroughuut the territory and, subsequently, the State of
Alaska by bulldlng and operatlng publlc housing. In the 1950s and
1960s, ASHA's role was expanded to 1nclude several add1t10na1 housing-
related activities from providing plannlng,3331stance for boroughs as
well as cities (1957); conSt:ucting_water and sewertfatilities and
authority for‘their interim operation {1964), and acquiring or con-
structing.pﬁblic buildings for lease to the‘state (1965) to construct-
' ing,rental and ownership housing for madérate income famiiies (1965).
- Several of these functions have since been discontinued due to federal
‘vfunding cuts or have been transferred to-other state agencies; today
ASHA funétions :primafily,vas a  provider of subsidized low-income
housing. In an apyendix to this report, we describe the early history
of ASHA aﬁd its housing production under past programs up to the early
1970s.

For twenty-five years, ASHA attempted to meet the hou31ng neesds
of residents throughout the entire state as mandated in enabling
legislation (Alaska - Statutes, Title 18, Chapter 55). The» agency
encountered a numbe: of physical, economic, and cﬁltutal problems with

housing praviSion in the bush that have been difficult to resolvel.

1This discussion draws upon The Housing Element of the State of
Alaska Comprehensive Plan (Division of Policy Development and Plan-
ning, 1978), which contains a review of several reports on housing
problems in Alaska. .
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Physical problems include':such things as getting materials and labor

to bush locatlons on schedule, and the lack of ground water and dif-
vflculty of sewage disposal in permafrost areas. Ch:.ef amang economic

' problems is the low level and irregular nature of cash 1ncome in most

rural areas, maklng conventional heus'.lng finance methods unsuitable in

the lecal economy. Housing operating costs such as_ heating costs can

‘also be beyond the means of many rural ‘Alaskans. ~ASHA ‘also exicbim-‘

tered a general lack of experlence in many Native communz.tles in

‘operatlng and mautalnmg standard hous:.ng

The combination of these problems resuited in gehefélly poor

working relatlons between ASHA staff and Native communities. This

' s:Ltuatlon led in 1971 to state 1eglslat10n pr0v1d1ng for regional

Natlve housing authorities (RHAs) to be established by the Natlve

‘regional corp-orat;ons (Alaska Statutes, Title 18, Chapter 55, Ar-

ticle 5). It was expected that regionally based authorities would
better repre’sent the needs of their Native constituents and would kbe
better able to understand and resolve the specml prohlems facad in

predomlnant}_y Natlve villages.

There are thirteen RHAs in Alaska with jurisdictions ,COrreSpbnd- ,

ing to the twelve regional Native corporation boundaries and. the
federally recognized tribal lands in Metlakatla. ASHA retains the

-législative authority to operate throughout the state but since the

creation of the RHAs has confined its new projects to the cities and
larger towns in Southcentral and Southeast Alaska.

ASHA and the RHAs are public corporate agencies of the state.

The major role of each, however, has been that of an agent of the

federal government. Virtually all of their housing has been financed
through programs of the u.8. Department of Housing and Urban Devel- .

opment - (HUD). Only recently has the state become systematicall?

involved in funding low-income housing, and even in these cases, state

money has primarily been used to leverage federai funds.
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The state housing authority and the RHAs have the same legis-
lative authority for carrying out their housing programs. The dif-
ferences in their ,activities in general arise not from differing
limits on their corﬁorate powers, but from the differeat problems of
their constituents. Today ASHA is involved almost exclusively in
providing rental housing. The agency also mandgES some houses built
under the Turnkey III homeownership program?® which was initiated
thirteen years ago, but ASHA has not been involved in any uwnership
programs since the early 1970s. |

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

In general, however, rental programs désigned for large, devel-
' opéd"populaticn centers are inappropriate to and not used in the
small, 1solated commun1t1es served by the RHAs. Because of the

expense of constructlon and management and the seasonal nature of the

local cash economy, HUD is reluctant to bulld fewer than about twenty

rental unzts in 2 town and requires evidence that the units it does
build will, in fact, be rentable (Curtis, October 28, 1981).

Federal Housing Programs

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

both Section 8 programs--will be described in detail in the following

2P1ease refer to the dlscus31on of the Mutual Help program of the
RHAs and to Appendix A.
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TABLE 18. FEDERAL HOUSING. PROGRAMS IN ALASKA

Dates of Activity Housing
Program , in Alaska Type - Agency
Conventional Low= o oo b Rental  ASHA, RiAs
Rent Public Housing ' P
~Turnkey III ' 1968 to 1970 Ownership  ASHA
Middle Income - ' _
, 221()(3) ‘ \ 1967 Rental : ASHA
Remote 200/ )
Mutual Help 1971 Ownership ASHA
Mutual Help for e |
" Indians 1978 to Present Ownership - RHAs
Section 8, New : ,
Construction 1976 to Present Rental ASHAv
Section 8, Existing

Housing Program 1976 to Present ‘ Rental‘ ASHA

sections on ASHA and RHA activities. The operations of programs that
are no longer being funded--Turnkey 111, 221(d)(3); and Remote 200--
will not be described in any detail, although program summaries are
found in an appendix to this reportQ The new umits produced in Alaska
in the past decade under these programs‘are included in total produc-

tion figures later in this chapter.

There are several requirements which HUD commonly imposes in most
of its programs that will be distﬁssed briefly. HUD usually sets
program eligibility limits, such as income limits or priority for

serving certain groups. In public housing and in both Section 8

' programs, eligible tenants must be 62 years of age or older, be handi-

capped, or be a family. Their income must not exceed a maximum set by
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HUD that is based on household composition and income levels in the
area in which the housing is located; consequently, income limits vary
écroés the state. Table 19 shows federal prbgram‘incame limits for
Anchorage. The lowest limits are found in the bush, where income

levels are the lowest in the state (Czech, December 8, 1981). The

highest limits are set for Juneau, where incomes are'the ﬁighest.

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

Single Person R
{(Elderly or Family . - Family Family

Program , Handicapped) of  Two of Three " of Four
" Public Housing  $13,700 16,800 18,900  21,000°
§8, New and Existing 16,350 18,700 21,000 23,350°

8Limit increases by approxlmately §2,100 for each additional
person.

lelt increases by approxzmately $1,500 for each addltlonal

- person.

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

A second requirement, imposed by Congress in 1969, is a limit on
tenant monthly payments that applies to all federal housing subsidy
pregrams. This law origiﬁally required that no subsidy recipient
could be charged more than 25 percent of monthly~income fof rent and
other h&using payments; This rent/income ratio will increase to
30 percent this spring as a result of recent Congressional action
(Czech, December 14, 1981).
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'HUD has also required that tenants in its housing projects have a

broad range of incomes, within program income limits, that replicates

the income distribution in the community. HUD imposed a further

stipulation that’at least 20 perceﬁt of tenants in a particular proj-

ect be in the "very low income" category, defined as having an income

of no more than 50 percent of the area'median; Both of these require-
ments are also being changed. HUD will no longer require a broad
income distribution and is. effectively ‘lowering income eligibility
limits (Czech, December 14, 1981). In the future it will be difficult

for anyone with an income greater than 50 percent of the area median

- to qualify for housing subsidies.

Finally,‘HBD imposes a per-unit total devélopment cost limit on
all federally funded new housing construction. This limit is cur-
rently set at $92,000 and includes everything from architects' fees to

“brick and mortar and labor. This limit is particularly important for

rural housing projects in Alaska since the costs of construction in

the bush are so high.

ASHA and Federal Programs

Program operations and current and potential problems under

Conventional Public Housing, Section 8 New Construction and Section 8

Existing Housing, are discussed in this section. While the programs

are described in the context of ASHA, they operate the same way when
used by the RHAs.

ASHA currently administers six federal housing programs. The
three active programs for which new units are funded are Conventional
Public Housing, Section 8 New Construction housing, and Section 8

Existing housing. The other federal programs that ASHA administers

‘will be referred to only briefly as HUD funds no new units, and the

programs. involved no state funds.
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Public Housing

Under the Conventional Public Housing program, HUD finances the
development of a project énduprovides additional operating subsidies.
The development‘éubsidy mechanism is somewhat complicated. HUD sells
téx-exempt, federally guaranteed bonds to private investors for the
‘housing authority. The federal government pays off the bond principal
and interest through'ahnual contributions to the housing autherity,
which owns and operates the housing project constructed with bond
revenues. Federal operating subsidies were not originally intended in
the‘public housing program; tenant rents were expected to cover oper-
ating expenses. In the 1late 19603, when these expenses--namely
utility charges, salaries; etc.-~began to rise faster 'than tenant
incomes, Congress expanded the federal contribution to include part of
' ptoject~operating costs as well as all of the capital costs of public
" housing. ' '

While ASHAvoﬁns, operates, énd maintains its ﬁublic housing, it
must adhere to the requirements set by HUD (described above) regarding
tenant eligibility and rent. payments. HUD allows the housing au-
thority the choice of setting tenmant asset limits, an option ASHA has
chosen to exercise. Thé Anchorage asset limits for public housing

tenants are'$15,000 for the elderly and handicapped and $10,000 for a
| family. The average net income of a tenant in ASHA public housing is
§7,350 per year; the average rent paid by a tenant is $150 per month
(Curtis, November 6, 1981).

Table 20 lists ASHA's low-income public housing projects.  ASHA
has built eighteen projects under this program since 1951, totaling
891 units. There is a demand for at least another 500 units, as
indicated by the waiting lists. Public housing waiting lists are
fairly good indicators of unmet demand since any qualified applicant
who cannet be served immediately is put on the list, and that list is
updated monthly (Wilsen, November 23, 1981).
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TABLE 20. CONVENTIONAL PUBLIC HOUSING

LOCATION: ~ Year -~ . Number Number on

Project Name ~ Built  of Units  Waiting List o
TotAL . y | 1060 92
ANCHORAGE o 449 | 278
1. Willow Park | 1953 150
- 2. Loussac Manor 1967 62 AR i
3. Fairmount = - 1969 88 . - 263 e
4. Acquisition ‘ - 1981 - 99 ' -
5. Park View Manor ' -~ 1981 - 50 o 15 o
. : R _ ‘ N
FATRBANKS SRR . o185 T
1. Birch Park S : 1951 75 S 17
2. Spruce Park 1973 .80
JUNEAU/DOUGLAS SR 117 50
1. Cedar Park 1952 . 50 ' 26
2. Cedar Park Annex 1967 25
3. Mountain View N 1977 42 24
4. Geneva Woods ' 1974 25 -
KETCHIKAN =~ o | 64 120
© 1. Schoenbar Park © 1969 24 85 -
2. Sea View Terrace 1977 - 50 ~. 35
- SITKA: Paxton Manor : - 1966 24 11 , -3
PETERSBURG: Vista View = 1967 12 S ‘ e
KODIAK: - Pacific Terrace 1967 40 : 43 g
VALDEZ: Valdez Arms 1967 14 T o
CORDOVA: Eyak Manor 1970 ' 16 1 .
BETHEL: Bethel Heights® 1968 120 47 .
NOME: Beringvue® 1970 29 1
WRANGELL: Etolin Heights® 1969 20 10 29
, -
aEXisting units in three- and four-plexes bought by ASHA. s
b

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

SOURCE: ASHA Records
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The primary concern of HUD is that public housing projects be

income solvent, that is, able to meet operating expenses with oper~-

ating income. The housing authority derives its operating income from
two sources, tenant rent payments and federal operating subsidies.
Because of the low income levels of public housing tenants and the
25 percent rent/income limit, ASHA has depended on . the operating
subsidy for about half of its operating revenues (see Table 32). If
these funds are significantly decreased, ASHA will be placed in a

difficult situation under the new federal requirements. It will not

be able to raise rents above 30 percent of any tenant's income, an

- undesirable move under any circumstances; nor will ASHA be able to

"replace the poorest tenants with new ones having higher incomes.

. Public housing operating subsidies are not a guaranteed source of

income for housing authorities. The funds are appr‘opriated annually

by Congress, which is under no. obligation to contimue these appro-

priations at'currentf levels, or even at all, It is quite possible
that they may be dramatically réduced’ in future spending ;_:uts'. - Given
the various con.str.ainté on ASHA under this program, such federal cuts
could make it impossible for ASHA to meet program requirements and may
result in financial difficulty for the housing authority. Under these

circumstances, the authotity would probably sell its public housing on

the private market, unless other funding sources could be found.

: Secti}oy‘n 8 Subsidy Programs

While federal budget cuts may have important impacts om all

federal hoﬁsing programs, they would be less likely to lead to poten-

tial insolvency in the Section 8 programs. Before describing how
these programs operate and how budget cuts may affect them, it is
necessary to explain why the programs were instituted and how they
differ from earlier federal housing programs.

In the 1960s and early 1970s, huusi'ng pfqgréms,proliyfera‘ted, but

- many  projects fioundered financially due to poor program design or
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administration or faced ¢riticism based on perceived discriminatory or

~other harmful social effects. In 1973, President Nixon suspended all

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

solve these problems by consolidating previous programs and relying on

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

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

Before Section 8, housing programs relied entirely omn a “supply-

side" approach. That is, subsidies were used to increase directly the

number of housing units by financing some portion of capital costs of

"new housing. The benefits of the subsidies were only- indirectly

passed on to the nomimal program beneficiaries. For example, interest
subsidy prOgram$3'were a popular supply-side approach in the 1960s.
An,idterest‘subsidy effectively reduces the cost to the developer of
buiidingi housing, the intention being to induc’e production of new

housing units. This development cost savings was expected to be

‘passed along to the program beneficiary in the form of lower rents or

‘house prices.

A number of problems arose in many programs in the late 1960s and
early 1970s. They cost more than had been anticipated in some cases;
in others they were actuarially unsound or did not serve the groups
intended as recipients. In general, the units built were often not

affordable to intended program users (Weicher, 1980).

Under "demand-side” approaches, there is a shift away from direct

production incentives that are tied to the housing unit being subsi-

dized. The emphasis instead is on a subsidy that goes directly to the

3Section 221(d)(3) and Section 236 are two examples of interest
subsidy programs for rental housing. Section 235 is an example of a
homeownership program that used interest subsidies. See Weicher,
Housing: Federal Policies and Programs. ‘
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needy family, enabling the recipient to afford housing in the private,
unsubsidized market. The sub51dy is tied to the reczplent not to a
partlcular housing unit.: The anticipated 1nd1rect effect is an in-
crease in hou31ng production, caused by the increase in the effective
demand for housing from the poor whose incomes are increased by
receiving ‘subsidies.

 The Section 8 Ex1st1ng program f1ts ‘this descrlptlan, it is  a
'pure demand's1de approach. The Section 8 New Construction program, on
the other hand, fits the supply-side description. Any program that
directly’produces new units is,akSupply-side program since thé subsidy
must be inséﬁarable from the hbusing-units that are built.:'The only
similarity'bétween the two Section 8‘programs is the method by which
the per-unit amount of subsidy is calculated. Both programs are
'described below. ' |

Section 81New Construbtion, 'ASHA's new Section 8 housing closely -

resembles public housing since both are constructed and managed by
ASHA. ASHA, as‘a public agency, was able to finance its Section 8 New
Construction projects with state low-interest loams and grants.
Without these state subsidies made, the projects would not have been
financially feasible. The state funds prevented federal housing funds
allocated to Alaska frambbeing lost to the state,* as HUD's practice
is to reallocateifunds that will not be wused in onebarea to other

‘parts of the country where they will be used.

In Séctiqix 8, the ‘subsidy is not used to reduce the cost of
constructing the housing; it is used to'make-tha housing affordable to
the tenant. The'subsidy‘amonnt for each apartment is the difference
between the rent on the unit and the tenant's monthly yayment, whlch

currently may not exceed 25 percent of monthly income.

4HUD's Fair Share Allocation system is described in Appendix B.
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~ For example, fdr an eligible tenant with an annual inqomé of
$6,720, or $560 per month, the tenant payment for a subsidized apart-
ment may not exceed $1&0»(25 percent of §560). Assume that the rent
krequiréd to pay for utilities, maintenahce and repairs, other apérat-
ing costs, and for debt amortization is $400 per month (see Figure 2).
The difference between the tenant payment and the fent is $260; this
is the amount of subsidy HUD pays on that apartment each month; Under
the‘30 percent rent/income ratio to-be’instituted this spring, the
tenant's paymehttWill increase to $168: per ﬁonth, énd”the subsidy will
decrease by 528 toH$232'per month.‘ Note that the $260 or $232 payment
is not used to reduce the cost of'building or bperating thé houéing.-

It is used to reduce the cost for that eligible tenant of renting that

unit.
FIGURE 2. DETERMINING THE AMOUNT OF SUBSIDY
" UNDER SECTION 8 PROGRAMS
TENANT PAYMENT - SR ' ,
l = $140/mo. - Rent = $400/mo.
) RSV D 300 300 —YT)
| “ : _ )

subsidy = $260/mo.

" HUD sets maximum allowable rents for standard quality (nonluxury)
apartments and houses that receive Section 8 subsidies, called Fair
Market Rents (FMRs). The FMR is not the rent payed by the tenant; it
is the’amount received by the landlord from both the tenant‘paymént
and the HUD subsidy. The FMR limit is set to prevent landlords from
charging rents above market levels, thereby preventing larger federal
subsidy outlays than are necessary. If the project sponsor, be it a
private dewveloper or ASHA, cannot amortize the mortgage debt ‘and
operate the housing with the income from the allowed rents, the proj-~
ect is not built.
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‘Fair Market Rents for Section 8 New Construction units are de-
signed to reflect the costs of constructing and operating new housing
by setting.them,at the level charged for comparable private. units.
The process of setting FMRs is complex. HUD bases them on a survey of
rents on nonéubsidized apartments in the area where the project will
be built. ‘FMRs are revised annually to account for changes in con-

Struction‘costs’and_in the local housing market. Table 21 shows FMRs

for Section 8 New Ccnstxuction in effect in Alaska as of November
- 1981. | |

There are several criticisms of HUD's FMRs. = Some claim that FMRs
are outﬁated by the time they come inﬁo'efféct‘due to the time lag
between when the survey:is made and thevtiﬁe the FMRs are used--a year
to a year-and-a-half léte: (Young, December 13, 1981). This reduces

the incentive for developers to build Section 8 housing. Rents

'usually increase, so Section 8 housing may‘rent for less, but it costs

~just as much to build as unsubsidized housing.

4 ASHA owns. and eperates‘five Section 8 New Construction projects,
containing 285 rental units (see Table 22). In November 1981, there
were 130 eligible applicants on waiting lists for these units. These

lists, however, are not a good indicator of unmet program demand.

Unlike ConyéntiOnalkPublic Housingy'Settion 8 lists are closed when

ASHA anticipates no open units and turnmover is low. No new applica-
tions are taken by the housing authority;, regardless of the eligi-
bility of the needy individual or family.
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TABLE 21. FAIR MARKET RENTS FOR SECTION 8 NEW CONSTRUCTION : -

Number of Bedrooms

Market Area : Structure Type o001 2 3 4 or more
~ Detached . 643 711 735
' Anchorage " Semi-Detached/Row 553 616 671 - 694 o ;ﬁ
Walkup . s 384 453 531 628 . 650 .
' Elevator/2-4 Story 503 592 662 '
5 + Story 512 602 673
Detached o oo 633690 - 751 5
Fairbanks Seml-Detached/Row 542 608 683 137 I
v Walkup 476 517 584 657 - 723 ‘
Elevator/2-4 Story .~ 583 670 746
: 5 + Story 595 684 760
Detached = , - 670 763 - 7% ;@
 Juneau Semi-Detached/Row - 538 650 727 . . 763 wd
: ~ Walkup 431 481 599 693 735 v
Elevator/2-4 Story 483 545 625 ' {f
5 + Story 507 572 650 -
Detached | e 589 670 745
Ketchikan - Semi-Detached/Row 478 561 639 710 -
’ Walkup 385 435 510 581 . 645
Elevator/2-4 Story 442 505 592 , 2
‘5 + Story 464 515 609 o
Coastal Area,? Detached = | 861 947 1042 1146 W
N. of Aleutians/  Semi-Detached/Row : 836 920 1012 1113
N. Coastal Area, Walkup - 738 B12 894 983 - 1081
~ Barter Island Elevatorlz-k Story ' 5
' 5 + Story

3Market areas are not combined. TMRs are identical for these
market areas. : :

SOURCE: Federal Register, Vol. 45, No. 170.
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TABLE 22. SECTION 8 NEW CONSTRUCTION

‘Location ' - . Year Number ° Number on

Project Name " Built Units  Waiting List
Total . | 285 130
- Anchorage 137 96
‘1. Chugach View 1977 120 66
2. Ptarmigan Park 1979 17 30
- Fairbanks: Golden Towers 1976 96 30
Cordova:  Sunset View 1979 - 22 -2
Seward: ‘Glacier View 1979 - . 30 2

SOURCE: ASHA

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

There are also seven'privatélyvownedvand managed housing projects
in Alaska built under the Section 8 New Construction program. Each of
these projects was financed with FHA mortgage insurance, an important
factor in the financial feasibility of these projects. They have a
commitment from HUD fokaO; 30, or 40 years, depending on the term of
the project loan. Table 23 lists these projects, the number of umits,
and the subsidy commitment. | ‘

TABLE 23. PRIVATE SECTION 8 NEW CONSTRUCTION
HOUSING IN ALASKA

Project » ‘ Subsidy No. Units Date
1. Bethel: Ayalpik Apts. $228,804 24 FY 81
2. Juneau: Madsen/Tiffany v 392,928 52 FY 81
3. . Fairbagks: (Chenana Apts. ‘ - 320,820 51 FY 76
4, Fairbanks: Executive Estates 682,560 108 FY 78
5.  Fairbanks: Park West Apts. 522,720 84 FY 77
6.  Anchorage: KBL Apts. 477,024 76 FY 78
7. Kodiak: Kodiak Elderly 400,620 - 55 FY 78

TOTAL 3,025,476 450

SOURCE: U.S. Department of Housing and Urban Development.
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Section 8 Existing Hdusing; This program bears little similarity

to either of the two programs described earlier. ASHA’adminiSters the
Section 8 Existing program, but its role is not that of landlord.
Eligible participants must find their own house or apartment in the
private mérket that meets HUD's requirements. They are responsible to
their private landlord for their rent payments and for other fesponsi—
bilities as tenants. ASHA is involved in determining eligibility
(same eligibility requirements as in Section 8 New Comstruction), in
inspecting the units, in entering into and terminating contracts with
landlords, and in passing through to the landlords the subsidy from
HUD.

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

program.

HUD also sets FMR limits for Section 8 Existing housing lower

than the FMRs for New Comstruction (see'Tahle 24). The reason given

for lower FMRs for existing housing is that it should rent for less

than new housing because it was less éxpensive"ta build. This .

reasoning, however, may not be wvalid. All rents respond to the level
of housing demand, increasing when demand increases. New honsing is
built only when rents can be charged that offset the costs of building
and managing the housing, with a profit margin included. New units
rent for amounts close to that for older units; people may be willing
" to pay a little more for newer housing, but if a new apartment costs
much more than older ones, it will remain wvacant unleés something
makes it worth more. Setting lower FMRs for the Section 8 Existing
program does not reflect this relationship. Subsidy recipients are
experiencing increasing difficulty in finding apartments with rents as
low as the FMRs (Strasbaugh, December 7, 1981; Terrell, December 16,
1981). ’ ’
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TABLE 24. FAIR MARKET RENTS FOR SECTION 8 EXISTING HOUSING®

Number of Bedrooms

Location 0 1 2 '  3 4
Anchorage 332 404 475 546 618
‘Fairbanks 332 404 515 592 670
Juneau = 32 404 s 592 670
Renai 332 404 515 592 670
Retchikan 332 b4 515 592 670
Matanuska-Susitna 332 404 515 592 670

;New FMRs will be published early in 1982.

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

. As program funds become available, the HUD Anchorage Area Office
allocates them around the state. They are allocated in the form of a
certain number of reat subsidy certificates for different types of
units, from efficiency to five-bedroom apartments. The mix of units
determines the number of cettificétes: the more certificates for large
units, that is, for lérge families, the fewer the households that
receive them. This tradeoff between number and size of families
receiving subsidies also applies to Section 8 New Construction and any
other housing program, because the amount of available funds is not
unlimited. HUD attempts to be equitable in its distribution of funds

by basing the mix of units it subsidizes on local needs and on the mix

- of units previously subsidized in that area. .Table 25 shows the

distribution of Section 8 Existing subsidies in Alaska.
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Tenants with Section 8 Existing subsidies have average annual

incomes of §7,100 and pay an average of $148 per month for rent
(Curtis, November 6, 1981). :

TABLE 25. SECTION 8 EXISTING HOUSING

Number  Number .
: ( Certificates Certificates Number On i
Location Allocated Under Contract Waitingﬁ}is; o
State Total 1,363 1,032 - 479 :
‘Anchorage® 980 ~ 772 | - 299 | _
Fairﬁanks': 100 100 100
Kenai/Soldotna 110 : ‘110 J 4?
Ketchikan | 40 40 1
Juneéua , ‘ 11 ‘ 1 22 ; ,
Mat-su® 122 9 | 0 . -

;aAnchorage and Mat-Su received a new allocation of
certificates in the fall of 1981; consequently, a large
number of these certificates have not yet been contracted.

Juneau received its eleven-certificate allocation in
1980, but due to extremely low vacancy rates, only ome has
been successfully contracted. The remaining ten allocatiouns
must be returned to HUD.

SOQURCE: Alaska State,Housing Authority.
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Regiohal Houéing Authorities

Mutual Help Housing

Most RHA act1v1ty currently takes place under the federal Mutual
Help for Indians hou51ng program. = As the name 1mp11es, the program
serves only the Native pbpulatioh. Today's Mutual Helpfprdgram is ﬁhe
latest in a series of three low-income hcmeéwnership progtamskthat
began in the early 19603 with the Turnkey III program.> The méjor
dlfferences between the progams have been in how monthly payments are
computed.

' Participating families initially lease houses owned by the RHA
and gradually build up equity in the homes they occupy. Ownership
"passes‘td the family under-thfee circumstances: when family income
‘increases‘to the point where it can obtain permanent finaﬁting; when
the amount contrxbuted to an equity account equals the unamortized
debt and closzng costs, or after 25 years

| Eligible ’participants are low-income Native families with a
potentiél for hdmeownership; that is, the abilitykto,meet the minimum
payments required - Income limits vary from one RHA to another; each:
RHA sets max1mum and minimum limits for famllles of dlfferent sizes.
The maximum 1ncome 11m1ts must be appraved by HUD whlch requires that
they not exceed 80 percent of the area medlan income unless no other
source of mortgage f1nanc1ng is available in the area where the appli-
cant lives. The minimum 1ncome limit is the level of income the RHA

determines is necessary.to pay home operating costs and the minimum
monthly pavmeni.

. 5In 1968 and 1970, before the creation of RHAs, ASHA conmstructed
230 houses under Turnkey III--180 imn Bethel and 50 in Nome. Approxi-
mately 138 of these units have been converted to rentals due to the
inability of many participants to maintain a home buyer status.
{Barbara Wilson, ASHA; Performance Review of ASHA: 2,8.) HUD has not
accepted new Turnkey III applications since 1973.
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Participétiﬁg families are required to contribute either land for
the house site, labor iri constructing the house, building materials,
" cash, or a combination of these, valued at $1,500. In addition,‘ the
family must make a monthly payment to the RHA. This monthly paymént
has ’twe components; the first is an administrative service cha,rge that
covers the RHA program administrative expenses, “insurance on ‘the
"housé, and  payments in lieu of local propertjr taxes. . The second
component of the monthly payment is an amount that goes into a family

“equity véccount. The entire monthly payment may not exceed 25 percent

of family income; thus, the amount budgeted to the equity account is’ |

the difference between 25 percent of income and the administrative
charge. A participating family may have an income low enough that no
payments are ever made to the equity account.. Nonetheless, after
' 25 years, ownership will pass to such a family as long as it has paid

its utility costs and thé monthly adminiystrativ‘e service charge.

" The monthly payment may change if the costs of'adr‘x‘linistering" the
program changes and if family income changes. The RHAs periodicélly
recertify family income to adjust momthly payments and to determine if
the family is eligible for permanent financing, one of the ways a

family can attain ownership status.

-Once a family is determined eligible for permanent financing and
elects to take out a mortgage loan, its obligations change from those

under an occupancy agreement to those under a promissory note and

mortgage, which are held by the RHA. The RHA leads the family the

~amount for home purchase at the current FHA interest rate. The

purchase price is established as the portion of original development

cost that has not been paid off by HUD in its annual contributions to

the RHA, plus loan closing costs. The family continues to make its
payments to the housing anthority, but now it is paying principal and
interest om its mortgage loan. If the family's income subsequently
decréaSes, this péyment schedule can be adjusted to a certain extent

to'prevent‘hardship and the possibility of default.’
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Several advantages accrue‘to a family that achieves this arrange-~
ment, despite the fact that its monthly payments increase. The family
can sell the house without any special restrictions. If it can
qualify for a loan from another lender, the family can get out of the
program altogether. This means an end to annual house inspections and
income recertification. And whether or not it finds private financing
or‘keeps its RHA mortgage, it is able to take the usual tax deductions

for ownership expenses.

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

| TABLE 26. MUTUAL HELP HOUSING PRODUCTION

‘ , No. Unitg" - No. Units in
Housing Authority - Financed Applications
Aleutian - ‘ 131 38
ASRC ' ' 146 25
AVCP 698 306
Bering Straits - L Co 230 , 55
Bristol Bay - | 219 ' 0
Cook Inlet 122 30
Copper River Basin 72 - ‘ 20
Interior : 311 : 125
Kodiak Island 166 | 12
Metlakatla . 36 -0
Nana ' o 252 : 10
North Pacific Rim 116 21
Tlingit~Haida ‘ 48 0

TOTAL 2,547 612

3Includes units completed, under constructioh, and with funds
reserved. :

SOURCE: Department of Housing and Urban Development.
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The 1981 Alaska 1égislature established a Supplemental Housing
Development;Fund in the'Department of Community and Regional Affairs
(CRA) that makes grants to RHAs for the cost of on-site sewer and
water facilities, road construction to the 1prbject site,. and -the
extension of electrical distribution facilities to individual resi-
dences {1981 Hbusa»Bill'SDZ and 503). Staff at éeveral RHAs maintain
,fthat without these fUnds, it would be much more diffitult to Build any
housing,'in ‘their jurisdictions because’ ofv’the HUDf.per-uhit total
development cost limit. The total cost of housing involves more than
the materials and labor that go into the actual structure. Federal
grogréms; often. require that fhouSes cgnstructed ’with federal fundS"‘
conform to standards that ;intlﬁde’ water, sewer, and electrical
service. It is difficult to build within HUD's cost limit bé;ause the
costs of construction in rural Alaska are high. The CRA grants for
water, sewer, etc..are not included by HUD in its development cost
calcuiations; and the -grantsl allow federal fuﬁds that§ would have

funded infrastructure to be used to meet other necessary expenses.
At this time, the entire $12.3 million appropriated by the state
for this program have been committed to RHA projects that will build

_ between 500 and 600 new houses (Crane, January 1982).

State-Funded Housiqg

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

Marine View

During a severe housing shortage in Juneau, Alaska, in 1972, the
Alaska State Housing Authority initiated construction of the Marine
View apartments. The 98-unit project consisted of 64 one-bedroom,

32 two-bedroom, and ‘2 three-bedroom units. Financing for the §$3.9
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million project was obtained from the Alaska Housing Finance Corpo-
ration (AHFC). Terms of the loan included interest at 3 percent over
36 yeats with the first five  years requiring interest-only annual
. payments. Despite its predominantly low-income composition, the

project did not receive -any federal subsidy due to insufficient

federal allocations (Special Review of Marine View).

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

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

per month for a two~bedroom unit.

ASHA's experience with Marine View led to the conclusion not to
‘attempt to comstruct low-income housing without the commitment by HUD
of federal operating subsidies. The HUD area manager has indicated to

ASHA that housing units developed from non-HUD funds may be eligible
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for operating subsidies but will be governed completely under the

' terms and conditions normally required by HUD (Curtis, October 28,
-1981).. Any such-arrangement could not guarantee a fixed level of‘éuh-
Si&y, however, since funds for operating subsidies are appropriated
annually by the U.S. Congress and are subject to annual congressional
adjustments.

Low-income houSing‘built‘under such an arrangement with HUD could
be of substantial financial benefit to the state's residents. Project
development costs comprise a relatively small part of_thé total proj~
ect-life subsidy cost; a relatively small state expenditure could
bring in a much larger amount of federal funds. Today's political

climate makes the future of operating subsidies, and housing subsidies

‘in general, uncertain. Under these circumstances, it would be unwise

 to consider this strategy, unless the state is willing to provide

state funds for operating subsidies or raise reats to levels suffi-

cient to sustain the project if no federal funds were available.

SubSidized Housing Production

Since 1970, ASHA and the RHAs have constructed about 3,478 new .

housing units throughout the state. About 2,236 units for homgoWner—
ship and about 1,242 rental units were built. The combined impact of
public housing authority production on the state as abwhole has been
"small; these units account for only five percent of the net change in
number of units from 1970 to 1980.

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

receives subsidies through the public housing authorities.

TABLE 27. GEOGRAPHIC DISTRIBUTION OF SUBSIDIZED HOUSING
‘ MANAGED BY STATE HOUSING AUTHORITIES

No. Households Percent of House~-

With Subsidya holds In Region
Southeast b 708 3.87
Southcentral™ 2,424 , 2.92
Central , 1,567 - 6.30
" Northwest ; ' 997 T 20.74
: : 5,696 '

#Includes recipients of Section 8 Existing Housing subsidies and
residents of public housing, Section 8 New Comstruction, HUD Remote
. Housing, Bartlett, Turnkey III and 221(d)(3) projects.
PIncludes Aleutian and Pribilof Islands.

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

Program Beneficiaries

In this section we examine the income, age and racial character=-
istics of federal housiﬁg subsidy recipients. Current data on RHA
 program partiéipa;ts are not available; detail will be provided only
‘for ASHA pa?ticipants. It is certain, however, that RHA beneficiaries
are predominantly Natives and families. 1In at least three regionms,
Kodiak Island, Bering Straits, and AVCP, they usually have the minimum
income required to participate in the Mutual Help Program (Knight,
January 14, 1982).

ASHA housing projects contain a high propoftion of very low

income tenants (having incomes no greater than 50 percent of the area
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" median). Table 28 shows the portion of very low income ASHA tenants
~ in various cities. As a whole, 64 percent_df all public hbusing'and
Section 8 New Construction projects fall ihto this category. Rehip~
ients, of Section 8 Existing subsidies also usually have very low
incomes® (Snyder, November 19, 1981).

i

TABLE 28. VERY LOW INCOME HOUSEHOLDS IN ASHA HOUSING® -

Percent of

Number - . ASHA Units
Anchorage S 3’31 L 60
Fairbanks S 190 76
Juneau/Douglas o 72 ST 62
- Ketchikan ' 46 72
‘Sitka R 10 - 42
Petersburg L L g 75
‘Kodiak o ‘ : 200 {1 8
Valdez , 8 : . §7
Cordova - o 24 63
Seward - 26 v 86

=75 64.3%

#Includes public housing and Section 8 New Construction units.

SOURCE: - Alaska State Housing Autherity.

A large portion of ASHA housing, 37.9 percent, is rented by
elderly households (see Table 29). Persons aged 62 or older comprise
only ‘4 percent of Alaska's population {Bureau of the Census, unpub-
lished data). It is difficult to estimate what portion of elderly
households needs housing assistance. The problem is generally‘tecbg-

nized as an important one, however, and the state has had a'progfam to

8Data on Section 8 Existing recipients were collected only for
Anchorage, which accounts for 72 percent--or 980 out of 1,363--of all
current certificates. Of those in Anchorage, 78 percent of recipients
have very low incomes. .
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facilitate the provision of senior citizen housing for several years
(see Chapter Three). A representative of the Older Persons' Actiom
Group indicated that affordahle, adequate housing is the biggest
preblém the elderly face today (McVickers, January 10, 1982).

Native and black households living in ASHA's housing are shown in
Tables 30 and 31. Nearly 40 percént of ASHA's tenants are Natives,
and 8 percent are black. Only 7 percent of the population in ASHA-
served places is Native (1980 ' Census of Population Advance Counts),

' but Natives have hiétoricaily had lower incomes than the rest of the
state's residents. In 1970, 39.3 pércent of all Native families had
incomes beloW'poverty 1eve1, while only 9.3 percent of all families in

~the state fell into that category (1970 Census of Population).

'TABIE 29. ELDERLY HOUSEHOLDS IN ASHA HOUSING®

Percent of

Number ASHA Units
Anchorage : - 176 30
Fairbanks , 135 T 54
Juneau/Douglas _ 50 35
Ketchikan 18 28
Sitka : , 3 13
Petersburg 3 : 13
Kodiak , 3 7
Valdez 4 29
Cordova 24 63
Seward 30 100

TOTAL 446 , T37.9

3Includes public housing and Section 8 New Comstruction.

SOURCE: Alaska State Housing Authority.
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| TABLE 30. ALASKA NATIVE HOUSEHOLDS IN ASHA HOUSING®

: PR % of 1980
‘Number Percent Population

Anchorage o ; 193 S 33 - 5

 Fairbanks_‘ e e 102 41 RO 7
Junead® 65 46 ' o1
Ketchikan 31 48 s

‘Sitka R S

o Petersburg ' ' 1 L 8 - 11 -

Kodiak 2% s
Valdez E SR 2 S 14 | ; 6
Cordéva : ‘ 16 S 42 f‘ , '_;5
Seward : , 8 27 SR 13

TOTAL o456 38.8%

3Conventional Public Housing and Section 8 New Construction
projects.

' hIncludes Douglas.

SOURCE:  ASHA Public Housing and Section 8 New Construction program
records, S
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'TABLE 31. BLACK HOUSEHOLDS IN ASHA HGIfSINGa

. % of 1980
Number Percent Population
Anchorage : 47 8 5
Fairbanks ‘ 25 10b 9
Juneau/Douglas ‘ 1 - -
Ketchikan C 18 28 -
Sitka ' -0 0 -
Petersburg 0 .0 -
Kodiak ' 0 0 -
Valdez 1 7 1
Cordova 0 0 -
- Beward : : ~0 o -
TOTAL 92 7.8%

4Conventional Public Housing and Section 8 New Construction projects.
bLeSS'thaﬁ one percent.

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

, The 'evidente presénted indicates that the impact of housing
authority operations in the state és a whole have been small. The
Northwest region has felt the greatest impact: in 1980, over 20 per-
cent of'househalds-received housing assistance through RHA activity.
The'distributionibf the benefits of houéing authority activity appears
to be consistent with the distribution of need among state residents,
» éccording to HUD's indicators of need.

_ There is no evidence that ASHA's operations fail te serve par-
ticular poor groups, the elderly and Natives, for instance. The '
greatest gap between needy families and federal program service exists
in the bush, where a large‘pprtion of the population cannot benefit
from the Hutuai Help homeownership program because their incomes are
so low. Any program to benefit this group must pravide operating

subsidies to help meet the costs of operating and maintaining a home.
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State Funding

States do not normally provide any fuﬁding in the public housing,
Section &, or Mutual Help for Indians'programs. In Alaska, however,
the costs of comstruction exceed the limit currently allowed‘by HUD.
vTo'prevent federal funds from being lost to the state, supplemental
funds have been provided through the Department of Community'_and
Regional Affairs through two programs: the Supplemental .Housiﬁg
- Development Fund and the Senior Citizens Housing Development Fund.
' The former of these, described briefly in the discussion of RHA activ-
ities, is a new program, with $12.3 million in capital funds appro-

priated by the,legislature in 1981. The program‘for elderly housing

has provided funds for four ASHA elderly projects.  Sunset View,

Glacier View, Sea View Terrace, and Mountain View received grants
totaling $1,658,095; the funds were used to reduce ASHA's debt service
for these projects.

