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Executive Summary
From November 2008 - April 2009 czb analyzed housing markets across Alaska.

During this time czb also analyzed the extent and nature of participation in these
markets by Alaska Housing Finance Corporation (AHFC), and by a range of developers
and sponsors of affordable housing. This report is a resulting portrait of these markets,
the affordable housing initiatives that have been developed in response, and
recommendations for ensuring a robust affordable housing delivery system that
generates the development of the right project in the right location. The report focuses
on three key attributes of a such a system, with AHFC having a vital role in each.

1. The importance of having an affordable housing delivery system that allocates risk
appropriately among AHFC and its partners (borrows, investors, lenders, local
government),

2. The need to have an affordable housing delivery system that serves to strengthen
housing markets when possible, and

3. The importance of having an affordable housing delivery system that stimulates
investment-oriented private sector activity within both the lending and development
communities.

In the first, AHFC is the largest, most influential part of Alaska"s affordable housing
delivery system. The risk associated with stimulating the development of affordable
housing is significant. The system cannot afford to have its most important part - AHFC
- be inordinately exposed. Doing so undermines the willingness of other essential
players to assume their share of the risk, and disproportionately exposes AHFC to
potential downsides that developers, private sector lenders, and local government
should shoulder.

In the second, affordable housing development well designed and properly located
contributes to market stability and strength, reduces risk to all involved, creates wealth
building opportunities for low-income families, and addresses affordable housing
shortages. The system depends on AHFC to exercise leadership when it comes to
quality design and planning, and appropriate locational decision-making.

In the third, AHFC"s interests in a robust delivery system are best served by having
more rather than less interest in affordable housing developed and financed by the
private sector. The more lenders and developers, the greater the competition. The
more the competition, the better the product design and pricing. The more responsive
the pricing, the more likely the development community will have to stretch to meet
appropriate underwriting considerations and develop in accordance with market reality.

In each instance, AHFC is moving the market, the development community, and local
government towards further refinement of its affordable housing delivery system so that
the right project in the right location is both the objective and the actuality. As this report
makes clear, this is more an issue of balance than role prominence. Too little of AHFC,
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and there is no affordable housing system in Alaska. Too much, and there is no
meaningful private sector role sufficient to generate quality in sufficient quantity.

This report provides the supporting analysis of the many market conditions across
Alaska, and AHFC responses. As part of AHFC"s five year planning process, it makes
recommendations for policy direction regarding scarce housing resources, helps AHFC
take advantage of technology and migrate decision-making systems on-line, and also to
harness the findings in ways that helps AHFC be maximally effective in bringing about
the right project in the right location.

This project resulted in the drafting of a new Rating and Award Criteria for AHFC"s
GOAL program, emphasizing the utilization of objective weights to make resource
deployment decisions (adopted by the AHFC Board on May 19, 2009).

To generate the supporting analysis, czb evaluated sales data, federal and state
economic and demographic data, conducted interviews with developers, met
extensively with AHFC senior staff, and evaluated numerous AHFC-sponsored projects
for impact, soundness, underwriting, and intent.

czb analyzed sales data from the multiple listing service for the period 2000-2008, and
focused on the relationship between list price and sales price for properties of similar
and different ages, in similar and different locations, and with similar and different sizes
and configurations. This data was considered in the context of current and historic
sales volume, values, and rent levels.

Sales data was also considered in the context of specific market characteristics of
special importance in given geographies: unemployment rates, abandonment rates,
poverty rates, age of housing stocks, vacancy rates, job creation rates, and changes in
population. The central method used was z-scoring. This enabled any given geography
to be understood on a comparative basis in the context of its surroundings.

czb used the data to articulate places and households across the state.

By understanding each, and then understanding the relationship of one to another, it
was possible to determine what the right project in the right place actually means in
Alaska. To do this, czb also relied heavily on Comprehensive Housing Affordability
Strategy (CHAS) Data (a special tabulation of U.S. Census data made available to the
U.S. Department of Housing and Urban Development and accessible to the public
through huduser.org). This plus market data enabled czb to place the state"s housing
markets (places) along a strength and viability spectrum (from weak to strong), and
households along a housing cost burden continuum.

By putting the two together, it is possible for Alaska Housing to strategically deploy
resources in ways most likely to have lasting positive effect both on housing supply
shortages (in response to cost burden), and on market impacts (in response to relative
market strength), because both factor into decision-making in an objective way.
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czb also evaluated the financials of 20 current projects, analyzing the financial and
technica strength of the sponsor, the strength of the real estate market where the
project was (to be) developed, and the financial ratios of each project.

By examining markets one one hand, and development response on the other, czb was
able to determine the extent to which the right project in the right location was occurring.
There are two central findings explored in this report that relate to the extent to which
the right project in the right location is developed. First, that the variety of market
conditions necessitates a variety of policies and approaches. Second that the inherent
risk of developing affordable housing has to be broadly distributed beyond AHFC.

Major Finding/Recommendation No 1
In so varied a setting as Alaska, a one-size-fits-all housing policy makes little
sense. Policies and programs that will work in Bethel may not be appropriate in
Seward, and vice versa. This point is illustrated by the finding that only 14 of 269
markets czb considered behave normally in terms of sales, private sector
presence, and property values. In other words, a policy designed to work in one
of the 14 “normal” markets may not be suitable in the others.

Major Finding/Recommendation No 2
Affordable housing development in Alaska tends to be spearheaded by sponsors
with little (if any) of their own assets invested in the project. This transfers risk to
Alaska Housing and eventually to the submarket itself which has to absorb weak
real estate. Over time this can needlessly weaken the AHFC portfolio, diminish
AHFC"s reach, and lead to a de factor expectation that AHFC exists precisely to
assume disproportionate risk.

The report categorizes each area in Alaska as “market” or as “mission”. “Market” places
are those with housing demand coupled with employment opportunity and which are
therefore strong enough to absorb and support AHFC projects and where there is a
likelihood that AHFC loans will get repaid. “Mission” places, have the same housing
needs as found in “market” places, but lack sufficient economic strength for loans to be
repaid.

By differentiating context, AHFC can differentiate its responses so that on-going subsidy
can be allocated to projects in weak markets in weak surroundings at one end of the
spectrum, and loans and investments can be allocated to projects in either weak or
strong markets in strong surroundings or strong markets in a weak context.

Together the data on project design (pro forma) and performance on one hand, and
market strength on the other, clearly point AHFC in a specific direction: organize
lending and grant programs to differentiate agency response on the basis on existing
and projected market strength, and lend and grant only to sponsors with a significant
stake in the form of their own assets in the project. These two approaches will enable
AHFC to keep meeting its mission as successfully as ever, and continue to strategically
link project performance to market conditions.
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czb assigned a series of easily updatable sets of indicators to define which parts of
Alaska are “mission” and which are “market”. This flexibility allows AHFC to modify the
definitions of each as necessary, and with or without modification, to make updates
regularly and easily.

Finding 1 Alaska is comprised of many kinds of housing markets

|”

A “one-size-fits-all” policy will not work

Analysis

Distinguish various market conditions from one another in an objective way
. Housing markets in Alaska range from weak to strong. Markets also exist in a

Explanation
context that ranges from weak to strong.

Recommendation “Type” each market in Alaska and the context it is in from weak to strong.
When it is weak, AHFC would treat its housing needs with “mission” resources
that have no expectation of repayment.

Action

When strong, AHFC would treat its housing needs with “market” resources
that must be repaid, and where the impact on the surrounding real estate
market is a paramount consideration.

Affordable housing is frequently developed in Alaska by sponsors lacking
Finding 2 sufficient financial or technical capacity, thus distributing inordinate risk to
AHFC and to the neighborhoods/markets absorbing projects.

Sponsors frequently lack sufficient assets of their own pledged to projects.

Analysis
Sponsors frequently AHFC to make projects “viable” regardless of cost or risk

It"s critical to spread development and ownership risk and development and

23U ownership return, and to develop real estate in a market context.

Encourage the development of affordable housing in strong viable markets
near jobs by developers with real estate expertise and assets pledged to the
project

Recommendation Encourage mixed-income housing in weak markets in a strong market context
by developers with real estate expertise and assets pledged to the project

Facilitate the development of affordable housing in weak markets using
dedicated resources that do not require repayment.

Action Organize resource deployment along “market” and “mission” lines
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Introduction

For the most part, the private sector in Alaska will not be able to generate quality
housing options for low-income and certain other (principally senior) households, at
least not without one or more encouragements to do so. On the demand side, working
and low-income families lack the means to acquire decent housing; on the supply side
the for-profit private sector lacks sufficient financial reason to provide it, and the
nonprofit sector generally lacks the capacity.

Without incentives private sector housing options for low-income and working families
may be substandard, will tend to be located in areas with fewer jobs, and in markets
with little probability of rising property values.

As is true in every market in the United States, low-income and working families, the
elderly, and the disabled in Alaska do not fare well on the open housing market when
private developers and managers do not receive some form of housing assistance. In
other words, lean too far towards relying on AlaskaOs private sector to address housing
demand, and housing options for low-income and other households are either non-
existent (because the private sector has no basis to project a profit - as is the case in
virtually all rural locations), or substandard (as is the case in weaker sections of
urbanized areas). The private market will gravitate towards high margin products that
ordinary households canOt afford, or towards under capitalized properties that ordinary
households will do everything they can to avoid.

Public institutions using public resources can respond to this situation, and do, in a
number of ways.

At one end of the spectrum is public housing: shelter that is developed without debt and
in such a way that extremely low rents are sufficient to cover operating costs. At the
other are rental vouchers to be used in the open market that close some of the gap
between what families can afford and what the private sector charges. Across this wide
spectrum is a host of both supply and demand mechanisms that address many of the
housing challenges faced by low-income and other households, from sheltering the
homeless to first time buyer efforts. Alaska Housing Finance Corporation is at the
forefront of state finance agencies nationally in this regard, delivering a wide range of
highly responsive housing services, housing financing, and community development
supports across the largest and one of the most complex states in the country.

Yet housing is only partly a matter of just the unit itself. Housing units always exist in a
context. A unitOs neighborhood is shaped by the unit, and the unit is shaped by the
neighborhood. And both units and neighborhoods alike are shaped by their regional
setting (of units and neighborhoods).

For this reason it is imperative that investments in housing (be they capital dollars for
construction, permanent loans, grants to first time buyers, or streams of rental subsidy)
always be considered in the context in which the unit exists. To put it another way,
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solving for the shortage of OunitsO is only part of the problem; the other is how to
generate units that make market sense B or from the neighborhoodOs perspective.

The task for AHFC is to provide a range of encouragements sufficient to incent the
private (and nonprofit) sector to develop (and lend to and invest in) high quality housing
options for low-income households. Which type of incentive or program AHFC
ultimately uses in each place should depend not only on what type of units the agency
hopes to see built but, just as importantly, what type of neighborhood the housing is
going into. AHFCOs biggest challenge, but how it will reap the largest rewards, is to
locate the right housing using the right program in the right location.!

What we propose is that AHFC develop a framework for accomplishing three
related goals: to encourage the development of affordable housing in strong
(OviableO) markets, to facilitate the development of mixed-income housing in soft
(weak) markets, and to heavily subsidize responses to need in places with little or
no economic viability (Ostructurally weakO markets).

Viable markets are places where jobs are readily created and where wages make it
possible for households to compete for housing (demand) and feasible for the private
sector to provide it (supply). In such markets, viability is demonstrated through
employment and wages (ability to pay for housing), and housing options provided by the
private sector that trigger choices (based on a willingness to pay). These are markets
with value that can be extracted and put to purpose in service of creating affordability.
This is necessary because while the market may be viable enough to generate jobs and
housing supply, it will almost always leave behind low-wage households, whose needs
go otherwise unmet. Non-viable or structurally weak markets lack job growth, and have
little to no real demand for housing. Between the two ends are soft (weak) markets -
usually in a strong area setting, where settlement preferences and private sector actions
tend to concentrate poverty.

In the case of structurally weak (or non-viable) markets, it is to more directly provide
housing, yet whenever possible, do so in ways that over time donOt serve to reduce, but
rather enhance, the probability of an eventual private sector role. In sum, too little
subsidy and the encouragements are insufficient.

Too much subsidy though - or subsidy that encourages development in an inappropriate
location - and public resources begin to incorrectly redefine need as synonymous with
demand, and problematically set the market, instead of addressing its shortcomings in a
sustainable manner. Because too much subsidy can distort the market, careless
deployment can succeed in making units more affordable but wind up weakening the
surrounding neighborhood, or lead to the development of units where the market is
already so inherently weak the deal makes no economic sense by any conventional
definition of underwriting. This leads to unhealthy competition of one too many

1 As initially designed the Low-Income Housing Tax Credit is exactly the tool of choice here
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subsidized projects down the street from another, neither working to the benefit of a
healthy market.

This is especially true in locations that are already weak and in a weak context. The
task here is to thread the subsidy needle so that projects the private sector would not do
and the nonprofit sector lacks the capacity to do, are encouraged, but that the result is
that they are done in such a way as to lead or strengthen weak markets on one hand, or
make strong markets more affordable on the other.

In all three cases, the goal remains the same: address housing needs unmet by the
private and nonprofit sectors, but in ways that are always tailored to and good for the
surrounding market. This is the only sure way to protect AHFCOs, AHFC customersO and
neighborsO scarce resources.

A simple test to determine whether or not AHFC activity is on target in its work in viable
areas is to evaluate projects (already in service and those being proposed) according to
straightforward criteria that would be connected to expectations of repayment and return
on equity.

1. Can the project revert to market conditions at any point in time?

2. Is the project deconcentrating poverty if in a weak location that is in an otherwise
viable market setting?

3. Is the project adding needed affordability to a strong location that is in a viable
market?

Being on target in non-viable areas is a different matter. There the objective is to
respond simply to need as there is no market to upset or derail. In these instances the
challenge is to do so in the most cost-effective manner possible and to realize that it is
not possible to fairly compare projects in viable areas with those in non-viable areas. In
non-viable/low-viability areas, the potential for an upside at the back end seldom exists.
So AHFC should evaluate proposals for future projects that respond to the housing
challenges faced by low-income families in a Olike contextO manner to the best extent
possible. That means projects going into viable markets should only compete against
others going into viable markets, and projects going into nonviable markets should
compete against others going into nonviable markets.

To develop a framework for accomplishing these related goals - encouraging the
development of affordable housing in strong markets, mixed-income housing in weak
markets, and being appropriately responsive to deep need with more fully subsidized
housing in places with little or no economic viability - we reviewed a sampling of AHFC
projects, and evaluated the various housing markets across the state.

This evaluation of both projects (how they are structured and financed, how they aim to
serve what markets, whether they are sponsored by particular kinds of entities) and
markets (the strength of their demand for housing and local job market) make it possible
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to determine the extent to which AHFC-sponsored efforts have and could result in Ghe
right project in the right place.O

Because the state is so varied, AHFC is actually going to be looking to incent two kinds
of OrightO projects. One would make up the agencyOs market portfolio, the other having a
mission focus.

¥ A market project is both financed appropriately (rents can be capitalized to cover
expenses and units are well enough designed and maintained to rent at market
without subsidy) and suitably structured (with a mix of incomes capable of
leading a weak market or rendering a costly market more affordable, and in
either case where the sponsor has substantial assets at risk). The right place for
these kinds of projects are locations with measurable demand for housing and a
significant number of jobs.

The second type of project would comprise AHFCOs OmissionO portfolio.

+ These projects would be supported with grants, not loans or investments, as
neither debt nor equity would likely generate repayment or return.2 In these
cases, housing need would be clear, but market viability would not.

Such decisions today, and historically, focus on the delivery of the housing unit, and to a
far less extent, the relationship of that unit to its market context.

While housing market analyses have always been procured and taken into
consideration, projects have nonetheless resulted with a distinct bias away from market
conditions (value over time, for example) in service of other aims:

- Housing affordability over the long term.
- Capacity of the nonprofit sector to sponsor/develop/own/manage subsidized housing
- Special set asides for special populations

Moving the decision-making process away from a focus on these characteristics for

those projects in AHFCOs Omarket portfolioO is the central recommendation we make. In
tandem, retaining these lines of focus for those efforts in the Omission portfolioO ensures
that these important, non-negotiable mission-based objectives will be achieved.

Together, market and mission, distinct but related, free Alaska Housing to make

extremely wise choices about projects in ways that allow supply aims to be achieved

and ensure success in a market context.

2 Here, on “mission” projects - as opposed to “market” projects - HOME and Denali Fund resources typify
the kinds of dollars most appropriate, as they are grants and their use does not migrate a project away
from viability.
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As noted, this would be a notable departure from the way housing dollars in Alaska
have been historically deployed. The projects we reviewed suggest that the current
manner of allocating resources has served to:

- Deploy resources to developers with little to no money of their own in deals;
- This increases the need for AHFC to provide both debt and equity to deals with ever
reduced chances of repaying debt unless at terms that all but cement the exclusion of
the private sector from participating

- Pit potential urban projects against potential rural projects;
- High costs in outlying areas are to be expected; special circumstances in (usually low/

no viability) rural OmarketsO are hard to square with dissimilar realities in urban and
suburban markets

- Underwrite, invest in, or grant dollars to projects less appropriate to their context than
possible;
- Many projects continue to introduce more affordable product to submarkets and other
weak locations that already are swimming in low-income households

- Facilitate the development of projects with little chance of returning to the market in
good condition;
- Few AHFC projects will be able to attract buyers without additional if not on-going
subsidy

- Make AHFC (unintentionally) both the lender and investor of first choice and last
resort.
- In many instances, AHFC winds up with substantial affordable housing market share

as one of few if not the only lender, and almost always the only investor, a self-fulfilling
potentiality.