- In five ‘cases . with ASHA projects, the state has also made low-
interest loans to ensure project feasibility. ~ Permanent loans

totaling $11,211,453 at 7 percent interst were mede for two elderly

‘projects, Chugach View and Golden Towers. Three interim low-interest.

loans, also at 7 percent, were made for two additional eldetly and one
family project, Sunset View, Glacier View, and Ptafmigan Park. The
original principal amount of the loans totaled $4,629,000;‘ ASHA
reduced its indebtness on Sunset and Glacier View by using its grants
from ;he Department of Community and Regional Affairs to pay off a
portion of its loans immediately (Cuftis, January 12, 1982). Table 32

summarizes ASHA's state loans and grants.

The state, then, has used its resources in a limited way to take
'advantage of federal housing funds allocated to Alaska. B? enabling
the financial feasibility of these projects with its grants and loans,
the state secured a continuing stream of federal subsidies which

‘surpasses the state investment over the years.
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TABLE 32. STATE FUNDING FOR ASHA PROJECTS

Project ‘ Grant Loan
Sunset View - 5183,600 - $1,455,000

Glacier View 215,100 1,984,000

Sea View Terrace ‘ 761,311 C

Mountain View : 498,084

Chugach View 5,911,453

Golden Towers 5,300,000

Ptarmigan Park : . 1,190,000

SOURCE: Alaska State Housing Authority.

Program Costs

The costs to the state of its investment in ASHA houSing have
been small. . Its grants have totaled about $1.66 inillion, nearly
$400,000 of which was used by the grantee, ASHA, to pay back a portion
- of the state's own loans to this agency. The actual ‘ne't grant amount
comes to $1,259,395. | |

The state's loans to ASHA, despite their total original pi_-incipal
value of §15,840,453, will cost the state relatively little. Most of
this total, $11.2 million, will be repaid over 40 years with 7 percent
interest. The ‘cost to the state of making these loans equals the
value of the interest subsidy, which is determined by the alternate
uses to which the money could have been put and the rate of return on
those uses. The remaining $4.6 million was loaned at an interim rate
of 7 perceﬁt.. Negotiations on renewing these interim loans will
probably provide the state with an effectivé rate of return of 14 or
15 percent on the remaining principal balance (Curtis, January 12,
1981) if the loans are renmewed. The costs of the state interest
subsidy on these loans will be lower than for the permanent loans, and
will also be determined by the return on alternate uses for these
funds.
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, It is impossible to determine the real costs of building Alaska's

federal projects under the Public Hou81ng and Section 8 New Construc-
tion programs. The capital costs of public housing are indeterminate
-because HUD periodically rolls ovei‘the bonds used to finance devel~
opment costs.  All 6f the Section 8 New Construction projects were
financed at below market rates, so réal devélppment costs can only be
estimated. '

It is easier. tc determine the operatlng costs of these programs.
Tables 33 and 34 show operating revenues and expenses for most of
Alaska's public housing and for ASHA's five Section 8 New Constructlon'
) units. Please note that none of the capital cnsts,of-public housing
~are shown and‘that only a portion of these costs are shown for the
five Section 8 projects. '

TABLE 33. INCOME AND COST OF OPERATION FOR 1980-1981
PUBLIC HOUSING® - 797 UNITS

Per Unit Month ~_Amount

Revenues ;
Income from Tenant Payments $154.80 - $1,480,487
HUD Net Subsidy - 154.70 1,479,611
_Total Revenues $309.50 $2,960,098
Operating Expensas
Administrative Cost 56.88 544,039
Utilities 106 .43 o 1,017,947
- Maintenance and Operatlons 75.78 724,712
General Expenses 42,18 403,363
Addition to Reserves 28.30 - 270,671

Total Expenses : $309.57 $§2,660,752

aCapital costs not shown; they are paid by HUD separately.

SOURCE: Alaska State Housing Authority.
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TABLE 34.“ INCﬂﬂE AND COST OF OPERATION FOR 1980 1981

SECTION 8 NEW CONSTRHCTIOﬁ PRQJECTS - 285 UNITS :

‘-;"Per ﬁn{t:Moﬁthf’1. ‘*ff :7AmQuﬁt-x
f}Révénuesr' v : s | ,“ v
,.;wu:?Approxlmate Rental Incume’;w  i ,L]‘f $13ﬁgﬂﬂ" ;'¥, S 444 600??;

Total Revenues o 550,00 "3,.$1,881;200;"

: "gOperatlng Expenses ~f

~,:5?Adm1nlstrat1ve Cost ‘f‘:'* yf” T",‘f77566 , R f 265 610
. Utilities = - o 66018 226,340
- Maintenance and Qperatlons”v‘ 60003 205,321
' General Expenses ' e 39.08 . 133,683
gAmount Avallable fbr Amort1zat10n » 307 051 T 1,0502246;,‘
o Total Expenses ,-ijt s ':,_‘ ssso 005 e p$1,881,2oo;i-”
: Does ‘not 1nclude state cap1ta1 grants and low~1nterest loans, A
:therefore, does not reflect total costs of" these unlts. i . 0

"f‘;SOURCE,~ AiaskavState,Hous;ng-Authcrlty'

The costs of actual operatlons ef a unlt of publlc hou31ng are.”
B abaut equal to the operatlng costs of a unit in. a Sectmn 8 New
Constructlon progect. Admlnlstratlon,‘ utllltles,“ ma1ntenance and
: _operatlons, and general< expenses for' a publzc hou51ng ‘unit total

='$281 27 per month, amd for the Sectlon 8 unit they total $242 50.

=;H1gher average ut111ty costs for public hou51ng units acconnt for most i

Cof the dxfference., “public hou81ng is ‘older and a smaller portlon of
_ - public. housing units are located in Anchorage, where utility costs are"
"'lower than the rest of the state (Brzggs November 24, 1981).
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It is impossible to accountb for government expenditures - for
Section 8 Existing hdusing on a basis comparable to these other two
programs. ASHA is not the owner and operétor of the housing; there is
no way to judge what portion of the federal rent subsidy pays for what
costs. - George Briggs, the senior housing management official at ASHA,

asserts -that pot only do the costs vary from one unit to another

‘because of differences in the age and type of building,’they also vary

with famiiy circumstances and from one city to another. He maintains
there'is no satisfactory way to centfol for the multitude of indeter-
" minate variables to obtain a 'figﬁre that accurétely represénts the
costs of this program. h

‘If the total program revenue for this program (see Table 35) is
spread equally among all wunits Subsidized, the monthly per unit
‘feéeral expenditure comes to $367.70.  This figure should not be
interpreted to mean that- this programl is more 7expensive"»than the
public housing and Section 8 New Construction programs; the full costs
of units under these programs are not reflected in the figures con-
taiﬁed in this report. On the contrary, given the fact that the full
-capital costs are not included, the Section 8 Existing program has
probably been less expenéive than public housing and Section 8 New
Construction. It is impossible to say how much less expensive it has

" been for the various reasons given above.

Data on the costs of the Mutual Help program for Indians are not
available. HUD finances the total development costs of the houses.
Program administrative expenses and home operating costs are paid for
by program participants. Table 36 shows the amount HUD has committed
annually for housing construction under this program since 1976. The

figures represent amounts HUD has committed to various projects in
those vyears; they do‘nof represent amounts actually spent or units
actually built in those vears. |
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TABLE 35.  INCOME AND 'COST OF OPERATIGN FOR 1980 1981

SECTIGN 8 EXISTING PROGRAM«- 935 CERTIFICATES
SRR FOR ANCHORAGE ALLOCATION AREA ONLY ;?

- Amount
fg'Revenues

Total Income (HUD) fZ:” .,:‘52':' $4}125§§91   ;

’;T'Gperatlng Exgenses 4

~a,i‘5T0tal Rental A351stance 03,637,742
L Administrative Cost ,“~,f_,;1' T e 369 374
o Ueildties o o e gee
. Maintenance and Operatlonsﬂ"ﬂ~‘,'.fv 3 ;891 o o
... - General Expenses - i ,.-ﬂ:'f;'.' 615303: 
" Nondwelling ‘Equipment . 13,721
“ Additiom to Reserves ~ - - . . .39 630

~ Total Expenses . $4,125,661

 ?Paid to landlords by ASHA on behalf of tentnats.

'TABLE 36. HUD COMMITMENTS FOR MUTUAL HELP'HoUSIKG,r1975e1981ﬂ

S é LAl _Dollars. i Number of Units
1981° s $65 122,000 7%
1980 - . ' 55,148,000 - o604 o
1979 0 .50, 392,000 o 562
1978 34,730,000*,r~ © 411
o 1977 S 24,108,000 ’ - 323
1976 17,633,000 - 216
' S o R 2,870

aFlrst three quarters of 1581.

: SOURCE' U S Department of Hou51ng and Urban Development.
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- Summary: Program Effectiveness

When the territorial and then the state legislatures established
ASHA and later the RHAs, the agencies were intended to take advantage
of any federal housing programs and funds made available. The housing
authorities have done just that in the past decade or so, despite the

mismatch between federal eligibility and construction-¢ost limits and

"Alaskan incomes and costs. Virtually all HUD funds allocated to

Alaska have been used. This has been the most important limiting
factor on the activities of these agencies.

It is difficult to assess housing authority achievements in
goal-oriented terms. No specific standards were established in state
legislation by which to measure performance. The housing element of
the 1978 state comprehensive plan provides few directions related to

housing authoritiy activities. If considered in the 1light of the

- broadly stated goal, ". . . to insure the opportunity for each Alaskan

to live in safe, sanitary, efficient, and comfortable housing," the

~ housing authorities cannot achieve their purpose unless many more

state and federal resources are made available.

It 1is guite unlikely that federai funding will continue at the
level of the past few years. - New subsidized housing production is
being cut significantly under the current national administration.
Substantial cuts in operating subsidies may be made. . The Mutual Help
for Indians program may have no new units funded next year under

current plans, and special fund set-asides for Indian housing are

- being eliminated. In the light of these changes, we can expect few

new subsidized units and greater competition between the various
housing authorities for available funds.

It is clear that these changes will have a greater impactv on the
bush than on Alaska's cities. Although the Section 8 Existing program

will be changed to a less complicated system with more restrictive
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' r.e'l.igibility ’st‘an&'ai'ds,‘ the new voucli‘er ’SYstem‘ #i}.’l stii‘l'benefit 'u‘f;bane |

renters to the extent ‘that" there are avallahle rental um.ts. Most

rural towns ‘and vz.llages, however, _cannot beneflt from thls type of :

rent subsz,dy s:l.nce so - few rental units’ are avallable" The greatestf. B

: @f'neeﬁ in rural Alaska 1s for new housrng production, the cost of whlch o

is beyond the means of moat rural readents. : : »‘,

The outlaok for the pubhc houmng authontms,,then, is" uncer—

taln..f If no new funds become avallable, they Wlll functlon as:f“

kmanagers of current ongo:.ng programs. Alaska's haus:.ng authontles,.

-«_however, do comprlse an. exper:.enced organlzat:.onal structure for

housing prov1smn throughout the state. } Should the state choose to

i {fapply its resources te the prnblems of Alaskans who cannot benef:.t i

',',‘-"'~k"from mortgage programs, it would be prudent to take advantage of the‘_?'

' :network of hous:.ng aut.horltles m.th houslng prov:.ss.on experlence andf-’

g knowledge of - the problems faced by state res:.dents.' o
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CHAPTER THZREE
DEPARTHENT GF CDMMUNITY AND REGIONAL AFFAIRS

The D1v1s:.on of Hous:.ng ASS1sta.nce of the Department of Commum.ty o ‘

-'_'and Reg:.onal Affalrs is the state admlnz.stratlve off:.qe in charge of :f ,

several hou51ng programs. : As such 1ts programs and actnutles are

o ","’indlcatlve af state hous:.ng p011c1es and of prlorltles for dlrect’“' 3

'k""state actmn Th1s offz.ce admlnlsters the Nonconformmg Housnxg Loan F

Fund the Seamr Clt:.zens Hous:x.ng Development Fu:nd, and ‘the Supple-

: .’Amental Housing Development Fumi.- The f:.rst two sf these three pro-:]‘i OL

\'-v_ykgrﬂams wz.ll be descnbed in th:.s chapter‘ the Supplemental Housx.ng;

1’,Development Fund 1s descnbed br:uefly in the dlSCUSSlOn m Chapter Two-vi_jv |

of the federal Ind:.an housxng prcgramp These three funds have a'_‘« '

"combmed cap;.tal budget of $60 3 nnlhon for flscal year 1982

The Nonconformmg Hous:.ng Loan Program is s:.mz.lar to: the loan ;

- programs of AHFC the D1v1sion serves as a secendary mortgage marketu ;
'1nst1tu1:10n The flrst part of thls chapter deals Wlth the role and»f'

,"act1v1t1es of the Dnns:.on of Hous:.ng Ass:.stance in the program s
1 f:l.rst year of operatmns.k ' '

, The' Senior " Citieens' Hous‘ingy*Bevelo?ment F'F'tind j:erforms'"a - very
"dlfferent functlon.‘ The prmary ‘focus of th1s program is to leverage
federal hounng funds and asmst munlc:.pallt:.es in meeting the housing
- needs’ of their elderly The second part of this chapter describes the

'Sen:.or C1t1zens Housmg Development Program ThlS program s functxon_

is very dlffex'ent from that of the loan program. The emphasis is on :

' ensurlng that avallable federal funds can be used in Alaska. These
two programs represent the two basu: approaches the state has taken 111' .

its hous ing: pol1c1es
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The Nonconforming HouSing Loan Program

Legislative History

~-In the 1980 1legislation that created the Noncoaforming Housing
~ Loan <Prograh (1980 Senate Bill 1; Alaska Statutes, Title 44, Chapé
ter 47, Sections 360-560, as amended), the leglslature found that
prlvate mortgage financing for housing that fails to meet customary
.des1gn or censtructlen standards, but. that is acceptable in terms of
heaith; and 'safety; 'is generally unavailable, especially in rural
Alaska. . Ex1st1ng state and federal loan programs,'such as the rural
housing program of the Alaska Hou51ng Finance Corporatlon, ‘have not -
met the need for financing the purchase of houses that fit this
‘description. Private lenders are at times reluctant to lend beceuse
~the cost of making mortgage‘loahs in rural Alaska isfhigh; one visit
to inspect property with delinquent payments, for example, can easily
| cost more than a loan servicer receives as annual payment for loan
servicing. Banks are also unwilling to hold loans in their portfolios
that are thbught‘tb be risky or that‘they cannot sell. The Noncon-
forming Loan Program was ‘designed to correct this failure of the

-private housing finance industry and state mortgage'subsidy'programs.

The broadly-stéted’legislative program goal is to provide finan-
cing for henconforming housing so that people in all parts of the
state have an equal opportunity to obtain housing (1980 Senate Bill 1,
Section 72, Paragraph 5). Program funds may be used to purchase from
private 'lende:si loans for the. purchase of existing noncouformlng
‘housing and loans for building materials, renovations, or’improvements
to nonconforming housing. In'addition,'the 1981 legislatiOn autho~-
rized the Division of Housing Assiétanee to originate loans for these
 purposes and added authority for originating and purchasing construc-
tion loans to owner-builders. The construction loans need not be for
‘nonconforming housing; if used to build standard housing, howewver, the
owner-builder must have been rejected for finadneing by private lenders
(1981 Senate Bill 148; Hodge, January 15, 1982). |
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In addltlon to. expandlng program act:.v:.tles the 1981 leg:.slatlon

focused the program on rural areas of A}.aska by requzrlng that

--_"Not more than 20 percent of t.he total pr1nc1pa1 ‘amount of:‘}'
loans made .for nonconforming hous;ng may be made in cities
‘of organxzeé ‘boroughs and service areas of un:.fled munici-" -
‘palities where the popu}.atmn of the city or- service area - :
~exceeds 3,500" (1981 Senate Blll 148 - Section 17, Para-
'v».'gra,ph.(é)}‘.“ AR o

"'Loans that are made 1n tawns larger than 3 500, such as Nome,‘ areftl" E
g “»~‘def1ned as rural 1f they are not located in: an organlzed borcugh Any E
communlty m.th fewer t.han 3 500 resz_dents that is not 1n the servu:e :

' V-f‘-area of a munlcz.pahty w:.th over 3, 500 is also cons:Ldered rural even ‘:, ‘

‘1f 1t is }.ocated 1n a 'borough

The 1981 1eglslatmn also prov:.ded for establlshlng fleld BfflCES‘}

'to provx.de as31stance and 1nformat10n to prlvate flnanclal 1nst.1- :

'tutlons and thelr borrcwers (1981 Senate ]3111 148, Sectlon 26 (a))

'v_'F:.ve fleld off:.ces have been estabhshed one each in Nome, Kotzebue, , :

 Bethel, Dillingham, and Fairbanks.

‘The pragram'sgoal 1§ to. ensure th-at_ state r’eéi‘dehts? havé ‘equal
_access to financing for nc'ntbnforming housing. The leglslatzve pro-
i 'v131ons regard:.ng regzonal funds allocatmn, however, _may have a

countervalhng effect on the goal of equal program access. v »The'

'dlrector of the Division of Housz.ng Assz.stance is- charged with allo-
cating funds across the state. Any such allocatmn scheme adopted

however, is mlnlmally bmdlng on the Dz,w.s:.on, the dlrector is per-

"mltted to reallocate ‘funds among the regions as he con51ders neces-'
. ‘sary. This provmmn is intended to facilitate the speed of fund_',
; d‘isbursement, ‘but it may bias the program in favor of those regions

with 'g‘reat‘er access to pa:’:t‘i'ci'pating',lenders, - since’ théy can more o

’ réadily" take advantag‘e of the vprofg"ram.e '
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Equal program access cannot be achieved merely through the

provision of the regional field offices. These offices currently
provide information and assistance to seller/servicers and potential

borrowers; and while they may perform an impprtaht facilitating func~

" tion, they do not overcome the limitations of an absence of a well-

‘developed housing market. At least until the Divisiqn of Housing

Assistance begins direct lending, areas under-served by participating

‘ seller/serv1cers w111 be at a d1sadvantage relatlve to ~other areas

better served - by private . f1nanczal and real estate lnstxtutlons.

In summary, the Nonconforming Loan Program was. instituted because

homebuyers in rural Alaska ‘were not being served by other state

hou51ng agencies and the private ~mortgage finance 1ndustry The.

program makes loans available to qualified purchasers of housing who

are not acceptable to other lenders, and offers the same low interest

‘rates charged by AHFC. The absence of well developed rural housing

markets, however, may limit program avallablllty in some areas ‘of the
state.‘ '

- Program Guidelines

Eligib1e~properties. Nonconforming housing is defined as"not
meeting minimum building standards established by national or state

codes regarding construction practices, design, or structural char-

'acteristicsl (Program Handbook, IQSBz‘YSections 1.26, 2 02 Program

Information Sheet). The nantonfurming'appellatian does not refer to

wthe financial status of the borrower nor-doés-it indicate the use of

unusual or experimental loan terms. It is the house that is noncon-

forming, not the loan nor the borrower's characteristics.

'0ne widely used code is the HUD Minimum Property Standards, U.S.

Department of Housing and Urban Development, which references the

major nationmally known codes regarding building practices, electrical
system requirements, fire resistance, etc.
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A structure is noncunformlng because 1t pessesses one or. more
'nonstandard physz.cal features. It may not meet mlnlmum space requlre- '
'ﬁments, . for example, or - may . have an. unconvent:.onal foundatlon or:
v »utlllty' system. » Gbsolescent des:.gns, such as no bathraom on the

v secand floor,‘ are also def:med as noncoaform:.ng The property must, =

‘however, be cert1f1ab1e by an appralser that 1ts nonconformmg fea-‘

'tures w:.}.l not mpa:.r the health or safety of the occupants (1981
Emergency Regulatmns 19AAC95 130 Alaska Statutes 44 47. 376(1), (?)) '

’»Thls program W111 alsa flnance standard houses that are hezng con-—i.‘

»_'_“structed by thelr owners, but only 1f the houses are located 1n areas:

i ,where other lenders refuse to make loans.v:“

Program staff agree that the deflnltmn of nonconfcrm:.ng housmg,

i 1s vague but ms:.st that the nonccnformlng determlnatmn must be made

o on.a case-by-case bas;s.,-. They assert that ‘any: wrltten dEflIlltan 7

,_'detallmg spec1f1c features muld prove unacceptahle because it would‘»"

—".‘_‘1nev1tab1y exclnde propertles ‘that. should be. ellglble ' The Problem" -

1_'presented by thls vague defmlta.on cnncerns DIVIS:LGB staff very llttle;

"'but does affect any evaluatwn of program act1v1t1es. It confoundsf

o the determlnatmn of whether the program is, m fact, bemg used as.

t}.nteaded that 1s, to purchase or make loans only for housz.ng that 1s~y'_ﬁ

7 ylnelz.glble under any other state. ar federal housmg loan program

‘, (Program Handbook 1980 Sectz.on 2 02)

_Eligihlg barrowers. " There are "ﬁo' ‘maximum “income limits for

borrower gligi’biiigyg under this program. Borrqsée_f income must be
sufficient to meet debt sgﬁvi'ce"'paymeats: and other living expenses.
In d,ete'minin‘g_ adei;uacy -of incbmé 55 s_teady _income obtained through
- seasonal ‘occupations is included if it is documented. The Division
~also considers subsistence activites in its determination of income
eligibility (Price, November 5, 1981). Loans are méde only to bor-
rowers who mtend to occupy on a year-round basis. the noncunform:.ng,-
B 'Slngle-famlly ‘house or duplex that is to be’ f:.nanced.
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:W)Responsibilities of program participants.<‘The role of the Bivi-'

sion of Housing Assistance as a secondary mortgage market institution |
is to provide incentives to private lenders to make loans on prop-
erties that they otherwise will not serve. These incentiv.és include
reducing the risk to lenders of making these loans while compensating
them for the costs of servicing them. The Division owns the loans and
assumes any expenses associated with default or forecldsure. Lenders
‘are alse compensated by fees for loan origination and servicing. The
arigi_’nation fee is a one-time payment that may not exceed 1 pe‘rc;;ént of
the 10_.ih principal amount and is p_aid'by the borrover at closing. The
niaximum' servicing fee is one-half of ome percent of the unpaid prin-
cipal balance; it is paid monthly by the Division ofj’Hous‘ifag Assis~
tance. Typically, the origination fee may be about $600'; and the
Servicizig fee, around $300 for the first year. '

The Division expects to begin direct lending this spring (Smodey,
Janu.ary: 19, 1982). V'Ifhe‘ rationale for direct lending is to extend
: fina-nci_ng to areas where private lenders are unwilling to do business,
even in the limited role of seller/servicer. Lenders will not make
~ loans in some areas because the cost of originati‘on and servicing is
'high and because demand for mortgages is low (Hodge, January 15,
1982). ' The Division wili, of course, incur the same costs of oper-
ating in these areas. As a direct lender, it may act as seller/
servicer, or the agency may coﬁtract: with private institutions for
loan servicing (1981 Senate Bill 148, Section 24).

Lenders, or seller/servicers, perform a number of activities.?
They are responsible for reviewing loan applications and securing

verifications of borrower income, employment, credit, title, previous

~ 2The following discussion is derived from the Nonconforming
‘Housing Loan Program Handbook, Division  of Housing Assistance,
December 1980. :
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’;loan refusal and veteran status. The seller/serv1cer must pr0v1de_f
the " D1v181on w1th a statement that the property does not quallfy for:
'iconventlonal f1nanc1ng if other lenders operate in the area where ‘the

f‘hous1ng 1s located.l The seller/serV1cer alse conducts the appllcant

credit anaIYSLS,,approves ar dlsapproves the 1oan, submlts it to the . -

e_D1V151on for approval, prepares elesing and nete purchase documents,' '
ﬂ;fconducts the loan.clos1ng,fand sexvices. the lean._~/"' ' S

The flve fleld off1cas, located in Bethel Nome, Kotzebue,<ll

‘tw‘fbllllngham, and Falrbanks, ‘are staffed by a loan examlnerflnformatlon'

offlcer and a secretary. These efflces are 1ntended, to- 1ncrease -
‘access to and prov1de 1nformat10n on aIl state loan.programs, 1nclud1ng

”vthose of AHFC and. the Department of Commerce and Economlc Development.;

'jsfFleld staff fbrward loan appllcatlons to lenders, screen appllcants;ilv

’_ffor ellglblllty, prev1de 1n1t1a1 property 1nspect10ns, asszst lendersl

',1n obtalnlng documentatlon for appllcatlon rev1ew and clos1ng, 3551st.f'7"

“'1n counsellng dellnquent borrnwers, and so on.

‘Loan terms: The"current‘ maximum loan  amounts, ' loan-to-value

ratios, . 1nterest rates and.‘maximum 'loan"terms for hOme“'purchase

“._mortgages are. 1nd1cated in Table 37 The loan’ amounts “and loan-to-

"'value ratio are those establlshed for Alaska by the Federal Natlonal;_"

'sﬁertgage Assocratlon (FNMA).‘;For¢remote areas not connected by road,
: iailway,'er the ‘State Marine Highway, the maximum: loan “amount. is
/e85 percent of that set by FNMA for loans Wlth 90 percent. and 95 per-.

cent loan-to-value ratios (Program Handbook p 3-4; Alaska Statutes,
‘Sectlon b4t 47 390, as amended) o ' ' '
Orlglnally, the darecter of the DlVlSlon of Heu51ng Asszstance
‘set the 1nterest rates, which were requlred to be at least on a par
- with’ ‘rates for - other state loan programs, namely' AHFC The 1981
leglslatlve amendments set 1nterest rates at. the same 1evel as for'
" loans purchased by AHFC from the proceeds of the most reeent appll-
lcable issue of taxable bonds (Alaska Statutes, Sectlon 44, 47 410 as
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amended). Unlike AHFC loans, however, the low interest rate applies
to the éntire'mortgage principal amount,‘instead of only the first
$90,000.

- TABLE 37.. NONCONFORMING HOUSING MORTGAGE PURCHASE
LOAN TERMS AS OF FEBRUARY 1, 1982

#

. Maximum Loan~to~ Interest Maximum
Type of Loan Loan Amount Value Ratio Rate Term
Single-Family G : ' S
. {nonveteran) 8147,750 ... 95% 12 3/8% - 30 years
Single-Family ‘ TR ’
- {(veteran) $147,750 95% 11 3/8% 30 years
Duplex (uen-vetefan) o §189,000 . 95% 12 3/8% 30 years
~ Duplex (veteran)  $189,000 95% 11 3/8% 30 years
* Rural/Remote Areas o v
Single-Family $125,500 95% 12 3/8% 30 years
Rural/Remote Areas : , o
Duplexes : ~ $160,000 90% 12 3/8% 30 years -

SOURCES: Nonconforming Hous1ng Loan Program Handbook, DlVlSlon of
‘ Housing Assistance, December, 1980. -
~ Ray Price, D1V131on of Housing Assistance.

Delinguency agd default procedures. If a borrower is late‘bf 45

days or more in loan payments, the seller/servicer must make at least
three attempts to contact the borrower and reinétate payments,'notify
thé Division of Housing Assistance, and provide any appropriate loan
-counseling. If after 60 dayé the borrower cannot be reached or the
paymeats are not . reinstated, the loan is declared in default by the
seller/servicer, who nntifies the Division of this action. Again,
' counseling sessions and reinstatement must be attempted. If at the
end of 120 days the loan cannot be reasonably reinstated, the seller/
servicer assigns the loan to the Division for servicing. The Division

must henceforth bear the expense of reinstatement attempts or fore-
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 - .closure 1f that should prove necessary The D1v131on also relmburses L
:;the seller/serv1cer for expenses connected w1th dellnquent payments,‘ 
‘vff;such as the costs of property re1nspect19ns (Program Handbook, 1980

i Sectlons 11.01-11. 03) | .

In summary, the anconformlng Houslng Loan Program makes mortgage

':'fmoney avallable for houses and in areas which prlvate lenders and AHFC
'”nusually would not accept._ Wlthout the 1nducements offered through the =
1;program, 1enders would nbt flnance houses with nonstandard phy51calﬂ"
" features nor thase 1n certaln remote locatlons because the rlsks of"

_*flnanC1ng and ‘the costs. of erlglnatlon and. serV1c1ng are hlgh.k.In ,0 :

addltlon to expandlng the act1v1ty of lenders the program serves as a

1condu1t for state sub51ﬁles that make homes more afferdable to Alaska'

're51dents who do not beneflt from the 1ow-1nterest Ioans of AHFC,

Hurtgéges‘ﬁade hndet fhevNoﬁconfbrming'ﬂduéing‘Lbén‘Progiam cérry«

"terms and condltlons 51m11ar ‘to thnse requlred by AHFC and prlvate ;

~lenders, and they make the same f1nanc1al demands on borrowers

'Prog;am ACthltY

Any conc1u31ons drawn from an analysms of progrmm act1v1ty at

.thls point must remazn tentatlve. It is too early to judge the. pro-  pn
v’.gram s dellnquency and default reccrd or to determine how effectlvelyi

:r'lnformatlon has ‘been. dlssemlnated and what level of loan demand will

be sustalned _The anconfonmlng ch31ng Loan Program ‘has been in

j,operatlon for only one year.

Banks were adv1sed in- January of 1981 that loan proce351ng could

'begxn, it was Apr11 when the D1V1s1on of Hou51ng A331stance actually

started receiving appllcatlons (Smodey,_ January 25 1982) By mid-
December, 177 mortgage loans had been purchased by the loan fund for,

© an orlglnal pr1nc1pa1 balance of $10,797,025. Thlrty~sevan appllca—

'tlons had. been denled, and 114 were in the rev1ew process, represent-

ing $7 622 250 (D1v1s1on of Hou51ng ASSLStance, loan files) 0f the:
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328,applications,recéived, 54 percent had been purchased and 11 per-

cent denied. Thirty-five percent were under review.

 Most applications--Sﬁé of 328, or 93 percent-~have been received

in the past six months. Table 38 shows the pumber of applications
received since July 1981. If applications continue at;the same rate,
““the D1v151on will process about 600 appllcatzons in 1982

TABLE 38. LOAN APPLICATIONS RECEIVED IN 1981 FOR
- ' THE NONCONFORMING HOUSING LOAN PROGRAM

No. of

Month | Applications
July ' 51

' ‘August ' 77
September 68
October " | 48
November : 31
December 31

2 = 306

SOURCE: Division of Housing Assistance.

Potential program demand. It is virtually impossible to estimate

‘with any aécuracy,thé potential demand for this-program using existing

information. ' No data have been recorded from which a reasonable

estimate could be derived. Any attempt to collect such data, more=

over, would be quite difficult as well as expensive due to the fact
‘ that the definition of nonconformlng is so vague. A detailed set of
fcharacterlstlcs would have to be identified and data on them gathered,
and specific guidelines defining acceptability to other state and

national housing lenders would have to be developed and applied.
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The ccmplex1ty of thls 1atter task wauld be compounded hy the
'ﬂfvagueness of AHFC's .standard regardlng acceptablllty in its loan
’purchase programs.; AHFC underwriting standards state’ that it w111 buy‘
‘4loans that conform to generally acceptable cammunlty standards as long;‘
"'as the structure prov1des adequate, safe, sound, and sanltary hou31ng .
_”Oue wwuld expect, ‘in’ fact that communlty standards would deem mast:‘
‘adequate,.safe,'sound and sanltary hou51ng as acceptable and that;

' there should be only a small res1dual requlrlng flnanc1ng through the'

~5Nonc0nform1ng Houszng Loan Program.~

e The pool of houses that qualify for thls program is further ‘7

‘  11m1ted by the fact that mnst of them already exist. A hnmebu11der~
could not borrow frem a prlvate lender to bulld a noncohfcrmlng house,“
' and there are few. people with the’ 1ncome necessary to bulld 1n areaSs' 

'afwhere all: hou51ng 1s essentxally nonconformlng because of the absenCE'f

of standard ut111t1es and’ other local c1rcumstanees.

f Benef1c1ary and Loan Characterlstlcs

In the follaw1ng sectlons, the charactermstlcs of borrowers and
'-loans are examlned ‘to determlne who. the noncanformlng loan program is
serv1ng It is necessary to ascertaln whether the program is beneflt-'

ing the.peuple,the ‘legislature 1ntended it to,beneflt.andyto,dlscover’

groups who may need housing assistance but who are unable to take
advantage of this particular program. o '

v Bbrrbwer characteristics.. The*income,’previous ownership experi-.

ence, and state- reszdency characterlstlcs of borrowers under this

program are examined in this sectlon.

The Nonconforming Housing Loan Program is a program for home-
buyers, and, as in AHFC 1oanrprugrams minimum incume reguirements are

‘1mpl1c1t. Borrowers must demonstrate their ability to repay a mort-

" gage loan by showing steady employment at a verifiable wage or salary,'v

'a werifiable c:edlt record of at least two years, and evidence of
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_repayment of recent credit obligations. This program is not intended

as a low- or moderate-income homeownership program, although the

interest subsidy does enable some borrowers to qualify for loans that

they could not afford at market rates.

The income distribution of households with nonconforming housing

g # v
loans is shown in Table 39. Balf of the borroewers have annual house~

hold incomes between 520,000 and $40,000, While nearly as many--almost
45_percent of borrowers-~have 'annual incomes above $40,000. - Only

" 4 percent of borrowers have incomes below $20,000. -

Comparison with the incomes of AHFC borrowers (see Table 9 in
Chaptér 1) shows that nonconforming program borrowers have somewhat
lower incomes. Over half, 55.4 percent,vof the nonconforming program
borrowers have incomes of $40,000 or less, while fewer than 40 percent

of all AHFC borrowers fall into this category. Borrowers under AHFC's

rural owner-occupied program, while having incomes lower than those

under the Special Mortgage Loan Purchase Progtam, also have higher

incomes than the nonconforming program borrowers.

TABLE 39. DISTRIBUTIONVOF HOUSEHOLD INCOME FOR
NONCONFORMING HOUSING LOANS

No. of Percent of

Annual Income _ Borrowers _ Borrowers

< $10,000 0 . g
© $10,000 - $20-,000 7 o 4.0
- $20,000 - $30,000 38 21.5
$30,000 - $40,000 53 29.9
$40,000 - $50,000 | 34 19.2
$50,000 - $60,000 : 20 11.3
> $60,000 25 _14.1

I o= 177 IR 100.0%

SOURCE: Division of Housing Assistance.
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’ In contrast, the 1ncomes of " Alaska s rural populatlon are ‘con-

‘ '-“s:l.derably belcw those of both AIIFC and nonconformlng program bor-
_’rowers : Half of the rural res1dents 1n ‘the Interlor, Southcentral .
- and Southeastern reglons have famlly 1ncomes below $20,000 (ISER 1979 :
‘fAlaska Publz.c Survey) and are unl:.kely to quahfy for ‘these loans.

”'Re51dents of thcse areas ‘with a 1arge Natlve populatmn, for example,' -
: the NANA and Lower Yukon-Kuskokwm areas, have even 10wer income -
& 1evels (Kruse, 1982 House Research Agency, 1981),. thus, -an.even
: »_'smaller portz.on of the populatlon in those areas 1s flnanclall'y able'
.'to use th:.s prugram

Tl

Just over half T 51 percent of. all nonconformlng heus:.ng loans

g were made to flrst-tme hemebuyers. ‘This is a falrly hlgh rate of .

- ;partlcs.patlon by flrst-tlme buyers, the natmnal average was 36 per-

cent 11! 1978 (U, S.. Department of Hous:mg and Urban Development) T

: Twenty—four borrowers, or 14 percent had been state re51dents for

less than a year. These flgures are nnt unexpected in a2 g grow:.ng state
: ‘w::.th a young populatzon 11ke Alaska‘. Well-pa:.d newcamers to Alaska"‘
i "and households w1th ‘an’ 1ncome suff:u:z.ent for the flrst tlme to pur-

chase a hause are tak:mg advantage of . the opportunlty for homeowner-'

shlp that the program presents

: Geogrephlc Dlstrlbutmn of Loans

‘The wurban/rural d:.strzbutlen is the f:u:st geograph:.c ‘breakdown

. that we examined. Leglslatlon requlres that - no more than 20 percent '
of the total prxnc:xpal a.mount loaned be made in citles in boroughs and
» mun1c1pa1 service areas when the populatlou of the Clt‘y or service
‘area exceeds 3 500 {Alaska Statutes, 4k, 47. 385(6)) Table 40 shows

the number of lorans made in areas deflned as urban. As "iiidieated
over 75 percent of the total prz.m:lpal amount loaned -in the flrst

program year; was for hous:.ng- located in urban areas. The Fairbanks

" and Anchorage areas accounted for 55 percent of the total.
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NONCONFORMING HOUSING LOANS MADE IN

TABLE 40.

 URBAN AREAS AS OF DECEMBER 14, 1981

Percent

.of Total

“No. of Principal Principal

. City Loans Amount Loaned
. Fairbanks 62 $3,113,500  28.8
Anchorage® 40  $2,861,450 - 26.5
Juneau 10 $813,950 7.5
Sitka 6 - $536,400 5.0
Ketchikan 5 $361,650 3.4
- Kodiak 4 $353,650 3.3
Kenai 2 $104,550 1.0

- TOTAL 129 $8,145,150 . 75.4%

: Includes Eagle Rlver, Chuglak Girdwood, Palmer Was1lla,
and Willow.

SOURCE: Bivision of Housing Assistance Program records.

The locations of property for which loan applications were still
being reviewed was examined to determine if their‘urban/:ural distri-
bution differed from that of closed loanms. As of mid-Decemher, 114
’appllcat1ons representlng °$7,622,250 were being processed. Of these,
36 were for properties located in urban areas, with a total mortgage
walue of $2,015,700. This represents 26.5 percent of the total dollar
volume being processed. A much lower proportion of loans being

processed were for urban areas than for loans that had been closed.
 The amount of loans in urban areas would still exceed the statu-

tory limit, however, even if none of the urban loans in processing

were approved and all of the rural ones were approved. If this were
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,the'case, 48 9 percent of loan pr1nc1pal w0u1d be loaned 1n urbanrs

';areas, and 51 1 percent would be in rural areas._

It is’ not. dlfflcult to explaln why so many loans have been made

" in urban areas, desp1te the 1ntended rural focus of the program.,iThe~
_magor Alaskan c1t1es alone (Ancharage, Falrbanks, and Juneau) contain
ffwell over _half of the state g entlre hou51ng stack--about 60 percent—~iv

a 1arge portlon of Wthh is at least twenty years old The sheer 31zeif_~_5

of urban heuS1ng markets, and the number of older homes in them vir=

r*tually guarantee strong urban demand for nonconformlng housrng loans.

Forty‘three loans3 had been made 1n,rural areas hy December 14 5

“1981 wuth. a total pr1nc1pal amount af $2 651 875 Table 41 showsl‘

l"v;thelr lacatlon.v 0ver ‘half of the: rural loans have been made in mee, v
;Bethel, and Kotzebue' s1xteen are located 1n Name alone.; Sonthcentral}

2 Alaska has eleven loans, followed by the Interlor,'only three loans'

:';have been made ‘in Southeast. ‘

: Several factors may explazn thls dlstrlbut1on of loans. Theambstl £
"1mportant of ‘these is that Kotzebue, Bethel ~and ‘Nome are reglonall

l‘¢centers hav1ng larger populatlon concentratlans and hlgher lncome ;
uflevels than most of the bush. A loan program such as’ thls one can

‘yuonly functlon in areas ‘which have ‘a hou31ng xnarket cumplete W1th‘:

avallable ‘houses, mortgage lenders, and buyers- with  incomes large

‘”enough to borrow money. Southeast Alaska may also be at some disad-

‘,3vantage in hav1ng no D1v1510n field office.

3The location of five loans is not available in program records.
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TABLE 41. GEOGRAPHIC DISTRIBUTION OF RURAL, NONCONFORMING
HOUSING LOANS AS OF DECEMBER 14, 1981

Number
: 0Of Loans
Southeast : 5

. Craig
Yakutat

e

: Southcentral'

Dillingham -
- Homer :
Chitina
Cooper Landing
Gakona
Seward
Soldotna
Unalaska -
~Valdez

bk b el et b b RO b

Interior

Fort Yukon
Delta Junction

* Nenana S
McGrath

B e R

Western Coastal

Nome
Bethel
Kotzebue
Eek

‘me;

€

TOTAL 43

SOURCE: Division of Housing Assistance
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e Loan Character:.stlcs

The mean purchaso prlce for housas f:l.nanced through the Noncon-
. fornnng Hous:mg Loan Program is $64 ?00, and the mean mortgage note'f :
‘:i’amount is. $61 000.. The average loan—to—value ratlo for these 1oans 1s'
i 93 p:,»zr:r:_&nf:.T v

: ,"oo‘..

‘ . Houses 'fihénoed b;} ‘ ‘thé ‘Nonconformiﬂg’ Housi'ng i.oén’ .Program " had :
sales prlces and mean note amounts cons:.derahly 1ower than those“

? financed by AHFC’ - rural owner-occupled program (see : Table 12). ‘
":Houses fmanced through the nonconform:.ng program sold fur $17, 766

' less on ‘the average, and mortgage amoxmts averaged $7 000 less t.han. &

AHZFC rural 1oans desplte the fact ‘that the DlVlS:LOR loaned a h:.gher

porta.on of the sales prlce Thls bas:.c relatlonshlp holds when_'
g propertles w:.th nonconforming 1oans are: compared to only ex:xstlng‘.
- houses :Erom ‘this AHEC program, although the prlce dlfference drops hy:
‘nearly 56, 000 to $11 900 In other words, the prlce dlfference is’ not,
explamed solely by the fact that ‘the nonconfomlng houses are older

’7Hos£':bf ‘the '1oéﬁs-¥95‘éerceﬁt--finaﬁcé67 hy‘fthe'unohcdnfotming;"]‘Vo'
‘*pro;gram were made for the purchase of hous:.ng.- Only seven loans, or a

4 percent, have been made . for housz.ng constructmn to owner—bullders,
‘with f:we of these also for . permanent mortgage f:.nancmg. Only four
loans fall into the catégories coverlng loans for bulldlng matermls L

\or hous.lng renovation or . 1mprovement (Division of Housz_ng Asszstance :

Program records)

kFundmg the Nonconformmg Houszng Loan Pro_gram

Thls program has had a fairly 1arge budget 1mpact on the State of '

' Alaska., All funds, both operatlng and capital, are d;rectly appro-

prlated from the- General Fund  The. operat.lng budget for the Dzv:.smn

fof Housmg Ass:.stance Nonconformlng Toan - ‘Program’ actz.v:.t:.es was
: 3662 500 in fiscal year 1981, and $1,176, 000 for fiscal year 1982
. Cap1ta1 ‘funds of $1(} ooo, QOO and $40,000, 000, respectlvely, were
. appropr;ated in those years (Pelto, January 29, 1982; Smodey,
. .January 28, 1982). | S o .
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The long-term budgetary impact of this program, howevei:, will be
‘much  less than the approxim.ately $52,000,000 short-term impact.
Because this is ‘a loan program, the state will be répaid the sums it
loans, with interest. Unless a high rate of default and foreclosure
is experienced, the actual long-term state investment will be rela-
tively small; its size will be determined by the difference between
the loan interest rate and the rate of ret.urn the state would have
experienced -had it used its money for other programs ‘or financial
investment purposes. '

It is unlikely that sources of program capital funds other than
state .investment could be found for 'a program of - thls type. By
definition, other mortgage investors, both state and national, are -

unwilling to invest in this housing.

Program Costs

The Nonconforming Housing Loan Program has been expensive, in
part’ because it is a new program. Program  start-up costs inélude
staff recruitment and training, office organization, program design,
and information dissemination to the public and to other program
participants. In addition, the nature of the program entails costs'
that traditional mortgage lenders do not incur. It is expensiwie. to
provide information and loan services to locations and borrowers not
served by other financial inmstitutions. Investment in nonconforming
housing and rural Alaska is also perceived as riskier than traditional
hoixsing investment. Finally, program costs have been substantially
mcreased by provxd:.ng field offices for outreach to potential- bor*
rowers and seller/servicers.

A total of $1,838,500 in operating funds has been appropriated
thus far, and 177 loans have been closed. If the total administrative
budget is averaged over the number of loans purchased, the cost of

each loan closed comes to an eye-opening $10‘,387.
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A more accurate estlmate of the on301ng costs of operatlng thls,;

: progrmm may be obtalned by exam1n1ng program act1V1ty and fundlng ‘
;eafter start-up and by spreadlng actual expendltures out across the
vtotal number of loans processed since at least an equal amount o£'5
‘5staff effort goes into appllcatlons that are regected or st111 under f“
areV1ew. Because most act1V1ty ‘has. occurred 31nce July;1981 the cost‘.j 5
“of. processxng loan appllcatlons in that perlod 1s examlned From Julyiby\ 

,}rto December 1981  the D1v151on spent about $335 990 on: operatlons.g
"With 306 1oan appllcatlons recezved from July to December 14, the costl"

of proce551ng each appllcatlon averages to $1 097 or 1. 8 percent of \

i the average loan amount

Th:.s f:.'.gure 1s 1nterpreted as the cost per 1oan processed of"v-‘
'x‘admlnlsterlng the program at current levels of act1V1ty, net of
‘"e:program start-up costs. It lncludes underwrltlng, 1nformat10n dissem~
"‘vxlnatlan, and general admlnlstratlve costs.‘ In cbmparlson, AHFC spends“
"ffahout $192 per appllcatlon processed 4 or apprOX1mately 2 percent of
::the average AHFC loan amaunt.; Th1s flgure, however, ds nnt strlctly’fi
mf‘comparable to that for the: DlVlSlOﬂ of Houszng A531stance. AHFC costs -

gylnclude legal and trustee expenses that the DlV1510n does not incur,

‘gand accounting and portfollo management costs, two functlons whlch.are‘v‘

: performed by other state’ offlces for thls program. Thls comparlsone

- does suggest ‘that AHFC enjoys lower costs der1v1ng 1n part from the
'_sheer 51ze of their operatlons..

A major Orgaeizational factor contrihuting to the cost of the
‘nonconferm1ng program is the operatlon of the flve fleld offices. In-

=,‘f15cal year 1982, operatlng these offices accounts for 45 percent of

' 4Based on: 6 308 appllcatlcns recelved in. the f1rst f1ve months of

e :FY 1982.
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the entire program operating budget, over §$500,000 (fiscal year 1982
Division of Housing Assistance Operating Budget). There is some doubt
as to the value of the contribution to program activity and operations
' of these offices. '

Summary . | CE

The Nonconforming Housing Loan Prbgrau:’was éréated to extend
mortgage flnanC1ng ‘at below-market rates to a portlon of the hou31ngx
market not served by traditional 1enders and AHFC due to the hlgh
- costs of originating and serv1c1ng these loans. For thls reason, the
expense of the program is partlally built in, partlally due to its
short operating history, and also’ due to the expense of operatlng\:‘
 field offices. R o S i

The potential for program demand 1is unknown but essentially a
fixed amount since most‘nénconforming'houses already exist. The major g
program flaw lies in the flexible, vague definition of ndhcdnforming, “
thch_may result in overlap with AHFC's comparable rural program; If
so, this ‘creates ‘needless additional étate ‘expense 'due‘txf program
~duplication ‘and costs borrowers mere because of the hlgher f1nanc1ng‘

'bcharges for nonconforming loans.

Senior Citizens Housing Development Program

Program Background

The Senior Citizens Hbu51ng Development Program was created 1n
1975 to address the problem of. the affordability of sultable hﬂuﬁlﬂg
- for low- and moderate-income elderly households. Elderly state resi-
dents frequently have limited incomes and assets and are ofteﬁ further
restricted by their physicai’capabiiitigs, factors which significantly
limit their ability to rent or buy suitable housing. These problems
are compounded in many Alaskan communities by the shortgage of any
 kind of housing, but especially housing designed to meet the needs of
senior citizens. '
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The purpose of thls program 1s to a331st communltles 1n obtalnlng,»*

fund1ng to develop new or ‘to 1mprove ex1st1ng honsrng for senlor’

.CltlZEﬂS.v The D1V151on of: Hou51ng A531stance makes grants on loans to
'sfposes. The . 1ntent of enabllng leglslatlon and program admlnlstrators

‘ -j'needs The D1v1s1on keeps 1ts 1nvolvement 1n the progects to a m1n1~'
'mum but prov1des as31stance and 1nformatlon to 8381St locally-based

‘,g:organlzatlons 1n provzdang housrng for senlor c1t12ens."*

Program Strategy

Thls program was de81gned to supplement the resources of 1ocal

:oﬂvarlous ,sources of deVelopment capltal because of the substantlal
2expense 1nvolved 1n securlng development funds. Fund matchlng,'

4Zdocumentatlon, and 51te acqu1s1tlon requlrements, for example, have 1“;
5l‘the past been barrlers to’ ayplylng for federal funds for: small commun—

‘2”1t1es ‘and prlvate sponsors because they often have llmlted f1nanc1al"
H'_resonrces " | o e A '

Federal houslng programs have a number of condltlons that must be'
" met ‘that requlre con51derab1e "up—front" money. : Small communltles .
' usually must hlre development and de51gn consultants to prepare -

,‘documents needed in the application process, and while federal pro-'

The D1v1310n of Hou51ng Asalstance makes “two types of grants or"f
'loans to qpallfled sponsors to overcome these barriers These are

,fac111tat1ng grants/loans and seed money grants/loans. Only grants

have been made through thls program to this: p01nt but 1oans remain an

: optlon that may be exerC1sed in the future.‘
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'"skmun1c1pa11t1es and publlc and nonproflt corporatlons for these pur-”

',1s to. rely on local 1n1t1at1ve and resources for solv1ng local housang‘j-'

'1hou51ng sponsors who have, at tlmes, been unable to ‘take advantage ofbﬂ:,'

~grams allow these costs to be included in total progect fundlng 1oans,‘.>

_these expenses are relmbursed only after the fact.



Fac1lltatlng_grantsfloans This = program can provide funds tuy

assure the flnanclal fea51b111ty of a project which will be funded
.primarily frmm other sources. There are several federal programs
which‘specificéily-fund the development. of housing for the elderly.
-One amjo:vbbstaéle to successfully using;;hese programs, mentioned

previously in the context of AHSA, is the total development cost limit

that HUD apglles, which generally will not allow meetlng the costs of

Vbulldlng even mlnxmally adequate hou31ng. Facilitating grants can be

"used to f111 the ‘gap between allowed federal funding levels and the

actual cost of building in Alaska. Cost acceleration during projegt

construction is‘another»preblemjthét may prevent the completion of a

project. Cost'acceleration‘méy increase the tbtal cost beyond the

kmeans xaf both the community and the federal program. Facilitating

grants may be used to fill this gap as well.

'Facilita;ing funding is used by local housing sponsors which have

‘some capability. to begin a housing program with their own resources.
The sponsor may be able to afford the required initial survey, needs
assessment, and planning~but.may’be unable to make up for the inade-
quate federal cost limits.: There are other‘municipalitiés and private

sponsors, however, which’haﬁe,no staff planning or development skills

and which cannot»aﬁford to hire themf These are the groups for whom

seed money was made available.

Seed money graﬁtg/loans. Seed money provides "up-front" money
for -the preliminary work needed to obtain financing commitments from a
‘federal agency such as HUD or the Farmers Home Administration. The

funds are available bnly for the costs of‘.activities that can be

included in a development cost budget that is submitted to a federal

agency for approval. These activities may include a needs assessment,

site selection,'deVEIopment of preliminary designs‘and’budget esti-

mates, and establishment of project feasibility.




There are'also°restrietions on the. amouht of seed‘moeey which can

. ‘ffbe made avallable to “any 31ng1e prOJect No more than 3 percent of 
L;v the. estlmated total development cost or $I 506 per unlt whlchever 1s'fa
'Qt -'1ess will be funded by the D1v151on of Hou31ng As51stance. ' '

Receiv1ng a seed money grant does not preclude the sponsor from‘i"

*fapplylng for a fac111tat1ng grant ‘or: loan later 1n proJect develop-:

‘:}.ment The appllcatlon process 1nvolved in acqulrlng elther type ofﬂ_;s:,

fgrant or. loan. is: presented 1n a. Program Handbook _prepared by thef
e "'..:~Blv1slon of - Eommunlty Plannlng of the Department of Communlty and"’
'__"Reglonal Affalrs._'“ e e S ’

R ’ Program Act1V1ty , _ : Co .

5  Grants to mmn1c1pallt1es frmm the Senlor Cltlzens Development _
%*; : ff}Fund have contrlbuted to ‘the. constructlon of 350 new unlts of elderly‘

? ’s:'houSLng since the program began., Forty—seven of these were flnanced,

_entlrely by ‘the state before the strategy of leveraglng other sources"
§>]o 8 o ‘k}}of development capltal was 1n1t1ated._ The total development cost of‘
i \ .-f;5these state-flnanced unlts was $2 278 oos.v For 303 of the new unlts,
.5state grants of about $4. 6 mllllon leveraged $15 3 mllllon in’ federalq
;funds, each state dollar insured that $3 50 of federal funds was: spent

e ‘in Alaska.

' In addltlon, seed money grants totallng $3ﬂ3 000 have been made
? - ‘ fto elght mun1c1pa11t1es to 3551st ‘them 1n obta1n1ng funds to ‘build
%5 | janother 118 new units for senior cztlzens.
- ‘ ,Program Eundl_g, Costs, and Effectlveness ;
P k The - Senlor C1tlzens Hou51ng Development Fond in 1976 was autho-'
L;  ‘?vr1zed §87.5. mllllon from bond revenues for capltal funds.' These funds
e . became. avallable 1n increments. from the proceeds of ~several sales of
;ﬁ "state bonds whlch were to be payed off through state approprlatlons
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In:1981 the state legislature authorized $16 million in addi-
tional‘capitai funds>for this program, $8 million for fiscal year
1981‘,' and a’n‘equal amount to be appropriated for fiscalvyear 1982
(Smodey, October S, 1981). Legislation stipulated that at least half
of these funds must be used for leveraging federal money, thé re~

ma:.nder to be used as the need arises. R

The capltal costs of th:.s program. have had the greatest impact on -
. the state budget, whether the state appropnates a lump sum dlrectly
to the pro_gram or whether state approPrlatlons are used to pay off ‘
state bonds. The program administrative budget has been small,

totalzng less than SSGO 000 over six years of operatlons

~Ih terms of benefits acckruing td state residents, it is quite
fcost-effectwe for the state to pursue its strategy of leveraglug
v"federal funds. About 22 percent of the total development cost of 303
'héusing 'unj‘.tS" was funded by the _state, with 78 percent ccmlng from
federal c’apital. funds. In addition, a continuing stream of fé,deral
subsidies for elderly Housing is associated with these projects that
far outweighs the $4.6 million state investment. |

- The effectiveness of this program strategy, ‘however,' does hinge -
- on the availability of housing development funds from other sources.
The pos.s_ibility of significant reductions in fedéral housing subsidies
" jeopardizes the future of this strategy. ”
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" Determine Current

| '(non-State lnterventmn)x;b o

~Housing Market
Jandens L | PARTZ
. ———|  AssessiNg HOUSING
i | | e _"MARKETIMPACTS |
Estlmate Basehne S o

Cond ;tmns

i The pu:pose of Part 2 is to assess. state gmgram unpacts on
. ‘Alaska’s housing markets. - Populatlon, employment, income,
" and’ interest rate frends -are used to’estimate ‘housing: sales,. e
A .:fpnces, and - costs, both with and’ mthout the “state housing
. ‘program interventions. =Estimates are then derived for such
indirect impacts as real estate- commissions, fmanczal fees, the
- purchase of construction labor, and materials. The analysxs and
fmdmgs are presented in the following chapters .

Chapter 4: Direct Housmg Market Impacts
Chapter 5: Ind:rect Impacrts i
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, CHAPTER FDUR ,
DIRECT HOIISING MARKET IHPACTS

'_Introductlen and Summaxy

The demand for: and the supply of hous:mg comprlse the essentlal‘_‘ (, /

*analytlc elements of a- hous:.ng market, wz.th the 1nteractmn between'

“'I“them determlm.ng hous:mg pr:.ces Wlthln a: gwen market such as

e Alaska, changes ‘in. populat:.on ‘size- and ccmpes:tt:mn,, the number of"- :

e households, household 1ncomes, f1nanc1ng charges, and ‘the des:.red tyye“y

. end quallty of hcus:mg all affect the demand for hcusz.ng S:Lmllarly,ﬁ

the supply cf hous:.ng 1s 1mpacted by both the cost of produc:.ng

housmg and the proflts earned by domg so. -

Slnce the 1n1tlat10n of the state s current hous:mg programs -in

o »July 198ﬂ Alaska s housmg market has expenenced 51gn1f1cant in=

creases in act1v1t3.es over what had occurred in. elther 19?9 -or the S

: flrst half of 1980.- Heasured by elther the amount of new constrnc-_‘

itlon,' the number of houses sold, the changes in hous:mg prices or

t_ents, or vacancy rates, dramatlc changes have been occurrlng in
: A‘laska 5 housz.ng market., However, a substantial .-pcrtlvon’ of these |
2 changes are attrlbutable to. populat:.on growth, im't ’yto ‘the. etate'sv
" c’programs The 1ssue we examlne in thls chapter is the effect ‘the :
state's housing _programs had on Alaska s hous.tng market. durmg the
v'penod of July, 1980 through August, 1981. In essence, we determine
‘these. effects b‘y companng the changes that have occurred in Alaska's
housing market with- the changes that. would have occurred w1thout the

state's hous:.ng programs.

‘More specifi-cally; we address the fe‘llowing questions s

- (a) What ca_use_d,the large increase in demand for housing -
during 19817 Was it caused by the state loan programs or
were there other causes such as increases in ‘in-migration
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and population growth in the state? To answer this ques-
tion, it will be necessary to determine if the loan programs
increased the opportunities for new homebuyers. That is,
did the reduced interest payments bring new buyers into the
markets  or were they simply offset by higher house prices
.which resulted in unchanged monthly mortgage payments and
essentially unchanged opportunities for potential new home-=
buyers? The key to this question is whether. the loan pro-
grams increased the amount of construction of new housing.

~{(b) Was the quality or the type of hou51ng constructed'
-affected by the loan programs?

(c) ' How were renter ‘houséhelds 'affected9 Did the loan
programs. affect the level of rents, vacanc1es, or conver-=. .
sions?

(d) What effect d1d the rural loan programs have on hou51ng
markets in rural areas? in the bush? Was financing made
available in areas of the state and for types of housing for

- which mortgage funds had previously been unavailab1e°

“In 1980, houéing‘priceéVin'Alaska7ﬁer3‘low, ‘relative to their
b'replacement ‘costs, because of the large supply of houslng left from |

“the years of the plpellne constrnctlong‘ The‘number;of vacant housing

" units started to decline in 1980, féllingk from levels 'asv,high;‘as

10 percent of the entire housing stock in Anchorage,tovcurrent levels
of under 2’percent.7‘Asivacancy levels fell, the pricevof’houses7hegén
to rise. ' This rise in the price of “existing homes during 1980 and:

1981 appears to have heen caused primarily by increases in population .-

Wthh resulted from high rates of employment grcwth partlcularly in
the Anchorage and Fairbanks areas.l

-~ The increase in demand for housing caused by the growth of popu-

-lation caused the price of existing housing to rise. Until the price

of existing housing was bid up to equal the cost of building similar

housing, there was very little new construction. Homebuyers got more

INet migration to Anchorage in 1981 was estimated to be 10,700,
the third largest annual increase due to net migration in the hlstory
of Anchorage.
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"tj'ffor thelr money by buylng older homes untll the prices of older hemesfl

1were bld up to the cost of bulldlng a new house of 31mllar quallty

‘v_Thus, the prlces of ex1st1ng howes rose much more rapldly in 1980 198l/l

a 'than dld new home prlces

To 111ustrate thls p01nt in Anchorage, the prlce gf new homes of -

1751m11ar quality rose approx1mately 18 percent durlng the perlodjl_{_flf.‘

--1979 1981 5 Whlch. closely' parallels the 1ncrease ]Jl bulldlng costs

4:Although the prlce of new houslng in. Anchorage sold for an average off;

| "'~3$25 000 more than the prlce of ex1st1ng homes durlng 198ﬁ and 1981

:ithe average prlce of new homes d1d not rlse by more than 6 percent'

lbetween the 1980 and 1981 bulldlng seasons, parallellng agaln the rlse },l‘”

“e71n constructlcn costs

Populatlon growth was suff1C1ent durlng 1980-1981 to cause ex1st-;x~'”

: Cding. house. prlces ‘to rlse up to ‘their replacement costs As we w1llf

:‘_>demonstrate subsequently, the loan programs added to thls demand by,-
'ffa110W1ng at least 1 300 addltlonal flrst-tlme hemebuyers to buy homes

fldurlng the perlod from July 1980 through August 1981 than ‘would other- i

'w1se have occurred The remalnlng homebuyers during thls perled would .

"-‘have purchased homes even W1thout the loan programs, for many home-’

‘ buyers,_ the 1nterest subs1dy szmply allowed them to increase the,c
":quallty of ‘the homes they bought

The 1oan programs, by 1ncrea51ng the number of potent1a1 home-

“,buyers, 1ncreased total demand for sales hcmes and thereby caused the

jemoum: of new constructlon to increase by approx1mately 0ne—th1rd and

sales of all homes to increase by approximately 4, 060. This was equal
to oue-thlrd of all the. house sales during the period. The loan
leprograms also 51gn1f1cantly affected the quallty of new houses bullt“
be 1ncreas1ng the prlce buyers could afford to pay by as much as
25 percent ; The primary effect was to increase the number of - new

homes built to sell for over $120, 000. No systematic effect was seen
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on the amount of condeminium constructioﬁ; in fact, condominium con-
" struction decreésed as a share of total units built in Anchorage while

it increased in both Fairbanks and Juneau.

‘The'state's'hnmevloan‘pragrams also benefited renter‘hduseholds
- by diverting renter households into home ownershlg  Without the
state's p:ogtam, an estimated 1,300 households would stlll be in the

rental market, further lowerlng vacancy rates and. 1ncrea31ng rents.-

HoWéver,-these beneflts 0f reduc1ng demand for rental hous1ng were'>-5

: partlally offset by the loan pragram s financial 1ncent1ve to canv&rt
rental units 1nto sale unlts, ‘and thereby, decre351ng the avallable
supply of rental houSLng Whlle we know the numbgr,of conversxons,ln
multl-famxly rental structures ‘was not large, we fdo, not vknow -the
~ number of s1ngle-fam;ly or condominiums which were COnvertéd" ffem'
rental to sales units. Thus, we are unable to prec1sely estlmate the‘by

'program s 1mpact on the rental market.

The remalnder of this chapter Wlll examlne in detall the con-
clusions reached above. ‘

Methodologg ' , :

‘ The number of households in the state is determ;ned by the: level o
k 6f pepulat1on, the age structure of the populatlon, and social pat-
terns. A household is defined as the person or persons occupying a
housing unit. A housing unit is defined as separate,livingbquartérs_.
with either direct access from outside, or a comﬁon hall or kitchen

facilities for exclusive use of occupants.?

Increases in the number of households are accommodated by a
decrease in housing vacancies, an increase in housing conmstruction, or

by the sale of new mobile homes. If new unmits are constructed,

szhése are definitions used by the U.S. Census.
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the:.r pi-‘ice“'s wxll ;be eﬁ_lees‘t":equal'to'f;their -costs of ,Ceﬁs'trubtion ',an‘d

" the prlce ef land. ’wé also assume unsubsidized, nbnreetEX‘uni£S”Wiil_ 
"-enot be bullt unless market rents Wlll cover 1nterest ‘costs and malnte-~
‘e.inance When prlces are too lew to induce new constructlon, ‘prices,
'fjaed rents. for~ the ex1st1ng hou51ng stock are determzned soiely byr
'e~the1r demand.' When prlces or rents ‘are hzgh enough.to 1nduce new

'1_construct10n, the przces ef new homes, as well" -as ex1st1ng homes, 1s «

'i‘determlned by the 1nteract10n of both the supply and demand for
 ‘,hous1ng., : B

» Prlces and rents -can be 1n equzllbrlum at- values below the cost‘7
A.fof censtructlng addltlonal hou51ng units of srmllar quallty If there L
'~f}1s ‘then an 1ncrease in” the number of households, vacanC1es w111' ﬂ'

7e;“dec11ne and- pr1ces or rents W111 1ncrease untll they are hlgh enoughﬁj

1to 1nduce the construetlon of new: unlts (see Flgure 3)

_ 1vSorf5r, we have dealt Wlth the entlre hou31ng steck and have
7~argued ‘that the total supply is: 1nelast1c unt11 new . canstructlon is
ernduced.f That 1s, new homes W111 not- be built until the price of.
:ex1st1ng hemes rise to. -equal the cost of replac1ng the house. How-'
5ever, the supply of e1ther existing rental or sales housing is elastlc*K
below this prlce because of the pos51b111ty of cenver31ons. That is,

sales housmng -can be rented and rental hou31ng can be sold, depending

7upon market cond1t10ns3 (see Figures 4 and 5).  The effect of the
. -state loan programs 1s to decrease 1nterest rates only to homebuyers.

- This shlfts the demand curve to the left for rental houS1ng, resultlng

oinvlower rents, -and the conversion of rental unlts to sales unlts (see
Flgure 5) ‘The demand for sales units is then met partly by con-

‘ver31ons and partly by new constructlon, causing the supply curve to

- shift to the rlght. The more inelastic the relevant part of the

supply curve is for rental units, the smaller the effect on conver51ons.

3Many people think of conversions only as the change over from
apartments to condominiuvm sales, however, single family housing can be
rented or sold- dependzng on market condltlons, and the same is true
for condominiums.
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Figure 3
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No. Housing Units-Stock

and Supply of Sales and Rental Units

D4 — Represents the demand for the existing stock of
housing at beginning of period.

D4 — Represents a new demand curve which has shifted
to the right because of an increase in the number
of households.

Qq - Qy — Represents construction of new units {or

new mobile homes).

Py = Represents the price above whuch new constructiol
will take place.

#,

3
-

D¢ - Represents demand for seles units w/e ic
" programs.
Dq —~ Represents shift in demand for sales uni s a
, ' a result of below-market interest rates. |
- 'Sy = Supply curve for sales units (convers;ons x
: new canstruction).
Sq — Shift in supply curve due to decrease m
. rents. (Figure5) =~
Q¢ — Represents the number of sales housmg
at beginning of period.

[ Np ¥ Q4 - Qg — Represents canstruction of new sales-
: : -~ units due to shift in demand from sales ¢
B T Mlewsei " _rental units and conversions from rental
1 ' Qs 3 ‘s"ﬁj'::’:";"g ‘ sales due to increase in sale price. .

: o Qg - Q3 — Represents rental to sales conversions
due to decreases in rents as losn progra
shifts demiand curve for rentals.

Figurs 5 —~ Rental Units
~ .
N\ St D1 — Reprasents demand for rental units w/o loan -
e ~ . programs,
’31 - D4 ~ Represents shift in demand far rental unitsas
\ resuit of below-market interest rates, o
o - \ S — Supply of rental units (conversmns and new con-
Ry : . >4 D, struction].
R : 1 I Q 9— Represents the number of rental units at bagmmm
\ of period.
k B o Qg 03»- Represents conversions of rental to sales due
2 . to shift in demand from rental to salesunits.
Rental Housing
Units




"tlt can also be seen in Flgure 4 that the more elastlc the supply ofl;’“

it new sales unlts,,the less the effect on prlces and the smaller the"

“-veffect on rental sales convers1ons. The extent to which the 1ncreased

g«fdemand 1s met by conver31ons and new constructlon depends on the o

7vrelat1ve elast1c1tles of the two supply curves.
The conversxon of rental unlts (the dlfference between Q1 and QZ"

1n Flgure 5) 1s less than the 1ncrease in sales unlts (the" d1fference~“

vbetween Q1 and Q3 in Flgure 4) Therefore, new houslng constructlonlv

T;occurred and the total number of housing unlts has 1ncreased from Ql

1;;t° Qz as. shown in Flgure 3 and 4

A portlon of the supply curve Gf sales unlts would be expected to.

;ngbe less El&Sth than the supply curve of rental unlts due to greater_'"i

eease of convertlbxlzty from 31ngle famlly and condomlnlums to rental

v'status than convertlblllty of some . of the rental stock (multl-famlly

- .}rental) to sales status. These relatlve elast1c1t1es reverse 1n the

»; upper end of ‘the supply curves w1th the elast1c1ty of supply of newg-

lfeales unlts be1ng more elastlc than the supply of newerental unlts;

The demand curves w1ll 1ntersect the upper end of the supply‘
curve . for sales and rental unlts if: vacanc1es for sales. and/or rental-
:’unlts are very low. ~-Since vacancies fell to very low levels in beth
4vsale§'and rental units. durlng ‘the period in whlch we: measured impacts
~ (and new construction of sales units occurred), we ‘can assume the
ldeﬁand curvesfwere‘cutting the upper'ends-of the'eupply curves.  Thus,
for sales. unlts, the relevant portlon of the supply curve was elastlc,

,and for new rental unlts it was 1nelast1c. -

To'eStimate_the'shift in'thelﬂemand;from rental units to sales -
~ units induced by the loan prbgrams; we measured the nnmber of house-
-holds who would have rented hou31ng' units without the state loan

. programs. Some flrst tlme homebuyers and households mlgratlng to the
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‘state would not have been able to buy a sales unit with market in-
terest rates;‘ These households would represent the minimum response'
to the loan program since other households would have chosen to rent
rather than buy. The greater the shift from rental to sales, the
"larger the prbpdrtion of that increased demand that would be accom-
modated by conversions as the demand curve would cut the supply curve
“of rental units in its more elastzc portlon.

In Figures 4 and 5, because of the:morebelasfic'supply of sales
housiug, new construction will take'place as the demand for rentals
decreases and the demand for sales incre;ses.‘ The difference bétWeen
[Qz and QI] in Figure 5 and [Q1 and QZ}»in»Figure 4 represents either
new units constructed, or new mobile homes sold. These additions to
the housing stock increase vacancies and lower rents. However,
. beéausé-in,actuality,'rents rose considerably inv1981‘in the major
cities in Alaska, and almost no comstruction of new rental units was
induced, we know that the supply cﬁrve‘for new construction of rental

units is inelastic in the current rent range.

There ﬁas a substantial increase in the construction of sales
housing during the period, however, making it possible.to’estiﬁate the
elasticity of a portion of the supply ‘cﬁrve of new construction.
~-Ideally, we needed to measure the.priCe'of'indentical new houses built
"in the spring of 1980 and in the summer of 1981. From this measured
price change would be subtracted exogenous changes in the cost of
labor, materials, financing, and land. The remaining price change
would hé the meaéure’of the degree of .inmelasticity of the supply curve
for_ﬁew sales units. A portion of this remaining price increase would
be attributed to the increase in demand for sales hous1ng caused by
the loan programs.

As proxies for these ideal measurements, we collected data on all

new single famiiy hoemes built and sold in \Anchoragg, in 1979, aﬁd

compared this price distribution with a sample of these houses which
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_,were reseld in 1981. We also had separate prlce dlstrlbutlons for all’
“new snxgle fam:.ly and. condom.m.um sales in the. summer and fall ‘of 1980 |
and the summer of 1981 in. Anchorage * The detalled results of these

‘ »"measurements are dlscussed 1n the fallovung text. In general, the_“

data shows in the supply curve of . new sales un:.ts m Anchorage durlng'

the study year to. have been very elastlc. :

We estlmated the zncreased suppl‘y of new sales hous:.ng, Whlch was

"'met by new constructlon of s:r.ngle famlly condemlnlums or moblle homes,t

"'kby us:mg hlstorz.cal shares of the market S:Lmllarly, the 1ncrease 1n

',quallty of ‘new: sales hous:.ng unxts .mduced by the programs ‘was est:.-

'fv'/mated usnlg the stamdard pr:me elastlca.ty of one For mstance, 1f‘
’ -”Fthe lower 1nterest rates reduced ‘cost of sales housmg ’by 20 percent

"‘Vz.t was assumed households would s;;end 2{) percent more on housuxg;

~ Construction and Sales Impact

o Hew Households and Demand for Housm_g

Increased demand for hou51ng can refer‘to an. mcrease 1n the
V[ amount of hous:.ng desu:ed by each household (such as an 1ncreased.‘ w ,‘
_]demand fer 1arger or. better quallty houses),,er it can refer to an-_‘ o

"'f1ncrease in the total number of hons:.ng units demanded. In general ‘ : ‘
o if hcusehold 1ncomes are 1ncreas:.ng relatlve to hou31ng pnces, house-‘
'helds will. 1ncrease thelr demand for better quallt*y ‘housing. Although -

' changes in’ fmeomes and -prlces, can affect the tata_l number of house-_- _

v-holds : '(twq' families 'Shai:ing; a house can undouble, or children can

: afferd.; their own epartment), -in  general, the total number of house- -

holds is much more a ;filnetionfhf changes in the total size and age

4The sz}ihe: data for 1980 and 1981 Vcomparisees doesn't hold

-quality of housing constant, and the sample of 1979 homes resold in

1981 may not be a representative sample of homes built in 1979.

' - Nevertheless, the data seems good enough to identify s:.gn:.flcantb

.changes 1n prlces
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w}~rstructure of the populatlon., The lower 1nterest rates whlch resultedfe""”'>

':e??f@lfrem the - state loan. programs consaquently' have had thelr prlmaryf

‘**;ﬁeffect on the type and quallty of hou51ng demanded

Employment growth has been ‘the ma;or cause of the 1ncrease 1nv '

'*rfhouseholds (i e.,‘populatlon) between 1980 and 1981. The 1ncrease lnfj,‘*

fj:kepopulatlon and households can  be - w1tnessed by the dramatlc fall 1n:

:e?vaacaucy rates, espec1ally 1n Falrbanks and Anchorage, and also hy the»f'v G

*ffcrease in- households appears to represent a 31gn1f1cant 1n-mlgrat10n77

"“'.Q‘of persons to Alaska

Employment in. the state has lncreased by 10,000 Jobs durlng theff~'

»f?f;twelve~month perlod endrng 1n November of 1981 Most of the new'JobS"

‘f‘*were in Anchorage and Matanuska-5u31tna Anchorage had an 1ncrease of

CJQJB 700 Jobs--ll percent--and Matanuska-8u31tna had : 1ncrease ,of;:

‘31800 Jobs Exceptlng Falrbanks, which also- had a 51gn1f1cant 1ncreasef

of 800 gobs, the remalnder of the ‘state showed only small employmentl

'”';fgalns

“ncreased absorptron of newly built hou51ng unlts. ThlS large 1n~Q B

Apartment vacanc1es in- Jﬁne 1980 were approx1mate1y 5,000 units o

'rln Anchorage and 900 unlts 1n Falrbanks ~In June of 1981,_one year
?ﬁflater, these vacanc1es had been reduced to 2, 000 1n Anchorage and 300

'};1n Falrbanks (Federal Home Loan Bank of Seattle) § 'In addltlon, there '
1.;were -at least 3,000 new. homes sold during’ the last half of 1980 ande

‘{,@the flrst half of 1981.- Vacancy levels would have been even lower

b*{and prlces and rents even hlgher) if there had not been an excess*

ﬁ‘~‘~supp1y 0f: hou31ng avallable 1n the state durlng 1989

: 5All 1ud1cat10ns are that current vacancies are con51derably”
-‘less. ' ; :
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?’f Demand for Sales Hou31og

. The demand for homeownershlp comes from {a) exxstlng homeowners

lln the state who are tradlng up their housing quallty, {b) households
:”mov1ng to Alaska, (c) renter households ‘who want to buy; and (d) per-"
sons formlng new households Ex1st1ng homeowners in Alaska who move.
"and buy ‘other houses do- not represent a net 1ncrease in the demand for
sales hou51ng. Only flrst-tlme homeowuers (prev1ous renters and newlyf'
l*vformed households) and households mov1ng to Alaska represented net‘
“1ncreases 1n demand These households may not have bought new houses,(*
1but homeowners in Alaska who wanted to "trade up" could not. have done -
l-so unless there had 'heen someone who would buy thelr old, homes ' _
Conseqnently, fxrst-tlme homeowners and households mlgratlng to Alaska‘v~-

~ represent the net 1ncrease 1n Alaska s total demand for homeownershlp g

'Doringlthe periodlfrooodhly'IQSG to Angost'1981 'Alaske‘ﬁousihg‘ s
;'rFlnance Corporatlon flnanced ‘homes for &, 560 flrst-tlme homeowners_
4:(41 percent of all the homes sold and flnanced through Alaska Hou31ng o

s},aFlnance Corporatlon) ~Of these flrst-tlme homebuyers,-approx1mately :

l;-650 ‘had been in’ Alaska less than a year.s, Flrst-tlme homebuyers in

' :-Alaska and recent arrivals accounted for. 55 percent of total home

lsales durlng ‘the last half . of 1980 and the flrst half of 1981. See

: “Table 42 for the dlstrlbutlon of flrst—tlme homebuyers by c1ty and by -
‘-hous1ng market in the state. '

80f the 10, 000 homes sold and financed through AHFC during thls

-~ same period (whlch was probably about 80 percent of all home sales),
17 percent, or 1, 700 were sold to households who had been in the state
: less than one year. :
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FSupply of Sales Housz.j

If as many as 6, 000 households became homeowners durlng a perlod"_

: of sllght].y more than a year, “what was | the source of these addltlonal“'

' i.hous:mg un1ts‘7 o he supply of hous1ng for sale came from (a) home-

owners leav1ng Alaska - and selllng thelr homes, (‘o) vacant homes whlch

were sold (e) sales of new moblle homes,r (d) conversmns of rental

um.ts to sale unlts, and (e) the constructlon of new homes 7

Vacant 31ngle-fam11y homes ‘and: new mobile homes d1d ‘not con-'

: ’-'tr:.bute a major share to the supply There were only 200 fewer vacant« :

s1ngle-fam11y and moblle homes in Anchorage and 70 - less in Falrbanks‘ :

. m June of 1981 than in June of 1980 (Federal Home Loan Bank Board. of_ o

"Seattle) Sa}.es of " new mob:.le homes also . were low. Moblle ‘home

| b'shlpments to Alaska have: been falllng snme 1975 when 1, 400 unlts "

. "'were shlpped to the state In 1980 only sl:.ghtly more than a hundred'

un:.ts were shlpped ‘in. Shlpments in ‘1981 totaled approxs.mately 200 |

" (Natlonal Conference of States on Bu11d1ng Codes and Standards, Inc. ,b

5 McLeon, Vlrglnla) Of ‘the’ 833 mobile homes flnanced through Alaska'
) Housmg Flnance Corporatlon from July 1980 through October 1981 only

58 were new. units.