Altogether, without substantial regard for the market appropriateness of a particular
development in a given location, or the degree to which a developer has his or her own
money at risk, the possibility exists that important housing affordability goals may be
achieved at the expense of the communities in which they are located and the long-term
sustainability of the projects themselves.

The net of all of this is that, when used wrongly, housing subsidy can become an agent
that cements rather than alters problematic settlement patterns. Weak places are not
made stronger. Strong places are not made more affordable. Projects decline in
conversion-to-market potential. On-going subsidy becomes an expectation. Market
conditions cease to have genuine meaning. Consequently, deals are brought first to
AHFC and rarely to private sector lenders. And the deals that do come to AHFC tend
not only to seek AHFC resources, but arrive with extremely little of the developerOs own
resources in the project. All of this is an unintended result of the combination of flexible
lending (arbitrage) resources, weak market conditions, and low nonprofit development
capacity.
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Sponsor/Developer with Little to No
Meaningful Development and
Management Eexperience

Deals and Markets with
Little 10 No Resources
with Any Entity Other than AHFC

Markets with Little to
No Economic Viability

Project with Little to No Developer/Owner
Resources in the Deal

In Alaska this means that weak neighborhoods in Anchorage often remain
needlessly weak, strong urban and suburban markets remain unaffordable, and
places without market viability continue to receive housing developments that
cost exorbitant amounts to develop and which have no future other than a
probability of future additional subsidy.

In developing the framework for departing from this approach and result, this project
proceeded down two main lines of inquiry.

An initial area of focus was the evaluation of the flow of AHFC housing dollars to
projects and some elements of the relationships between those projects and the
surrounding market. Different kinds of dollars (some from bond proceeds, some from
block grants, some from other sources of revenue) flow to all kinds of projects (senior,
rural, homeless, for example). In each case a given project OperformsO to a knowable
and measurable extent, and in turn, affects (impacts) the market it is in. In some cases
a project receiving AHFC funding can stabilize an otherwise weak market (by being
priced appropriately, for example, and helping to OleadO the market). In other cases it
can increase the volume of whatQOs affordable in that specific locale. In all cases, the
project and the market it is in have a relationship to one another.

An second line of inquiry was the evaluation of the many housing markets across the
state, from numerous vantage points and at different scales.

While it is true that the stateOs markets can be understood as being either urban or rural,
it is also true that the stateOs urban markets are more than the blocks in downtown
Anchorage, and include parts of Fairbanks and Juneau; that the stateOs suburban
markets are more than south Anchorage and Eagle River; and that the stateOs rural
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markets are themselves widely varied. In analyzing market and demographic data at
different scales, we were able to organize information sufficient to categorize many of
the markets across Alaska along a demand continuum. In turn this allowed different
parts of the state to be understood through the prism of unsubsidized market activity,
which is to say the degree to which a geographically-defined part of the state has a
stock of housing that appeals to a given market and leads to certain kinds of outcomes
in terms of pricing, availability, quality, affordability, succession, and disposition. In short,
which places (with what characteristics) have what level of demand and what degree of
affordability alongside what degree of economic viability.

Together, our two aims combined to help generate an understanding (and an
organization of) the many markets in the state on one hand, and the flow of AHFC
resources into those markets on the other. This can help AHFC become more able to
be more intentional about its resource deployment decisions in terms of market impacts.

In short, the purpose of this project was to understand the nature of both the
housing markets in Alaska and the housing projects supported by AHFC
proceeds, so that AHFC could, going forward, make organizational policy aimed
not only at its current mission (providing access to safe, quality, affordable
housing), but do so in ways that contribute to the health of the surrounding

market where projects are located.

For such a dual mission to work, we determined that the way a project is financed is
inseparable from the extent to which that project will add or subtract to the community in
terms of market value. We also found that the way a project is financed and the
capacity of the developer both directly shape the degree to which that project will be
economically viable as an investment instrument at any point in time. And as viability is
lessened or strengthened, so too do the impacts on the surrounding market become
less or more positive.

AHFC is now in a position to begin the process of migrating the entirety of its program
line to become oriented towards such a dual-purposed mission. On the one hand to
facilitate (as opposed to provide for) access to safe, quality, affordable housing; and on
the other to actively support projects that are likely to contribute to the health of the
surrounding market during the entirety of their life.

More specifically, and precisely, we recommend that AHFC treat the development of the
former (affordability) as of no greater or lesser importance than the achievement of the
latter. In the eyes of the Alaska Housing Finance Corporation, availability of affordable
stocks should be equal to health of the neighborhoods where those stocks are located.
AHFCOs investors, staff, board, customers, and partners, should understand this dual
mission. Such an approach - such a dual mission - will make it possible for affordability
goals to be obtained not at the expense of costly refinancing efforts down the road, nor
at the cost of neighborhood housing market strength, but, rather, in concert with market
health. Indeed when housing markets are healthy - when demand is present and

Report to Alaska Housing Finance Corporation - czbLLC
INTERNAL DRAFT FOR DISCUSSION PURPOSES Page 13/44



values are stable if not rising - the basis for returns is dependable, job creation nearby
more likely, equity a reliable part of an ownerOs math, and the neighborhood safer.

Beneath the central aim of shifting AHFC from a single to a dual purpose agency, where
scarce resources are designed to flow towards projects that both address affordability
and market conditions, are several additional (and interconnected) objectives.

First is to reduce being in a market to the exclusion of the private sector. The aim should
be to stimulate the private sector, not because of lack of for-profit involvement, obtain so
much market share that the part of the private sector that would participate is either
priced out or concludes that it makes no sense to put private resources at risk.

Second is the treatment of the challenge of affordable housing as part a market issue,
indivisible from the relationship of housing supply to demand. Thus it is not a challenge
appropriately tackled by slicing up need into what amounts to special interest cohorts
(elderly, Native, rural, homeless, et cetera), but instead one best addressed through
inclusionary projects that aim to generate as much subsidy internally as possible.

Third is the Alaska tendency to flow scarce resources in towards locales that are so

structurally weak, the only long term result will be a requirement for continued future
support. The housing settlement pattern in many bush communities, fishing villages,
and Native communities is population loss in the context of low to no job creation, so
mission-oriented resource deployment, not lending and investing, is mre appropriate.

In sum, the storyline of the of the diverse housing markets in Alaska is that some are
doing well, some are doing okay, and the rest are supported with subsidized housing
because of declining populations and low private sector job creation and employment
opportunities.

And the corresponding storyline contained in AHFCOs current portfolio, in the operating
statements of the projects we evaluated, and in the proposals to AHFC for funding, is
that AHFC takes all the risk, AHFC provides all the funds, and by default AHFC accepts
all the responsibility for project performance, and thus, impact on markets.

What follows are presentations of findings in two sections: projects and markets. In
each, a description of the major findings, and in markets, we circle back around to the
discussion of mission versus market, and the work of shifting AHFC to a dual purpose
organization that bases resource deployment decision as much on external factors to a
deal (the surrounding market context) as the composition of the deal itself. Finally, this
document is annotated with a series of data findings describing the inquiries.
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Project Analysis
What follows is an analysis of the projects we reviewed, and the conversions we had

with AHFC staff involved in project lending and investing.

Basics D Portfolio Selection

AHFC executed a twofold application during the 2008-2009 submission process. A Opre-
applicationO review was conducted by AHFC of statewide project submissions resulting
in 12 sponsor/projects being invited to submit a proposal in the final application round.

Of the 12 finalists, nine sponsor/projects received funding.

This analysis of the applications portfolio began with 24 projects of which four were
eliminated from the portfolio because of incomplete or inconsistent RDAW numbers --
RDAW is the ORental Development Analysis Worksheet (RDAW)O -- an AHFC excel file
designed to present project numbers.

Of the remaining 20 projects, the portfolio information is presented in two groups: a
portfolio consisting of all 20 projects (all reviewable applications), and the portfolio of the
12 OfinalistO project applications.

Urban/Rural

Of the 20 portfolio projects, five are in urban markets and 15 are located in rural
markets. For the finalist portfolio of 12 projects, nine projects received awards; four in
urban markets (Juneau, Fairbanks (2), Anchorage) and five in rural markets (Houston,
Ketchikan, Soldotna (2), Homer).

GOAL Project Funding Sources B Loans. Grants. and Equity
The OVarious SourcesO list identifies generally available funding sources for real estate

development as well as GOAL program specific funding sources. Program specific
sources include: HOME, SCHDF, Denali and LIHTC all funding sources available
through the GOAL program.

HOME funds can be allocated as a loan or a grant while the SCHDF and Denali funds
are grants. By contrast, the LIHTC funds are neither a loan nor a grant -- allocated tax
credits are designed to enhancing an investorOs return on an equity thus making an
investment more attractive, a point we reference in a footnote in the introduction.

In addition to HOME funds being used for loans, other loan sources include: AHFC (15t
and 2nd mgt.), OLoan other governmentO (local and Federal sponsored loans), Sponsor
loans (loans from the Owner), and conventional, private marketplace loans (Banks, S &
Ls, Credit Unions, Insurance Company, etc.). Certainly using HOME and such funds is
legal. The real question is whether it is appropriate. This is a question only AHFC can
answer, but as utilized, HOME dollars tend to reduce rents alaska and extend
affordability, rather than enable mixed-income development.
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Grant categories are two: OGrant ® OtherO which include funds from national .
intermediaries (LISC, Enterprise, NWA, etc.) and foundations (Rasmuson), and OGrants
DAHFCO which includes several pre-applications AHFC grants such as planning grants.

Finally, two types of equity are present: OEquity ® OwnerO and includes cash or the
equivalent cash value of an asset contribution (other than land) and OEquity Land,O the
value of contributed land as part of the owner/sponsors equity position.

Financing Norms

In traditional real estate markets, debt (loan amount) is based on one of two
relationships: loan to value (LTV) and a debt service coverage ratio (DSCR) -- usually
whichever is the lesser

For income producing projects such as multifamily properties the LTV is usually 65% to
80% of the appraised value. Normally the appraised value and the TDC are the same
thus, a project that costs $2,500,000 (TDC) to build is expect to appraisal at
approximately $2,500,000.

A first mortgage loan (debt amortized monthly) for such a project would range from
$1,625,000 to $2,000,000 requiring $500,000 to $875,000 in equity and/or other funds
in addition to equity such as subordinated grants, soft loans, etc.

The low-income tax credit program (the base program of AHFCOs GOAL program) was
designed to raise approximately 35-45% of the TDC in equity (sale of tax credits)
leaving 55-65% of the TDC supported by debt from traditional lending sources. This
equity/debt relationship is based on models tested on national real estate assumptions.

Theoretically, a LIHTC project requires only one debt and one equity source if income is
derived from rents at a 40/60 (40 percent of the units at 60 percent of the area median
income) split if local market conditions reflect the national model. AHFC should bear in
mind that 60 percent of the units in such a scenario are at market rate and over the
years even with local economic variations incorporated, this originally designed mixed-
income model is a fairly accurate guideline for the production of sound, market
performing investment real estate.

Historically, an effort to increase the number of LIHTC units in a project (for example to

all low-income (100 percent) or to reduce the rent below 60 percent of AMI (eg 30) will
reduce the projectOs ability to carry OhardO debt (less income), increase equity (amount of
tax credits allocated) and require additional level(s) of funding (soft debt, grants - eg

HOME funds) to fill any gap between the sum of equity/debt and TDC.

Any of the above mentioned changes increases the amount of tax credit allocation to a

project and simultaneously increases the amount of soft debt, grants, and other
resources required to fill the gap created as a project moves farther away from the

original program model.
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When this occurs, AHFC must weigh the increase in the use of limited resources
(available tax credits, debt, and grants) against the benefits to the public, keeping in
mind that the LIHTC program was not designed to serve the poorest of the poor (the
mission of public housing), it was designed to provide affordable housing for the working
poor - those with income at or above 50 percent of the AMI struggling to rent at market
conditions - and not harm the market in the process. Heavily tilting towards a mission
emphasis significantly increases the probability of a poor performing project.

What follows is a series of table showing the distribution of proposed project funding for
both portfolios.

$ 2,800,000 $ 620,000 $ 139,921 $ - $ 800,000 $ 1,500,000 $ 5
$ 2,132,283 $ 616,477 $ 1,510,079 $ 561,717 $ - 3 - $ 728913
$ - $ 638,000 $ 1,390,453 $ 832,283 $ - $ - $ 471,087
$ 13,697,879 $ - 3 - $ - $ 8551625 $ - $ -
$ 815,255 $ 292,806 $ 303,367 $ - $ 199,198 $ 450,822 $ 179,601
$ 744,016 $ 195,712 $ 152,075 $ - - 3 301,324 $ 120,043
$ 123,035 $ - $ 50,000 $ - $ 753,982 $ 20,156 $ -
$ 2,353,500 $ - $ - $ -3 - $ -3 -
$ -3 -3 27,500 $ 1,049,000 $ - 3 - 8 -
$ - $ - $ - $ - $ - $ - $ -
$ - $ 19,830 $ 100,000 $ - 8 -3 -3 -
$ - 3 - $ 100,000 $ - $ 900,000 $ - 8 5
$ -3 500 $ 1,500 $ - 3 - 3 14,000 $ 61,504
$ 548,914 $ - $ 122600 $ - $ - 3 36,000 $ -
[ [ 1 [ [ [
$ 600,000 $ 175,000 $ - 7S 500,000 $ - |$ 7,134,921 8.26%
$ - $ - % 22367127 % 436,424 $ - |s 8222605 9.52%
$ - $ - $ 6571387 % 360,469 $ - |s 4349430 5.04%
$ 6765993 $ 6,006,000 $ - " s - $10,850,304 | $ 45,871,801 53.10%
$ 1,152,191 $ 958,453 $ 1,200,630 " $ 19,220 $ 867,694|$ 8,236,239 9.53%
$ - $ - $ 700,000 $ 12,846 $ 2,930,971|$ 5,156,987 5.97%
$ 196,093 $ 24,058 $ - "3 - $ - |$ 1,167,324 1.35%
$ -8 -3 3 -3 - |$ 2353500 2.72%
$ -3 - 3 s -3 - |s 1,076,500 1.25%
$ -3 -3 "$ - 3 - |3 - 0.00%
$ -8 - 3 - " -3 - |s 119,830 0.14%
$ - 3 - $ 350,000" $ - $ 340294|$ 1,690,294 1.96%
$ - $ -8 62,278 7 $ 50,000 $ 68,616 | $ 258,398 0.30%
$ -3 - 3 - "3 35,500 $ - |3 743,014 0.86%
Ld
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The next chart shows the percentage of total funds requested (12 projects) and the
frequency of sources of the request for specific funding sources

Funding Sources % Requests Amount
HOME 8.26% 8 $ 7,134,921
SCHDF 9.52% 7 $ 8,222,605
Denali 5.04% 4 $ 4,349,430
LIHTC 53.10% 5 $ 45,871,801
AHFC 1st mgt 9.53% 11 $ 8,236,239
AHFC 2nd mgt 5.97% 8 $ 5,156,987
DDF 1.35% 6 $ 1,167,324
Sponsor loan 2.72% 4 $ 2,353,500
Loan other govt 1.25% 1 $ 1,076,500
Loan Conv. 0.00% 0 $ -
Grant AHFC 0.14% 5 $ 119,830
Grant 1.96% 1 $ 1,690,294
Equity Owner 0.30% 7 $ 258,398
Equity Land 0.86% 4 $ 743,014
Totals 100.00% 71 $ 86,380,844

The following chart adds the eight pre application projects eliminated from the final
application portfolio.

$ - $§ 850,000 $ 737,093 $ $ 850,000 $ 588,000 $ 425,000 $ $ 3,450,093 8.73%
$ 1,001,083 $ - % 721193 $ $ 500,000 $ 585000 $ 377,500 $ [ 3,184,776 8.05%
$ - 8 - 3 - $ - $ 500000 $§ 676,000 $ 377,500 $ - Is 1,553,500 3.93%
$ - $6774918 § - $ 7,560,833 $ -3 -3 - $4722976[$ 19,058,727 | 48.20%
$ 108,580 $ - $ 260,200 $ - $ 316669 $ 328,003 $ 215687 $1,037,732[$ 2,266,871 5.73%
$ 49,49 $ $ 118,613 $ 399,898 $ 57,239 $ 149,520 $ 100,739 $ 473,051[$ 1,348,555 3.41%
$ -3 $ - $ 241,795 $ -3 -3 -8 - I 241,795 0.61%
$ $ -8 $ -3 $ $ $ S - 0.00%
$ $ 3,135,750 $ $ 3,515,000 $ $ $ $ S 6,650,750 |  16.82%
$ -3 -8 - $ -3 $ -3 $ - I - 0.00%
$ 20000 $ $ 20000 $ $ $ 19,830 $ $ 300,000 [[$ 359,830 0.91%
$ 29115 $ $ - $ -3 -3 -8 $ - I 29,115 0.07%
$ 10,000 $ $ 2000 $ 250,000 $ 479,014 $ 1,000 $ $ 415603 [$ 1,157,617 2.93%
$ 10,259 $ $ - $ - $ 220,000 $ 7,000 $ $ - Is 237,259 0.60%
I | [l I | I
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Project Analysis
Funding Sources

Lendin
¥

¥

¥
¥

Grants
¥

Equity
¥
¥

Financ
¥

¥

g
Not a single applican tidentified conventional financing as a funding source.

AHFC 15t mgt and 2" mgt loans are the most requested source of loans (17 and
15 out of 20).

Sponsor loans total less than 2%.

A deferred developer fee (DDF) is a loan by the developer to the project. DDF as
a loan source is negligible at slightly over 1%.

Grants funding requests are as follows: SCHDF (9.04%), HOME (8.41%) and
Denali (4.69%), with approximately 2/3 of all sponsors requesting both HOME
and SCHDF funds. No application requested HOME funds as a loan, all
requests were for grants.