'I’he supply of sales housnlg prov:.ded by convers:.ons of rental ‘

. units - to. sales umts is ‘difficult to estunate however, the number off

~maltifamily convers1ons appears - to have been small For 1nstance,

vmultlfamz.ly rental -unz.ts proposed for conversion in Anchorage in the

~ fall of 1981 was 227 unlts (Anchorage Real Estate Research Report

,'_‘Fall 1981)

: CoI;Versio.ns in multifamily structures des_igned for »reotall use
require planning, fairly extensive legal work, and usually require
' rehabilit.ation. Conversmns of szngle-famlly houses or condomlnlums, ‘
von the other hand require essentially nothing but the owner's

‘decision to sell.

: -7Homeowne*rsr‘ in the state who sell their homes and buy another do
not provide net additions to the supply of sales housing and, there- .
~ fore, are not counted here as part of the supply.
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.»ff_:Although o data is collected on smgle-fanuly or moblle home COH"T‘{:’

versions. from rental to sales, the 1980 Census showed approxunately :

 ~,'30 percent of the s1ngle-fam11y homes dn Anchorage occupled by 5

S .renters Owners of rental homes may have chosen ‘this year. as an

i},,.,_"opportune tlme to sell, espemally owners who may have left the state’ g

'}r'durmg the past couple of years and have been unable to sell hecause
: fof the low housz.ng demand.‘ Sl Sl =

: ‘::The last source of supply of sales unlts is ‘new - constructxon.~

- "l‘here were 2 600 new homes flnanced through Alaska Hous:.ng Fz.nance L |

Corporatlon, and an estlmated addltlonal 330 new ; homes flnanced'*

>-"~.r’:throngh other lendmg mstltutlons dur1ng the 1ast half of 1980 and_

: the- flrst half of 1981.’ Res:rdentlal constructlon din Anchorage trebled.

_‘ ".‘;1n 1981 over its 1979 1980 levels, in Faubanks, 1t doubled Juneau,..-m’
' ‘**i'brand Ketchikan, however, had new constructlon levels smllar to- that of: S
"","1_1979 and only 30 percent above thelr 1980 levels., Because Anchorage‘ :

"‘\?and Falrbanks experlenced large mcreases in. employment and populatlonf e

dur::_ng 1981 the demand for add1t1onal housmg was: greatest 1’1 these

i ;cz.tles and therefore, more new constructmn occurred there

',_Effect of the State Loan Programs on the Demand for ‘_

'_‘»Sales Hous:.ng and the Constructlon of New Homes

The ‘major effect of the state s loan programs has ‘been to ‘in-

 crease ‘the number of households that could afford to become home- ‘

i owners ‘Whether these new homeowners bought older, exlstlng homes or

Jt,newly constructed ones did not matter Gwners of older homes, by,

selllng to these new homeowners, were then able to upgrade ‘their :

‘housz.ng quallty by buylng new’ homes ' If fewer new homeowners hadi

 entered the market for sales housmg, fewer ex1st1ng homeowners would

3 have been ‘able to sell thez.r homes, and demand. for new homes ;would

o have been reduced.




To analyze the 1mportance of this new-homebuyer effect we" estl-,

'3f_mated the number of flrst-tlme homebuyers who could not have afforded

to buy a’ house at the market 1nterest rates ‘which existed durlng 1980,
- and 1981. Of all the homes flnanced through Alaska Hbu51ng Flnancec
Corporatlon,~41 ?ercent (4 483 out of ‘a total of 10, 986) were- bought

e by flrst-tlme homebuyers.. Of these f1tst~t1me homebuyers 578 bought‘

’moblle homes.®

Host of these flrst tlme homebuyers could not have afforded the-“

‘house they bought at market 1nterest rates, and many ‘also could not
1;have afforded to buy even the least expen31ve house w1thout the lnter-g

est” sub51dy prov1ded hy the state. For 1nstance, for a homebuyer:

”;}borIOW1ng ‘the max1mum snb51dxzed amount of $90 000 the dlfference in

,monthly payments between borrow1ng at a market rate of 15 3/4 percent'
eand the AHFC current rate of 12. 375 percent is $215 This - reductlon:v

in interest costs allows a household wzth $10 000 less 1ncome to still

i;,guallfy for a :mortgage.r Low~1ncome households quallfylng for the

7»?Hou81ng A551stanee Program can horrow at 6 percent up to a maxmmum of -

0§76, 006.'» To borrow the max1mum of $76 QOG w1th, monthly' mortgage;‘

S payments not exceeding 28 percent of 1ncome requlres an: 1ncome of =

& $19 000 per year It would require monthly payments of almost $1 0co
yiper month and an 1ncome of S&S 400 to borrow the same $76 000 at a'

: ,market rate of 15 3/4 percent.

' Of the 2, 600 first- t1me homebuyers in Anchorage, 1,130 could noti
have afforded a mlnlmum-prlced $65,000 house at market 1nterest rates
of 15 3/4. - Of the 425 first-time homebuyers 1n-Fa1rbanks, 96 could
: Lnot have affotded the minimum—priCed house of 554'000 '~In’Juneau,'the
mlnlmum-prlced house was $65 000, ‘and 86 of the almost 200 f1rst-t1me”
'homebuyers could not: have afforded to buy it.

: 8Approx1mateky 3 200 bought homes in Anchorage, Falrbanks,‘and
Juneau. S :
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These households represent 37 percent of the f1rst-t1me home-

; ‘ibuyers :|.n the three c1t1es, aud they would have found 1t d1ff1cult to L

: :_i'afford des:LrabIe houslng since only a smell part of the sales lnven-‘g'«

| ‘fftory would - be ava:nlable to them It would be expected ‘that most of»;.' i

"-’these households would have chosen to rent 9 If these flrst-tlme'

homebuyers had not bought houses dur1ng the past thz.rteen months, it

" ewould have decreased the demand for sales housmg by 1, 300 uxuts. o

People mov:mg to Alaska also represent 1ncreases 1n the demandl/‘ﬁ

" :@;ffor sales‘hous:.ng Approximately 1, 700 homebuyers (17 percent of the{'i‘

- total who bought homes 1ast year) had been 111 Alaska less than a year.”v'

- About one—thlrd (38 percent) of thls number were flrst tlme homeowners

'{and have been dlSCLlSSEd above. 4 Of the remammg two~th1rds, only a .

'f."}‘?small percentage dld not have suff1c1ent 1ncome to- afford a m:.nlmum—:

: ""'..f‘:lprli:&d house at’ market 1nterest rates ; Therefore,' 1t appears that,"‘, |

most persons who were prevmus homeowners and who moved to the state”
- “‘.’»durmg 1981 would have been able to buy a home even w1thout the mter-_ ‘
v“est subs1d1es prov1ded by the. state. o

In summary, it appears that the demand for addltlonal sales

.“’housx,ng m the state was 1ncreased by at least 1, 300 unlts by the -

"state programs. The estlmates 1nc1ude only those households who wouldj o

- not- ‘have been able to buy a home, they do not. 1nc1ude households'

- -which, though they could: afford to buy a home at market 1nterestv 5

f:rates, would have chosen to- rent.19

S gAn addltlonal 1 400 f:.rst-tlme homebuyers llved outs:.de these: ‘
G three cities, and we will assume the same percentage of these home-' oo
'-'buyers also could not afford to buy a home. : o

SERRY 1"These estimates were made usmg the prz.ces of homes sold during
the period from July 1980 through August 1981. Our analysis of house

. prices: shows that price levels would have risen to their current
_levels even in the absence of the loan programs (see 'succeeding sec~
tions ‘on house prices). - Therefore, it is appropriate 'to use these
prices when making the above estimates on the affordability of housing.
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“The- 1ncreased demand for: sales houS1ng was met by the- construcs'

tion_of nsw-sales houS1ng, the sale of new moblle homes, and- by

vcanversions of rentals to sales. Because of the relatlve elast1c1t1es

s:of the. supply éf fental and' sales hou31ng-—1nelast1c for rental

hous1ng ‘and elastic for sales hous1ng--a larger proportlon of- the
blncreased demand for sales hou51ng was met by new constructlon11 than

. by conwer51ons of rental to sales units (see Methodalogy sectlon)

- For the purposes of thls study, we are assumlng that approx1-
'?mately 300 of: the supply of add1t10na1 sales unlts were cunver31ons of

: rental unlts. For the 1ncreased demand to have ‘been met totally by

: _converszons from rental. to sales would have requlred a perfectly '

elastic supply of rental units, and’ for none of the 1ncreased demand -

: _to have been met by conver81ons would have requlred a perfectly

i silnelastlc supply curve., Neither polar case. 1s reallstlc. We have'“

chosen What we feel is a reasonable propertlon of the supply responsef'

"‘attrlbuted to conver51ons.

. fiEffect of State Loan Progggms on Total HOme Sales

There 1s a relatlonshlp hetween the: sales of older hames and- the_

'usales of new houses. The number of older home: sales, relatlve ‘Lo new

ones, depends upon the type of housing belng ‘built and the incomes of

‘the new homebuyers. -If, for 1nstance, 1ower-pr1ced homes are being

bullt and most of the flrst—tlme homebuyers are younger with lower

_incomes, the new homes will be sold to the first-time homebuyers.  If,

on the other hand, the new homes are more expensive than the majeority

of the existing stock, existing homeowners will trade up, and the
first-time homebuyers- (with the lowest incomes) will buy the least
: expenSive'older homes.  Therefore, the ratio of new to existing‘units

sold will vary according to the prlce range of the new units bulltf

' relatlve to the incomes of the flrst-tlme homebuyers.

If thére are fewer salessof new homes, there will be fewer sales

of existing homes. 'USing the ratio of néw-to-oldér homes scld during

ligales of new mobile homes were very low. See previous page.
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{vthe perlod July 1980 through August 1981 (approxmately 3 000 new and' Tl

’»;9 000 older homes were. sold), it 1s probable that there would have,:“
V'been about three fewer older homes sold for each new home not ‘sold.
'The state 1oan programs, by 1ncrea51ng the sale of new homes by
-""perhaps 1 000 unlts, therefore, appear to have mcreased total house
'i'ﬂsales by approxztmately 4 OGO (33 percent of all sales) 12 '

| . Pride Impacts

In thls sectlon, we examlne the prz.ce 1mpact of the program. We' . oo

> x“:.focus on how the program .unpacted the prlce of a szm:.lar house ThlS s

o dlffers from the :unpact on- the average prlce of hous1ng suzce average

'f_'*housa,ng prlces reflect the 1ncreas,1ng proportlon of hlgher quallty,

"”_"';housz.ng, We argue that because hous:.ng prlces are determlned by the _’ e

1nteract10n of supply and demand as long as hous:mg prlces (of[:’_,“

ex1st1ng unlts) are below the cost of new constructlon, :Lm:reases in o

“demand brlng only prlce 1ncreases.. Once new constructlon is -profit- :

able, subsequent prlce 1ncreases are moderated by 1ncreases in- supply.

i i Although the program had the effect of mcreasmg demand we show that"f

{.populatlon growth ‘moved the demand onto the elastlc portlon o:f the“'_v S

: supply curve Thus,,the effect of the program on prlces can be mea-. S TR

’?‘;»fsured by exammmg the prlce changes of the replacement costs of e

= snnﬂ.ar hou31ng.

Pnces of Ex1st1ng Homes. Prlces of . ex:.stmg homes may or may'

not reflect land values and ‘the costs of bulldlng a home of s:unllar :
f?'quallty.fv. For 1nstance, after the 011 plpellne was. f:.nlshed in. 1977
- many households left Alaska, 1eaV1ng ‘behind  a housuxg stock much

. larger;_than neede_d by «,the remalnlng households., Vacancy } levels in

1"2;13A*srex'a:ge ratlo of new home sales to ex:Lstlng home sales dinc
59 SMSAs was .9 to 3. 2 for years 1974~-1976. Ratio was higher in hlgh
. growth areas.  "Transactions in New and Existing Homes,"_ J. Welcher,
‘Urban . Instltute, Washlngton, D.C:, "1980. - :
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sales and rental units were extremely high, and prices and rents fell.
Vacancies were as high as 10 percent of the housing stock in Anchorage
- and 9 percent in Fairbanks in June 1980. The prices of existing homes
did not rise as rapidly as construction costs because of this excess
supply.  For the same reason, there were very few new housing units
constructed in either 1979 or 1980.

Prices of existing housing in several housing markets in the
state were bid up ByAthe state's recent population growth until, by
thevlatter half‘of 1980 and 1981, they reflected the costs of new home
construction.h Buildérs responded to these market conditions, and home
construction in 1981 tripled in Anchorage and doubled in Fairbanks
over 1980 levels. _HoméAcéhstrnction in Juneau and Ketchikén, on the
other hand, was higher in 1381 than in 1980 but did not increase
significantly owver 1979‘1evels. In cities such,as*Juneau-and Ketchi-
kan, the rate of new home comstruction between 1975 and 1977 was small
compared with that experientéd in either Fairbanks or Anchorage.
These cities were not left with the large stock of post~pipeline

fexcesé housing as were Anchorage and Fairbanks. Theréfore,,their'rate
of home construction maintained a more even pace. Juneau and Ketchi-
‘vkan also have né; hadlthe,emplbyment and population growth experienced
by‘Fairbanks and Anchorage in 1981. As a result, they have had much
less demand for new housing. Again, this illustrates the points that
when the existing bousing in a city is selling for less than the costs
of building new housing of similar quality, very little new construc-

- tion will oeccur.

VPrigés,of New Houses. Prices of new homes will rise because
(a) better quality or better located houses are built; (b) costs of

construction and site development increase; or (c) builders and land

owners are able to charge higher prices and make higher-than-normal
profits. ' ‘
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Most homes are built on speculation; that'is,'builders try to
judge what the market demand will be and then build the type and
 quality of housing which they think they will be able to sell. If
builders see larger or higher quality units selling rapidly, they will
starf building more expensive‘houses. If they see the reverse, they

will start building smaller, less expensive omnes.

Once a house is built, the builder has to accept‘whatever price
homebuyers are willing to pay for it.l3 However, if there are more
persons wishing to buy houses than there are houses available, house
prices will be bid up. They will then sell for more‘than they‘cost to
build, and builders in the short run will make abnormal profits. Each
builder will wish to rapidly respond when demand is high relative to
‘the supply of housing, for that is when the highest profits can be
made. If they do so, thé supply of houses increases more rapidly than
the number of potential homebuyers and-prlces will fall until there
are no extra profits made.

Site developers go through the same process. The planning
periods for site development are 12-to-18 months, allowing for the
approval and'récording of plats and developing of the sites. The
construction and sale of new houses require an additional six months.
Therefore, if increases in demand for housing are unanticipatedfby
land developers and builders, it may take as long as 18-tb-24 months
‘before the supply of new housing increases‘sufficieﬁtly to bring house
prices into alignment with the costs of construction.

Increases in demand for housing can temporarily affect the cost -

of construction materials; i.e., unexpected demand can create short-
ages. But, in general, construction material prices and construction
interest costs are set in national markets and are not affected by
local demand. ’ ‘

13The builder could, of course, pay off the construction loan and
wait for a better market but few builders are either able oxr W1111ng
to do this. '
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Lot prices, on the other hand, are very much affected by local
changes in demand for housing. Lot prices will increase for two
reasons: {a) the costs of land development increase or (b) the demand
for raw land increases. If more land is demanded for housing, land
will be bid away from its present uses and put into housing. The cost
of an addition to the supply of land for housing is set by a combina~
tion of the value of the land in its alternative uses and the cost of

developing the land into a home building site.

The lowest cost lots available for housing set the bottom price
for new home'sites; and all other building lots, including those with
existing houses, will attain their value by being some multiple of
these lowest-cost lots. New building sites are usually further away
from the center of town and are usually less preferred by homebuyers
to those closer to town. Therefore, when new building éites are
demanded, prices of older sites will rise to reflect their new, higher

relative value.

In order to define the effects of the state loan  programs, we
will compare the change in building costs tolthE'change in housing
prices. - If prices rise more rapidly than costs, a portion of the
- difference will be attributed to the additional demand generéted by
the state‘programs. Conversely, if building costs and housing .prices
\changéd by the -same relative amoﬁnts, we will coﬁcludé that the state
programs did not produce any measurable price effects. A second issue
is whether the state prograﬁs may have increased housing demand enough
to cause the cost of construction labor and materials to rise in the
state. This issue will also be examined. Since the largest price
increases - and the greatest number of new housing units constructed
during the last year were in Anchorage, we will focus on this housing
market for our analysis of price impacts. If measurable price impacts
cannot be obtained fof~Ahchorage, it seems certain that they cannot be

obtained for anywhere else in the state.?

: 14The Anchorage housing market also has the best data available in
Alaska. T
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Prices of Homes in Anchorage

The most. rapid rate of population growth in the state during
1980-81 occurred in. Anchorage; therefore, if home prices did not rise
faster than building costs - in Anchorage, it is doubtful if this

occurred anywhere in Alaska.

To estimate what part of the rise in Anchorage house prices was
attributable to the state's lo;tn programs, we first had to measure the
actual increase in the price of existing and new homes. We expect
prices of houses of constant quality and location to rise by at least
the increase in construction and land prices. As was mentioned pre-
viously, if the demand for housing increases more rapidly than supply,
prices will be bid up higher than costs and higher-than-normal profits
will be made.!® If house prices do not rise as rapidly as costs, then
there will be no new housing constructed.

) !

In Table 43, changes in single-family house prices for the two-
year period from June of 1979 to June of 1981 are given for various
districts in Anchorage. Price. changes vary between 8 percent in
Mountain View to' 37 perceat in Spenard. The problem is the need to
measure changes in prices of .hcuses of similar size, quality, and
location. For instance, in Table 43 the price changes in several of
_the Anchorage Districts are heavily impacted by new housing. The
higher prices of new housing may represent increases in quality and
not necessarily increases in price when quality is held constant.

¥

‘In Anchorage, new home sales as a proportion of all sales have
_been rising, going from 19 percent in the summer of 1980 to 35 percent
in the summer of 1981. The average price of all homes sold also has
been increasing. Therefore, the increases in the average recorded
price of all homes sold do not necessarily indicate at what rate the

price of existing houses rose during the period.

15gxisting homeowners would also be paid more for their homes than
they would receive later when the supply of new houses increases.
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- TABLE 43. HOUSE PRICES IN ANCHORAGE

New and Existing Single-Family Séles
Anchorage Multiple Listing Service
Spring 1979 to Spring 1981

Number of ’ ‘ ‘ ‘Percentage Change in Median
Sales . , -~ Single-Family Home Prices
Anchorage 21
259 Spenard » ; 37
592 West Tudor-Dimond 4‘ 20 .
503  Dimond South | 27
569 Abbott Road-Rabbit Creek 30
1,228 East Debarr-Tudor 16
251 Mountain View ; 8

393 Eagle River _ 19

Newly Constructed®

Single Family Homes 1979 Single-Family Homes®
Sold in 1979 , Resold in 1981
Under $80,000 12% o ' 8%
$80,000-$100,000 ' ; 36% 35%
$100,000~$140,000 41% E 35%
Over $140,000 1% ' 229
Average House Price $102,000 _ $120,000

Percentage Price Increase 1979-1981 = 17.6%

SOURCES: °Multiple Listing Service, Inc., Anchorage.

bAlaska Housing Finance Corporation

-
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In order to set a baseline from which to measure the changes in
prices of housing of constant quality and location, we chose to com=-
pare the selling prices of new, single-family homes in 1979 with the
selling prices of 1979 homes resold in 1981. We also chose newly
built homes because the selling prices would reflect construction and
land costs in 1979. Data were obtained from the Multiple Listing
Services, Inc., of‘Anchorage on all sales of new homes in 1979, and
this was compared with data from Alaska Housing Finance Corporation on
houses built in 1979 and resold in 1981 (see Table 43)., The average
increase in price over the two-year period was 18 percent. We then
measured changes in construction and land costs from 1979 to 1981 and
compared them to the changes in house prices:. I1f house prices rose
faster than their replacement costs, we tookiihis to mean that demand
increased faster than supply; and house prices were, in the short run,
inflated. o

To measure increases in the price of new houses, we compared the
prices of new homes built and sold in 1980 with those built and sold
in 1981. New home sales between July 1980 and May 1981 represented
- units constructed during the 1980 building season while the new home
salés‘betweén~June and August 1981 were built during the 1981 building
season. There was a 5.6 percent increase in prices between the 1980
and 1981 néw homes, which corresponds to the felatively small increase
in construction costs reported during the same period (see Table 44).
Using price data on all single-family homes sold and financed through
AHFC during the period, we found that the price of existing homes rose
9 percent (see Table 44). '

Price increa;es of this magnitude appear to contradict the expe-
riences of many homeowners in Anchorage who saw prices rising very
rapidly in 1981. Anchorage prices did not start to rise significantly
until the spring of 1981; however. By then, vacancy levels in Anchor-
age had been reduced to less than half of their 1980 levels, and
prices of existing homes were bid up rapidly. Prices from July 1980

through  May 1981, however, rose monthly by an average of 0.3 percent
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TABLE 44. CHANGE IN DISTRIBUTION OF PRICES OF SINGLE-FAMILY HOMES IN ANCHORAGE

Sales Prices =~ _  Existing Homes . . o New Homes

© July-Dec. 1980° Jan.-May 1981" June-Aug. 1981°  July-Dec. 1980° Jan.-May 1981° June-Aug. 1981°

< $80,000 - 25% 29% 209 8% 12% 8% ’
$80-100,000 40% , 29% - - 27% 24% 25% 16%
$100-140,000 o 29% 33% B U} | 38% 35% 44,

> §140,000 6% 8% 119 | 30% 28% 32%

Avg. Home Price  $98,000 $101,000 . $107,000 $124,000 $123,000 $131,000

Percentage Change '
in Prices Between _ (3%) (6%) 0) (6.5%)
Bond Sales A ' ' ‘

Newly Constructed ,
Units as a Propor- 19% : 23% 35% 19% 23% - 35%
tion of All Sales : ‘ ,

aJuly 1, 1980, Bond Sale, Alaska Housing Finance
bDecember 1, 1980, Bond .Sale, Alaska Housing Finance

€June 1, 1981, Bond Sale, Alaska Housing Finance

i
|




for a total average annual increase of 3.1 percent. But during the
period June through August 1981, the monthly increase averaged 2 per-

cent for an annual rate of 24 percent.

During this same general period of time (April 1979 to the spring
of 1981), develcoped building lots in Anchorage increased approximately
26 percent, from $30,000 to $38,000. This increase was divided
between increases in raw land prices and increases in site development
costs. The price of land rose two-and-one-half times, while site
development costs increased by api)toximately 12 percent (Alaska Valua-

tion Service Data; Investigator's Estimates).

Construction costs~-including labor, materials, builder's profit,
and overhead--increased over the three-year period 1979 to 1981,
inclusive, by 22 percent.!® The price of construction materials in
'Ancho-ragé for the period August 1979 to August 1981 showed an overall
increase of from 5-to-10 percent between 1979 and 1981; prices fell
between August of 1979 and 1980 as the contraction in the natiomal
building industry began. Prices for some materials--lumber in par-
ticular--are still 1less than they were in 1979 (United Builders
- Supply, Anchorage). The costs of labor and materials in Anchorage
have thus been held down by the virtual collapse of home building
activity in the rest of the country despite the large increases in
construction interest rates.l? '

In summary, we estimate that the costs of a new home in Anchorage
increased by about 20 percent between the spring of 1979 and the
summer of 1981, for anm average annual increase of between 8 percent

and 9 percent. The Alaskan Construction Escalation Index shows an

18As measured by the Boeckh Construction Index.

170n a typical new house of $130,000, construction interest costs
can add $15,000.
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increase of 13 percent from spring 1979 to spring 1981 (HMS, Inc.,
Anchorage, Alaska), and the Boeckh Index shows 15.5 percemt. Our
estimates of 20 percent include both the increase in the costs of land

and site development costs.

None of this evidence is- definitive, but the picture we have
pieced together is that prices of homes rose at the same rate as
costs. The state loan programs did not increase demand so rapidly
that the prices of new homes were bid up faster than the increases in
their construction costs. Home building kept pace with the increasing

demand, and few short-term supply bottlenecks occurred.®

Land prices, on the other hand, did rise rapidly, and the loan
programs, by inéreasing the demand for more single-~family: homes did

affect their average levels.

Since the price of land depends entirely on the amount of its
demand, the state loan programs, by affecting the amount of single-
family home buiiding,, had an i@act on land prices. Land prices, as
we mentioned previously, rose by two-and-one-half times in Anchorage
between the ‘s"prihg of 1979 and the spring of 1981. Raw land values ih
Anchorage rose from an average of §$3,000 for a developed building lot
costing $30,000 in the spring of 1979 to §$7,600 for a developed lot
selling for $38,000 in the spring of 1981. A large percentage of the
rise in the price of land measured between 1979 and 1981 occurred in
the spring of 1981 as the demand for lots by homebuilders increased.
The loan programs ‘increased the amount of new construction and, hence,
the demaﬁd for building lots by approximately 33 percent in Anchorage
during the period from July 1980 to August 1981; therefore, the pro- '

grams are responsible for approximately the same percent of the rise

18This last year was a good time to have a building boom with the
rest of the country in a construction slump. There were excess
supplies of materials and of comstruction labor in the rest of the
country, and, therefore, these costs have seen only nominal increases
in Alaska. . ‘
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in raw land prices. Even though land prices rose‘ rapidly in the
spring of 1981 (and will be higher for the 1982 building season if the
demand for new homes continues), the impact om house prices is still
relatively small. For example, a 36 percent increase in undeveloped

land increases the price of a $130,000 home by only 2 percent.

Effect of State Loan Programs on the
‘ Quality and the Mix of Housing

Effects on the Type and Quality of New Housing

0f the 2,500 new houses sold and financed through AHFC in the
period from July 1980 through August 1981, 800 (32 percent) were sold
for less than $90,000; 855 (34 percent) were priced between $90,000
and $120,000; 504 (20 percent) were priced between $120,000 and ‘
$150,000; and 375 (15 percent) were sold for over $150,000 {see ;ﬁ
Table 44). |

At market interest rates of 15 3/4 percent, it would have re-
quired an annual income of $64,000 and a 20 percent downpayment to
afford a $130,000 home. Only 12 percent (approximately 1,100 house-
holds) of all the homebuyers at AHFC had incomes of $64,000 or‘greater.
Approximately 1,500 homes over $130,000 were financed through AHFC

(about half were existing homes and half were new homes). The house-

holds who could afford these homes would have been reduced by approxi-

~mately 400, or 27 percent, without the low interest loan programs.

The average new homes built during July 1980 through August 1981
sold for almost §25,000 more than the average existing home (see

Table 45). In Anchorage, 44 percent of all new homes sold for over

$120,000; whereas only 17 percent of existing homes sold in that price
range. The difference in price between the newly constructed homes
and the existing homes is greater in Anchorage than in any other area i
of the state. In Fairbanks, 48 percent of the new homes and 32 per-
cgnt‘of‘existing homes sold for more than $90,000, much less than what
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-~ : TABLE 45. DISTRIBUTION BY PRICE OF NEW AND EXISTING HOMES FINANCED BY AMFC
: DURING PERIOD JULY 1980 - OCTOBER 1981
- Price Anchorage Fairbanks Juneau Remainder Total
i New - Existing New  Existing New - Existing New - Existing . New  Existing
< $70,000 104 962 26 296 2 74 51 - . 334 183 1,668
$70,000-80,000 127 732 . 52 133 16 56 - 100 169 295 1,093
= $80,000-90,000 154 696 53 136 9 72 101 191 317 1,087
$90,000-100,000 189 762 45 128 9 59 63 120 353 1,051
$106,000~110,000 - 152 526 21 110 : 56 29 51 77 . 257 694
$110,000-120,000 177 491 T 10 62 2 27 43 53 248 613
P $120,000-130,000 118 294 : 15 22 18 16 29 41 174 373
= $130,000~140,000 133 217 arn 16 12 15 25 15 186 263
$140,000-150,000 © 112 123 6 5 16 - 10 g8 13 134 151
$150,000-160,000 106 89 2 3 8 3 4 7 118 102
[ ,
g $166,000-170,000. 67 51 2 3 5 3 8 3 80 6o
$170,000~180,000 G4 32 2 3 3 2 ! 1 48 .35
S $180,000-190,000 30 20 2 1 1 1 3 1 35 21
$190,000-200,000 30 20 2 1 2 1 2 1 35 21
i > $200,000 53 37 2 3 1 58 Lo
"
. Total 1,596 5,052 247 ‘825 185 . 369 492 1,026 2,520 . 7,372
S

Percentége Distribution

e < $90,000 24% 47% 529 68% 14% 55% 51%. 68% 32% 55%
$90,000-120,000  32%  36% 32% 26% 59% 31% . 32% . 24% 349 329

; $120,000-150,000.  23% 13% 13% 5% 20% 12% 13y 8% 20% 119

2 > 150,000 - 21% 4y 3% 1% ™ 2% % o L15% 4

L

h ~

8

L
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has been seen in Anchorage.® The new housing built during 1980-1981
was on average considerably more expensive than the average existing
home, with the difference being largest in Anchorage and least in
Fairbanks.

The loan programs also chaxiged the type of houéin‘g lower-income

households bought. Many homeowners with incomes less than $30,000
-were able to purchase a home because of the loan programs. Households
borrowing $Q0,000 or less in 1981 could borrow 25 pertént more .at the
current AHFC interest rate (12.375 percent) than at the market rate
(15 3/4 percent) and still have the same monthly mortgage p,aymeﬁt. At
the 1980 AHFC interest rate on the first $90,000A of 10 percent, they
were able to borrow approximately one-third more. Low-income home-
buyers qualifying for the Homeowners Assistance Program at AHFC in
~either 1980 or 1981 found their house-purchasing power tripled (see
Table 46).

The increase in the ability .of lower-income households to buy
homes did not necessarily increase the number of lower-priced homes
built. Approximately 4,000 (60 percent)  of older homes sold were
priced under $90,000; whereas only 800 (32 percent‘) of all new homes
sold for less than $90,000. \

. If the loan programs had not existed, many lower-income buyers
would have dropped out of the ‘sales market, and households which

bought homes selling between $90,000 and $110,000 would have had to o

settle for homes costing from $70,000 to $90,000. Sales of new mobile

homes would probably not have increased substantially without the loan |

programs because of the lack of available mobile home pads. (Mobile

19In Juneau, 53 percent of the new homes and 21 percent of exist-
ing homes sold for over $110,000.
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'TABLE 46. MAXIMUM AFFORDABLE HOUSE AT VARYING INTEREST RATES®

Annual Income Levels

Year AHFC Interest Rates $20,000 §30,000 $40!OOO $50,000 $60,000 $70,000

<§90,000 - 10%

1980 $58,000 $89,000  $116,500  $144,500  $171,000 §198,500°
- >$90,000 - 11% » | -
<$90,000 ~ 12.375% | |
1981 | 48,000 73,000 99,000 113,000 130,500 146,500
| >$90,000 - 19.5% ' - ~ T |
<$90,000 - 12.375% ~ | | |
| 48,000 73,000 99,000 116,500 136,500 156,000
>§90,000 - 16.0% | | -
Market Intetest Rétes (
1979 | 12% 50,000 72,000 100,000 126,500 150,000 172,000
1980 159 39,000 61,000 . 83,000 100,000 124,500 145,500

1981 16.5% 38,000 55,500 74,500 94,500 - 111,000 131,000

a, .. o . .
Estimated using 10 percent down payment and .28 income-to-loan ratio.

bMaximum mortgage amount at AHFC is §$149,000.




homes continued the trend of the last several years, repreéenting an
even smaller share of all new housing in the state in 1980 and 1981
than in 1979.)

Multifadily construction was not affected by the loan programs in
any systematic way; multifamily was a smaller share of new coanstruc-
tion in 1981 in Anchorage but a larger share in Juneau and Fairbanks
than in previous years. However, the demand for condominiums and
townhouses would probably have been larger without the increased

purchasing power provided by the loan programs.

Multifamily housing units have accounted for more than 50 percent

of new housing built in Anchorage every year since 1974 until the
building seasons of 1980 and 1981 when, for each year, multifamily

housing accounted for less than 30 percent of the housing constructed.

Multifamily has increased as a share of new construction between
1980 and 1981 in both Eairbanks and Juneau, increasing from 10-to-22
percent in Fairbanks and from 34-to~46 percent in Juneau. Almost all
multifamily construction since 1978 in all three cities has been sold
as townhouses and condominiums. The gap between rent levels and
construction costs has been too wide to support the construction of

new multifamily rentals (see section on Effects on Renters}.

Effects on the Existing Housing Stock

Quality of the housing stock has increased, not only by the
addition of ﬁew houses but also through rehabilitation of older houses
and apartmenté; No data on the amount of rehabilitation which occurs
is available for the state, but we can at least speculate about the
effects of the loan programs on the rehabilitation of older housing

units.

There is no active loan program at AHFC for households who would

like to borrow money to remodel and repair their homes, although a new
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loan program for housing rehabilitation is planned for 1982. The
existing loan programs, by reducing the cost of housing to homebuyers,
might encourage buyers to seek higher-priced, better quality housing;
and s’ellers, therefore, would have a greater chance to profit by
remodeling and improving the quality of their homes. Such effects,

however, would be of minor significance.

The conversion of clder, multifamily rentals to condeminiums is
- usually accomplished with substantial rehabilitation of the rental
~apartments being converted. The loan programs, by increasing the
number of homebuyers (particularly in lower-income groups), would have
increased the demand for lower-priced sales units and, therefore,
would encouragé the conversion and rehabilitation of former rental
units.

Rental Housing

If the state loan programs had not reduced the cost of buying a
home, at least 1,300 more  households would be renters rather than
" homeowners. The increased demand for rentals would have decreased
rental vacancies even further than current levels and rents would be

“higher than they are now.

Most of the increased demand for rental units would have occurred
in Ancho;'age and Fairbanks, the cities which had the largest popula-
tion growth during 1980 and 1981 and the largest number of first-time
homebuyers who were able to bliy a house because of the loan programs.
Rental vacancies in Anchorage and Fairbanks are low, and additional
renters would not have been accommodated without overcrowding and even

more pressure on rent levels.

The change in the number of renter households due to the loan
programs can Be estimated, but there is no data on: the change in the
number of rental housing units. The number of conversions from multi-
family rentals to condominiums is relatively small; however, single-

 family homes, which constitute a large proportion of the supply of
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rentals, can pass from rental to sales status, and the number is

~unknown (see above section on Supply of Sales Housing).

The current rent levels in most parts of Alaska, even though
considerably higher than they were.two years ago, have not yet en-
couraged developers to construct new units. Rent levels will have to
be higher than they are now or long-term interest rates will have to
fall before new rentals will be economically feasible. For instance,
at long-term interest rates of 18 percent, the monthly interest pay-
ment on a new $50,000, one-bedroom apartment would be $750. Rents for
a typical 600-square-~foot, one-bedroom apartment would have to be
close to $900 per month. Demand for rental units at those necessary

rent levels is not very large.

- The planning period for a multifamily project is at least two
yearsl It requires oné year for the designing, financing, and per-
mitting processes and another year for construction. Therefore, even
if the loan programs had not existed and rents had risen to higher
levels, it is improbable that any construction of rental units would
have occurred during 1981. Because of the disparity between the costs
, of building and financing multifamily rental units and Eurrent rent
levels, construction of rental units will probably not occur until

interest rates decline.

Effects on Rural Housing Markets2® of
State Mortgage Loan Programs

The new mortgage loan programs established by the state in 1980
promoted mortgage lending in rural as well as urban Alaska. There were
over 300 loans pendihg‘ or purchased by the state in rural areas
between July 1980 and October 1981 through AHFC and the Housing

Assistance Division of CRA.

20Rural housing markets are defined as the areas outside of
Anchorage, Matanuska-Susitna, Fairbanks, Juneau, and Ketchikan.
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The six areas jof rural Aiaska in which more than 20 martgages
were purchased were Nome (68), Kobuk (48), Kenai-Cook Inlet (53), SE
Fairbanks (27), Yukon-Koyukuk (30), and Bethel (20). Housing sales
and mortgage demand is usually highly correlated with population,
‘employment, and income growth. We therefore expected to find more
mortgages originated in areas which were having the most rapid growth.
Four of the above mentioned areas have had substantial growth in per
capita income during 1974-1979: Nome, Kenai-Cook Inlet, Yukon-Koyukuk -
and Bethel; SE Fairbanks and Kobuk exhibited no growth in per capita
income during the period; however, they have had increases in popula-
tion (see Table 47).

The’effects on rural housing markets of the state loan programs -
cannot be evaluated as yet. The programs are too new, and the number
of loans purchased is too small to be able to say whether the loan
programs had an iﬁpact on new construction or quality of housing.
Since the planning period for new construction is longer in rural
areas than in urban areas, effects on the housing stock would not be

expected to show for at least a couple of yvears.

 The amount of conmstruction of new housing in rural Alaska has
been substantial during the last decade. Comparisoans between the 1970
and 1980 Census show additions to the housing stock in rural Alaska of
~ approximately 18,000 houses. Comparing the additions to the 1970
housing stock shows that 42 percent of the housing in rural Alaska is
less than ten years old. Removing the Kenai Peminsnla housing inven-
tory from these figures to better estimate housing changes in the more
remote rural areas changes this percentage of new housing only
- slightly, to 40 percent. | '

Since housingbis being built in substantial numbers in the most
remote areas, the question is how is it being built and financed? The
United States Department of Hbusing and Urban Development has been

financing large numbers of homes in rural Alaska under the Mutual Help
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TABLE 47. RURAL HOUSING MARKETS b
b <
Change - Change in® State
_ in Number Change Per Cap. Mertgage s
_ Housing of Houses in Pop. Income Purchases i
Rural Census Areas Units-1980 1970-1980 1970-1980 1974~1979 1980-1981
' Wade Hampton ‘ 1,173 483 +20% ~16% 1
Nome - 2,608 908 o +14Y +42% 68 -
Kobuk 1,486 - 565 - +19% o 48
North Slope ‘ 1,158 ’ 557 ¢ +22% +116% 6
Yukon-Koyukuk 3,192 ‘ 1,364 +12% +120% 30
Aleutian Islands 1,704 441 0 +30% 4 L
Kodiak . 3,557 1,018 +6% +59% ' o
Valdez-Cordova 4,145 1,757 +68% +80%° 12 ,
Kenai-Cook 11,740 5,671 . +52% +42% 53
Prince of Wales/ : -
Outer Ketchikan - 1,385 378 0 “+14% 13 .
Haines : 743 263 - +20% +20% . 8 5
Skagway-Yakutat-Angoon 1,553 - 618 O +26% +53% 4 LS
Wrangell-St. Petersburg 2,363 728 - +25% +80% 4
Dillingham 1,952 ‘894 +19% d 9 o
Bethel 3,297 1,331 +23% +33% 20
SE Fairbanks 2,490 1,061 +33% 0 27 e
Bristol Bay 369 . 155 -5% +51% . 5 ;g

%Local area pérsonal incomes, 1974-1979

bAHFC'and CRA Mortgage Purchases

®Per capita income for Cordova-McCarthy 5
. , , &

dPer capita income not measured separately for Dillingham
SOURCE: U.S. Department of Commerce. o L
.
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and Turnkey III programs. The houses are built by the Regiomal Hous-
ing Authorities and financed by HUD. Over the_lasi'six yvears, HUD has
provided 250 million dollars to finance 2,900 homes.