Grant assistance from non-government sources was for only 1.37% of all funding
requests.

Project sponsorOs equity accounts for onlyl.9% of all funding.?

In six of the 20 submissions, the sponsor has NO EQUITY D a seventh sponsor
has a $500 equity position (for a $2.4 million project). No sponsor equity is a
major problem, as risk is transferred to AHFC and rents alone have to shoulder
an inordinate share of the burden of project performance.

ing Summary

Of the 14 sources identified, AHFC directly administers or directly provides
87.62% of all funding. If we add other government funding (local & Federal) total
AHFC and other government funding is 93.76%.

The combined resource available through HOME, SCHDF, and Denali is
$11,248,253. For the 20 project portfolio, requests for these funds total
$27,895,325 B2 ! times the amount of available funds. For the 12 project
portfolio, the request is $19,706,956 b 1 " times available funds.

The available LIHTC is $3,973,359. For the 20 project portfolio, funding request
is $64,930,528 b this is 16 times the amount of available resources. For the 12
project portfolio, funding request is $45,871,801 or 11 ! times available funds.

Although LIHTC funding requests account for over 50% of all dollars requested in
both portfolios for the twenty application portfolio only 8 applicants (40%)

3 Projects with low levels of sponsor equity effectively saddle AHFC with disproportionate risk, the assumption of
which sends signals to developers and lenders alike there is no reason to put their own equity on the table.
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requested LIHTC as part of the funding and for the 12 applicant portfolio, only 5
applicants (42%) requested LIHTC.

These lending, grants, equity, and financing trends suggest two issues we recommend
AHFC confront. The first is that project/deal structures point to sponsors and
developers unable to marshall resources on their own. Second is little to no private
sector participation. In effect, projects move forward with AHFC resources at risk, or
they donOt move forward, and those that move forward do not do so with much of an
expectation of genuinely changing the status quo of markets.

The following charts (SF & Unit Size) summarize a variety of traditional numerical
markers used to assess real estate development projects.*

Project | Devel. Cost Cost Per Cost Per Project All Gross Avg/

Number Total Unit SF TDC Number| Totals SF Unit
1 $23,434,030 | $ 397,187 | $ 255.57 1 59 91,693 1,554
2 $ 2,382,273 | $ 297,784 | $ 289.32 2 8 8,234 1,029
3 $ 3,944,610 | $ 394,461 | $ 364.77 3 10 10,814 | 1,081
4 $ 2,443,000 | $ 407,167 | $ 424.13 4 6 5,760 960
5 $13,003,813 | $ 232,211 $ 195.11 5 56 66,650 1,190
6 $ 2,320,674 | $ 232,067 | $ 184.86 6 10 12,554 | 1,255
7 $ 1,570,499 | $ 261,750 | $ 193.32 7 6 8,124 | 1,354
8 $ 8,700,089 | $ 255,885 | $ 242.34 8 34 35,900| 1,056
9 $ 7,123,691 | $ 284,948 | $ 328.11 9 25 21,711 868
10 $ 5,206,758 | $ 260,338 | $ 238.13 10 20 21,865| 1,093
11 $ 1,414,391 | $ 353,598 [ $ 251.63 11 4 5,621| 1,405
12 $18,102,491 | $ 140,329 | $ 157.14 12 129 115,202 893
13 $ 1,228,533 | $ 307,133 | $ 226.75 13 4 5,418 | 1,355
14 $10,760,668 | $ 566,351 | $ 397.51 14 19 27,070 1,425
15 $ 1,859,099 | $ 309,850 | $ 191.70 15 6 9,698| 1,616
16 $11,967,526 | $ 213,706 | $ 257.50 16 56 46,476 830
17 $ 2,922,921 | $ 365,365 | $ 477.60 17 8 6,120 765
18 $ 2,354,354 | $ 294,294 | $ 186.00 18 8 12,658 | 1,582
19 $ 1,496,426 | $ 249,404 | $ 185.98 19 6 8,046 | 1,341
20 $ 6,949,362 | $ 347,468 | $ 265.85 20 20 26,140| 1,307

Avg. 12 | $ 7,470,527 | $ 244,268 | $ 221.83 | | Avg. 12 367 1,101

Avg. 20 | $ 6,459,260 | $ 261,509 $ 236.71 | | Avg. 20 494 1,105

4 Only one project identified units below 50% of the AMI. The project includes 3 units D a one, two and three bedroom
at 30% of AMI. These 3 units are included in the 50% income bracket. No other income brackets were Identified (80%
of AMI, etc.)
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Project Analysis
Metrics

NOTE: The three projects identified in orange are outliers b two (4 & 17) have per
square foot development costs in excess of $400/SF. The third (14) has a total cost in
excess of $500,000 per unit.

¥ The average per unit (based on gross SF) is almost identical for both portfolios
1,101 SF and 1,105 SF.

¥ This OaverageO unit size is large when considering the high number of one and
two-bedroom units in both portfolios. For portfolios dominated by 10s and 2
bedroom units, an average unit size of 850 - 900 S.F. is more common. This may
indicate a design issue.

¥ OQverall, the average TDC per rental unit and TDC per rental square foot for both
portfolios (12 & 20) are within generally accepted norms (minus the outliers). This
is based on an Oall inO figure that includes land, hard cost, soft cost, developer
fee, etc.

The SF number is calculated as follows: Using the 2009 National Building Costs
Manual for a 10 or more unit multifamily project with OgoodO quality construction
located in the Anchorage market, construction Ohard costO is $155.72 per SF and
the land and soft cost per SF total is $78.09 (based on a national norm of a 2/3
1/3 split), total $233.81 per SF. Our result reflects the two portfolio results.
However, building a smaller unit (using lower average unit SF) of 900 SF, the

total unit cost is reduced to $210,432 a substantial reduction in per unit cost.

¥ This average unit size is a concern. Nine of the twenty projects have average unit
sizes in excess of 1,300 S.F. 1,300 SF exceeds the generally accepted S. F.
range even for a three bedroom rental. Again, this may signal a design problem.
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Project Analysis

Unit Mix and Income Mix

The following chart identifies units by type and the number of each unit by income
affordability. Income affordability include market rate units (Mkt.), units at 60% of the

area median income (60%) and units rented at 50% or less of the AMI.

Project
Number

Efficeincy

One Bedroom

Two Bedroom

Three Bedroom

Four Bedroom

Five Bedroom

Mkt

60%

50% | Mkt

60%

50%

Mkt

60%

50%

Mkt | 60% | 50%

Mkt | 60% | 50%

Mkt | 60% | 50%

All
Totals

1

6

31

9

2

8

3

59

2

1

4

3

3

5

1

1 14

1

23

4

1

7 11

10

9
3

18 1 4 3 8

19 1 1 2 2 6

20 8 12 20

Avg. 12 [ O 0 20 [ 89 | 38 [ 24 [105[ 44 [ 1 22 [ 12 [ o 1 0 0 0 | 367

Avg. 20 [ O O [ 34 [103 [ 52 [ 38 [ 126 [ 82 [ 2 5[ 21 [ 0 1 0 0 1 | 494

Summary of Unit & Income Mix

Summary for 12 Projects Summary for 20 Projects

Rents Units | Percentage Rents Units | Percentage
Market 54 14.71% Market 74 14.98%
60% or < 219 59.67% 60% or < 255 51.62%
50% or< 94 25.61% 50% or< 165 33.40%
Totals | 367 | 100.00% Totals | 494 | 100.00%

Summary for 12 Projects Summary for 20 Projects
Rents Units | Percentage Rents Units | Percentage
Efficiency 0 0.00% Efficiency 0 0.00%
One Bdrm | 156 42.51% One Bdrm | 189 38.26%
Two Bdrm | 173 47.14% Two Bdrm | 246 49.80%
Three Bdrm|] 36 9.81% Three Bdrm| 48 9.72%
Four Bdrm 2 0.54% Four Bdrm | 10 2.02%
Five Bdrm 0 0.00% Five Bdrm 1 0.20%
Totals 367 100.00% Totals 494 100.00%
Avg. SF / Unit 1,101 Avg. SF / Unit 1,105
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Project Analysis
Breakdown of Projects

¥ All projects in BLUE are ALL MARKET PROJECTS. All rents are at market rents
and there are no affordable units proposed. Five of the twenty projects are all
market rate projects.

¥ The three projects in YELLOW are the largest projects and have no market units
(project 5 has a managerOs unit at mkt).

¥ For the 20 project portfolio, 15% of all units are market rate. However 42 of the
74 units (57%) are in Market rent only projects.

¥ For the 12 project portfolio, 15% of all units are market rate. However 32 of the
54 units (59%) are in Market rent only projects.

¥ For the 12 project portfolio, 90% of units are one and two bedroom units. 10% of
all units are three bedrooms or larger.

¥ For the 20 project portfolio, 88% of units are one and two bedroom units. 12% of
all units are three bedrooms or larger.

¥ NOTE: Again, based on this information the average unit square foot size is
extremely high for the concentration of one and two bedroom units.
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Project Analysis
Use Allocation

The following identifies various costs as a percentage of Total Development Cost.