The two other federal agencies which provide financing and grants

for homeownership in rural Alaska are the Farmer's Home Agency of the

United States Department of Agriculture and the Bureau of Indian

Affairs. Farmer's Home Agency has financed over 1,400 homes, provid-

ing almost $61 million in low-~interest mortgage funds, and the Bureau

“of Indian Affairs has financed 429 homes for over 10 million dollars

during this same six-year period.

These three federal agencies~--HUD, Farmer's Home Agency, and the
Bureau of Indian Affairs--have been significant sources of funds for
financing homes in rural Alaska, However, less than half of the new
housing constructed in rural Alaska during the 1970s was financed by
ﬁhese agencies. - The remaining homes have been self-financed or

financed through financial institutions in the state.

To evaluate the relative effect of the state's loan programs in
rural Alaska, a comparison can be made of the dollars»piovided by the
three federal sources of home financing and the mortgage purchases
made by CRA and AHFC in rural Alaska.

The state loan programs purchased approximately 300 mortgages for
$20 million in the first 18 months of the loan programs, which can be
compared to the approximately $70 million per year which has been pro-
vided by the three federal agencies. It appears that the state is

becoming one of the significant sources of mortgage funds in rural
Alaska.
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CHAPTER FIVE
INDIRECT IMPACTS

In Chapter Four, the direct effects of state loan programs on
housing markets were identified. The housing programs have implica-
tions not only for the borrower who qualifies for a loan at below-

market interest rates but also for the sectors of the economy which

are involved in the production and sale of housing. The major in-

direct impact is the generation of income which results from increases

in housing market activity.! In this chapter we describe how each

" sector generates its real estate related income and estimate the

magnitude of income generated in selected sectors as a result of state

loan program induced real estate activity.

Income is generated in the sale of both new and existing houses.
The sale of real property, whether new or existing, can require the
participation of the finance, real estate, insurance, and service

sectors. These sectors provide goods and services which are paid for

by the buyer and seller. In the sale of a new structure, income is

also earned by the factor"s of production. The major components of
income to the factors of production are wages to construction and
other labor, payments for building materials, and profits to the
builder and original land owner.

~ For each sector we provide estimates of income on a per uait and

on an aggregate sector basis. The estimates of income for each sector

‘are based upon common, but not universal, practices of the industries

involved. For example, real estate commissions are collected on sales
where realtors participate, but realtors do not participate in every
transaction. We have factored these comnsiderations into the aggregate
estimates based on information obtained from these industries.

lIncome is defined as the flow of money to each sector.
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The purpose of the aggregate estimates is to identify the magni-
tude of the effects, not to calculate ekactly the incomes earned by
the sectors -as a result of state programs. The income estimates
reported are not for total sector income, but the income generated as
a result of state loan programs. To review, in Chapter Four we
‘'estimated that the state loan programs were responsible  for the con-
étruction of approximately 1,000 new housing units and the sale of
3,000 existing residential units during the period July 1, 1980 to
October 31, 1982. Thosé estimates are the basis of the: aggregate

income calculations presented in this chapter.

Finance

Under the state mortgage loan programs, the financial industry
acts as the seller/servicer of state-funded mortgage loans. Financial
institutions charge fees for these services. The loan fee, charged at
the time of closing, is usually one percent of the original loan
amount. The servicing fee paid by AHFC for the Special Mortgage Loan
Purchase Program is 3/8 of one percent of the unpaid balance. The

service fee is collected over the entire life of the mortgage.

Based on these fees, we estimate that financial institutions
earned approximately $3.5 million in mortgage loan origination fees
between July 1, 1980, and October 31, 1981, as a result of the state

loan programs’.2

Furthermore, the mortgage loans resulting from the
program made during this period generated approximately $1.2 million

in loan servicing fees in the first year.

Financial institutions also participate in the production of new
housing units by providing the coanstruction financing. While the term

of construction loans wvaries, the typical construction loan has a

2Assumes the average loan-to-value ratio is .90; the mean sales
price of new structure is $110,800; the mean sales price of existing
structures is $91,100; and the loan origination fee is one percent of
loan balance.
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1.5~-to-2 percent loan origination fee and has interest rates l-to-2
percentage points above the prime interest rate. Construction loans
are usually disbursed over the life of the loan on a percentage com~

pleted basis.

The 1,000 new units constructed as a result of state loan pro-
grams generated demand for comstruction loams. This demand is esti-
mated at approximately $78 million.3 With a construction loan fee of

2 percent, construction loan fees are estimated at $1.6 million.

The interest income earned on a construction loan depends on the
interest rate and the length of the loan. The length of loan depends
on the construction scheduling and on the market conditions. Interest
costs can escalate quickly if the structure does not sell according to
schedule. Given the variability, estimates of comstruction interest
income are more speculative. Using an 18 percent interest rate and a
five-month term, we estimate construction loan interest payments at

!

approximately $3.0 million.

Real Estate

The real estate industry acts as agents‘ for the buyers and
sellers. Generally, the real estate sector receives commissions based
on the sales price for their participation in a real estate trans-
action. In Anchorage, the commissions are six percent of the sales

price for existing housing and five percent for new housing.

For an existing house with a sales price of §$91,100, the real
estate commission calculated at 6 percent is $5,466. A new house with

a sales price of $110,800 would pay a commission of $5,540.

Estimates of income earned by the real estate industry depend on

use of the industry by sellers. As a result of state loan programs,

3Assumes the construction loan-to-sales price ratio is 70 percent,
and the average sales price is $110,800.
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we estimate the real estate sector earned $4.2 million in commissions

on the sale of new homes and $12.3 million on existing homes . ¢

Services and Insurance

The completion of a real estate transaction requires serxrvices

from title -insurance companies, surveyors, appraisers, and credit

rating agencies. - Additiomnally,  private. mortgage insurance may be

required for the new mortgage. Each of these businesses generates

income from their real estate activities. We estimate that the clos-~
ing costs of a real estate tramsaction, excluding those previously
discussed, can typically range from 1.0-to~2.5 percent of a property's
sale price. (Closing feeé, other than finance fees and real estate
commissions, can range from SQOO to SZ,?OO'per unit. We estimate that
the income generated by these fees as a result of the state loan

programs ranges from $3.5-to~$8.6 million.

Construction

The construction of new housing umits creates construction jobs.
The National .Association of Home Builders has estimated that the
construction of an average single-family unit generates .862 person
years in comstruction employment: .627 in building and .235 in land
development (National Association of Home Buildérs, 1979).  We esti-
mate that the state loan programs increased construction employment by
the equivaleat of about 850-to-900 jobs for one year. To place the
increased employment in perspective, we compare it to past employment

levels in the coastruction sector.

4Assumes 75 percent of real estate transactions 1nv01ve payment
of a real estate commission.
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In the third quarter of 1980, the last quarter for which detailed
employment data is available, total construction employment averaged
14,044, of which general building and special employment was 8,861
(Alaska Department of Labor, Third Quarter, 1980). Of this total,
1,500 were in residential building and 5,800 in special trades. Since
specialty trade workers also participate in nonresidential building,

the total size of the residential construction work force is less than

/7,700, and probably in the range of 2,500 to 3,000 workers.® The

850-900 person years of employment generated by the state loan pro-
grams represent approximately 30-to-35 percent of the residential:

construction work force as measured in the Third Quarter 1980.6

Residential construction workers are usually nonunion in Alaska.
Based on an average wage rate of $14 per hour, construction income
generated as a result of state loan programs is estimated at $20

million.

Wholesale

" 'The suppliers of construction material also benefit from an
increase in residential comstruction activity. Vhile the ratio of
materials cost to the sales price varies depending on the design and
size of structure, the choice and availability of materials, and the
magnitudes of the other costs of production, it typically represents

30-to-40 percent of a structure's sales price;7 The total volume of

5This number is obtained by allocating the special trades employ-
ment into the residential, nonresidential, and heavy construction
categories on the basis of employment in each comstruction category.

SAlaska Department of Labor estimates of construction employment
in the third quarter of 1981 are approx1mately the same as actual
employment in Third Quarter 1980.

7These figures are based on data collected by the Anchorage Real

_ Estate Research Committee.

175



material purchases resulting from the state loan programs for the
period July 1, 1980, through October 31, 1981, is estimated at $33-to-
$44 million. '

Unlike the income generated by Alaska financial iastitutions,
real estate companies, and construction workers, a major portion of
this income goes out of state since the Alaska economy imports. a high
proportion of the goods it uses. Based on data presented in the 1977
Census of Wholesale Trade for Alaska, we estimate that the cost of

goods sold constitute approximately 75 percent of total sales. As-
suming that all of the goods are imported, we estimate that 8 to 11
million dollars of income was generated in Alaska as a result of the

state housing loan programs.

~Indirect Impacts Not Quantified

There are two types of indirect impacts which we have identified
but did not gquantify. First, we did not quantify income floﬁs in
specific sectors due to insufficient information. -These sectors
include manufacturing, transportationt, and mining. As with wholesale,
these sectors are subject to a high level of out-of-state leakage.
Also, we did not estimate the profits earnmed by landowners and home~
builders. The reason is that any estimate would be highly speculative,
: since we do not know the cost structure of the magy transactions which
affect profitability.

The second type of indirect impact ‘not quantified is the mul-
‘tiplier effect. The effects of the income generated through real
estate transactions depend on how the income is distributed. Major
types of distribution include wages and salaries to employees; the
payment for other operating expenses including rent, supplies, and
services; and profits. Through distribution of the income generated
through increased real estate activity, there is also an incréase in
activity in the general economy. This effect is referred to as the
multiplier. While the concept of the multiplier is easily understood,

the actual level of the multiplier is difficult to estimate. One
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particular point is that the multiplier based just on real estate
activity would be less than multipliers commonly quoted for the so-

called "basic" sectors of the economy.

Total Vgrsusz Net Income

The estimates’ of income presented in this chapter represent
estimates of total income generated by the state induced real estate
activity. The net effect of the programs on Alaska iﬁcome dépends on
two factors: out-of—staté leakages and diversions' of resources to
single family housing. As discussed in the wholesale section, a high
percentage of total income leaks out of state due to the import .of
builéing materials. Similar leakages can occur in other sectors in
cases where out-of-state firms or owners are involved. For example,
out of state banks providing ‘cunstruction loans and out-of-state
insurance companies selling insurance. Another example is the employ-
ment of temporary migrants to Alaska in housing related jobs. The
second factor which affects net income is the extent to which re-
sources were diverted from other activities to owﬁe;: occupied resi-
dential comstruction. For exami)le, if construction workers would have
had other wdrk, the full effect of these jobs is not a net benefit.
Since diversions did occur, our estimates overstate the effect of the

state housing loan programs on incomes in Alaska.

Summary

In this chapter, we have identified the sectors of the Alaska
economy which are affected directly by the increased activity in
housing markets 'resulting from the state housing loan programs. Based
on the estimate of state loan program induced housing activity of
1,000 new and 3,000 existing units, we estimate that the measurable
indirect impact of the housing programs is approximately $57 to §65
million. This estimate factors in the leakages in only the wholesale
sector. Leakages in other sectors were not estimated. Furthermore,
the estimate does not include profits earned by landowners eor
builders, and the multiplier effects on the impact of diversion of

resources.,
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' Determine Impacts on

Sources of Funds e ; 3
in. Housing Markets : PART 3
. & .
Determine Costs | - |
of State. T '

- Housing Programs

.. The purpose of Part 3 is to assess the financial impacts on the

- sources of funds going into Alaska’s housing markets as well as

- the costs of housing programs to the state. Impacts on sources
 of funds were determined by comparing the actual portfolios of -

. primary lenders, secondary lenders, and homebuyers with what

- they probably would have been without state program interven-

tions. State appropriations to the programs are identified.

Program costs are then defined in present value terms and

compared’ with the value of the subsidies received by home-

-+ buyers., The analyses and ﬁndmgs are presented in the follow-
_ing chapters:

Chapter 6: Impact on Sources of Mortgage Funds it
Chapter 7: Costs to State Government
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CHAPTER SIX
'IMPACT ON SOURCES OF MORTGAGE FUNDS IN ALASKA

The State of Alaska, through its public agencies, has for many
years been a major source of funds for the financing of owner-occupied
homes. During the past six years, the state's holdings of residential
mortgages have increased over four-and-one-half times from approxi-
mately 6,400 mortgages in 1975 to slightly more than 31,000 in 1981, a
loan.‘portfolio worth close to two billion dollars (see Table 48);

The state's role is that of a secondary mortgage lender per-~
forming‘.similar functions to that of the two national mortgage
lenders, the Federal National Mortgage Association and the Federal
Home Loan Mortgage Corporation; that is, the state, through its
agencies, purchases loans from fipmancial institutions which originate
and service mortgage loans. Commercial banks, mutual savings banks,
and savings and loan associations are the loan originators and primary
lenders. Alaska Housing Finance Corporation, the State Pension Funds,
and the Department of Community and Regional Affairs Housing Assis-
tance Division perform the role of secondary mortgage lenders. The
State's Veterans Loan Program was a major purchaser of mortgage loans
until 1980, when the program ended and a Veterans Loan Program was
initiated at AHFC.

The Pension Funds now hold almost 6,000 mortgages valued at
almost $315 million, which represents about 15 percent of the mort-
gages held by all state agencies. The funds place about $60 million a
year into residential mortgages. The State's Veterans Loan Program,

which purchased loans made to veterans in the state from about 1975 to

1980, was turned over to AHFC in 1980. The dollar volume of mortgages

purchased per year under the Veterans Program rose from $43 million in
1976 to §$94 million in 1978, and then fell to $29 million in 1979.
There are presently about 4,000 mortgages worth about $270 million in
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PRIMARY LENDERS

Alaskan Financial Institutions.
‘Savings & Loan Institutions
Commercial Banks
Mutual Savings Bonds

SECONDARY LENDERS

" National Secondary Lenders

Federal National Mort. Assoc.
Federal Home Loan Mort. Corp.

State of Alaska ‘
State Pension Funds
Veterans' Loan Program
‘Non-Conforming lLoan Programs
Permanent Fund :

TABLE 48. VOLUME

OF ALASKAN RESIDENTIAL MORTGAGES HELD IN THE PORTFOLIOS

~ OF PRIMARY AND SECONDARY LENDERS, 1976-1981 .

1976 1977 1978 . 1979 - - 1980 1981

Dollars'of Reéidootioi Moktggges Held in Portfolio$ (105)

§515 - $579 $605 | §558 520 §505

Numbex»of Residential Mortggggs Héld in Portfolios

8,36 8,279 9,718 10,187 = 9,280 8,637

6,386 9,336 13,089 17,193 22,460 30,157

Alaska Housing Finaucefcotp.b‘

Total Secondary Lenders

National Secondary Lenders
State of Alaska '

14,732 17,615 22,807 27,380 31,740 38,794

_ Share of4Sé¢ondary Market for Residential Mortgages in Aloska

51% . 41% 43 1% 29% 22%
43% . s53%  s1% 63% 7% 78%




the Veterans Loan portfolio. These loans are about 13 percent of the

residential mortgages held by state agencies (see Table 49).

AHFC holds by far the largest number of residential mortgages of
any of the state agencies and is also the largest secondary mortgage
purchaser in the state. At the end of the third quarter in 1981, AHFC
held 19,500 mortgages valued at about $1,400 million, representing
approximately 70 percent of the residential mortgages held by the
state (see Table 49).

The number of mortgages purchased by AHFC has been increasing

- each year since 1975, with the exception of 1978. Mortgage purchases

doubled between 1976 and 1977, rose by 46 percent between 1978 and
1979; by 20 percent between 1979 and 1980; and then increased by about

-~ 120 percent between 1980 and 1981 (see Table 49).

In July 1980, the state initiated a below-market interest rate
mortgage purchase program through Alaské Housing Finance Corporation
which was available to all homebuyers in the state. Since only AHFC,

with appropriations from the state, could buy mortgages written at

_below-market interest rates, AHFC effectively became the only second-

ary lender in the state for all qualifying mortgages. AHFC uses the
Federal National Mortgage Association and Federal Home Loan Mortgage
Corporation‘ guidelines for underwriting standards, maximum loan
amounts, and ©property qualifications. Therefore, all mortgages
qualifying for the national secondary lenders also qualified for AHFC
purchase, and AHFC completely took over the market formerly held by
Federal National Mortgage Association (FNMAE) and Federal Home Loan
Mortgage Corporation (FHLMC).

Mortgages not qualifying for purchase by'AHFC, FNMAE, or FHLMC

have been purchased by the State Pemsion Funds. For imstance, mort-

‘gages for amounts greater than the $149,000 maximum allowed by FNMAE

‘guidelines or mortgages on nonowner-occupied homes will qualify for
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TaBLE 49. SOURCES OF FUNDS FOR HOHEOWNERSHIP N STATE OF AiASKA 1976-1981
(Dollats in Thausauds)
1981 (1st three quarters) ~ 1980
Number  Dollars Number - Dollars . Sh&te of Number  Dollars fﬂﬁmbet " Dollars Share of
Mortgage Morxtgage Mortgage Mortgage Mort. Pur. Moxtgage HMortgage  Mortgage UMortgage Mort. Pur.

. Source Held Held Purchase Purchase in State Held Held Purchase Purchase in State

State of Alaska: . . '
- . . ; ¢ ,

Alaska Housing Finance 19, 463 1,379,311 6,537 577,006 13,370 850,634 3,582 261,317

CRA-Nonconforming Loans . 290° 18,000 290 . 18,000 o - :

Veterans Loans . 4,030%  270,000% ¢ " 4,600% 300,000% 69 4,835

Permanent Fund ' - 80 10,400 - 80 10,400 - L :

Peasion Funds i 5,150 314,700 675 58,600 4,287 ' 263,000 690 62,400

State Mobile Home Loans 203 5,763 ‘ : 203 5,763 203 5,763
Municipal Houaing'nondn.
Commercial Banks’ k : ’

Single Family . 173,766 166,892

" Mabile HamgsAb 54,444 64,476

Mutual Savings Banks 64,500 . 64,000
Savings and Loan 6,565 211,789 6,062 224,602
Credit Unions : ' 43,956
Federal Nat'l Mortgage Assoc. 5,443 14 1,558 5,841 338,179 100 9,021
Federal Home Loan Mort. Corp. 3,194 # # 3,439 3% S 210
Bureau of Iﬁdian Affairs® : ‘ 70 1,230
Farmer's Home Administrationc 125 6,349 244 15, 287
Dept. Housing-Urban Develop. 154 65,122 604 55,148
Life Insurance Companies 5,300 5,300

Tatal ;

Closed and im-process loans.

Reservatlnna for Mitual Help snd Turnkey III Houses.
financiag fo: Mutual Help and Turnkey III houses,

*Estimated

YB1A Housing Geants.

HUD provides low~cost
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SOURCES OF FUNDS FOR HOMEOWNERSHIP .IN STATE OF ALASKA 1976-1981

(Continued)
1979 o ‘ C 1978
Number  Dollars Number - Dollars Sharve of . Number Dollars ~Number Dollars - -Share of
i Mortgage Mortgage = Mortgage Mortgage Moxt. Pur. . Mortgage Mortgage Mortgage Morigage - Mort. Pur.
Source S . Held _ Held Purchase - Purchase ~ in State _Held . Held - Puxchase Purchase in State
State of Alaska . v ’ S o . A
Alaska Housing Finance 9,013 496,500 2,940 . 189,967 ' _ 6,616 336,848 2,006 117,799
CRA-Nonconforming Leans ; O k . s , .
Veterans Loans : s 515~ 28,761 . R : _ 1,527 94,190
Permanent Fund ' s . o o : ’
Pension Funds 3,480 221,000 720 - 61,200 R 2,373 178,000 694 59,000
Municipal Housing Bonds 'f 469 42,400 . .
; . o 4
Commercial Banks : o
Single Family . o 175,500 ) 201,100
Mobile Homes - 82,422 L : 90,760
Mutual Savings Banks ‘ 69,000 e SR 70,990
Savings and Loan 4,656 230,735 : . i ] . : 4,259 241,988
Credit Unions : _ o - ‘ '
Federal Nat'l Mortgage Assoc, 6,302 363,965 . 820 70,468 o 5,976 319,883 1,811 142,047 '
Fed. Home Loan Mort. Corp. 3,885 L 432% 37,11 3,742 . 60,355
Bureau of Indian Affairs® T e8 2,927 - 122 1,500
Farmer's Home Administration ) 343 23,687 . 244 15,287
Dept. Housing-Urban Develop. 562 50,392 413 34,730
Life Insurance Companies : 6,200 SRR TR : B ‘ : » !

Total
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SOURCES OF FUNDS FOR HOMEOWNERSHIP IN STATE OF ALASKA 1976-1981
: (continpgd)

Source
State of Alaska

" Alaska Housing Finance
CRA-Nonconforming Loans
Veterans Loaas '
Permanent Fund
Pension Funds

ﬂunicipal‘ﬂéusing Bonas

Cowmercial Banks
Single Family
Mobile Homes»

Mutual Savings Banks
Savings and Loan
Credit Unions

Federal Nat'l Hoiﬁgage'Assoc.

Fed. Home loan Mort. Corp.
Bureau of Indian Afiairsb :
Farmer's Home Administration
Dept. Housing-Urban Develop.

Life Insurance Companies

Total

} | i f ] i
1977 : - 1976
‘Number . "Dollars Number Dollaté ' iShaxa'of ﬁumber Dollats Humber Dollars - Share of
Mortgage Mortgage Mortgage Mortgage = Mort, Pur. Hortgage Mortgage Hortgage Mortgage Mort. Pur.
Held Held Purchase Purchase — in State - Held Held Pirchase Purchase in State
4,923 248,900 2,448 122,665 3,756., 147,800 1,167 ,”52,888
' 1,139 56,886 X 849 43,121
1,813 136,000 687 . 58,400
197,500 176,200
85,350 72,000
58,000 : 62,000
5,235 237,653 4,909 204,433
4,842 744 44,921 4,782 701 39,592
3,437 26,225 3,564 ’
' 89 1,201 60 2,482
219 14,464 :
323 24,108 216 17,633

SOURCES: Federal Deposit Insurance Corp.; Federal Home Loan Bank Board, Washington, D.C.: and Seattle; Federal National Mertgage Assoc.,
" Washington, D.C. and Los Angeles; Federal Home Loan Mortgagé Corporation, Washington, D.C.; Department of Revenue, State of
Alaska; State of Alaska Division of, Loans and Veterans Affairs; Alsska Permanent Fund Corporation; Natiomal Credit Unions,
Wisconsin; American Council of Life Insurance Companies; Department of Community and Regional Affairs, Housing Assistance Div.;
Alaska Housing Finance Corporation; First Federal Savings snd Loan Assoc.} U.S. Department of Housing and Urban Development;

Bureau of Indian Affairs, and the U.5. Department of Agriculture, Farmers Home Administration.




purchase by the Pension Funds, but not by the other secondary lenders.
Unlike FNMAE and FHLMC, the market for mortgages purchased by the
Pension Funds was not altered by the initiation of the below-market

_interest rate programs.

The Department of Community and Regional Affairs Nonconforming
Loan Program and the Rural and Mobile Home Loan Programs at AHFC are
also mortgage purchase programs which do not use FNMAE guidelines.

Mortgages purchased under these programs can be made on properties

which, because of structural characteristics or location, would not

qualify under FNMAE guidelines, Mortgage loans on properties such as -

- these were, before the initiation of the loan programs, either held in
- the portfolio of state financial institutions, or the loans were never
originated.

The state', initiated a mobile home mortgage purchase program in
1980 which was turned over to AHFC with a portfolio of 200 loans worth
approximately $5,700,000. The mobile home loan program has been very
active at AHFC, purchasing over 1,100 mortgages since the program

began. Mobile home 1oan‘s. were, before the initiation of the state
’ loan programs, held in the portfolios of the primary lenders in the
state. For example, mobile home mortgages held by commercial banks in
the state fell from $82.5 million in 1979 to $54.5 million in 1981.

Though the role of the national .secondary lenders in Alaska
‘~,;effectively ended when the new state loan programs began in July 1980,
the national share relative to the state's share of the secondary
: mortgage market has been decreasing for the last six years. In 1976,
the two national secondary lenders held 53 percent, and the state held
47 percent of the mortgages in the secondary market. In 1980, the
national lenders' share was 29 percent, and the state's share was
71 percent. The relative number of mortgages held by the state and
the national lenders reversed themselves during the last six years

even though the yearly number of mortgages pﬁrchased by the state and
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the national secondary lenders did not change. The state, though, has
been purchasing between 4,000 and 4,500 loans per year, and the
national lenders have been purchasing approximately 1,200 per vyear
(see Table 50).

While the state has been increasing its portfolio of mortgages,

primary lenders in the state only increased their holdings of resi-

-dential mortgages by $43 million between 1976 and 1979. In 1976,

savings and loan institutions, commercial banks, and mutual savings
banks held, in residential mortgages, $515 million, which climbed to
$605 million in 1978, then fell back to §558 million in 1979, falling
further to $505 million in 1981.

During the same year that the below-market interestyrate loan
programs were initiated at AHFC, total secondary mortgage purchases b?
all buyers in the state fell by 20 percent, going from 5,850 in 1979
to 4,647 in 1980. Even though the new below-market interest rate
programs of the state took away the market from the national secondary
lenders (purchases fell from 1,250 in 1979 to 103 in 1980), the hous-~
ing market was so inactive in 1980 that state purchases only rose by
slightly more than 350.! (See Table 50.) '

In 1981, however, housing markets in the state became very active
(see previous section), and the number of mortgage purchases by state
agencies almost doubled, going from 4,650 in 1980 to 8,850 in 1981.
Although mortgage purchases by state agencies in 1981 were 112 percent
greater than purchases in 1979, total mortgage purchases iﬁ Alaska by
all secondary lenders increased by only 50 percent between 1979 and
1981.

1Purchases at AHFC rose by a greater amount than total state
purchases because the state's Veterans Loan Program was shifted to
AHFC in 1980.
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© TABIE 50. NUMBER OF RESIDENTIAL MORTGAGES PURCHASED
. | - BY SECONDARY LENDERS

1977 1878 1979 1980

National Secondary Lenders. 1,200 2,600 1,250 103

"Federal National Mortgage - : ‘ e
-Association : -

Federal Home Loan Mortgage
‘Corporation

State of Alaska - 4,274 4,225 4,175 4,544
‘Alaska Housing-Finance Corp. |
- State Pension Fuhds

VeteranS~Loan;Prog:am

NonéCoﬁfd;ming Loan Program

o - Permanent Fund

Municipality of Anchorage = . L 425

' Total Loans Purchased by N o : :
‘Secondary Lenders 5,474 . 6,825 5,850 4,647

SOURCES: See sources, Table 48.

-
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To sum up, the increase in loan purchases in 1981 by the state
was due to the following factors: (a) loans were no longer purchased
by national secondary lenders; (b) housing activity and total mortgage
~ originations went from an unusually low year in 1980 to an unusually
high one in 1981;2 (c) AHFC loan purchases increased more rapidly than
the state's involvement as a whole because the Veterans Loan Program
(which had been purchasing as many as 1,500 mortgages per year) was
turned over to AHFC; and (d) the state began to purchase mobile home
mortgages.‘

The state's increasing participation in the purchase of resi-
dential mortgages has been funded by a combination of state funds and
bond sales (see Table 51). During the last seven years, over one
billion, two hundred and seventy million dollars of state funds have
been allocated for the purpose of purchasing residential mortgages.
Added to the state funds has been an a&ditional $1,720 million raised
by the sale of bonds. The ratio of state funds to money raised by the
sale of bdnds has gone from 2.13 in 1976, down to 60 percent in 1979
and back to 58 percent im 1981. This ratio is expected to- decrease -
still further to 45 percent in FY 1982 because AHFC has restructured
its bond sales to be able to raise more bond dollars for each state
dollar used. This increased leverage of state dollars will allow for
an increase in the volume of mortgage purchases in FY 1982 for thé
same 1e§el;of state funds.

. ﬂuring FY 1981, the state imported $610 million from "out of
state" sources for mortgage purchases through bond sales at AHFC.
During the same périod, state funds of $353 million weie directed into
the purchase of residential mortgages. Of the total $963 millionm,
almost 92 percent was used for mortgage purchases through AHFC, Thé
State Pension Funds, the Permanent Fund, and the Nonconforming Loan
Program used the‘remaining $80 million,

2Fi fty percenﬁ higher than in 1979 and 30 percent higher than in
1978. o
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TABLE,51. STATE OF ALASKA FUNDS AND. BOND SALES
FOR OWNER-OCCUPIED RESIDENTIAL MORTGAGES, 1976-1982

(m1111ans)
State Funds ‘ ,5;'  SR - Bond Sales Total Fuhdé'
Veterans Persioh ‘ : . Permahent f   ’ -Totél Staﬁe
: Program Funds CRA Fund AHFC =~ Funds -
1976 43.0 80 . ‘.. 102 48 150
1977 . 56.9 8.4 e ERUIO 130 80 o 1210
1978  94.0 59.0 - S ees 154 182 336
1979 - 28.7 61.2 S [ 1S 100 169 269
1980° 4.8 62.4 1.2 39 © 106.6
S 1981° | 58.6 10 104 204 353 610° 963

1982 (budget)  60.09 40° 265 365 592 957
TOTAL 227.4  417.6 50 . 10.4 565.43 1,271 1,720.4 1,992.6

"Rows may not sum due to roundingv : ,

bAHFC changed fiscal years from November 30th to June 30th )

For year ended June 30. ‘ dProgected for 1982.

e

592 is bond ceiling, AHFC requesting additional 210.




The effects of the new loan programs at AHFC have been to sub-
stitute bond dollars for dollars raised through the national secondary
lenders and to increase the importance of the state as a primary
source of mortgage funds. Portfolios of primary lenders in the state
were not altered ~significantly by the new loan programs; dollars
invested in residential mortgages by primary lenders have been
decreasing in constant value dollars for several years, however,
. especially with .the high market intérest rates of the past two years.
Savings and loan institutions and mutual savings banks would probably
have increased their holdings of residential mortgages during the last
- two years if the state purchase programs had not existed. '

Homeowner equity was also substituted for state and‘ bond dollars.
Because of the reduced interest rates at AHFC during 1980 and 1981,
homeowners who seld a home and bought another had an: incentive to
withdraw equity d’ollars and substitute borrowed money for their own.
During the first twelve months of the program, the interest rates on
the total amount borrowed were below current market interest rates,
and, therefore, it would have benefited homebuyers‘ to borrow as much
~as possible and use lower downpayments. Since June 1981, the interest
rates at AHFC on amounts borrowed over $90,000 have beeﬁ higher than
market rates, and, therefore, homeowners no longer have any added
incentive to borrow more than $90,000.

To estimate equity withdrawal, wé took a sample from the Multiple
Listings Service, Inc., of homes sold in Anchorage in the first three
quarters of 1981. The 'averége sales price was §$105,000, and the
median homeowner equity was $40,000. During this period, the median
downpayment of persons financing homes through AHFC, who were also
previous homeowners, was $6,000. After allowing for selling and
buying costs, the median withdrawal of equity per previous homeowner
in Ahchorage was $24,000.
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Slightly more than 4,000 previous homeowners financed homes
~through AHFC during the period from July 1980 through October 1981,
and by using a more conservative figure of $15,000 instead of $24,000
to allow for lesser equity of homeowners outside of Aanchorage, total

withdrawal of ownper equity equaled at least $60 million.

- -The new loan programs caused substitution of state and bond
dollars for dollars from FNMAE, FHIMC, and financial institutions in
the state, and for equity dollars of  homeowners. However, total
mortgage demand would perhaps have been reduced by as much as one-half .

without the lower interest rates provided by the state loan programs.

_ Total home sales would have been reduced hy approximately one-
third (see previous section); assumptions would have increased to
perhaps 20 percent of sales; and homeowners would have increased their

equity financing, thereby reducing the total demand for mortgages.
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CHAPTER SEVEN
COSTS TO STATE GOVERNMENT

" During the sixteen-month period, July 1980 through October 1981,
the State of Alaska appropriated approximately $667.1 million in

‘support of its mortgage loan programs. Of this total, apprbximately

43 percent ($286.0 million) was in the form of transferred portfolio
assets (primarily the Veterans Program mortgage portfolio), with the
remaining 57 percent  ($381.12 million) in the form of appropriated
funds (Table 52). ‘

TABLE 52. ALASKA STATE GOVERNMENT APPROPRIATIONS
IN SUPPORT OF MORTGAGE LOAN PROGRAMS
© JULY 1980 - OCTOBER 1981°

thal Appropriations'(millions of dollars) .

Cash Portfolio of Assets Total

AHFC Programs

State Assisted Mortgageb o §312.0 $236.0 $548.0

. Home gwnershlp Assistance 2.5d - 50.0 52.5

Rural” ‘ 23.7 23.7

"Mobile Home : 18.5 18.5
DCRA Programs

Nonc¢onforming : | 24.4 = 244

TOTAL §381.1 $286.0 ' 3667.1

%Includes FY 81 and one~-third of FY 82 éppropriations.

bIncludes 1 percent veterans buy-down.

Includes Rural Housing Mortgage Purchase and Rural Nonowner-
Occupied: Purchase Programs. «

Includes $4.4 million in Rural Housing Bonds purchased by State
of Alaska. .
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The State Assisted Mortgage Program received the largest share of
these appropriations, approximately 82 percent, with $236.0 million in
assets and 35312 million in funds appropriated to it during the sixteen-
month period. The Home Owner Assistance Program was appropriated
$52.5 million, with most of it (96 percent'or $50.0 million) being in
the form of transferred portfolio assets. The two rural programs
- administered by AHFC and the one administered by DCRA, together,
received $48.1 million, all of it in the form of appropriated funds.
(This amount includes $4.4 million in rural housing bonds purchased by
the State of Alaska.) The mobile home program was appropriated $18.5

million, all of it in funds.

The state's appropriations in support of the mortgage locan pro-
grams, however, are ngt the same as the costs to the state. It is as
if  the state had appropriated funds to a single, special-purpose
housing agency and that agency had done two things with its méney.
First, it used its funds to buy a collection of income-earning assets.
Second, it used the value of its ﬁew assets to borrow against by going
into debt (i.e., by taking out loans secured by the assets). If the
agency were a profit-making organization, it would borrow at one rate
and lend at a higher rate. The difference between the two rates would
~be its profit. This is how a commercial bank operates. It borrows at
one rate (e.g., from its depositors) and lends at a higher, market
rate of interest. The difference between what it pays its depositors
in this example and what it receives from its loans is equal to its

profit (after all operating costs are deducted).

Since our hypothetical housing égency was created to subsidize
homeowner mortgages and not make a profit, it does just the reverse.
It uses its appropriation to buy assets (i.e., homeowner mortgages) at
a lower rate and borrows at a higher, market iate of interest. The
difference between the market rate and the subsidized rate is the
equivalent of a profit-making organization's "losses"; and the present
value of these losses, over the lifetime of the 1oéns, equals the cost

of the hypothetical housing agency's program to the state.
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The present value of the difference between the market interest
rate at which the state borrows and the subsidized rate at which it
lends is. the minimum cost to the state of its housing programs.
Actual. appropriations required, however, are also affected by the
efficiency with which the programsrarermanaged. The more accurately |
the programs forecast their average life of loan or better control
their cash flow, the smaller the appropriation required for each point

of interest subsidized.

: During the sixteen-month period, July 1980 to October 1981, the

“largest program was State Assisted Mortgages (accounting for about

85 percent of all mortgages purchases). Both its interest rate dif-

ferential cost and appropriation requirements per point of interest

subsidy showed significant changes. Table 53 illustrates the range of

interest rate differentials experienced by this program during the

.sixteen-month period and how state costs were affected.’

TABLE 53. STATE ASSISTED MORTGAGE PROGRAM COST
UNDER DIFFERENT INTEREST RATES
(Average Mortgage Amount of $88,500
. And Life of Ten Years)

Interest Average
Differential Cost to State

Sixteen-Month Average . 4.18 - $17,800
Sixteen-Month High . 7.036 26,400
Sixteen-Month Low | , .25 , 1,300
Long-Term Average 3.00 - 12,900

SOURCE: Estimated by the Institute of Social and Economic Research.
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The lowest interest rate differential during the sixteen-month
period occurred as a result of the July 1980 bond sale. Federal law
at that time allowed the issuance of tax-exempt state bonds to support
housing programs. The subsidy was Set at a rate of 10 percent for the
first $90,000 and the tax-exempt bonds went at 10.25 percent. To buy
down the spread of 0.25 percentage points cost the state $1,300 on an

average mortgage of: $88,500. By October 1981, the situation  had

totally changed. The state was no longer allowed to issue tax-exempt
bonds for housing programs, and AHFC had to compete in the general
bond market, at market rates of interest, for its money. At the same
time, national demands for funds, coupled with a restrictive monetary
policy by the Federal Reserve Board, had pushed interest rates to an
all-time high. The net result was that the state had to pay a 19.41
percent rate at its last bond sale. The subsidized rate was set at
12.375 percent (By a ~f§rmula adopted by the legislature), and the
interest differential had climbed to 7.036 percentage points. = The
costs to the state of buying down those 7.036 points for the same
$88,500 mortgage discussed earlier had climbed to $26,400.

Over the sixteen-month period of the study, the average buydown
was a differential of 4.18 points, at a cost of $17,800 for an average
$88,500 mortgage. Under the formula adopted by the legislature, the
interest rate differential will be adjusted over the next several bond
sales until a stable spread of 3 points is reached. At this long-term
rate spread, the average cost to the state of the buydown subsidy will
be 312,900 for an average value mortgage of 5$88,500.1

While the rise in the subsidized point spread was driving up the

costs to the state, AHFC was gaining experience improving its funds

management and requiring lower appropriations for the buydown of each

point of interest rate. Table 16, Chapter One, reports state appro-

priations as a percent of total funds for each percentage point buy--

down of the interest rate. Between the last half of 1980 and the last

1An average loan life of ten years was used for all calculatioms.
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half of 1981, the ratio fell by about 40 percent. This implies that
AHFC can now operate at the same level, incurring the same costs and
obligations as it did a year ago, with only about 60 percent of the .

appropriation level it then required.

Table 54 uses sixteen-month averages to compare the costs of
Alaska's several mortéage purchase programs. As already discusséd,
the State Assisted Mortgage Program was largest in terms of both
number of mortgages purchased (63 percent) | and  costs to the state
(62 percent). The Veterans Program adds an additional point to the
buydown; during the sixteen-month period, this iﬂcreased state costs
by about $4,400 for each average §$88,500 mortgage purchased. This
program accounted for about 19 percent of mortgages purchased and

23 percent of the total costs to the state.