Project | Develoepr Fee Land Construction as Soft Cost
Number| asa %of TDC | asa % of TDC| asa % of TDC | as a % of TDQ
1 4.27% 2.34% 83.81% 13.85%
2 10.49% 0.00% 78.06% 21.94%
3 7.96% 3.15% 75.13% 21.72%
4 10.38% 0.00% 83.71% 16.29%
5 4.97% 0.00% 81.20% 18.80%
6 9.47% 4.82% 74.47% 20.71%
7 11.91% 3.92% 73.77% 22.32%
8 10.69% 3.45% 73.43% 23.12%
9 11.95% 0.00% 78.95% 21.05%
10 7.68% 5.86% 72.39% 21.76%
11 1.41% 2.51% 87.62% 9.87%
12 8.37% 2.85% 49.01% 48.14%
13 1.81% 2.85% 82.79% 14.36%
14 0.00% 0.00% 92.55% 7.45%
15 8.07% 0.24% 79.39% 20.36%
16 5.69% 5.99% 41.25% 52.76%
17 13.04% 7.53% 68.86% 23.61%
18 11.68% 0.30% 77.70% 22.01%
19 0.00% 0.00% 83.58% 16.42%
20 5.13% 2.16% 81.51% 16.33%
Avg. All 7.25% 2.40% 75.96% 21.64%
X Rehab 7.33% 2.15% 74.12% 17.84%

The three projects in YELLOW are rehab projects.

The OX RehabO row at the bottom is the average for the twenty projects (new
Construction) minus the rehab projects.

Six projects have boxed and bold O00 in the OLandO column. This indicates no cost shown
in the application for land. From an accounting and underwriting process, this is
generally not possible.

Even if land is donated by the sponsor a value has to be given for accounting/ tax
purposes. The only other way to account for land is through a long-term (99 years) land
lease and if this is the case, an annual lease expense should be shown. No lease
expense was identified in the Expense statement. And, two projects do not include a
developer fee. No developer fee is quite common in 515 and other federal programs but
neither project indicated funds from these sources. More information is necessary to
determine why these projects excluded developer fees.
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Project Analysis
Ratios and Project Sizing

¥

Generally as a rule of thumb, project Hard Costs and Soft Costs (SC includes land)
are approximately 2/3 and 1/3 of Total Development Costs (national norm). For this
portfolio the relationship is closer to " and #. However, this does not imply that
construction is higher than the norm (for Alaska), what it does imply is land is
significantly cheaper than the norm. Land is generally 12 B 16% of TDC for this
portfolio it is 2.15%. Raising the land percentage increases the SC percentage and
reduces the hard cost percentage.

Developer fees average 7.25% of TDC. This is low. Typically, developer fees are in
the range of 10 B 12% of TDC. Low developer fees leave the developer/sponsor
cash strapped if anything goes wrong with the project.

35% of all projects proposed are under 6 units and 70% are less than 20 units.

Fifteen of the twenty projects are in rural markets and of these, 14 are equal to or
less than 20 units.

The four largest projects are in urban areas.

O O WERER PFL N~
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Project Analysis
Income, Expense, NOI and DSCR

Income minus expense equals net operating income, the amount available to pay debt.
A debt service coverage ratio is used along with a loan to value ratio to determine the
maximum amount of debt available to a project. Lenders require certain DSCRs for
various types of income properties. For multifamily projects the DSCR is anywhere from
1.1 to 1.3 and includes all debt (1st, 2"d mgt. etc.).

NOTE: The three yellow lined projects are outliers. Project 4 has income AND expense
per unit above $20,000. Project 12 has income and especially expenses significantly
below the Alaska norm. Project 140s income and expense are well above the norm and
in addition, the sponsor proposes a 100% grant  no debt and all funds from AHFC.

¥ The above expense per unit does not include funding of reserves. Although reserves
are included on the AHFCOs RDAW sheet they are excluded here to provide an
apple-to-apple comparison of expenses to our database.

¥ Nationally, expenses range from a low of approximately 25% of income to a high of
slightly over 50% of income based on location. Occasionally expenses exceed 60%
of income but this is almost always because rents are disproportionately low in a
market. The average expense for this portfolio is 63% of income. Generally, this
might be another example of low (affordable) rents however, considering the high
number of market rents this may indicate inordinately high expenses. Other
explanations are possible. This anomaly should be investigated.

¥ Debt Service Coverage Ratio range from a high of 1.4 to a low of 0.7 with the
average at 1.09. This analysis includes all debt payments even OsoftO seconds etc.

¥ The average Debt Service Coverage Ratio (calculated on all debt payments) is only
slightly below 1.10 (1.09). The 1.10 is generally considered adequate at the placed-
in-service date of a project if long-term projections show income growing and the
DSCR increasing over time. However, for most projects in this portfolio expenses are
increase faster than income and the DSCR is decreasing over time.

¥ Adecreasing DSCR indicates a high probability of inadequate funds available from
cash flow to pay for any OhiccupsO resulting from a change in the market. With
limited income and low DSCRs, an owner may have to pay Oout of pocketO for any
expenses beyond available income.

¥ Long-term modeling, suggests that 14 of the 20 projects may have negative cash
flow prior to year 12 (some as early as year 2 and 8) and that 18 of the 20 projects
may have negative cash flow prior to year 15.5

5 The modeling used examined the probability of a second trust being repaid in the event of a slight
“hiccup” such as unexpectedly reduced income or higher than anticipated costs.
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Market Analysis .
Though AHFCOs mission is to Oprovide Alaskans access to safe, quality, affordable

housingQ, it really is in business to serve two types of customers B householdsind
neighborhoods.®

Thousands of AlaskaOs income-qualified owners and renters, first-time homebuyers, and
senior citizens, are housed in facilities developed or heavily subsidized by AHFC. On
one level, these households reside in their AHFC-sponsored housing unit (its square
footage, layout, appliances, and amenities). On another, they obtain part of the larger
AHFC-sponsored project (its common spaces, its property management services, and

its overall security and condition). On a third level, they also ObuyO the projectOs
surrounding neighborhood (its public spaces, its quality of life, its access to employment
and services, and its overall security and condition.

This last level, while not directly under AHFC control (not to the extent of the individual
units and projects), is certainly affected by AHFC decision-making. AHFC funding has
reached all Alaska areas and most municipalities; in some places, AHFC-supported
home sales or rental developments represent the bulk of recent housing market activity.

For this reason, agency dollars not only profoundly affect the living conditions and
residential security of households, but they also D just as importantly B profoundly affect
the strength and vitality of local housing markets across the state. In effect, the way in
which AHFC responds to market realities in part drives those realities.

They do so because, throughout most of the state, AHFC is one of the biggest
Odecision-makersQO in local housing markets. How neighborhoods grow and change
depends on the countless decisions individuals (from renters and homeowners to larger
developers like AHFC) make. Do they move in or move out? Do they invest in their
properties and, if so, at what scale?

These decisions are highly interrelated D as owners make repairs or improvements,
their neighbors become increasingly likely to do so as well; as owners defer
maintenance, their neighbors become increasingly likely to follow suit.

AHFC projects occur amid all of these other actions and can influence how others
behave. AHFC is best served when its own decisions prompt others to act in ways that
improve area conditions (more and more maintain and update their properties; fewer
leave the neighborhood and more are drawn to it, increasing the demand for and value
of local housing). For example, AHFCOs critical role in the 19800s on thermal standard
implementation and the increased energy efficient of the last 20 years.

6 Once a customer buys a home, or develops an apartment building and is counting on rents to make
mortgage payments, the neighborhood market is no less important than the unit when it comes to
protecting that investment.
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Such benefits are two-fold: AHFC tenants receive great units, buildings and
neighborhoods; and AHFC investments are more sustainable in the long-run because,
buoyed by strong surrounding neighborhoods, they maintain their value and fill more
easily. As it ties to underwriting, such benefits are connected to future potential value
(residual), and cash flow.

Due to neighborhoodsO powerful influence on the viability of the units within them,
housing development is not a one-size-fits-all proposition, because, quite simply, every
neighborhood is different.

The kind of project that spurs other owners to invest and all residents to think better of
their neighborhood and its future prospects in one location may do the exact opposite in
another location D that exhibits more or less housing market strength or that is located
in a stronger or weaker region.

The only reason a one-size-fits all deployment criteria at AHFC would make sense is if
all markets were the same. Since this is NEVER the case, it NEVER makes sense to

flow AHFC resources as if it were. Whenever this occurs, it is virtually certain that a
project will miss the market in an important way, either with too much equity at risk, or
debt that cannot be repaid by market rents.

Therefore, there is no such thing as one right kind of project that works across the
board. What is OrightO truly depends on where it is going, and what that OwhereO looks
like.

Making the match, though, is essential, indeed it is the work moreso than generating
mere supply: Placing the right housing in the right places means not only more and
better affordable housing opportunities for low income households (as we noted in the
set-up) but also B just as importantly B community investments that successfully provide
a much-needed boost toward revitalization in weaker markets (and thereby improve
living conditions for households area-wide), or that bring affordable units into strong
markets that can provide tenants with access to higher quality services and more
access to opportunity and advancement.

Figuring out whatOsight and where it belongs, however, is no small task.

To a certain extent, it involves improving the standards internal to individual projects B
the experience required of funded developers, the financial commitment required of
development partners, the standards to which projects and their financial statements
are held.

But it also requires considering standards external to individual projects B namely how
those projects interact with their immediate surroundings.

1. Will they encourage additional investment in their neighborhoods?
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2. Will they Olead the marketO toward higher values and greater demand (more in-
movers and fewer out-movers) by broadening the mix of incomes in the area and
bringing other neighborhood amenities (like public spaces or retail uses) with them?

3. Or will they act as a drag on local improvement efforts by increasingly concentrating
poverty or destabilizing the existing rental housing stock?

CommunitiesO conditions, as well as those in communitiesO surrounding areas, are
therefore just as essential to understand and to incorporate into AHFCOs tools for
allocating funding as project- and developer-specific characteristics.’

Just as some developers are less able to make projects viable in the short- and long-
term, some locations are as well. Beyond developer capacity or project design and
quality, the local and regional context plays a large role in determining propertiesO
bottom lines B by shaping their rent levels, pools of potential renters, overall property
values, and rates of appreciation.

For AHFCOs purposes, there are two types of places in Alaska.

There are OmarketO places, with housing values, demand and access to opportunity, and
which are strong enough to encourage the long-term viability of AHFC projects and
increase the likelihood that AHFC loans will get repaid.

And there are OmissionO placesvith the same housing needs as found in OmarketO
places but without the neighborhood context to sustain individual projects.2 To meet its
mission (to provide high quality affordable housing opportunities) in these locations,
AHFC would be better served to use one of its various grant programs or public housing
programs and understand from the beginning that projectsO long-term success will likely
require ongoing subsidy.

As detailed subsequently, regional characteristics certainly play a role in placesO housing
market strength and growth trajectories and, as a result, certainly play a role in projectsO
long-term viability. However, what matters most - what is most influential - is at a much
finer grain of detail. What is known at the citywide level is useful for the purposes of
juxtaposing a neighborhood against a cityOs median, and this juxtaposition against that
of competing neighborhoods, but most useful is simply what is going on in the
neighborhood itself.

This suggests that truly local conditions (for the purposes of this report defined as the
place level for most of the state and the Census Tract level in AlaskaOs three largest
cities (Anchorage, Fairbanks and Juneau)) should be considered first (not to the
exclusion of all regional characteristics, but prior to) when AHFC is trying to decide what
to invest and where to invest it.

7 The interim QAP co-designed by czb and AHFC is a step in this direction.

8 Mission and Market designations reflect market strength and viability; not subjective judgments.
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Tailoring the agencyOs investments to local conditions will help AHFC get the most out of
its limited resources and ensure that AHFC-supported projects are truly sustainable B
developed with the amount of subsidy required to construct and operate the building

and developed in a way that encourages ongoing investment in the surrounding
neighborhood (by individual property owners as well as other institutions and larger
stakeholders). This is the only way to achieve a resource scarcity deployment objective
that is sufficient but not excessive.

. AHFC CUSTOMERS:
AHFC CUSTOMERS: HOUSEHOLDS PLACES
According to Comprehensive Housing While these potential AHFC OcustomersO live

Affordability Strategy (CHAS) Data (a special throughout the state, most (approximately
tabulation of U.S. Census data made available | 25,000 of all 30,000) live in one of 100
to the U.S. Department of Housing and Urban | geographies with at least 50 low-income

Development and accessible to the public renters with housing problems. These 100
through huduser.org) roughly 87,000 geographies represent the other kind of AHFC
households in Alaska have incomes below Ocustomers.O From AHFCOs perspective, we

80% of their area median. Of these, just over | believe it pays to know as much as possible
half (55% or about 48,000) are renters, and of | about this second kind of customer, and to

these, almost two-thirds (63% or nearly use what it learns to tailor its interventions -
30,000 renters) face one or more housing for the sake of project tenants, the projects
problem D living in housing units with themselves, as well as the surrounding
incomplete plumbing and/or kitchens and/or neighborhoods.

paying more than 30% of their income on rent.

When households move into AHFC-sponsored housing, they get far more than what is
within the four walls of their unit; they get what is known as the full Ohousing package. ©

The so-called Ohousing packageO refers to everything that inherently comes with the
house or unit: local goods and services (like schools, police protection, garbage
collection, etc.), and the surrounding neighborhood (with its high or low quality of life,
weak or strong social networks, good or bad access to jobs, etc.).

Because buyers or renters are effectively OpurchasingO the whole package when they
move in, neighborhood-level conditions strongly influence how willing they are to buy,

and how much they will pay for, an individual unit. HouseholdsO Qwillingness to payO
for housing and neighborhoods is the real driver of local housing market

strength . As a result, when housing is built without accounting for the whole Opackage,O
projects are typically less sustainable. For example, they are less likely to attract new
tenants over time and less likely to maintain their value. While this has the benefit of
increased affordability, it also carries with it the backdoor problem of weakening

demand.
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While a wide array of variables was collected as part of this project over eight months of
analysis, two were ultimately selected to summarize local conditions. (A substantial

body of literature has demonstrated how the two variables chosen act as Ostand-insO for
a range of other indicators; as the selected variables are closely correlated with a
number of other indicators, knowing just these two still provides a full understanding of
local conditions.) The two variables selected at the local level were unemployment

rates (from the 2000 Census for places and Census tracts) and median values (from the
2000 Census for places and Census tracts)!?. We synthesized these variables to

group localities into OmarketO and OmissionO categories.

Places and Census Tracts were classified as Omarket® they had unemployment rates
below the stateOs rate in 2000 and median values above or at the stateOs median value
in 2000. These are locations where residents have above-average access to
employment opportunities and where local values reflect above-average quality of life
and quality of services, and better than average expectations about future conditions
and growth.

Based on these criteria, roughly two in five high-need locations (38%, or 39 out of 102
locations) can be considered OmarketO locations. The remaining 62% of locations (or 63
locations) were classified as OmissionO locations D with above average unemployment
rates and below-average median values. The map below illustrates how these Census
Tracts and municipalities are distributed across the state:

Local Conditions in High Need Locations o-
@ Market o~ T -~ T —
S North Slope -
@ Mission ;o orth Slope

T
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10 Median Values and vacancy rates are both indicators of demand.
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In the western areas, few places (just 6) have at least 50 low-income renter households
facing housing problems. Of these, only one (Bethel) was classified as Omarket.O
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All but one of JuneauOs high need census tracts qualified as Omarket.O In the cityOs
surrounding areas, Sitka, Craig, and Ketchikan were also classified as Omarket,O while
nearby Haines, Petersburg, and Wrangell were all considered to be OmissionO places.
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In the Anchorage and Fairbanks area, all 7 high-need Census tracts in Fairbanks and

half of the high-need Census tracts in Anchorage (24 or 49) were classified as OmissionO
locations. In addition, 23 of the 28 nearby high-need municipalities were similarly
classified as OmissionO locations. Among area municipalities, only Cordova, Kodiak, and
Valdez, were classified as OmarketO locations.
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But Anchorage illustrates exactly what we mean by the importance of local conditions.
A closer look at the city of Anchorage shows that OmissionO high-need Census tracts are
largely clustered in the center of the city, with stronger tracts surrounding them.

E Anchorage Census Tracts
Local Conditions in High Need Tracts
@ Market
@ Mission

© czbLLC

AHFC CUSTOMERS: PUTTING PLACES IN A REGIONAL CONTEXT

Getting a full picture of these 100 geographies requires not only drilling down to the
municipal or Census Tract level, but also drilling up to the county level since regional
characteristics bound placesO capacity for growth and property appreciation (For
example, a place can only be so vital if its surrounding county is deeply distressed.)

Three indicators were chosen to summarize county conditions.

These included unemployment rates (from the Alaska Department of Labor (as of
2007)), median values (from either MLS data provided for 2003 to 2008 sales in most
areas of the state or from 2007 Census updates), and population trends (from Census
population estimates).

For the purpose of this study, OmarketO areas were those with unemployment rates
below the state rate in 2007, median values above the state median in 2007 (using
2007 estimates or sales data), and population growth between 2000 and 2007.

Fairbanks North Star was considered to be a OmarketO county despite its below-average
median value, and Matanuska-Susitna was considered to be a OmarketO county despite
its below-average median value and above-average unemployment rate due to their
substantial population growth between 2000 and 2007 (18% and 39%, respectively).