The Home Owner Assistance Program is targeted toward the state's
low-income population and offered the largest point buydown of any

program, 9.05 percent. This resulted in the highest average cost to

the state of each mortgage purchased: over $26,000, even with an

- average mortgage value of only $63,400. The size of the program,
however, was small, and it accounted for only 7 percent of total

mortgages purchased and 10 perc‘ent of total costs to the state.

The rural programs administered by AHFC and DCRA, together,
account for about 4 percent of both total mortgag\es purchased and
costs incurred by the state. The two agencies had different adminis~
trative prbocedure.s, however, and AHFC bought down rural Amortgages by
6.3 points on the average, while DCRA bought them down by only 4.18
points. As a result, the buy-down cost of an average rural bmortgage
of $68,000 was $20,IOO in the AHFC administered programs and $13,600
in the DCRA administered program.

All together, the State of Alaska incurred about $200 million in

costs buying down the interest rates (by point spreads which varied by
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TABLE 54.; COST OF MORTGAGE PURCHASE PROGRAMS TO STATE OF ALASKA
' JULY 1980 = OCTOBER 1981

‘Avefagev" " Average Interest Avérage

Total Cost to State

’lLoan'Amounté - Differential Cost to State Nﬁmberﬁdf Loéns (millions of dollats)'
AHFﬁ‘Ptograms . | | |
State-Assisted - e ’ ' ,
Mortgages . §88,500 - 4.18% ; ', : $;75800 : o 6,9?8 $124.4

Veterans Loans 88,500 5.18% - 22,200 2,071 46.0
ﬁome Owneréhip . | ‘ ‘ | -  ‘ | - . -
Assistance ' 63,400 - 9.05% . 26,200 733 19.3

o Mobile Homes 23,500  4.18% 4,800 8 4.3

'“2 Rural Housing® = 68,000 | | 6.3% ’20,160 e 213 4.3

2 DCRA Programs

Nonéanorming'Loans 68,000 R 55 T SR | 13,600' | : ' 200 ‘2.? c
TOTAL | B T R R - D 11,096

aAverage life of mortgage assumed to be ten;yeérs.
’ bDifferentiél interest cost only. No adJustment made for d1fferent residual
principal values at end of mortgage life. :

“Includes both‘Rural Housing Mortgage Purchase and Rural NOnowner—Occupied
Purchase Programs. : : : «

SOURCE: Estimated by the Institute of Social and Econdmic Reseérch.
N il BB
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program) over the sixteen month study period. As a result, approxi-
mately 11,000 households in the state purchased homes at less than

market rate mortgage interest costs.

The présent value of the interest subsidy to the homebuyer varied
not with the size of the state's interest buydown, however, but with
the differential between his mortgage rate and the mortgage rate
available through private :lending institutions. These values are

given in Table 55.

The value to the homeowner of the interest subsidy under the
State Assisted Mortgage Program during July 1980 was §12,150; by June
of 1981, the subsidy's value had climbed to $25,600, after which it
began declining under the formula adopted by the legislature. The
present value of the subsidy to homebuyers is currently about $17,000
(for an avefage mortgage amount of 388,500) and will decline to a
value of about $13,000 when the stable buydown of three points man-

dated by the legislative formula is reached.

The cost to the state in July 19807wés only about $§1,300 for a
homeowner's subsidy value of around $12,150 on an average mortgage
- amount of 588,500. The difference between the state's costs and the
homebuyer's subsidy was the cost incurred by the federal government in
giving tax-exempt status to the state's housing bonds. By the end of
the study period, the tax-exempt status of housing bonds under federal
law had been eliminated, and it cost the state ahout,$26,400 to pro-
duce a subsidy to homebuyers of about  $16,950. This occurred for
several reasons. The removal of federal tax-exempt status from hous-
ing bonds increased state costs enormously since the state had to
absorb the total costs of the interést rate buydown. At the same
time, interést rates in natiomal bond markets, where AHFC was ob-

taining its money, were reaching new highs.
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"~ AHFC

 TABLE 53, PRESENT VALUE OF INTEREST SUBSIDY TO HOMEBUYER®

- Average - Sixteen- ~ Sixteen- . Sixteen- -
Loan Amount = Month Low  Month High Month Avg.

State Assisted
- Mortgage and : - ' o L '
Pledged Account $88,500 $12,150 S $25,600. $19,000°
Program ‘ i - o

Veterans Loan : - : .
Program o . 88,500 - _17,150 29,400 23,200

" Home Ownership -~ 63,400 21,050 28,850 26,900

- Mobiie,Hbme ... . 23,560 . 3,400 . 6,350 o 5,000 _:;é:

. Rural Housing ~  ~ 68,000 14,000 23,400 21,000

‘CRA

i
: . !
- i g " ot

‘Nonconforming Loan - ° 68,000 -~ 9,850 19,900 14,400

3Calculated from the following: Cl ’ » N

- (1) Ten year mortgage : A
~(2) 7/80 FNMAE Rate =~ 12.807; AHFC Rate 10.0 ' L -
(3) 6/81 FNMAE Rate - 16.3; AHFC Rate 10.0 —
(4) 10/81 FNMAE Rate =~ 16.5;  AHFC Rate 12.375 b
(5) 7/80 - 10/81 Average FNMAE<Rate - 15.4; Average AHFC Rate - 10 88?f

SOURCE: = Calculated by ISER.
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This was a short-term phenomenocnr and could not persist. Sub-
sequently, bond sales by AHFC under the new legislative formula began
moving the State Assisted Mortgage Program to a stable buydown of
three interest rate points. - At that time, the value of the subsidy to

homebuyers and the costs to the state should be about the same.

However, the cost to the state will al.wéys be determined by its
cost of borrowing money, while the homeowners' subsidy will always be
determined by the cost of borrowing money by other secondary mortgage
‘institutions such as FNMAE. Because the national institutions have
- portfolios which are both larger and less geographically concentrated,
they will probably be able to obtain funds at approximately three-
quarters: to a point lower than AHFC.. This would imply a permanent
difference of the cost of buying down three-quarters to one pdint
between the present value of the subsidy to homebuyers and the pro-
gram's cost to the state. If this occurs, it may become more effi-
cient for the state to ,buydown‘the FNMAE rate than to intervene in the

state's secondary markets directly.
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Forecast Nnmber
and Value of

State Mortgages L .| PpaRT4
|  FUTURE FisCAL

‘ ~ o | ~ IMPACTS
- . Analyze Alternative L S

Future Scenarios

. The purpose of Part 4 is to assess future fiscal impacts in terms
. of the number and value of state mortgages and their implica-
tions for appropriations. This is done by using population,
- income, interest rate, and household size trends to project total
- future home sales and state mortgages for 1986 and 1980. -
" After using these projections to illustrate potential state appro-
‘priation requirements, the volatility of the forecast to unfore-
- seen. national market shifts is discussed in terms of forecast
" ranges of probability. The analyses and findmgs are presented
in the followmg chapter

Chapter 8: The Flscal Impact of Alaska’s Housing
" Programs
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CHAPTER EIGHT
THE LONG TERM FISCAL IMPACT OF ALASKA'S HOUSING PROGRAMS

‘Ihtroduction

This chapter -focuses on the long~term fiscal impacts of the
state's housing programs. Up to this point in our study, we have
described how the housing programs work and have assessed their
effectiveness and hoﬁ they ‘directly amd indirectly -impact both the
housing market and the financial markets which finance housing in
Alaska. The chapter immediately preceding ascertained the costs the
state bears as a result of operating these programs. Our task in this
chapter is  to draw upon this knowledge of how the state's housing
programs. currently affect the Alaska housing market and to project the
fiscal deﬁands the programs will~impose upon the state over the next

ten years should the programs continue as currently structured.

~To prepare such a projection or even avraﬁge-of projections is a
-most ambitious undertaking. It involves projecting not only future
- levels -of -economic’ activity in Alaska and the resulting population
‘growth but also the formation of new households in Alaska, the future
mix of housing choices (i.e., to rent or own a house, condominium,
‘duplex, etc.), the future price and supply of housing, the abilities
of people to buy the'houéing'of their choice, and the share of the
Alaska housing market the state's programs will finance. Obwviously,
substantial uncertainty. afflicts - each of these required projections
‘and the results of our projections can only be interpreted with a full
appreciation of these uncertainties. We make every effort to subject
each ‘projection to rigorous statistical tests and&professibnal judg-
-ments. - Nonetheless, the projections which follow -can only be  viewed
as approximations of the magnitude  and range of possible fiscal
impacts the programs will impose upon the state over the next ten
years. -
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This admonition of precaution is not to suggest that the projec-
tions which follow are of no value. Quite to the contrary, we regard
the approach employed as the most appropriate way the state can assess
its financial liabilities. The methodology designed produces projec-
tions which systematically incorporate checks and balances and explic-~
itly identifies each major wvariable and the assumptions on which it
was constructed.  If experience or better .information proves these
_assumptions to be. in erfor, the effect of the error on the final
housing demand  projection can be systematically traced and adjusted

and a revised projection prepared.

Hethodo.logz-

The principal task at hand‘ is to project total mortgage demand in
Alaska to 1990 and to estimate the market share state housing programs
will finance and at what total cost to the state. Although the de-
tails of preparing the mortgage demand forecast and the fiscal impact
assessment become somewhat technical, the logic required to produce -
them can be. simplified and explained in a step-by-step. sequence.
‘Figure 6 displays the seven major tasks we have undertaken to produce

our -assessment of the fiscal impacts of the state's housing programs.

The first four tasks are essentially interdependent. For each
year of the forecast, they address the questions: how many households
are in Alaska; of those households, how many are lik.ely to move or
change their housing; what determines people’'s housing choices; and
can people afford the housing of their choice. ' The fifth task exam-
-ines the current condition of Alaska's housing market and the sources
of housing finance and estimates (assuming current program policies
persist) the market share the state's housing programs will under-
write. Based on the  analysis of costs the program imposes on the
state conducted in Chapter Seven, an estimate of the housing‘programs’
total fiscal impact is then estimated. The final task analyzes how

the projections would change if interest rates were to fluctuate.
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FIGUREG. ArMETHODOF‘PROJECT]NG MORTGAGE DEMAND
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Unfortunately, for us as researchers, the work required to
perform each task shown in Figure 3 is not as simple as the above
description might suggest. Unfortunately, for the reader, to under-
stand the results of our analysis requires a more thorough explanation
of how we actunally perfprmed each task, the assumptions we made, and
- the conclusions we reached. Hopefully, the following pages,  once
carefully read; will enable the reader to understand and critically

judge our methods and the results we have produced.

Task 1: Project Population and the Number of Households

To be able to get to the point of projecting mortgage demand, we
first need to be able to project the demand for housing, be it single-
family, multifamily, a duplex, or mobile home. We do this by project-
ing population growth and composition and household formations. We
assume each household: needs  shelter and, thereby, represents addi-
tional housing requirements.  Subsequently, in Task 2, we separate

housing demand into the demand for owner~-occupied housing.

Table 56 presents two sets of projections of Alaska's population
to the year 1990, each of which includes the projected number of
households- and the average household size. These projections were
prepared by the Institute of Social and Economic Research through the
use of its computer model of the Alaska economy, referred to as the
MAP model. We selected a high and a low development scenmario in an
attempt to estimate the likely range of economic development which may
occur in Alaska. Appendix A details the different economic assump-

tions which went into our low and high development cases.

The MAP model generates both economic and demographic data.
Increases in economic activity in Alaska stimulate population in-
migration with concomitant effects on the state's population composi-
tion. Thus, Alaska's total population in 1990 under the high develop-
ment case is projected to be 562,488 compared to 503,232 residents in
the low development case, a difference of some- 59,000 people and

20,000 households. The main difference between the two scenarios is
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that the high development case assumes the construction of a natural

gas pipeline, which explains the rapid increase in population growth

f:om 1985 to 1987.

TABLE 56. PROJECTIONS OF ALASKA'S POPUL%TION\AND
NUMBER OF HOUSEHOLDS

High Development Case

1980-1990

Low Development Case

Population Householdsb'HH Size® Population Householdsb HH Size©
1980 400,457 131,463  2.933 400,457 131,463  2.933
1981 412,395 135,789 2.926 , 410,320 135,229 2.924
1982 428,825 - 141,264 2.923 - 425,440 140,472  2.920
1983 444,492 147,015 2.918 : 436,268 144,728 2.908
1984 463,274 153,670  2.911 - 446,033 148,731 2.894
1985 498,151 164,912 2.921 » 460,344 . 153,936 2.886
1986 . 531,933 - 176,387 2.919 474,491 '159,265” - 2.875
1987 545,304 182,636 . 2.892 482,066 163,074 2.854
1988 547,669 185,727 - 2.857 491,274 - 167,469 2.835
1989 558,208 190,980 2.833 v 498,962 171,419 - 2.815
1990 562,438 194,444 . 2.804 - 503,232 174,458 2.790

3The low case is created by subtracting an assumed Northwest Gasline
impact: from the railbelt low case.  The high case is based on the moderate

case in the railbelt study.

bHousehold estimates are adjusted to reflect 1980 census results.

quarters.

People in households per housing unlt ‘Excludes persons in group

SOURCE: Alaska Economic PrOJectlons for Estimating Electr1C1ty Requlre-‘

ments for the Railbelt,

Goldsmith and Porter, 1981.
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In the high development case, housing demand increases on the
, a#erage about 6,300 units per year in contrast to the low development
case in which housing demaﬁd grows at approximately: 4,300 units per
year. Thus, while it is apparent that actual rate of economic growth
will significantly affect housing demand in Alaska,‘we project housing

- demands to increase some- 4,000 to 6,000 units per year.

To provide a point of comparison, Figure 7 contrasts our two sets
of projections for the 1980s to the actual changes which occurred in
Alaska in the 1970s. Iﬁ summary, in our high development case, total
population grows at a faster rate than it did in the 1970s, while in
the low development case, the rate of growth is somewhat slower,

although still substantial.

Figure 4 also illustfates an often overlooked change which
occurred in Alaska throughout the past decade, which dramatically
affected the demand for housing--that is, that the ﬁumber of house-
~holds in Alaska increased at twice the rate that the 'popﬁlation
~increased. The influx of young adults with no or small families,
rising divorce rates which divided one household into two, and con-
. tinuing the decline in birth rates, all combined to generate a rapid

rate of growth in household formationms.

Although we project the rate of household formations in the 1980s
to continue to exceed the overall rate of population, we do not expect
the difference between the two rates to be as great as they have been.
The explanation for the narrowing of the different growth rates is
twofold. One reason has to do with the sizé of the population by age
group, and the second has to do with changes that affect household

formations within a particular age group.
Without going into lengthy detail, the effect young inmigrants

have on the overall population declines in relative importance (sta-

tistically) as the resident base of the population increases. Also,
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e FIGURE 7 A COMPAR!SON OF THE RATE OF CHANGE IN POPULATIQN NUMBER OF HOUSEH@LDS

“AND- AVERAuE HOUSEHOLD SIZE 1970-80 AND 1980-90

60 o

v

30 4 . KEY:

S

| 197080 Actual

Z /1 1980-90 High -
(£Z) Development

SRl 1980-90 Low
SR Development

04| V¥ &4

N\NNAANANANSRNN

=200 4 B ., : - Number of . : _ Average Size
Population ‘ " Households - .of Household

211



there are limits to such things as the decline in birth rate and the
rise in divorce rates, and we have incorporated these limits, based on

national trends and research into our model of household formations.

Having projected net increases in housing demand, the next task

is to estimate housing mobility or the total number of households that

change housing.

Task 2: Estimate Housing Mobility

‘In this task, we estimate the number of households that will be
in the market for housing. These include households moving to differ-
ent housing within the state, newly formed households looking for
housing for the first time, and in-migrating houéeholds. We classify
the first group as movers and the other two groups ‘as new-to-the-

" market households.

The size of each group is a function of the age distribution of
: the_heads of households, primarily because age serves as an indicator
of life cycle changes. These changes include‘suth‘things as changes
in family size and composition, empioyment, incomé,'and wealth. Thus,
it bécomes essential to project not only the numﬁer,of households but

~.also the age of heads of households.

Table 57 projécts the age distribution of household heads. The
projection incorporates both the effect of aging of the resident
population and of age shifts resulting from thé out-and-in-migration
exchange. © The effects of development on the age of household heads is
‘demonstrated bj comparing the 1990 age distribution of the two devel-
~opment cases.

Percentage Distribution

Age of Head 1980 1990 Low Case 1990 High Case

< 24 .114 .108 .115
. 25-29 179 .141 .160
30-55 .555 .583 .573
55 < .153 .168 .151
Total 1.000 1000 - 17000
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| TABﬁE 57. PRQJECTED NUHBERS OF ALASKA HOUSEHOLD HEADS BY AGE
: : 1980-1990 ‘

Age of Household Heads -

ER . - . Total(s)
Year <24 < 25-29 30 - 55 55.4 ' ‘
v _ ;
__gh Development Case o
1980 15,011 . 23,300 - 73 001 20,151 131,463
1981 . 15,666 22,999 - 76,113 21,009 135,789
1982 16,811 23,239 79,350 21,862 141,264
1983 17,907 : 23,756\_ 82,635 22,715 - 147,015
1984 19,283 . 24,680 86,131 23,575 153,670
~ 1985 - 22,648 - - 27,042 90,689 24,&49, ~ 164,912
1986 25,648 29,798 95,504 25,347 176,387
1987 25,405 . 31,167 99,786 26,277 182,636
1988 v23,686 31;265-’{ 103,525 27,250 . 185,727 .
1989 - 23,467 31,527 107,710 28,276 = 190,980
1990 . '22;4101;;.v31,137i;;.-111,471J: 129,364 - 194,444
. Low Be?elopﬁent Case
1980 - 15,011 23,300 73,001 26,151 131,463
1981 15,386 22,839 75,993 21,009 - 135,229
1982 - 16,472 - 22,970 - 79,167 = 21,862 . 140,472
1983 .. 16,888 - 23,039 82,085 22,715 . 144,728
1984 17,143 23,105 84,907 23,575 148,731
1985 ~18,002 . 23,545 87,939 24,449 - . 153,936.“
1986 18,804 24,119 90,995 25,346 159,265
1987 18,738 264,312 93,747 = 26,276 163,074
1988 19,039 - 24,599 - 96,584 27,248 - 167,469
1989 19,119 24,751 99,280 . 28,270 171,419
1990 . 18,794 24,6100 101,710 29,351 = 174,458

SCURCE: - Based on moderate and low scenarios in Goldsmlth and Porter
(1981) 1980 figures are estimates derived from the census
" and are used ta adJust scenarios. :
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To estimate the total flow of in-migrating households, we first
estimate the number of households migrating from Alaska and add this
number of households to the net increase in households. Again,
because of the importance of the age of the household head, we make

all of our projections by age group.

Table 58 estimates the annual out-migration rates for Alaska
between 1970 and 1978, and compares these rates to a study conducted
in Anchorage and: te other selected national rates. = Although the
outvmigration' rate we have estimated is lower than the Anchorage
study, it appears to be within the range of the country's overall

moblllty experience

TABLE 58. [ESTIMATED RATES OF ANNUAL OUT-MIGRATION
FOR ALASKA AND THE UNITED STATES
-BY AGE OF HOUSEHOLD HEAD

Annual Rate of Qut-Migration

Alaska Estimates U.S. Actual€

Age of 2 b -
Household Head 1978 Survey High Low
18 - 24 .11 .25 .16 .08
25 - 29 ‘ . .07 .18 .13 .07
30 - 55 ’ .05 .11 .05 ‘ .03
55 < ‘ | .06 .10 .02 .01

?The 1978 estimate is the 1970 population survived to 1978 minus
the 1978 population living in Southcentral Alaska in 1978 (Alaska
Public Survey) who 1lived in Alaska in 1970, divided by the eight
years, the dividend of which is expressed as a percent of the 1970
survived population.

bThe "Ender Survey" of 1978 reported the share of household heads
with plans to move in 1978. The Opinions of the Anchorage Citizens on
Local Public Policy Issues, 1977.

“The rate reflects the proportion of total households which moved
in 1979. The high estimates include all movers, except for those
moving within the same SMSA. The low estimates exclude movers whose
origin and destination are outside an SMSA. From U.S. Dept. of Com~
merce, Geographical Mobility: March 1975 to 1979, 1980.
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By applying these rates of out-migration to the projected numbers
of Alaska ‘household heads by age in Table 57, we. can -estimate the
total number of out-migrating household heads by age. Similarly, by
. deducting this number of migrants from the precéding vear's projec-
tions, we, in effect, estimate théfnumber of in-migrating households
by the age of the head of the houséhold.» These estimates are shown in
Table 59.

The major determinants of mortgage demand are the demand for
housing and the household's housing choice decision, i.e., the type of
housing--single~family, multifamily, duplex, or mobile home--chosen

and whether to own or rent.

it is important to remember that mortgage demand is influenced by
the total demand for housiﬂg; not simply the demand for new housing
units. ~While the increase in the housing stock is an-important con-
cern, total demand includes not only the increased demand generated by
increased population but also by the turnover of existing owner-

occupied housing.

Although the growth in  total population and the‘demand'for new
housing‘receive‘the greatest attention, as mentioned earlier, there
are other equally important changes which affect the demand for hous-
ing. Even in a region with a stable level of population, the popu-
lation is not static. Children age and form their own households;
families grow and require mbre“living space; and adults age and move
in with families or into nursing homes. These changes are often
referred to as life-cycle changes. Table 60 illustrates the effect of
life-cycle changes on the probability of owning a home. Each of the
variables shown in ﬁhe table reflects a significant'élement of life-
cycle change. As the demographic characteristics of our projected
population changes over the decades, the probabilities of homeowner-
ship shown in Table 60 enable us to estimate the incidence of home-

ownership in each year.
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' TABLE 59. ESTIMATES OF THE TOTAL NUMBER OF HOUSEHOLDS
MIGRATING TO ALASKA BY AGE OF THE HOUSEHOLD HEAD
1981-1990%

Age of Household Heads

Year - < 24 25 - 29 30 - 55 55 <

High Development Case

1981 1,884 1,777 3,912 1,168
1982 2,272 - 2,047 4,283 - 1,218
1983 2,382 2,068 4,446 1,267
1984 2,690 2,281 - 5,129 1,317 : o
~1985 . 4,181 = 3,523 . 6,691 . 1,366 s
1986 . 4,310 - 3,506 5,936 1,417 o
1987 2,720 2,043 - 4,934 1,469 : o
1988 1,708 . 1,257 = . 4,478 1,523 '
1989 2,318 ¢ 1,927 5,168 1,579 r
1990 1,750 1,465 - 5,464 - 1,639 e
- Low Development Case f*
. [
1981 1,695 1,618 3,817 1,168
1982 2,186 1,990 4,268 1,218 ‘ L
-.1983 1,883 1,649 4,157 1,267 e
1984 1,806 1,553 4,224 1,317
1985 2,190 1,873 4,604 1,367
1986 2,243 1,877 4,737 . 1,418
1987 71,776 1,440 4,526 1,470
© 1988 1,950 . 1,607 4,782 1,524
1989 , 1,813 1,481 4,812 1,580

1990 1,533 1,238 4,751 1,639

2The estlmates are based on the replacement of out~
mlgrants plus net migration.




TABLE 60. HOMEOWNERSHIP EQUATIONS

Constant . | : .345

Female Household Head o -218 ' (13.295)

Familvy Size

3 = S members L0790 ' ~ { 3.986)

6 or more members E 191 : ( 4.840)

S26 . .. Ceg3@ . (20.571)
Us0-sso . am o (6.986)

5S¢ . L. 8- . .7

Tenure
Less than one year residency = -.272 , (40.323)
‘=~Number of owner occupied households

R2 - | : . 19.9

Ender's 1978 Anchorage Survey.
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Having separated our projected households into two groups--in-‘

migrating households  and resident households--both by the age of the

household head, we can estimate the incidence of homecwnership by the

length of residency and age of household head. These probabilities
are based on the equations in Table 60. They isolate the effect of

residency and age by assuming the other characteristics remain at

their 1980 levels. Table 61 reports our findings. In all age cate-

gories, the incidence of homeownership is greater among residents than

in-migrants, particularly in the younger and older age categories.

Table 61 confirms and clearly demonstrates the importance of distrib-

uting household heads by age and of separating: in-migrants from

residents.

By applying the incidence of homeownership by age of household
head to our projections of the total number of in-migrating households
- (Table 59) and to the projections of the resident households (the
difference between Table 59 and Table 57), we can project the increase
in the number of homeowners and first-time homeowners who are new to
Alaska's housing market (Table 62).

You will note in reviewing Table 62 that even in the low develop-
ment case, the number of additional homeowners increases by over
2,200 households each year. Reviewing survey research results over
the past few years, combined with our knowledge of the incidence of
homeownership by length of residency, we estimate that approximately

.44 percent of all household heads who leave Alaska owned a home.

Thus, Table 62 also shows the estimated flow of homeowners leavingA

Alaska over the next ten years.

As mentioned earlier, because in-migrating households have a

lower probability of being homeowners than out-migrants, the net

exchange in many vyears results imn fewer homeowners coming in than

leaving. This occurs despite the fact that the actual number of

people projected to move to Aiaska is greater than the number leaving
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TABLE ' 61. AN ESTIMATE OF THE INCIDENCE OF HOMEOWNERSHIP
‘ IN ALASKA BY LENGTH OF RESIDENCY

Léngth of Residency in Alaska

‘ ‘ More than Less than
Age of Head One Year. One Year
-of Household . (residents). (in-migrants)

<24 .85 .013
25 - 29 540 .268
30 - 55 | .687 | .415

ss< . .5% S L322
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TABLE 62 PROJECTED -INCREASES IN THE NUMBER OF HOMEQWNERS
- AND FIRST-TIME HOMEOWNERS. 1981-1990%

No. Out- " No. Im - " Ne. " No. Resident - Total No. -

Add'1l No. "Migratin ‘ Migrating . Discont'd’ ist Time 1st Time
Year: - Homeowners " Homeogwners Homebuyers Homeowners® Homebuyers - Homsbuyers

High Development Case

1981 2,701 3,238 2,499 ' 600 - 4,060 4,832

- 1982 e 2,805 3,364 . 2,748 S 626 - 4,117 . 4,988
1983 3,261 3,487 . 2,838 ' 653 4,563 5,463
1984 3,461, 3,634 . - 3,199 . 678 4,574 . 5,588
1985 . . 4,704° - 3,807 .- 4,215 705 5,001° - 6,337°

1986 - 6,4035 4,117 3,915 - 734 o 7,340% -+ 8,581%
1987 5,792 4,431 3,104 766 o 7,885% - 8,869°%
1988 ' 3,307 4,568 2,701 795 5,969 - 6,825
1989 . - 3,012 4,608 3,199 825 5,266 6,260
1990 2,922 4,721 . 3,212 856 ' 5,287 6,305

- Low Developmént Case

© 1981 . o o 2,581 < 3,250 k 2,516 ' 5?7 ) 3,912 o 4,677

1982 oz, 7000 - 3,360 - 2,724 S 622 v 3,938 ¢ : 4,802 R
1983 - 2,858 ' 3,476 . 2,598 697 v 4,383 - .. . 5,207 '
1984 2,572 3,578 2,615 _ 673 4,208 5,037

1985 . . o . 2,778 : 3,673 . 2,881 - 897 4,267 - 5,180

1986 _ 3,106 . 3,805 . .. 2,955 . 723, . 4,679 - 5,616

1987 . 2,817 3,939 2,760 : 798 : 4,744 : 5,619

1988 2,591 4,020 : 2,832 . 776 " 4,453 5,382

1989 L 2,613 : 4,129 2,927 801 : 4,616 v 5,544

1990 S 2,283 - 4,220 2,852 829 : 4,482 o - 5,386

®Technical Note: The number of additional homeowners (column 1) is equal to the number of ih-migrant homebuyers
. {columan 3) plus the number of residents, first-time homebuyers (column 5) minus the number of
out-migrating homeowners (column 2) and minus the number of discoatinued homeowners. (columa &4).

' bThe number of out-migrating homeowners is computed @.44 of all migrating.'

: ’cDiscontinued homeowrers include homeowners who die and those who. transfer to
other housing such as nursing home.

: ':detal numbet of first-time homebuyers includes resident fiist-time~homebuyers
~ plus: .317 of the in-migratiang homebuyers. ' This ratio is derived from AHFC records.

*Ta- our judgment, this surge in first-~time home purchases, triggered by :he'po:ential ‘
construction of a natural gas pipeline, will be significantly reduced by supply constraiats
which could limit the growth by as much as 30 percent of the prior year's experience.




the state. How is it then that we project substantial annual increase
in homeowners each year? The answer is that we have a sizable number
of resident Alaskans who will be forming households and seeking to own
a ‘home for the first time. Referred to as resident, first-time home-
buyers, column 6 of Table 62 shows that the projectéd number of these
resident, first-time homebuyers constitute a larger group than either
the incoming homebuyers or the total net increase in homebuyers. The
last column adds to our resident, first-time homebuyers the proportion

of in-migrants who will also be buying a home for the first time.

Task 3: Determine Effective HousingﬁDemand

The reason we go to such lengths to identif& first-time home-~
- buyers is that our research suggests that existing homeowners have
'enoﬁgh equity in their homes to be‘able to gqualify for buying a dif-
ferent home; whereas first-time homebuyers do not have the "home
equity" equivalent and cannot be assumed to be able to afford # home.
Therefore, we assume that all households who already own a home either
as a resident or as an in-migrant household will be able to secure a
mortgage; whereas first-time homebuyers may not have sufficient equity
or income to afford a home. In the following pages, we examine the
conditions under which potential first—time'hpmebuyers actually would
be able to afford to own a home and should, therefore, be regarded as

part of the effective mortgage demand.

Table 63 takes the total number of potential first-time home-
buyérs projected in the precediﬁg table and divideskthem into‘two,
geographic groups, urban and rural. We assumed that the urban-rural
‘split of in-migrants would remain constant at a 91-to-9 allocation and

~of new homeowners would remain constant at a 95-5 allocation. The

- projected share of employment growth in rural areas. is higher. This

allocation assumes (1) a large share of these jobs allow workers to
live away from their jobs, such as at Prudhce Bay; (2)fewer new rural
households are homeowners; and (3) a portion of the increase in jobs

are taken by existing population. For our purposes, we have defined
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TABLE' 63. AN ESTIMATE OF THE POTENTIAL NUMBER OF
 HOMEBUYERS WHO ARE NEW TO THE ALASKA MARKET,

1981 - 1990
- ‘ Number
Number First Time Homebuyers , In-Migrant Prior. Homeownersa
"Year . Total ' Urbanb' Ruralb o Total ~  Urban® ‘Rural
High Development Case - '

1981 4,832 4,590 - 242 : 1,707 - . 1,553 154
1982 - 4,988 4,539 . 249 .- 1,877 . 1,708 169
- 1983 . . 5,463 5,190 273 1,938 1,764 174
1984 5,5886-. : 5,390d' 279 : 2,185 1,988 197

1985 R 6,337d 6 ,020, . 317 : 2,879 2,120 - . 259
1986 . 8,581d : 8, 152 429 - 2,674 2,438 241
1987 - 8,869 - 8, 426 443 - 2,120 1,929 - 191
1988 - . 6,825 6,484 341 . 1,845 1,679 . 166
1989 - 6,260 5,947 o313 - 2,18 . 1,988 197
1990 - 6,305 5,990 . 315 - 2,194 1,997 197
“Low Development Case

1981 4,677 4,643 234 1,650 - 1,502 149
1982 4,802 . 4,562 - 240 1,860 1,694 167
01983 . 5,207 . 4,947 260 S 1,774 1,614 160
- 1984 5,037 - 4,785 .o 2820 1,786 1,625 161
1985 5,180 - - . 4,921 259 - 1,968 . 1,791 177

1986 5,616 5,335 281 . 2,018 1,836 182

- 1987 . 5,619 5,338 - 281 ) 1,885 - . 1,715 170
1988 - 5,382 5,113 = - 269 2,003 1,823 180
- 1989 o 5,544 5,267 277 1,999 1,819 180
1990 = 5,386 5,117 269 ' 1,948 1,773 175

Flgures mclude 1n-mlgrants who prev:.ously owned a home prior to
mov:ng to Alaska.

, The allocatlon of flrst-tlme homebuyers between rural and urban
Alaska remains constant at the 1981 experience of 95 percent urban and 5
percent rural. 15 percent of urban first-time homebuyers purchased mobile

‘homes in 1981. ‘

“The allocation -of in-migrant prior homeowners  to rural and urban

Alaska remains constant at the 1981 experience of 91 percent urhan and 9
percent rural. :

In our‘Judgment, this surge in first-time homebuyers, associated with
the po-tential construction of a natural gas pipeline, will be signifi-
cantly reduced by supply constraints which would limit the growth to
30 percent of the prior year's experience.
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“urban as the census divisions which include Anchorage, Fairbanks,
Kenai, Seward, Valdez, Kodiak, Matanuska-Susitna, Southeast Fairbanks,

Sitka, Ketchikan, and Juneau.

We recognize that not everyone who works to purchase a home can
‘afford to do so. Thus, the effective demand for housing is a function
of both the type - of housing wanted and the ability to purchase 1it.
Simply stated, the ability to buy a house depends on the price of the

house and one's income and/or wealth.

‘Tables 64 and 65 report both the actual incomes of homebuyers in
1981 and a summary distribution of housing prices. Both the Special
Mortgage Purchase Program and the rural program serve similar income
groups with - the majority of mortgageés falling in the $30-50,000
range. In ‘contrast, the Home Ownership Fund Program serves prin-
cipally hoﬁebuYers in the $§10-30,000 income groups, as does the mobile

" home program.

TABLE 64. THE DISTRIBUTION OF FIRST-TIME
HOMEOWNER'S INCOME BY TYPE OF PROGRAM

Special

Mortgage " ‘Home
) Purchase . Ownership , ‘ - Mobile
Income Program Program Rural . Home
$10,000 > , ; - .027 - -
10,000-20,000 .008 .319 .050 ' C o .194
20,000-30,000 .142 .654 .175 o LA74
30,000~40,000 .346 0 .258 242

~ 40,000-50,000 .273 0 .225 .067
- 50,000-60,000 .144 0 192 L0L7
60,000-70,000 .060 0 .058 .003
70,000 < o .027 0 .042 .003
TOTAL(S) 1.00 1.00 1.00 1.00

SOURCE: AHFC files, 1980 - 1981.
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Very little information is available on the price dimension of
supply. Our assumed price distribution is based on records of par-
ticipation in the state's housing programs. As Table 65 shows, the
price of almost half of new single-family homes in Anchorage exceeded
$120,000; whereas, the modal price for,similar'units in other places
was in the $90-100,000 range. Absent other comprehensive data sources
on the price of the existing‘supply of housing, we use this price

distribution to represent prices of the existing supply of housing.

Equipped with both price and income data, we can now move to the
task of estlmatlng effective demand; i e., the number of potential
homebuyers who can actually afford to buy a house. Before doing so,
~however, we introduce alternative assumptions about three critical
variables, each of which affects a person's ability to buy a home.
These are mortgage interest rates,; changes in personal income, and
- change in the price of houéing over the projection period. The pur-
pose of these alternatives is to assess how sensitive mortgage demand
is tobchanges in these three assumptions. Referred to as a sensitiviy
analysis and shown as Task 7, we actually used these scenarios to

generate sets of alternative wvolumes of home sales.

Table 66 summarizes the assumptions built into each of the three
alternative scenarios. The assumptions made in the high interest case
essentially lower effective demand. Fewef people can afford to. buy
homes  under tﬁis case. In contrast, the low interest case enables
more homeowneré to buy because the lower interest rates effectively
lower the cost of housing, thereby making homes relatively more
affordable.

Drawing upon the above~described price and income information, we
_can estimate the incomes required to purchase a minimum-priced home.
Table 67 presents the threshold incomes, based on the state housing
program's current lending standards, required to buy a $60,000 home.
Projected increases in both incomes and housing prices are based on

national rates of inflation, with costs for new housing construction
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' TABLE 65. THE DISTRIBUTION OF HOUSING PRICES
"IN ALASKA BY TYPE OF HOUSING, 1981

Type of Housing

__ Single Family ... ..+ Condominium
- Price . . New Existing = = S New = Existing -
Anchorage -

$120,000 < 49.7 25.6 15.2 3.4
110-120,000 14.0 12.5 1.3 2.5
100-110,000 - 12.6 14.2 7.6 4.6
. 90-100,000 - 10.5 13.4 ~'13.9 - 7.4
© 80=90,000 5.6 14.0 - 8.9 4.3
< 70=-80,000 7.0 13.6 8.9 - 18.9
- 60-70,000 .6 5.0 . 25.3 25.1
- 50-60,000 - 1.3 - 15.2 21.4

- < 50,000 - b 3.8 12.4

Other Places

$120,000 < ~ 20.9 - 10.2 - -
110-120,000 6.7 8.0 - -
-100~110,000 12.1 8.0 20,0 12.8
-~ 90-100,000 20.5 13.3 10.0 7.7
- 80=90,000 15.1 17.1 - 2.6
70-80,000 18.0 18.6 40.0 0 12.8
60~70,000 4.2 "14.4 20.0 30.8
- 50~60,000 2.1 7.1 - 17.9
4 3.3 -10.0 - 15.4

< 50,000
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| THREE ALTERNATIVE SCENARIOS OF CHANGES
- IN MORTGAGE RATES, PERSONAL INCOMES,

TABLE 66.

AND HOME SALES PRICES

Both rates increase by 1.5

by 1990.

Rate® Incomeb Price®
1. Base 'AHFC borrowing costs fall Household incomes The minimum .
to 16.4 by 1986. Subsi- grow at an annual price of units
dized rate remains at rate of 1.78 over rises at a rate
12.4. Remains constant the period. of 1.08 over §
for remainder of the : the period.
period.
2. Low AHFC borrowing costs fall ‘Same as base case. Same as base .
Interest to 13.4 by 1986. Subsi- R case.
Case dized rate falls to 10.4 R
. by-1986. Remains constant
. for remainder of pericd.
- 3. High - AHFC borrowing costs rise Same as base case. The minimum
. Interest to 18.4 by 1986. Subsi- ‘ -price of units
 Case. - dized rate remains at 12.4. rises at a rate

of 1.09 over
the period.

®Based on interest rate projectians.forvAA Corporate bonds found in

Data Resources, Inc., U.S. Long Term Review, 1981.

trend projection, high on optimistic and low on pessimistic.

Base case is base of

bIncome growth is that prOJected in moderate case in Goldsmith and.

Porter (1981).

“Minimum price of new housing is assumed to increase two percent
faster than increase in prices in the base and high scenarios, and four

percent faster in the low scenario.

The two percent spread between con-

sumer price increases and the price of new comstruction is based on (DRI
1981) trend projections.




adjusted to Alaska. The minimum incomes are determined by the lending

criteria of the state programs.

Under the base {(current interest) and low interest cases, the
cost of the minimum-priced house increases 46.9 perceht by 1986 and
100 percent by 1990. In our high interest case, the cost of housing
increases at a faster rate, 53.9 percent by 1986 and 117.2 percent by
1990.

TABLE 67. PROJECTIONS OF INCOMES REQUIREDaTO
PURCHASE MINIMUM PRICED HOMES™

Current Rising - - Declining
Interest ; Interest Interest
Year : : Rates - . “Rates Rates
1981
Income required $26,900 N/A - N/A
. Min. housing price 60,000 60,000 60,000
1986
Income required $38,728 40,554 :33,225
Min. housing price 88,160 92,317 88,160
1990
Income required $52,690 63,709 45,202
Min. housing price 119,941 130,313 119,991

%The cost of new home coastruction for 1986 and 1990 is based on
national projections prepared by Data Resources, Inc. (DRI), and

income requirements are computed according to prevailing policies of
AHFC. '
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Task 4: Project Total Sales and Mortgage Demand

Before estimating total mortgage demand, we first have to esti-
mate the total volume of housing sales. Table 68 preseants four sets
of projections. Two sets of projections were prepared for both the
high and low development cases. For the high development case, we
selected our low interest case and the base case; whereas, for the low
development case, we selected ocur high interest case and the base
rate. Thus, the high development-low interest case establishes the
uppér range of our projections and the low development-high interest
scenario forms the lower range of our projections.

Having previo;sly computeéd both  first-time homebuyers  and
in-migrants who previously owned a home, we can, by the use of a
multiplier, project total sales. - Table 69 presents the total sales
multiplier found in the AHFC data. The stability of this figure
across areas provides‘the support for assuming the 1.95 urban multi-
plier. TFor example, each time a new~to-the-market homebuyer buys a
home in the urban area, another home is also being bought by an

existing homeowner, resulting in an urban sales multiplier of 1.95.

The range of urban sales spans 16,511 in the high development:low
interest rate scenario to a low of 10,087 in the low development-high
interest case. This spread of 6,500 sales exemplifies the difficul-
ties and uncertainties which plague such forecasts. Unable to predict
with precision either economic development and population patterns or
housing prices and interest rates, the best we can do is to establish
a reasonable range, which in 1980 is a broad one. Thus, considerable
- precautions are required in interpreting these projections to allow

for the potential volatility of the Alaska housing market.

Figure 8 graphs the data shown in Table 68 and enables the reader
to get a visual image of the four sets of projections. As the graph
shows under the low development case with current interest rates,
housing sales remain steady at about 10,000 sales throughout the
decade. When interest rates rise, total sales drop on the average of

about five percent per year over the projection period. In the high
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Year

Hf&ﬂn
Units

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

Mobile Home Units

TABLE 68.

N

High Development Case

Decreasing Interest Rates?

Number
Ist Time

Number
Thn-Migrating

Tolal

Home Buyers Prior Home Owaers

3,947

1,813
4,308
4,300,
4,7567
6,277%
6.488°
4,993
4,579
4,612

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

643
667
794
849
999
1, 410
1,458°
1,122
1,029
1,036

Rural Units

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

1,398
1,537
1,588
1,789
1,905
2,190
1,736
1,511
1,789
1,797

155
171
176
189
212
243
193
168
199
200

b

10,423°
10,433
11,497
11,874
12,9958
16, 511
16.037°
12,683
12,418
12,498

1,277
1,341
1,552
1,677
1,938°
2,645°
2,642°
2,064
1,965
1,978

Home Buycers frioe Home Qwners

COMPARATIVE PROJE

CTIONS OF TOTAL HOUSING SALES IN ALI\‘»KA
UNDER ALTERNATIVE ECONOMIC DEVELOPMENT CASES AND AL’IERNATIVL
CHANGES IN THE BOND MARKET INTEREST RATES, 1981-19%0

Current Interest Rates?

Number
1st Time

. Number
In-Mipviting

3,947
3,767
4,100
4 035
4, 33/4
5, 788°

5.082¢

4,604
4,222
4,253

643
694
862
956
1,162°

1, 630e

1,685%

1,297

1,189
1,198

242
249
273
279
317
429
443
341
313
315

1,398 -

1,537
1,588
1,789
1,908
2,190
1,736
1,511
1,789
1,797

155
171
176
199
212
243
193
168
199
200

154
169
174
197
259
241
191
166
197
197

? gee Table IX.8 for details on assumptions used.

b The total sales of urban units equals the sum of Columns 1 and 2 times the multiplier of 1.95..

Total
b

10,423°
10,343
11,092
11,357
12,1728
15,5578
15,050°
11,926
11,721
11,798

1,217
1,384
1,661
1,343
2,198°
2,997°
3,005
2,344
2,221
2,237

574
606
648
690
835
972
919%
735
740
742

Low Deveélopment Case

Current Interest Rales?

Number
15l Time

Number
In-Migrating

3,821
3,786
3,908
3,637
3,543
3,788
3,788
3,630
3,740
3,633

622
698
821
861
950
1,067
1,067
1,023
1,053
1,023

234
240
260
252
259
281
281
269
277
269

Home Buyers Prior Hlome Ownels

1,352
1,525
1,453
1,463
1,612
1,652
1,544
1,661
1,637
1,596

150
169
161
163
179
184
172
182
182
177

149
167
160
161
177
182
170
180
180
175

Total
b

10,087
10,356
10,454

9,945
10,052
10,608
10,397
10,278
10,485
10,197

1,235

1,387
1 571
1,638
1,806
2,002
1,982
1,928
1,976
1,920

555
390
609

599 -

632
671
654
651
663
644

€ The total sales of mobile home units equals the sum of Columns 1 and 2 tlmes the multipler of 1.60.

The total sales of rural units equals the sum of Columns 1 and 2 times the multiplier of 1. 65

not r'issumcd to affect tural demand

L

Interest rate changes were

[

Rising Interest Rates?

Number
1st Time

Number
In-Migrating

Home Buyers Prior Home Qwners

3,821
3,741
3,809
3,493
3,395
3,521
3,469
3,170
3,160
2,968

622
716
856
909
1,019
1,158
1,201
1,192
1,264
1,279

1,352
1,525
1,453
1,463
1,612
1,652
1,544
1,641
1,637
1,596

150

161
163
179
184
172
182

182

177

]

® In our judgment, this surge in first-time homehuyers, asébciated with the potentiéi consﬁructidn of a naturai gas pipeliie,
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Tatal
b

10,087
10,269
10,261
9,664
9,764
10,087
9,775
9,381
9,354
8,900

1,235
1,616
1,628
1,715
1,917
2,147
2,197
2,199
2,314
2,330
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TABLE 69. SALES MULTIPLIER (SALES/NEW ENTRANTS)?

Region , - : SMPD - Mobile Home

Anéhoraée’ : - o 11‘96' . 1.43
Fairbamks 193 155
Juneau *v; . o ‘_»’-Z.Ila e ‘ 1.44
Ketchikan L 1.90 | L2
Rodizk 2.1 . | 168
Matanuska-SuSitﬁa o _ ,‘ 1.91 | “ ;3.0
. Road Connected South Cenital "»2.;3  | o 1.83 
‘Rural Sduﬁheast | '2.08  : g Ex 1.90 -
Assumptiqns ;, S - Urban ,': e 1.95
| Rural o 14s

. Mobile Home .»l : 1.60

vaNew entrants equals first-time homeownérs and other migrants for
SMPP. New entrants consists only of first-time homeowners for mobile home.

SOURCE: AHFC Files 1980-81.
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1See TableiX.11 for specific figures and Appéndix A and Table 1X.8 for specifications of assumptions undeq each alternative.

2y our iudgnien’t, the surge in the number of first-time home buyers {and the concomitant multiplier effect) is associated with the construction .
of a natural gas pipeline and will be significantly reduced by supply constraints on the order of 30 percent of the prior year’s experience.




development case, the reverse is the case; i.e., on the average, total
sales increased about 5 percent per year, but total sales are substan-

tially higher in the high development case than in the low development

case.

Task 5: Estimate State's Share of Total Mortgage Demand

The distribution of state go#ernment's share of Alaska's total
primary and secondary mortgages will undoubtedly vary over the next
decade. Although the state programs are likely to continue to domi-
nate the market for state housing funds, we expect AHFC's share of
total home sales to fall from its 1981 level of about two-thirds down
to about one-half by 1990.! The reasons for this projected fall in
market share are several. First, as average housing prices increase,
AHFC's current $147,000 total loan limit, of which $90,000 is sub-
sidized, will become exteedingly restrictive. . Further, as the dif-
ferential between the subsidized and the market interest rates falls
to 3 percent, the relative attractivenessfof funds from other second-
ary lenders will also increase. This will be particularly true if
long-term rates should spurt ahead of those available through nationél

secondary markets or if other loan-qualifying standards are used.

In contrast to the above, we expect AHFC's share of the market
for mobile home funds will increase from its 1981 level of 50 percent
of total 'sales to about 90 percent by 1990. - Similarly, we expect the
state's share (including DCRA) of the market for rural home funds will
grow from about 60 percent of sales in 1981 to about 90 percent by
1990. Both of those programs are relatively new and the advantageous
rates they offer should make them the dominant secondary lender in the
state.

1Total home sales are different than total primary mortgages by
the number of assumptions and contract sales. Primary mortgages are
different than secondary mortgage sales by the amount of mortgages
that savings and loan institutions or other primary lenders keep in
their portfolios. For examples, in 1981 AHFC operations equaled about
85 percent of secondary mortgage sales and 67 percent of total home
- sales in Alaska. '
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Task 6: Estimate the Programs' Fiscal Impact

| Using these market share projections (and the projections of
total sales discussed above), the estimated state appropriationms
required and bonded indébtedﬁess incurred were derived. These esti-
mates are based on our high development current interest rate case,

and are given in Table 70.

TABLE 70. FISCAL IMPACTS OF STATE HOUSING PROGRAMS

{millions of dollars)

Appropriations  Bonded
; Indebtedness
Total ; Urban » Mobile Home Rural Accrued
1986 5280.8 $127.8 . $75.5 §77.5 $1,165.2
1990 293.3 . 88.4 1106.7 98.2 875.8

aAssumed to be half AHFC and half DCRA appropriatioms.

SOURCE: ISER Projections

The moftgagé subsidy program for urban areas reflects the population
and employment changes in the state, which are expected to grow rela-
tively fast for the first half of the 1980s and then slow down some-
what. Most of the early 1980's growth is expected to occur in the
Anchorage and Fairbanks areas and‘produce 1986's high level of urban
program activity ($128 million in appropriations). The slow down in
population growth duringkthe late 1980s will also be most noticeable
in- the urban areas, causing required appropriatioﬁs for this prograﬁ

to decline by about ome-third. Also contributing to this decline will

"~ be the rise in average home priées to a level of about $200,000.2

Under current program standards, this will disquality many home mort-
gages from the AHFC guideline of a $147,000 total loan amount, unless

[

substantial downpayments are made.

2Increases in average home prices were projected using the DRI
index of future costs of new home construction.
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Assuming that the interest subsidy differential is at 3 percent
and that AHFC maintains the operating efficiencies exhibited during
its last bond sale, appropriations will be supplemented by an increase

in the state program's bonded indebtedness accrued of about $i.2
billion in 1986 and $0.9 billionm in 1990.2

The mobile home program, which is totally funded by state appro-
priations, is expected to'increase rapidly throughout the 1980s. This
is caused both by the state's increased - share of total sales and
because the program's maximum loan amount eligibility requirements
will continue to be above projected average sales 'prices. As a
result, required appropriétions are expected to grow from less than
$20.0 million to $106 million in 1990. By the end of the decade, the
mobile home program could have the highest appropriation requirements

of any of the state housing programs now operating.

The rural housing programs are now split about equally between
AHFC and DCRA, and both are entirely funded by state appropriationms.
- The state's increasing share of this market combined with the rising

average sales price of rural homes will cause this program's appro-

priation requirement to rise from a 1981 level of around §$25.0 million

kto about $78.0 million in 1986. Thereafter, the slowdown in demo-
graphic trends will combine with the program’'s maximum loan amount
limits to slow the program's rate of growth, with appropriation re-

quirements growing to about $98.0 million by 1990.

0verall,‘state appropriations for housing programs, as they now
aré structured and operating, are expected to be in the range of
$280.0 million in 1986 and $295.0 million in 1990. The state's total
in 1981, adjusted to reflect the "bonded indebtedness accrued" concept

discussed above, was less than $200.0 million. And finally, the most

3Bond debtedness accrued is determined by the volume and average
value of secondary mortgage transactions engaged in by AHFC during a
vear. Actual bond sales will differ from this depending upon the
timing of demand in the state's secondary market and conditions in
national long-term money markets. '
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rapid growth in appropriations required will occur in the mobile home
program which will account for about 36 percent of total requirements
by 1990 (up from less than 10 percent in 1981), the largest share of

any of the housing programs.

Task 7:'Analy2e_5ensitivity of the Projection

-As 'shown above, the change in interest-rates has a direct effect
on housing sales. It does so by changing the cost of housing‘to the
purchaser. As housing costs rise relative to incomes, fewer people
can afford to buy. In Tables 71 and 72, we report how interest rate

changes could affect participation in the state's housing programs.

Table 71 shows both the income distribution of first-time‘home—

buyers and the projected minimum incomes required to purchaSe a home

-in 1986 and in 1990. The real income requirements under current
' interest rates would be $27,000 in 1986 and 1990. However, as inter-

est rates rise under our scenario, the minimum income requirements

also rise to 528,000. = Should the interest rates fall, as in our low

interest case, the income requirement would fall to $23,000.

Table 72 transposes the projected minimum income required to buy
a house onto Table 71's échedule of income distribution for first-time
homebuyers. Under our base case scenario, 20.8 percent of the poten-
tial first-time homebﬁyer$ would fail to meet the income requirements
of the state's program. Under our high interest case, the percentage
increases to 23 percent, but under the low interest case, it falls to
12 perCent. However, as the footnote to Table 72 states, we estimate
that approximately 15 percent of the first~time homebuyers who were

ineligible to participate in the special mortgage program would be

eligible to participate in the Home OWnership,thd program. This

would reduce the ineligible first-time homebuyers to 18 percent in our
base case; 20 percent, in our high interest case; and 10 percent, in

our low interest case.
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TABLE 71. THE INCOME DISTRIBUTION OF FIRST-TIME
HOMEBUYERS AND THE MINIMUM INCOMES REQUIRED
TO BUY A HOME IN 1986 (REAL 1981 DOLLARS)

Minimum Incomes to Buy Homes

Incomes of Percent of ‘ :
First-Time TFirst-Time With Current. With Rising With Falling

Homebuyers  Homebuyers Interest Rate Interest Rate Interest Rate
> §10,000 004

10-20,000 .053
- 20-30,000 T .216 427,000 $28,000 $23,000
30-40,000 .296 o » , ’
40-50,000 .234

50-60,000 .123

60-70,000 .051

70,000 or more .023

Total - 1.000

TABLE 72. PERCENT OF POTENTIAL FIRST-TIME HOMEBUYERS EXCLUDED
BECAUSE INCOMES FALL BELOW THRESHOLD REQUIREMENTS

. . a
Percent Below Minimum Income Requirements

With Current With Rising ~ With Falling

Yéaf Interest Rates Interest Rates ' Interest Rates
1986 .208 : .23 .12

1990 .208 .33 .12

aPotentially 15 percent of the homebuyers falling below the minimum
income would be eligible for AHFC's Home Ownership Program, reducing
the percentages to 18, 20 and 10 in 1986 and 18, 28 and 10 in 1990.
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CHAPTER NINE
AN EXECUTIVE SUMMARY

On August 21, 1981, the Alaska Legislature's Legislative Budget
and Audit Committee, following a competitive solicitation of pro-
posals, fOrﬁally entered into a contract with the University of
Alaské’s Institute of Social and Economic Research (ISER) to conduct a
stndy of the State of Alaska's major housing programs. The purposes
of the study, identified as seven major tasks,fare summarized on the
preceding page. ISER was essentially to furnish the Committee with an
overview of the state's housing program impacts on housing markets,
and to assess their cost to the state. ISER was also to estimate the

future fiscal impact of theihousing programs upon the state.

'The major state housing programs examined include the Alaska
Housing Finance Corporation's (AHFC) programs--the Special Mortgage
Loan Purchase Program, the Home Ownership Assistance Program, the

Mobile Home Loan Mortgage Purchase Program, the Rural Housing Mortgage

qurchasé Program and the Rural Nonowner Occupiéd Mortgage Purchase

Program, the Alaska Department of Community and Regional Affairs (CRA)
programs--the Nonconforming Housing Loan Program and Senior Citizens
Housing Development Program, and the. federally funded programs of the
Alaska State Housing Authority.  (In 1980 the Veterans Home Loan
Program was transferred to the AHFC.)

To avoid repeating the various assumptions and methods we em-
ployed to perform each task, the reader is referred to the full study
report. .For ease of reference, each chapter of the study report
pertains to one of the seven major tasks identified. Similarly, the
findings and conclusions we have reached as a result of research are

also presented below by major task.

241



Before proceeding to the findings, a few precautions are worth
repeating. First, the study assesses the state's housing programs aé.
they currently eﬁist. No effort was requested or made to play the
"what if we changed this policy" game. . Thus, our projections of
future fiscal impacts assume that the current programs remain un-
changed, including such things as loan limits and interest subsidies.

Second,  limited reliable data is available on Alaska's housing
stock or market. Even results from the 1980 Census of Population and
Housing are not yet avéilable. Fortunately, thanks to the full coop-
eration of the state's housing agencies, we were able to approximate
most of the missing information. Nonetheless, much of the data we
used in our‘analysis are épproximations of the past and present, not

hard facts collected over time.

And finally, regarding our projections of fiscal impacts to 1986
and 1990: to get from 1981 to 1986 or 1990 requires, among other
things, a knowledge of changes in Alaska's future employment oppor-
tunities, shifts in demographic trends and social patterns, and
fluctuations in housing prices and financial markets. Because our
knowledge of these issues is imperfect, we substitute judgment,‘in the
form of assumptions, as our way of dealing with many implicit uncer-
tainties. Thus, our projections are inextricably tied to our assump-
tions, and can most appropriately be interpreted with an understénding
of the assumptions and methods from which they were derived. By no
means can the projections be appropriately viewed as our prediction of
the future. ' .
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EFFECTIVENESS OF

. STATE HOUSING
PROGRAMS

' Fcr‘gach of the programs included in-our study, wekexamined'the'

operations and outcomes of the program in the context of its goals as

‘means of assessing its effectiveness. Each of the following summaries

correspond‘tb a‘chapter of the study report. Elsewhere in the summary
and in the report, we deal separately and explicitly with such con-

' cerns as the direct and 1nd1rect 1myacts of the programs and thelr :

. present and prOJected costs.

: Tha Alaska HouSigg'Einance,Co:poration‘

- The Alaska Housing Finance Corporation (AHFC) administers several
housing programs which aid different segments of the housing market.

These include the Special Hortgage Loan Purchase, the Mobile Home Loan

' Purchase, the Rural Hou51ng Mortgage Purchase, and the Rural Nonowner

OCCupled Hortgage ‘Purchase programs, each of which have ‘different

;5_1nterest»rates and loan terms. AHFC's basic goal is to provide resi-

dential housing at the lowest possible interest rate. State inter-

- vention in the hcusing‘markét has been previously justified as a means
fof improving the economic welfare and growth of the state, and of

r.correctlng def1c1enc1es in Alaska's ‘housing market.

In all instancés;‘AHFCfoperates as a secondary léﬂder.i It has no

direct dealings with prospective homebuyers. Figure 6 illustrates the

.role AHFC plays in Alaska's housing market. All prospective buyers g0
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FIGURE 9.THE ROLE OF AHFC IN ALASKA'S HOUSING MARKET

Bond Market

- Alaska
Legisiature “
_{Appropriations) -

| ' Prospective - vL’end ing
;H‘ome‘ ’ Institutions.
Buyers‘ , : S

 to lendlng institutions, prmar:.ly banks, to apply for home mortgage 8
loans. The lending institutions process the loan and, if accepted,

. service 11:, all 1n exchange for a fee., AHFC's role is to underwrlte'.
each loan appl:.catz.oa for approval of property and credit, and to
purchase the loan after it is closed. Its ablht;es to do so are con-

strainéd by the combined circumstances of the bond market and the .

leglslatlve approprlatlons which serve as the state's subsidy of the
mortgage or, as in the ‘case of HOF, Mobile Home and" Rural programs,

~ the primary source of martgage funds. ; S B

1. AHFC has had a substantial impact on home mortgage interest

rates. Unde’r’the Special Mortgage Loan Purchase (SMLPP) program
which .begani in July 1980, AHFC interest _:rates on the first -

$90,000 of a loan balance were 2.5 percentage points below the
market rate, which stood at 12.5 percent. By December of 1981,
the market rate had climbed to 16.5 percent, and the interest o ol

‘subsidy was equivalent to slightly over & percentage points

(AHFC's base interest rate was 12.375 percent).

2. - AHFC's volume of home mortgage activity has swelled since June of
1980 when the SMLPP Program was enacted. AHFC's commitments,
which averaged $15.5 million per month in 1979, averaged $77.4

million per month for the first nine months in 1981, a five-fold
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increase. Correspondingly, from July 1980 to October 1981, AHEC :
purchased over 10,000 1loans which represented approximately

85 percent of all home loans made in Alaska during this period.

The primary beneficiary from AHFC's mortgage interest subsidies
are obviously homebuyers, the vast majority of whom would (in the
case of SMLPP) have been in the housing market anyway. Indeed,

62 percent of the SMLPP participants previously owned a home.

a. Sixty-one percent of the homebuyers participating in the

SMLPP had incomes exceeding $40,000 pef year.

b. Twénty percent of the participants in AHFC's Home Ownership
Assistance (HOF) program had incomes less than $20,000, with
‘the other 80 percent concentrating in the low §20,000 per
year range. HOF participants represented 46 percent of all
SMLPP homebuyers with incomes less than $30,000. In all
likelihood, these participants would not have been able to

 afford a house without this state program;

c.  Similarly, 60 percent of AHFC's mobile home buyers (891

mortgages through October 31, 19813‘had incomes less than
$30,000 per year. ' |

d. = In contrast to the HOF and Mobile Home Program participants,
the incomes of AHFC's Rural HouSing Mortgage Purchase
program participants closely paralleled those of SMIPP, with
less than 20 percent of the first-time homebuyers having

incomes less than $30,000 per year.

The geographic4vdistribution.kOf' benefits resulting from AHFC's

-housing programs reflect Alaska's housing market and the overall

distribution of housing sales in Alaska.

245



a. Sixty-eight percent of SMLPP patticipants reside in the
Anchorage area where the housing market has been very

active.

b. Participants in AHFC's rural program are concentrated in
" regional centers where incomes are relatively higher and
where Regional Housing Authorities and lending institutions

have offices. .

AHFC's SMLPP program did not disproportionately serve prospective
homebuyers moving to Alaska. Approximately 18 percent of the
SMLPP participants lived in Alaska for less than one year, where--

as we estimate approximately 23 percent of all homebuyers are

"recent arrivals to Alaska.

Because AHFC is a'secondary lender, its programs do not appear to
have had any significant impact on increasing the access of
lending to prospective homebuyers. The wvalue of the program to
primary lending institutions is insufficient to jﬁstify their
opening up new branch institutions. Similarly, service fees
collected are unlikely to cover the expense of servicing loans
outside the service area of a branch bank. Thus, access to the
state's housing programs are a function of the geographic
location of the primary lending institutions. Even in AHFC's HOF
Program, which is designed for low and moderate income house-
holds, 82 percent of the mortgages concentrated in the Anchorage

area.

The Alaska State Housing Authority

The Alaska State Housing Authority (ASHA) and various Re-

gional Housing Authorities (RHAs) administer the .low income

/
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housing programs sponsored by the U.S. Department of Housing and
Urban Development (HUD) programs. These programs provide housing
and housing subsidies for low income people. HUD finances all of
the capital costs of housing constructed under the Public Housing
and Mutual Help for Indians Housing programs. In the former, HUD
has also provided operating subsidies, while in the latter, all
operating costs are paid by the homebuyer. Under either Sec-
tion 8 program, it is impossible to determine the portion of the
total subsi&y that pays for operating costs, as distinguished

from capital costs.

Currently ASHA and t;e RHAS manage about 6,000 units, of
‘which 3,500 were built over the 1970s. Regionally, 12 percent of
these units are located in southeast, 43 percent in southcentral,
28 percent in interior, and 17 percent in northwest Alaska. An
estimated 620 Alaské, native households receive benefits from
ASHA's Public Housing and Section 8 programs, and all 1,700 of
the RHA-built Mutual Help homes are owned by Alaska native

families.

Although the complexity of HUD financing precluded us from
determining the total cost of HUD's units, the state did supple-
"ment HUD's Public ‘Housing and Section 8 programs with §1.7

million in grant funds and about $16 million in loans.

1.  Federal budget cuts will not affect HUD's commitments to
ASHA's subsidized projects nor the RHA's home ownership
projects that already exist, but it will affect the number
of new umits that are built. 'In FY 81 the walue of new
units authorized by HUD for Public Housing and Indian Mutual

Help Housing was $51.8 million.

2.  Federal budget cuts may also affect the operating subsidies

- ASHA receives for public housing projects, which in FY 81

amounted to $1.5 million, and represent 50 percent of oper-
ating revenues for these projects. ’

3
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3. The Section 8 program, which generates about $5 million in
rental subsidies for some 1,250 households, is scheduled to
be replaced by a voucher program which is still in the

planning stages.
4, HUD's "Mutual Help for Indians" is likely to be the program

most affected by federal cuts. In recent years, the program

has financed most of the new units constructed.

The Nonconforming Housing Loan Program

Like AHFC, this program operates as a secondary lender and
provides no direct loans (although the agency indicated it may offer
direct loans this spring). < The Nonconforming designation applies to
physical characteristics of the house being bought, not to the char-
acteristics of the loan or of the buyer. In other words, loans
purchased are wunderwritten according to the same standards--loan
amounts, down payments, and borrowers incomes--applied to conventional

home loans.

Nonconforming may describe a house that/ does not meet minimum
space requirements, has unconventional foundation or utility systems,
or obsolescent design. However, if any  of these nonconforming fea-
tures present either health or safety hazards, the loan application

" will be rejected.

1. The vague definition of nonconforming may allow duplication of
AHFC's rural owner-occupied housing program. Despite statements
from participating lenders that nonconforming program applicants
are unacceptable to other secondary lenders, no specific evidence
of acceptability is required. Similarly, without a specific

- definition of'"nonconforming," staff and lenders have no alter-
native but to exercise their judgments, which varies from person

to person.
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Despite the legislative mandate that no more than 20 percent of
the principal amount of loans be made in urban areas, in the
first year of the program, approximately 75 percent of the amount
loaned went to urban areas, i.e., $8.1 million of the total $10.8

million in loans went to urban areas.

The scarcity of primary lenders (banks) in parts of rural Alaska
makes access, both to information and loan services, difficult
for many rural residents.  Residents of the Aleutians and rural
Southeast Alaska, for example, face this problem, and only four

loans have been made in these areas. Because of these access

-problems, the agency is planning to become a direct-lender, the

details of which are still being prepared.

The administrative cost of the Nonconformihg housing program
{about §$1,100 per loan application processed) is about five and a

half times that of AHFC's programs. Although the agency costs

.-are not directly comparable, they do reflect the magnitude'of'thé

differences. Under a direct lending program, the Agency's admin-

- istrative costs would increase substantially above- its current

costs.

Of the $50 million in total loan funds available, 20 percent have

‘been incumbered.

The Nonconforming loan program is not structured as a low income

- program,  Correspondingly, only 7 of 177 home mortgages went to

households with incomes under $20,000 per vyear. .In many rural

areas of Alaska where incomes are low, this program will not

~benefit the majority of residents. For example, in 1976 in the

NANA and North Slope region, 76 pércent of 'the households had

.incomes under $20,000 per year. Thus, although access to infor-

mation and services is an important issue, it is one compounded
by the fact that most rural households simply are not eligible

because of low incomes.
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The Senior Citizen Housing Development Program -

Administered by the Division of Housing Assistance,: the Senior

Citizens  Housing Development Program provides grants and matching

funds to local sponsors. State funds are used to augment federal

housing prograﬁs for the elderly and to help local sponsors pay for

-the  preliminary work required :in submitting ‘federal .applications.

This program completely funded the construction of 47 units at a
cost of $2.3 million, and partially funded ($4.6 million) 303

~units for which the federal agency contributed $16.3 million. In

addition, the state has awarded $300,000 in planning grants to
local sponsors, which in turn. generate applications for an addi-

tional 118 new units.

The state has made $24 million available for this program, $16
million - from diréct appropriations, and $7.5 million from dedi-
cated bond. revenues. Approximately $466,000 over the past six
yvears has also been available to. cover the administrative

expenses of the program.

As with all federally supported programs, reductions in the
federal budget will result in fewer federal decllars being lever-
aged, and with an increased demand for the state to completely

finance local applications for senior citizen housing, obviously

- with a fixed appropriation and fewer federal dollars, the number

of new units  this program can support will be directly impacted

"by the federal budget cuts.
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DIRECT IMPACTS

ON STATE HOUSING
MARKETS

The rise in hnu31ng prices between 1980 and 1981 appears to have

Z'been caused prlmarlly by the state's growth of employment and popu-

w latlcn, not by the state's’ hou51ng programs

, Thls grewth flrst caused.vacanc1es to fall rapzdly and then ‘began

: blddlng up the price of the exmstlng houszng stock

=Although the price increase of a new home was not large measured
~j*over the two year perlmd from 1979 1981, abuut 18 percent, be~
L cause the past pzpellne slowdnwn left an excess supply of houslngf

'1n the state, the exzstzng stock was undervalued’ relative to its

"f“replacement»costs,;and therefo:e, existxng home,pr:cesyrose by a

~ greater proportion than prices of new homes. Price increases . did

notvoccur'unzil.vgcancies'reached marginal levels in the spring -

" of 1981. At'that time prices were bid_up‘rapidly,/

?opulation,growth was sufficient to cause existing housing prices
to rise up to their replacement costs by 1981, but state programs”
also had 1mportant effects.

. a. The state's low intérest loan programs éppear'to have caused

~ the construction of new houszng to: have 1ncreased by about

33 percent, or about 1,000 units. - -

b._  This 'increésedr'demand{-represents;hmmebuyers'wha'otherwise

would not have qualified for mortgages.
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‘¢. - Because of "churning,"ithese 1,000 additional new homebuyers

caused a total efﬂabout 4,000 totaljhnusing sales. .

- Renter househbldsfappear to have benefited from the state's low

‘interest loan programs.

IR

a. Even allow1ng for conver31ons, the programs appear to have

,caused net sh1ft1ng from rental demand to hemebuyer demand

b. Thls reduced at least some of the pressure for rental unlts

and helped hold rents from- r131ng even faster than they did.

‘The .price of new housing in Alaska rose during the -1980-1981

period; but only'in propQrtidn'tolthe real costs of construction

"plus ‘increases in the price of raw land.

‘e;'  Real construction costs appear to. have increased by about

7 percent to 8 percent a year between 1979 and 1981.

i While the price of raw land increased significaﬁtly over the

. period (about two and alhalf‘times);’thisecost is a small
enough part of the total selling price of a new house that
it is not'particﬁlarly significant. Undeveloped land prices
caused new housing prices to increase by about 2 percent to

"3 percent .a year.

in conclusion, the state's low interest loan 'programs ‘do not

' appear to. have had a. 51gn1f1cant impact on housing prlces, but

they have been 1mportant for:

a. Qualifying about  1,000° homebuYers who otherwise would

- probably not have been able to obtain mortgages;
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Increasing total housing-sales by about 4,000 units;

 Increasing new housing comstruction by about 1,000 units;

Contnbutlng to the rap:.d (two and a half fold) increase in

raw land values, C ' ’

And reduc1ng sln.ghtly the upward pressure on. rents, part:.c-
- ularly in the Anchorage area. PR

1MPACTS ON

 SOURCESOF
\_ - HOUSING FUNDS i

. The state is not neﬁ-;'to:- the residénti‘al mortgage market. ~ Since

1976 it has been t_.he- largest purchaser of Alaska's residential

- ‘mortgages. -

E Natioﬁal ‘secondary lenders, on aﬁeragé,; an’hually purchased
. about one fourth of the residential mortgages ($100 millionm),

while the state purchased the remainder ($270 million).
during the 1976-1979 period.

| For the national secondary lenders, their 1976-1979 ,pur-?
-chases increased their total Alaska mortga'gek portfolid by
~about eight percent..

'State purchases of inortgages have been by the State Pension
Fund, the ‘Vgteranvaoan Fund, and the Alaska Housing Finance

Corporation, . The Alaska Permanent Fund and the Alaska
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Department of Gommunity’and Regional Affairs purchased about

400 re51dent1a1 mortgages in 1981 representing;three per=

cent of the annual total

Since the state initiated the below market interest rate programs

in July of 1980, the state's housing programs h%ve become vir-

tually the sole purchasers of residential mortgeges ~Thus in -
k1981, all §780 mllllon of re31dent1al mortgages were purchased by"‘
"the state s hous1ng programs ' Those mortgages whlch AHFC could

. not purchase were bought by state pen31on funds

Subsidized mortgage interest rates and population growth combined

to double 1980's  demand for residential ‘mortgages in 1981.

Residential mortgages'had~fallen,frbm 6,800 in 1978 to 4,650 in

1980 before climbing to 9,000 in 1981.
a. In 1981, AHFC putchases increased’ by 250'percent over its
- 1980 pufehases (3,600 mortgages. up to 8,000), and the value
of its purchases climbed from $261 3 million 1n 1980 to $700
« mllllon in 1981. '

b.  Part of AHFC's increase in purchases is attributable to its

assumption of the Veterans Housing Program, which had pur-

chased as many as 1,500 mortgages in 1978.: The'unusually'

",low number of mortgages in’ 1980 also contributed to- the

- apparent 1981 surge.

c. ’In essence, AHFC purchased;in 1981 the equivalent of some
© 4200 million of residential mortgages, which in previous
: yeafs had been purchased by national secondary lenders when

AHFC offered no interest subsidy.
From July 1980 to October 1981, homeowner equity withdrawal for

homebuyers who sold a home and bought another was on the order of
$60 million to $90 million.
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e - In suﬁ;mar:’y, state and bond dollars were substituted for natiomal

secondary lender- funds and, in smaller magnitudes,. vfrdm savings

and loan,a‘ssociations, mutual savings banks, and from homeowners'

equity. However, it is important to keep in mind that the mag-~

nitude of this substitution was lessened by the fact that the

1.

state had already grown to be the dominant secondary lender.

IND!RECT IMPACTS

ON STATE HOUSING
MARKETS

The constructlon and sale of new homes or the resale of

ex:.stn.ng homes ‘affect. all sectors of the economy that are

"l:r.nked to the hous:.ng market.- These mclude land owners,

,-bu:.ld:.ng contractors, buJ.ld:.ng suppl:.ers, realtors, ap-

pra:.sers, ‘home insurance salesmen, and mortgage/loan of-

ficers, to mention the more obvious ones. In the preceding

. section on., direct impacts, we estimated that ‘the state's
- housing programs stimulated the construction and sale of
1,000 new housing units and the resale of approximately

3,000 homes. Based on these dlrect impacts, we can estimate

the order of the magn:.tude of 1nd1rect impacts.

a. g Primairy lending institutions are estimated to have
. collected about $3 5 million of mortgage related fees
and an additional $4. 6 nu.lllon in comstruction loan

fees and interest payments.

b. R-‘ealt-ors are ’estimated kto _have -collected an additional

§16.5 million in real estate commissions.
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"Appfaiser, title Seareh and home 1nsurance companles
-'generated somewhere on- the order of $3 5 to 8 5 mllllon

.. of addltlonal bus1ness.

The value of the additional contract construction is
,estihated at $20 milliOn,‘which'in terms of wages and
‘,salaries, generated an addltlonal 800-900 full-tlme

. equlvalent constructzon JObS

”'Wholesalers of bulldlng supplles are estimated to have

realized a gain of $33 to 4& mllllon in the volume of

their sales.

Although each of the above indirect impacts generate a

“second' round of impacts, generally referred to as a

multlpller effect, ‘we did not attempt to estimate the

multzpllers for each of these 1nd1rect lmpacts

~ COSTOF

STATE HOUSING
~ PROGRAMS

;During:the 16-month period, July 1980 through Octcber 1981 the -

State of Alaska appropriated approxlmately $667.1 million in

in the form of transferred portfolio assets, and 57 percent

P support,of its mortgage loan programs

- Of this total, approximately 43 pereent ($286.0 million) was

(§381.1 million) was in the form of appropriated funds.
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"The -

The State Assisted Mortgage Program (including the addi-
tional percent buydown Veterans Program) received the
largest share of these appropriations, approximately 82 per-
cent. The Home Ownership Assistance Program received about
8 percent of the total, and the two Rural Programs, to-
gether, about 7 percent. The Mobile Home Program received

about 3 percent.

state's  appropriations ‘in support of the ~mortgage “loan

programs, however, are not the same as its costs.

Its costs are the present value of the differential between
the bond market rate at which it borrows, and mortgage
interest rate at which it lends over the lifetime of the

mortgage loan.

.Over the 16-month study period, changing market conditions, a new

legislatively mandated formula for linking bond market rates to

mortgage market rates, and the elimination of housing bonds' tax

exempt status, combined to cause significant fluctuations in the

State Assisted Mortgage Program's cost.

At the beginning of the 16-month study period, the value of

- the subsidy to homebuyers was about $12,150 for an average

mortgage of $88,500, and loan life of 10 years§ but the cost
to the state was only §1,300. The difference was the tax

 exempt bond status cost of lost federal revenues.

The loss of tax exempt status forced AHFC to obtain its
money at higher market rates, increased the differential
between the rates of which it borrows and lends, and caused
the costs of the program rise sharply. At its maximum, the
differential\spread went‘over 7 peréentage points, and it
cost the state over §$26,000 to buy these points down for an
average mortgage valued at $88,600 with a ten year life.
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‘e.v Averaged over the\lé-mdnth period, the average: buydowﬁ for
~the State ‘Assisted Mortgage Program was 4.2 percent -at a  :
cost of $17, 800 for can. average mortgage valued at’ $88 500 .

‘w1th a ten year llfe

d. . Under the legislatively mandated formula link%ngsbond market
rates with mortgage market rates,'the differeﬁtial will be,
adJusted over the next several bond sales to a stable spread

of.3-p01nts, When thlS happens, the state's buydown sub51dy

~cost will be at,about‘$12,900 for an average mortgage valued
at $88,500 with a ten year life.

Qver the studyfperiod,:AHFC gained experience in- funds manage-
- ment, and required lower appropriations for each percentage point

of interest bought down.

- »Comparieg the last half of 1980 with the last half of_1981,
. AHFC could operate at the same level ‘of costs and obli-
o gatibns as it did a year earlier with_bnly-about 60 percent

: ofethe appropriation level required per point of buydown.

All together, the State of Alaska incurred costs of about $200
million buying down interest rates {at point spreads Wthh varied -

program:-by program) over the 16-month period.

“a. The State*Mortgage Assistance Program (including the 1 per-
cent Veterans 'buydbwn) accounted for about B84 percent of

total costs.

b. The . ‘Home 'Ownership'rAssiStance Program, ‘which is targeted
toward the low income, accounted for about 10 percent of
total costs; all Rural Programs together, about 4 percent,

and the Moblle Home Program, about 2 percent
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FUTURE FISCAL

IMPACTS OF STATE
HOUSING PROGRAMS

Pop'ula‘tiony growth in the 1980s is projected to be comparable
to that of the 1970's, ranging between a growth of 2.5-4.0

percent pér year. The main difference between the two rates

' is that the higher rate ‘ass‘umes the construction of the NwW

natural gas pipeline whereas the ldwer rate does not.

Unhke ‘the 1970s, the nnmber of households in. Alaska are not

'expected to mcrease at twice the rate of the general popu-
latmn 1n the- 19803. - We- pro;ject household formation rates
~in the range of 3.2-5.0 percent. per year, with substantial
. vvar:Lat:Lons in this annuallzed average during any given year,
) ,partlcularly between 1985-1987 should construction of the

natural gas plyellne progect mltzate durmg ‘this per:.od

" The a‘nnual increase in additional homeowners, the equivalent

of new housing units (excluding replacement), ;overk our -
projectmn per:.od ranges from about 2,700-3,800 per year,

‘again with substantial year-to-year variations.

“Total' housing sales, which includes not only new housing

sales," but also the turnover of existing homes, is projected

to range on the annual average between 10,000 and 17,000

-sales . per year, again with large year-to-year variatioms.
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5. Assuming AHFC's loan limits remain constantIIWe expect its
‘share’ of the total primary and secondary market-to fall from
its current share of- approx1mate1y 66 percent to about

50 percent by 1990. In contrast, we expect AHFC's share of
both mobile home mortgages to grow from its current 50 per-
cent share to 90 percent by 1990. Similar growth in AHFC's
market share for rural. home fundé is also projected, i.e.;

~ from 60 percent in 1980 to 90 percent in 1990.

6. Consistent with our analyéis of‘the,statefsrhousing program
. costs, we project fiscal impacts, as shown in our reprint of
Table 69.

" TABLE 69. FISCAL IMPACTS OF STATE HOUSING PROGRAMS v

(mllllons of dollars)

Appropriations - B ~-‘Bonded
' — : -, ~ ndebtedness
Total  Urban ~ Mobile Home Rural™ = Accrued
1986 $280.8  $127.8 §75.5 $77.5  $1,165.2
1990 293.3  88.4 106.7  98.2 1 875.8

#Assumed to be half AHFC and half DCRA_appropriatioﬂs.

SOURCE: - ISER Projections
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- .Concluding Remarks

One of the effects of the state's interest rate subsidy has been
to make AHFC the primary decision maker in financing housing sales.
Because the interest subsidy is only obtainable through AHFC (with the
exception of CRA's comparatively small housing programs which also
offer interest subsidies), financial institutions in the state, home-
buyers, builders, and real estate developers must meet_AHZE'C's rules
and standards or forego the lower—interest money. This effectively
preciudes a developer w_hoi wants to build a particular kind of sub-
division or a homebuyer trying to qualify for a loan from shopping at
several sources (such as commercial banks; Savings and Loan Associa-

tions, Mutual Savings, FNMAE, and FHIMC).

In a competitive lending market, one lender may decide a project

or homebuyer is credit worthy, while another may not. By funneling

‘the mortgage subsidies through one organization, the state has also

directed all home financing decisions into one organization.

As was discussed in Chapter Seven, the state, through its bond
sales at AHFC, has been paying more for its borrowed funds than home-
buyers would have paid to borrow money through FNMAE or FHIMC. This
difference represents a loss to the state. A difference between FNMAE
rates and the interest attainable by AHFC in the national bond markets
is expected  to continue; therefore, the state may wish to explore
negotiating a cooperative "interest buydown" program with FNMAE and
FNIMC. For example, the state could propose to buydown the interest
rate paid by\ homebuyers by 3 percentage points for the first five or
ten years of the life of the mortgage. The mortgages could then be
sold to the national secondary lenders. Such an arrangment could

result in lower costs to the state and to the state's homebuyers.
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The " mortgage 1nterest rates of 1980 and 1981 have been at his=
'k_torlcally hlgh 1evels,‘and these -rates are expected to decllne within
'the next two or three years to. lower long-term rates. The state, by'
subsldlzlng,mortgage_rates, has kept 1nterest rates closer to their
1expected;iong-termfleveis},,By stablllzlngvlnterest rates, the state
'has'maintaiﬁe¢:heusing market‘ectivity and resideeti%l‘eonStructibﬁ‘
nearer their long-term equilibriﬂmklevels.' Thus, home sales in Alaska -
“«heﬁeabeen‘sheltefed*frbm tﬁeveffectsfcéused by merCﬁfial'ehangesfin o
Z_natlonal monetary p011C1es and the assoc1ated escalatlon in’ 1nterest‘

"rates.
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Lﬂ ) : ) APPENDIX A
Lo o . ) ASSUMPTIONS USED IN 1981 ALASKA- HOUSING PROGRAM STUDY
INDUSTRY
e ”u PROJECT EXPLANATION o . LOW DEVELOPMENT HIGH DEVELOPMENT
AGRICULTURE ’ Various levels of development .. Slow decline Emplovment growth
depending on State & Federal - in activity at 8% anmual rate
policies, combined with market )
conditions. )
é .
i ) FISHERIES . Constant employment in existing No development 50% replacement
b - : ’ R fishery. Development of bottom . ; )
: ’ ’ fishing to replace foreign fishing
in 200 mile limit varies.
- oo QIL, GAS, AND HIH;NG‘ _ _
" . Trans-4K Pipeline - ~  Construction of & additional = . Yes. : Yes
: . R pumping stations - : ‘
- Morthwest Gas . : Cbns:ruction of natural gas k . Yes
"7 Pipeline - B pipeline from Prudhoe Bay & ' -
; S : : T assoczated fac;lz:ies 1983-87
ow 0 Prudhoe Bay Oil. 1_ Ptoduc:zon~fron exzstxnglandA,~ Yas - . Yes
“on and Gas : - newly developed fields resulting :
e . " in incressed permanent emplovment
£ Upper'Cook‘Inietf S :;‘Declinihs;FmploYment in oil : Yes' o Yes
-1 -0k and Gas: . . o . . productiomw offset by employmeat - s - :
LTl e w0 . »growth- in-gas production o
£ e R LA : S L : ) TS S S
AR 7+ “‘National Petroleum ' ' Development & production from . Expleration . Slow davelopment
Gewe 0 Reserve in 8K - e § @il fields & comstruction. of‘-‘;:. but no devel~ !
R R T , 525 miles of pxpelzne e opment
4 . -, . “Outer Continental -'1f' Ezploratzon, development &‘pro--'. Beaufort Sea 3 lesse sales after
PADSE *" Shelf (0CS) petre~ [  duction based on curreat OCS - - - productiom; no ~ ~ 1985; 7 billien bbl
B "7 leum and. gas : ) “lsase schedule w/additional = = - - sales after . discovered & devel-~
. : - sales after 1985 198531 billien oped
Y - bbl discovered - BRI
Lo ) . : v v . ‘ : .
.g* ‘ Ccai Developmént L Development of Beluga coal B . No ’ Even:ual'produ:tion‘
: . : reserves. for export & synfuel . : : of 4.4 million tons
R : c : production : _ per year
;@ Ui S. Borax = ‘. Development of mining. operaticn - No. No
. ‘ by 1993
E : . 1 Other Nining : Hatdznck & other petroleum Constant at 1% annual growth of
Soont . ) activities. current levels employment
- MANUFACTURING
Petroleum Refining Constrﬁctioh of 100,000 barrel ‘ No o Yes
o - ‘per day refinery at Valdez '
Fo -Pacific LNG Project - Development of liquid nmatural No : T Yas
P L © . gas project in the Anchorage
- R - : areas between 1985-87
: Petrochemicals : Development of a project sim~ . No ° : No~
; . . » ilaz in concept to the Dow-
Lns . . Shell proposal
Food Processing Development based on & corre- Grows to accommodate groénh in fishing industry.

spondent to growth of fisheries
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- SOURCES:

ﬁanufac;ufing fér
Local AK Use:

TOURISH
- GOVERNMENT

g Siate,Capi;zI Move.

Federal Government

g

State Government

Ed Porter, Institute of Social and Economi

. Timber, Lumber, Pulp =

Expansion to accommodate
annual cut of 960 million to

1.3 billion board feet by 2000

Expansion of existing produc- .

tion as well as new manuface
turing as a proportion of
total emplovment

Annual growth rate of tourism

State capital move tc W1llow
beginning in 1983

Increases in civilian'empléy-‘
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,  APPENDIX B
' HUD FAIR SHARE ALLOCATION SYSTEM

‘ The5Federal Depaftment of Housing and Urban Development distrib-
utes mqst--SO;percént—-fEde:al..housing"assiStance fuhds for newly
subsidizéd;runits ‘according to the Fair Share System. Under this

_ system, funds are allocated by HUD's national. office ‘to different
parts of‘theﬂcbuntry according to thé,amouht of housing needed in that

area..

NEed is measured by several varlableS' area populatlon, poverty,

substandard hous1ng, overcrowding, and vacancies. Poverty is deflnedi

as the- nnmber of famllles w1th/incames below 50 percent of the ‘median

 ~area 1ncome. Substandard hou31ng 1s -easured by the nnmber of unzts
lacking complete plumblng.‘ Overcrowdlng 1s defzned as the number of

"unlts wzth more than one person per ronm. The 1nd1cator regardlng

' vacanczes is known as the vacancy defzcxt, 1t is the ‘number of new

units needed: to: increase the vacancy rate in the area to 6 percent.

",»The flnal varlable 1ncluded is- the number of renter households who

(1) spend more than 25 percent of their income on rent and (2) live in

"an overcrowded or: substandard unit.

Eachrof these variables is given the same weight, and the amount
'  offhousing'néed ip'each area is calculated as a!peréentagé of the
‘nationAIVtOtal housing need. If an area is determined to have 10 per-
cent of the national hged,'that area is allocated 10 percent of the
pool of:housing assistance funds. There are 44 areas to which HUD
: Central'Office allocates.thesé funds, each having a HUD Area Office..
Alaska is one of these &4 areas. Once the'AnéhOrage"HUD Area Office
. receives Alaska's allocat;on, thxs office allocates that money around
the statet’
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-~ - The. HUD Anchorage'office désignates'aIIOCation-areas within' the
state. “Each- metropolltan area; as deflned by the Census, is an allo-
cation area; - Anchorage is ‘the state's only metropolltan area. The
'remaindef of Alaska is d1V1dedf1nto four allocatlon areas correspond—
~ing to the state's four judicial districts. ' The HUD area office
"determines  the housing need ‘in - each area om the oﬁame basis as
“described ébove, and allocates HUD funds within the state according to

need.

In'any,single'Year, however,;onezallocation area may receive a

‘larger or smaller amouant of assistance than its share. . This occurs

a

because the amount of funds available to Alaska in any one year may be
too small to spllt up strlctly'accordlng to need : Over the course of

‘several years,«however, HUD attempts to spend its - funds around the

S state accordlng to the d1stributlon of need The actual distribution

of HUD spendlng also depends on the progect appllcatlons recelved by
HUD., If ‘no acceptable appllcatlons are made by agencies in an area
over the course of several years, that area w1ll not: receive 1ts share

~of federal housing subsidies.

»Please_note‘that;this”allocﬁtion sys§Em appliés to fundihg for
units that are to be subsidized for the first time. Once that unit is
contracted for or built, a continuing stream of federal sub51d1es is
- assocxated W1th it. HUD's commltment to continue the sub51d1es varies
£rom f:.ve—to-forty years, deyend:.ng on which program is used. The
“amount of ‘money allocated to the state ~each year, then, does not
1nc1nde these contlnuzng subs;dles, it only includes fundlng for the

flrst year for new unlts.

This»destription of the Fair Share System is by no means complete.

More detailed information is available at HUD offices. -

266




APPENDIX C
EARLY HOUSING PROGRAMS OF THE ALASKA STATE HOUSING AUTHORITY1

Early Managgment

In .the early 1940s the Federal Public Housing Administration

" constructed, pursuant to the Lanham Act, a total of 324 family

dwelling units in Anchorage, Fairbanks, and Juneau for the purpose of

hnusing war workers. Following its creation, the Authority assumed
- the management of these units although title remained with the United

States Government. Besides these units, the Authority was contracted

to manage veterans' housing projects by the cities of'Anchcrage and

- Fairbanks. ~ Both the war housing--classified as temporary--and the

veterans' housing projects have since been phased out of the Author- -

ity's operations.

Veterans' Hou31ng

In the 1946 Terrltorlal Leglslature, a $100,000 revolving fund

was established for use by the Authority in making accommodations

available to veterans of World War II who were enrolled in educational

institutions in Alaska. Acting on this mandate, the Authority under--

tock construction of a 50-man dormitory for veterans at the University
of - Alaska. . Upon completion, the Authority was responsible for its

maintenance, -and the University of Alaska for its management. Like

~ the housing units, this dormitory has been phased out of the Author-

ity's operations.

Alaska Hou51ng Act

“The Territorial Legislature directed the Hou51ng Authority to
recommend and seek passage of leglslatlon, both territorial and

federal which would establish a _program to remedy the Alaska housing

shortage. Since the economics of Alaska were different from those of

most stétes, the Authority examined the problem and in 1947 submitted

1Adapted from the 1972 Annual Report of the Alaska State Hou51ng
Authority and Weicher, Housing Federal Policies and Programs, 1980.
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suggested 1egislation to ;ther U.S. Congress. With this proposal,
n_aSSistancefthen came from the Housing and‘HOme;Finahee'Agency;'the;‘
v ’Depertment~of'the.Interibr, and other federal agencies. These agencies,
' with-the'A1aska Housing Authority; produeed‘a'plaﬁ Whibh WaS'intrqduCed '
in - Congress and the Territorial"Legislature and 1efer_vbecame the

‘program of the Authority. \ A p

_The’ 19&9 Terrltorlal Leglslature approved leglslatlve bllls whlch v
'-would ‘enable the Authority to' actlvate prOV151ons of ‘a federal blll‘
~then ready for presentatlon to Congress. Thls,leglslatlon ‘included an"
initial apprOPriation of - $250, 000. When the federal‘legislation was'
approved, it ‘included an initial appropriation of $15,000,000 and was’
“called the "Alaska Hou51ng Act" (P.L. 52, 81st. Congress)

s . The initial concept of the Alaska Housing Act recognized ‘the

limited .home‘ financing available ih‘fAlaska, the  high construction
k‘costs resultlng from hurried defense and war constructlon,'and the
absence of a self-suff1C1ent constructlon 1ndustry - The purpose of
the plan was to encourage an adequate building industry- and to estab-

Lish the capa01ty to meet the 1ncrea31ng need for home construction.

The - program included- prbductioﬁ of hore than - 6,000  dwelling
units, ’encouragement  of ‘private financing (including' a  ‘secondary
financial market), and adjustment of existing Federal home mortgage
insurance programs to the higher costs prevailing in the Territory.

The Alaéka Housing Act met these problems by:

1. Creating a -$15,000,000 revolving fund for the use of.

the Alaska Housing Authority, of which $1,000,000 was

- set aside for a Remote Dwelling Program {(Later this
~fund-was 1ncreased by $4,000, 000 )

2. Increasing FHA mortgage insurance limits up to one-
third over the established ‘limits under the Natiomal:
Housing Act.

3. Liberalizing mortgage purchasing privileges for ‘the
Federal National Mortgage Association in Alaska.
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4.  Allowing the Alaska Housing Authority to make loans
from the revolving fund where private financing was not
otherwise available. :

5. Allowing direct construction by the Alaska Housing
Authority of necessary dwelling units for any community
where private sponsors were either unwilling or unable
to undertake such housing construction.

6. Liberalizing certain mortgage insurance plans.

7. Calling upon private capital and all elements of the
private building industry to participate in the con-
struction of necessary housing in Alaska. By so doing,
it accomplishes a two-fold purpose: ' (a) supplying
necessary dwelling units and (b) promoting a self-
sustaining building industry for strategic Alaska. .

During the life of the Public Law 52 program, the original goal
of the Authority was more than met. By 1953, 7,500 units had been

constructed. = This new housing construction represented an investment

~of $10,000,000‘by private enterprise. Prior to enactment of the Law,

only eight single-family units had been built in Alaska under FHA

regulations.

Low-Rent Public Housing Program

Preliminary work on the. Hoﬁsing Authority's low-rent program
began in 1949. Initially, the Authority constructed 325 units: 50 in
Juneau, 50 in Ketchikan, 75 in Fairbanks, and 150 in Anchorage. By
{953, all of the units had been completed, and they have been occupied
continuously since that time. The program was reactivated in 1963
with an obvious statewide need for housing designed for the low-incbme
families in urban areas. By 1972 an additional 326 units had been

constructed by private firms under contract to the Authority. The

total construction cost of these units was §$9,836,215. In addition,

the Authority undertook comprehensive modernization of the original

units at a cost of about $3,000,000.
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Mlddle-Income Program

The middle-income program, authorlzed by the Board of Dlrectors
in 1965, produced two prOJects 32 in- Wrangell and 24 unlts ‘in Peters-
burg. The hou51ng was built under the provision of Sectlon 221(d)(3)
of the National Hou31ng Act and is permanently flnanced by the FNMAE
at.below—market rate iﬁterest ~ The project in Petersburg is no 1onger

undexr. management by the Authorlty

"73Inl1961i5this'pfpgram:was'creatéd inaan attemptltdjallowsldwer—:
~income fémili&s.to bénefit~from”FHA'insurance on thé»rented apart~
‘ments. 'The‘ FHA-insured mortgages on ’apartmégt'rprojects owned- by

nonprofit sponsors or limited dividend cdrporations if the mortgages
- carried below-market interest rates. " The 1ow'rates and absenCé‘of\
' profit’ were. expected to- reduce rents, making these apartments afford- 
able_ to.those_ too poor to take advantage of the FHA homeownershlp
‘insurance program, bnt~with'incomes,too high to qhélify for public
| hpusing.‘ This ﬁmoderate-intome"'group-genErally could not afford the
" rents in unsubsidized new> apaftments.‘ ‘The pfogram‘ also included
dollar mortgage limits per unit to insure that the program reached the

targeted population.

‘To induce private"lehders to lend at below-market rates, the
Fédéral_National Mortgage Association (FNMA) bought the loans fromfthé
“lenders at face value. The net effect of thé arrangement was that
FNMA lent mortgage’ funds at low interest rates to prlvate sponsors to

build moderate-income hou51ng

The 221(d)(3) program was short-lived. Its initial budget impact
wss very large, making it politically vulnerable, even though the end
cost to the government was much smaller due to principal and interest
pay.back;s;ln'addition, the interest subsidy proved inadequate in
reducing rents to a level affordable to the tsrget population. The
subsidy did not result in very many units being constructed, and the

program was scrapped in 1968 to be replacéd by another program
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(Section 236) wusing interest subsidies and FHA insurance. (This

section derived from a discussion in Weicher: 38-40.)

Remote Dwelling Program

This program was est;blished by Public Law 52. The program was
based on home improvement loans, to a limit of $500 per person, and a
5 percent interest rate. Loans were to be repaid to the Alaska
Housing Authbrity over a period of six years and were character loans,
requiring no collateral. As originally established, the Authority
acted as agent in purchase and delivery of materials, while the bor-
rower either built or impravedvhis own dwelling. By the end of 1952,
-.the Alaska Housing»Authorityfhad'assisted in the erection or improve-
ment of ~approximately 550 housing units in. 30 villages from north of
the Arctic Circle to as far south as the lower mouth of the Yukon

River.

Native Village Program
In 1963, the Housing Authority was granted $180,000 by the

-Federal Government to conduct ‘a low-income housing demonstration

project in remote native villages. The program called for experi-
-mental hbusing constructed in- the three ethnological areas of the
State~~Southeastern Indian, Athabascan Indian, and Eskimo.  The most
ambitious project undertaken by this  grant. was the relocation of an
entire village to a new site on the Yukon River, commonly called the
Grayling Project. The Authority administered the grant and provided
materials and technical  assistance to the willage to build 23 new
homes. . The mutual-help approach to comstruction was utilized. This
experiment provided a basis for future grants and programs for Alaska

-~ Natives.

Remote Village Housing Program

Section 1004 of the Demonstration Cities and Hetropolitaanevel-
opment Act of 1966 authorized $10,000,000 for grants and loans to the

State of Alaska to assist in providing housing and related facilities
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to remote Alaskans in accordancé with'a'Statewide plan approved by the

J‘SeCretary  of the Départmeht‘ df”'Housing and.'Urban'DeVelopment o In

'1967 because of-a stateW1de plan formulated by the Authorlty Wlth thei

‘the agency to carry out the program.

cooperatlon of other state agencies, the program ‘was establlshed by

law undervthe Office of thevGovernor, who was~d1rected‘to de51gnate“

#

In 1968 Governor chkel de51gnated ‘the Hou81ng Authorlty as: the

‘agency to admlnlster thlS program : The StatevLeg1slature authorlzed"

approprlatlons equal to' 10 percent of actual federal approprlatlons

: Congress appropriated $1 000 000 in flscal 1969, and with 10 percent
of the $1,000,000 in State matching funds, 160 houses were constructed

in ten V1llages, -using. Native labor workxng under experienced. con-

structlon superv1sors ’ S1mllar amounts -were approprlated ~and madeﬂ

‘avallable in fiscal 1970, and 175 houses were constructed in eight

villages.

~‘Since Congress-made no further appropriations for that purpose,~

“the State Legislature appropriated $1,000,000 in fiscal 1971 as a

" substitute for the federal funds so that the program might continue

- uninterrupted,uand'lll houses were completed. -~ The State Legislature

' a1so,authorized the sale of $3,000,000 in general obligation bonds for

construction of ‘additional housing in the remote areas. Half of the
authorized bonds were issued and their proceeds made available to the

Authority for use in 1971.

Durinng1971,' the Department of Housing and Urban.,DeVEIOPmEnt

funded 200 units under a 100 percent federally funded Mutual Help

Program. '~ Ten wvillages were selected and the program was completed in
1974. - The program operated in the same manner as the original 1969

and 1970 program, except for the methed of funding.
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Turnkey III
The Turnkey III program was the first homeownership program tar-

geted specifically to low-income families. It operated the same way
that - the current Mutual Help for Indians program works, with the
homebuyers' equity building up gradually. The major differences
between the programs are in participant contributions and payments and

in the fact that this program was not limited to Natives.
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APPENDIX D
. " STATE HOUSING RELATED PROGRAMS

Pioneers Homes

- The primary goal for the Alaska Pioneers Homes is to provide a
comfortable‘ living envirconment for elderly citizens of - the state.
Services provided to residents include physical and mental health care
and social activities in residential care and nursing care accom-

modations.

Any persons who have lived in Alaska continuously for at least
fifteen years immediately preceding their application are entitled to
admission at little or no cost.  Persons not considered destitute,; but
meeting the fifteen-year residency requirement, may be admitted upon
payment for .the cost of their care and support, currently $§275 per
month. In addition, any person with a total of 30 years state resi-
dency cannot be disqualified due to absences from the state if the
absenceS'are determined to be reasonable by the Commissioner of Admin-

istration and if the applicant is otherwise qualified.

The - Department - of  Administration operates Pioneers Homes in
Sitka;'Palmer, Fairbanks, and Anchorage, providing residential care
for 340 persons and nursing care for 178. A new home in Ketchikan was
scheduled for completion in December 1981, with 19 resident and 30
nursing facilities. A new nursing wing at the Anchorage Pioneers Home
will be réady for occupancy in May 1982, providing 96 additional
nursing beds. - This program also fﬁnds the Kotzebue Senior Citizens
Center, which is operated by a private corporation. The Center pro-
vides social, recreational, and nutritional services and has 16 beds

for ambulatory residents.
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Senior Citizens Tax Relief

ThlS program was ‘initiated to: ‘reduce: the financial pressues on

senior c1tlzens of- hou31ng-re1ated taxatlon., Property taxation. can
contribute to ‘the unw1111ng relocatlon of their residences for the

state's elderly, espec1ally for those w1th ‘fixed incomes. Exemptlon .

from local property taxes for homeowners and tax equlvalency payments 7
for renters and deferment of special water and sewer assessments are : ;;
o w

, the three hou31ng-re1ated 1tems under this program.ly"* o
L

Eligible citizens, 65 years of age or older, apply.to,their local

-government -for the exemptions and deferments. The local government is. - e

 reimbursed for lost revenues by the State Assessors Office. The o -
property‘ tax eiemptlon and, renters equivalency amounts are’ 'totally
forgiven. A speC1a1 assessment deferment becomes a 11en—on the prop-f
"ferty which is due and payable when the property comes ‘into the owner-

ship:of an 1ne11g1ble taxpayer.

“Neterans Loan Fund.

- ~The State of Alaska hadpa,diréct loan program for vetsrans and.
ﬁational guardsmen, administered by the now-defunct ~Division of
‘Veterans Affairs. The program was funded by direct state sppropfia-
~tions. Most -of the loans made were for residential mortgages, but
they could also be used to finance ffsrms, businesses, edncation,v

fishing, mining, personal use, or for investment in rental‘property.

From fiscal year 1977 to fiscal year 1980, $213,869,600 was
loanedr‘for single-family mortgages. In 1978,"the' Department  of
Revenue purchased most of the loans made by the Divisionqof‘Vetersns

"Affairs. No new applications were accepted, and the program was

discontinuedlbécause of its large impact on the state budget. - The

- Department of Revenue continues to service outstanding veterans loans,

most. of which ﬁere purchased by the Alaska Housing Finance Corporation.“ -

Motor vehicle tax exemption is the only nonhousing tax relief , i
provided under. this program.
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Residential Energy Conservation Program

- This program, administered by the Division of Power and Energy
Development, was initiated in October 1980. Program goals are two-
fold: to conserve energy and to reduce housing costs by reducing home
heating costs. There are no program eligibility restrictions; both
renters and homeowners can benefit. All program costs are funded by

direct state appropriations.

State funds are used for several purposes. The state trains and
contracts with home energy auditors, who inspect homes to determine
their eﬁergy characteristics. State funds are used to pay for all but
$10 of the cost of an audit; the resident pays that $10. The state
makes. grants or refunds to the home resident for the cost of taking
energy conservation measures that are recommended by the’auditor, for
amounts up to $300 for single-family, detached homés,'or $200 for
homes in multifamily structures. In addition to grants and refunds,
the Division of Business Loans offers loans up to §$5,000 at five

percent interest for energy improvements recommended by the audit.

In the first year of the program, 8,000 homes were audited in 24
communities. More than 2,700 residents received grants and refunds,
totaling $798,308. It is estimated that about 98 billion BTUs will be
saved the first vyear because of energy conservation measures the

" program financed. This is equivalent to 710,0Qp gallons of fuel oil;
and at an estimated cost of §1.25 per gallon, this would equal
$887,000 saved over the first year after the measures have been in-

 stalled (Approp:iate,Energections, October 1981). Program adminis-

 trators anticipated conducting 24,054 audits between September 1981
and January 1982.

State Mobile Home Loan Program

From May to October 1980, the state had a Mobile Home Loan Pro-

gram, administered by the Department of Revenue. Loans were made for
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‘a- 25-year term at .11.75 perCent_ interest; with a 10 perCent.dQWn-

~ payment required. In the six months of a¢tiVity,’203ﬁloanszere madef ;f:”

"totaliﬁg‘$5 763, 000. \This”progfam was discontinued;When'the‘ﬁlaSRa

’[»Hous1ng Finance' Corporatlon 1n1tlated its Mobile Home Loan Program -

(Alexander)

; Hous;ﬁgﬁProgram Debt Serv1ce

The ‘state ‘has a contlnulng obllgatlon to pay off the bonds it
" issued to flnance certain hou31ng programs The Ploneers Home and_e
*Senlor Cltlzen Hou51ng Development programs ‘are current programs with .
ongoing debt se:v1ce costs. There was also a Remote Housing Program :

" in the early 1970s for which payments are still being made.

’ State Instltutlonal Investors

The ‘State of Alaska has also 1nvested 51gn1f1cant amounts in
'hou51ng,throughf1nst1tutlonal investors such as state pension funds
and the Permanent Fund. These investors act much like national SECon-
darytemortgage"market institﬂtiohs, purchasing residential 1nortgagES
originated by direct lending institutibns.‘:They invest in loams at or
'close‘toxmarket_interest‘retes. Recently they have served homebuyers
e who do ‘not ‘qualify fot-AHFC low-interest loans. The State PeﬁSion
Funds,'fof example, buy 30~year loans'to'owner-OCCupants~withtet least
IO‘peféent;equity, carrying 15 3/4 percent'interest~and meeting FNMA
guidelines. R

‘Since 1977,'the‘Stete Pension Funds have purchesed $299,600,000
in 'residentiel mortgages. The Permanent‘fFund began - investing in
vmortgeges in 1981; in the first nine months of that yeer,.it purchased
$10,400,000 in loans. ' |
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STATE

Prograﬁ-

Pioneers Homes
Operating

Senior Citizens
Tax Relief
Operating

Veterans Housing Loans

- § Volume Loaned

Residential Energy
Conservation
Operating & Capital

State Mobile Homé Loans

§ Volume Loaned

Debt Service
Pioneers Home
Senior Citizen

Housing
Remote Housing

Institutional. Investors

Pension Funds ($§
Volume Purchased)
Permanent Fund ($
Volume Purchased)

(000)
FY 1982 FY 1981
$13,910.8  $11,716.4
2,236.0 3,103.0
O.Qk 0.0
: Not
20,000.0 Available
0.0 - 0.0
2,481.8 1,471.3
1,750.4 1,295.8
239.8 246.1
58,600.0
10,400.0
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FY 1980
$11,381.8
2,735.1

- 5,082.4

5,763.0

1,322.8

880.3
227.6

62,400.0

SPENDING IN HOUSING AND HOUSING-RELATED PROGRAMS

FY 1979

$10,344.9

2,510.9 -

79,926.5

1,134.8

313.9
230.3

. 61,200.0

FY 1978

$9,178.0

2,141.6

82,949.4

0 1,029.2

66.
238.

QW

59,000.0



FY 1977 FY 1976
-Pioneers Homes ; S 7,494.6
 Senior Citizens Tax Relief . 1,525.0

\ Veteran Housing L 45,911.3 - v40;182;4 o

- Debt Service _ - : . .
- Pioneers Homes . 3 ‘ : 900.7

 Senior Citizens' Housing T 0.0
Remote Housing ‘ .223.0

Pension Funds ; 4".’ 58,400.0

SOURCES: Executive Budget, Fiscal Years 1978, 1980, 1981, and 1982.

. Alaska Budget in Brief, FY 1982.

Bill Pelto,‘DiVision of Budget and ﬁanagemeﬁt.

Richard Alexander, Department of,Revénue.
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, APPENDIX E :
INFORMATION NEEDS FOR HOUSING PROGRAM EVALUATION

Introduction

"Many methods of program evaluation have been developed. Each is
primarily a product of the different decision making situations in
which they are applied. Different decision making situations include
evaluating present or proposed actions; evaluating capital investments.

or operating programs; and evaluating one particular program or a

- number of programs designed to reach the same goal.

Independent of the type of evaluation, the primary goal of this
type of exercise-is,toyallocate public funds in a way that is most
beneficial to the political comstituency. . Ths concept is similar to
the economists: concern with efficigncy, the attempt to. reach a par-
ticular outcomévat the least resource cost.  Cost-benefit analysis is
program evaluation conducted in this strictest sense.  Program evalu-

ation may differ from the strict concern with efficiency for two

‘reasons. First, the particular public agency may not bear the burden

of all the cost;‘their concern is only with efficiency in terms of
costs they bear. Secondly, the political process may define par-
ticular goals which prevent the most efficient approach. Given these
constraints, the purpose of project evaluation is the most beneficial

allocation of public funds.

Basic Concepts

A set of pgsic concepts should be consistently applied in any
type of program gvaluation. These concepts provide consistency Both
within a particular evaluation and across different evaluations.
Consistency across evaluations 'is important sincé the alternate
evaluations could be used to select the best method’of achieving a
particular objective or to select‘from competing users for a fixed

amount of public resources.
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tion

The following basic concepts should apply in any program evalua-

(see Devanney, et al 1976).

Make the client group explicit. Any particular public = action

will‘generate costs and benefits for a number of groups. In a

“program -evaluation,; the costs and“benefits to a speCific group .

‘are considered and effects to other groups are 1gnored ‘For

'“}example, when publlc hou51ng is provlded through federal grants,

B these federal funds are not costs to the state.

Make theigreatESt use of'market‘prices. .Since”the‘changes which

result from public actions affect many different types of re-

sources, applying market prices to these resources allows their

comparison. - When applying prices to outcomes and toéts, three

concerns are important. First, prices may not reflect the value

to the public of certain resources. - Prices may ignore social

cost and'benefits{ Seeondly, prices are not independent of the

‘present <income dlstrlbutlon and dlstrlbutlonal consequences must

be treated expllc1tly Finally,- thls does not mean outcomes

which cannot be valued with a market price‘shonld be ‘ignored.

Value net rather“than‘g;oss~changes;“The:benefits‘createdWby~a

public action include only the net change. For examnle, if one
effect of the action is to create jobs, the total number of jobs
measures the benefits of the action only in certain ceses. If
the workers hired would have been unemployed, then the jobs are a
benefit. To the extent workers would have been employed these

3obs are not a benefit.

Make7ekplicit distributional effects. Public actions will affect

~different  groups in the community‘diffefently. Certain groups

may bear a ‘greater share of the costs than the share of benefits
they receive. Policy makers may consider these distributional

consequences in addition to the overall efficiency effects.
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5. Make the baseline explicit. The effects of public action are

determined by comparing what will (or did) hapyen with the action
to what would‘happen without the action. The baseline describes
what woﬁld have happened without the program; it is the scenario
to which the program effects are compared. For example, when
examining the effects of the AHFC program, the baseline is what
would have happened in the program year without the program, not

what happened in the previous year.

Uncertaintz

A program evaluation is conducted under conditions of uncer-
tainty. The source of uncertainty lies primarily in the description
of what would have happened or what will happen. This uncertainty is

primarily an information prdblem.

‘The information problem’is of two general types. ,First, pro-
jection of events which either will or would have taken piace is an
vimporﬁant part of estimating program effects. Kﬂowledge,bf how the
important 5ystems work is nécessary.' Uncertaiﬁty.can arise if the
workings of these systems is not clearly understood. The second type
, of information problem‘,concerns data. Data problems exist most
importantly when we attempt to understand whét happéned béc§use of a
program. Missing data prevents the develophent of a.complete picture
~of what;happened. | |

Information Needs For Housing Program Evaluation

In this éection; we wiil describe the informatiom géps we found
in doing the evalunation of the housing programs;, We concentrate on
those gaps we feel are most iﬁportant. The housing information needs
caﬁ be grouped ihto‘threg classes:{ program data; housing market data,
and housing ﬁarket énal?sis. - Each of jthese is describéd‘ briefly

below:

283



Program data. In our. study, we found a surprlslng amount of data

collected by the programs. A good deal of demographlc data was

‘available in an ea51ly acce581ble form (much of it écces51ble by

computer) Helpful addltlonal 1nformatlon would 1nclude'

a. Racial information for the borrower or renter.

#

b. Prlor hous1ng 1nformat10n for borrower or renter, 1nc1ud1nga‘

‘prlor housing type, locatlon, and amount sold for.

c. A similar complete set of demographlc and hous1ng data on

-unsuccessful appllcants.

. Market data. The primary constraint to completing Our‘analySis

was data on housingkmarkets. Anchorage is the only market for

which very complete information exists. Othe:”urban'markets’heve

~.only limitedjinfcrmation. Housing market data on rural markets

is non-existent; Hou51ng market data con51sts of 1nformat10n on

‘prices; new . constructlon, sales, and quallty' of the. ~existing

stock.

Another type of market data which is needed is informetidﬁ on the

population not served byfthe‘programs; Except for census years,
this information is not available. This ‘type ‘of information
would be'extremEIYcimportant,»for example, when’tryiﬁg to measure
the housing demand effect of  the ‘programs, since : demographic

factors importantly influence demand.

‘Houising market analysis. Finally, certain systems which affect

‘housing need to:be'better.understood{' The supply side of the

- housing market is not very well understbod. As we have shown,

important impacts depend on the supply response. ‘This side of

the market includes bankers;, builders, land developers, an& those

sectors of industry which supply inputs to these groups.
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An especially important component of the supply side is the
conversion of housing between rental and owner housing.  The
conversion factor is important for estimating the net effect of

the program on new construction.
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Barnes, Janet. Division of Loans and Veteran Affairs, Department of
Commerce and Economic Development. 16 December 1981.

Buckley, Robert. = Office of Economic Affairs, U.S. Department: of

Housing and Urban Development, Washington, D.C., 15 October 1981.

- Clubb, Wes. First National Bank of Anchorage. 21 December 1981.

Daniels, Léslie. Washington University; St. Louis, Missouri. 6 Novem-
ber 1981, 1 December 1981, 12 January 1982,

Department of Community and 'Regional Affairs, Division of Housing
Assistance, Anchorage. Jack Smodey, 9 October 1981, 5 November
1981, 19 January 1982; Hank Hodge, 15 January 1982; Raymond
Price, 5 November 1981.

Dillman, John. Alaska Valuation Services. 20 November 1981.

Duffy, John G. Area Manager, HUD. ' Letter to John M. Crawford, Deputy
Executive Director, ASHA. = 20 May 1981.

Eisman, Jean. Federal National Mortgage Association, Washington, D.C.
14 October 1981, 10 November 1981, 11 November 1981.

Ender, Richard. Urban Observatory, University of Alaska, Anchorage.
13 October 1981.

Gamel, Rob. Gamel Homes, Inc. 30 October 1981.

Hhsték, Don. Division of Loans and Veteran Affairs, Department of
Commerce and Economic Development, Juneau. 1 and 4 December 1981.

Knight, Marlin. Kodiak Island Housing Authority. 14 January 1982.

McVickers, Noma. Older Persons Action Group, Anchorage. 25 Novem-
ber 1981. ‘
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"~ Murphy,  David. UnitedlBuilding Supply, Inc., Anchorage. 18 Decem~
: ber 1981. : - . . :

Patton Arlene Aleutlan\Hou31ng Authorlty 27 October 1981

Pelto, Wllllam D1v151on. of Budget and Management 0ff1ce of 'the'
chernor 29 January 1982

Rhodes, James. Alaska Permanent Fund Corporatlon, Juneau. 19 October
1981. :

: Smlth Jamee’ Flrst Federal SaV1ngs and Loan, 17 December 1981

‘(;Strasbaugh Kathleen Attorney, Alaska Legal SerV1ces 1 and 7 Decem-
ber 1981 ‘ : DR ‘

StletZ"LUCIIIE; VNationaltDenklof?Alaska 15 December"1981t‘
Sulllvan, Robert Alaska Mutual Sav1ngs Bank 18~ Decemher 1981
l‘Swanson, DaV1d., Alaska Department of Labor : 12 October 1981 7
kTerrell Laurle,‘»Coalltlon-for Economlquustlce" 16 December 1981

Toll Cyrus Offlce of Indlan Hou51ng, U S. Department of Hou51ng and
Urban Development Washlngton, D. C 20 January 1982. :

U,S;“Department of-Hou51ng and Urban,Development, Anchorage. E. Allen

: ~Robinson;: Donna Czech, 14 December 1981; “Marlene F. Boberick,
2 December 1981; Charles Leo, 17 November 1981; Miller Lutton,
19 October 1981; Eldon Young, 3 December 1981.. ‘ .

g Other’Sources

‘Alaske Credit~Unien Deague, Anchorage.r
American Council of Life Insurance Companles, New York City.
,Bureau of Indlan Affalrs, Washington, D. C
Federal Home Loan Bank of Seattle.
Feneral'Home Loan Bank’Board, Washington, D.C.
) . - A
Federal Home Lonn Mortgage Corporation, Wbshington, D.C.

Federal National Mortgage Association, Los Angeles.

. Mortgage Insurance Companies of America, Anchorage.
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