All other areas exhibited at least two of the following three characteristics b above-
average unemployment rates, below-average median values, and population loss
between 2000 and 2007 B and were therefore considered to be OmissionO areas.
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This county-level analysis further split high-need places into four market types:

1) Roughly one-third (31%, or 32 of 102) of locations are OmarketO localities in OmarketO
areas;

2) Just 7% (7 of 102) are OmarketO localities in OmissionO areas;

3) 41% (42 of 102) are OmissionO localities in OmarketO areas; and

4) 21% (21 of 102) are OmissionO localities in OmissionO areas. Among low-income
renters facing one or more housing problem living in these 100 locations, most (57%)

live in OmissionO places in OmarketO areas, while another 25% live in OmarketO locations
in OmarketO areas.

% of Locations by Market Type

| County Conditions
' Market Mission
Market 31% 7%
Local
Conditions
Mission 41% 21%
% of Renters in Need by Market
| County Conditions
' Market Mission
Market 25% 7%
Local
Conditions
Mission 57% 11%

Of the 32 OmarketO localities in OmarketO areas, nearly all (30 of 32) are Census Tracts in
either Anchorage (25 tracts) or Juneau (5 tracts); just two are municipalities elsewhere
in the state (Sitka and Gateway (in Matanuska-Susitna)).

Similarly, of the 42 OmissionO localities in OmarketO areas, 32 are Census Tracts in
Anchorage (24 tracts), Fairbanks (7 tracts), or Juneau (1 tract); the remaining 10 places
include three municipalities in Fairbanks North Star (College, Ester, and North Pole),
and seven in Matanuska-Susitna (Big Lake, Knik-Fairview, Lakes, Meadow Lakes,
Palmer, Tanaina, and Wasilla).
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The seven OmarketO localities in OmissionO areas include Bethel (Bethel), Ridgeway
(Kenai Peninsula), Ketchikan (Ketchikan Gateway), Kodiak (Kodiak Island), Craig
(Prince of Wales-Outer Ketchikan), and Cordova and Valdez (Valdez-Cordova). And
just over half of all OmissionO localities in OmissionO areas (11 of 21) are on the Kenai

Peninsula.
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In the west, all areas qualified as OmissionO areas. Therefore, all area places (except for
Bethel) were ultimately classified as Omission, missionO locations.
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In the Juneau area, most Juneau Census tracts (all but one) and Sitka were classified

as OmarketO locations in OmarketO areas. Craig and Ketchikan are OmarketO locations in
OmissionO areas. The remaining places (Haines, Petersburg, and Wrangell) are
OmissionO places in OmissionO areas.

Juneau Area Counties
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In the Anchorage and Fairbanks area, just Anchorage, Fairbanks North Star, and
Matanuska-Susitna, qualified as OmarketO areas.
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The Qualified Allocation Plan (QAP

czb analyzed AHFCOs historical Low-Income Housing Tax Credit (LIHTC) decision-
making process, evaluation criteria, and LIHTC project performance. During the period
January - April 2009, czb and AHFC senior staff collaborated on the work of redrafting a
new QAP in response to the analysis of AlaskaOs housing markets, to make updates to
the review and reward process based on a mature portfolio, and to facilitate a simpler
application and review process on-line going forward.!!

The first goal was make the review process as objective as possible, and to do so along
mission-market lines. To address the mission/market issue, we split all localities and
counties into one of two categories (mission or market) based on key characteristics
(see pp 34-35).

czb analyzed 348 places in Alaska, and evaluated:

- rental vacancy rates

- contract rental rates and apartment configurations

- sales data (from MLS) by location, years, zip code, and place
- wages and commuting patterns

- housing conditions and housing needs (cost burden levels)

Additionally, czb analyzed
AHFC loans
- by zip code
- versus sales data locally, determining loan share by price, financing
composition
LIHTC activity

We studies the relationships between and the significance of these and other data as
predictors of market change. The variables we selected (contained in several Odata
dictionariesO under separate cover) are widely accepted as good reflectors of market
conditions and potential growth and decline. We evaluated the impact of Ocluster
scoringQ to establish rankings of market strength by census tract, and ultimately chose
data points that would satisfy two requirements: good reflectors of market strength and
easily obtainable and updatable. In sum, the most pertinent indicators to meet this
criteria are unemployment and median property value at the local level, and
unemployment, median value, and population change at the area/regional level. This
formed the basis of the objective scoring process czb co-built with AHFC and which the
AHFC board adopted in May.'?

11 Observations from evaluating projects led to revisions in the QAP along these major lines, ensuing in
the development of an interim QAP emphasizing developer capacity, an approach to underwriting with a
strong focus on market conditions, and a migration away from projects that fail to address concentrations
of poverty (directly or indirectly).

12 |f AHFC moves to adopt “set asides” in the future, utilizing cluster scores may make sense.
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AHFCOs new (interim) Qualified Allocation Plan (QAP) aims to direct public resources to
further housing and local community aspirations and to assist AHFC in making the best
resource deployment decisions possible. With demand for funding exceeding available
resources, the QAP is an important device to prioritize AHFCOs (and the StateOs) housing
resource allocation strategy.

Although many of the LIHTC sections of the QAP are mandated by the Federal
government to meet specific national political goals, through a system of OweightingO
and prioritizing, AHFC can adjust the influence of these mandates through the

application process. Add to this AHFC designed objectives and the QAP becomes
OsStateO focused, a fair decision-making tool and a tool to communicate AHFCOs housing
policy priorities.

Currently the QAP is an application process and is not specifically designed as a project
underwriting process. However, as future projects become more sophisticated and
complex, underwriting will play a more significant role in the QAP process.

Pro Forma Analysis
The new pro forma analysis subsection is designed to coordinate with the current
Rental Development Analysis Worksheet (RDAW).

This new QAP section emphasizes the ability of the project to support OhardO debt D this
is debt that must be paid, generally monthly and usually amortized over the life of the
loan. To determine the Oability to payO debt requires AHFC assess the applicantOs
adequacy of income and vacancy rates; accuracy of expenses and reserves; and
assumptions for short and long-term capital replacements and/or improvements. The
calculation of gross income minus expenses for on-going operations results in a key

real estate finance number -- net operating income (NOI). The availability of NOI

implies that a project can support debt financing. NOI also is an indicator of the amount
of debt supportable by the project.

Based on the debt outcomes from the analysis of the 12 and 20 project portfolios, a
numerical weight (points) is given for the amount of debt a project supports. ODebtO
points are based on the relationship (ratio) between debt and total development cost
(TDC) b the higher the debt the higher the points. As currently structured the maximum
available points are distributed at a debt relationship of 10% or more of TDC. As
developers adjust to these technical changes over the next several application cycles,
projects with higher debt/TDC ratios should increase. AHFC should trend this section
over several application cycles and as projects with higher debt/equity ratios increase,
increase the percentage relationship.

Developer Fee
This section adds or subtracts points as follows:
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1. Adds points for the division of the developer fee between overhead (General and
Administrative costs B G &A) and fee.

2. Adds points if a deferred developer fee is equal to or less than 30% of the total
developer fee, and

3. Penalizes an applicant if the deferred developer fee is not repaid within 12 years.
The RDAW need several changes to identify this requirement.

A developer receives a fee for developing the property. This is not a contractorOs fee but
an amount (often restricted by state qualified allocation plans) detailed in a
Development Agreement between the property owner and the developer. A developer
fee is included in eligible basis and is paid out periodically over the development period
with the balance paid upon completion of the development or when the project reaches
break-even or other partnership negotiated threshold (generally within a year of
completion). However, when the final total Uses exceed available Sources (Source
and Use of Funds), and no other adjustment can be made (reduction of reserves, etc.)
some or all of the Development Fee is deferred for later payment. Technically the
developer is loaning funds to the project to cover a shortfall. The use of a deferred
developer fee implies a miscalculation ® something went wrong during the production of
the product or with the debt or equity originally anticipated for the project.

LIHTC developers, particularly non-profit developers (with the approval and sometime
encouragement of their lawyers, accountants and particularly syndicators) are stretching
the boundaries of normal accounting procedures by including in basis deferred
developer fees that donOt get paid off for many years, or sometimes are not expected to
be paid at all. Inclusion of these fees produce a bigger basis, a higher allocation of tax
credits, higher equity and can result in a dangerously over leveraged project. They also
create under-funded developers B no fee available to offset cost increases.

Although the Developer Fee is generally included in Eligible Basis even if payment is
deferred, to be included in basis there must be an obligation to pay the Deferred
Developer Fee at some reasonable point and the financial projections must
demonstrate that the Deferred Developer Fee can be paid.

Debt Service Coverage Ratio

Debt Service Coverage Ratio or DSCR is a widely used benchmark which measures an
income producing property's ability to cover the monthly mortgage payments. The
DCR is calculated by dividing net operating income (NOI) by a property's annual debt
service.

Annual debt service equals the annual total of all interest and principal paid for all loans
on a property.

Points for this section are awarded as follows:
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¥ A DSCR at or above 1.4 (in year 1) for hard debt service (6 points) B points only
available if hard debt is issued for project development and this debt represents
at least 2% of the Total Development Costs and

¥ At or above 1.15 (in year 1) for all hard and soft debt service (8 points) B points
only available if repayment expectation is shown in pro forma for both hard and
soft debt in years 1-15 and the combined debt equals at least 6% of the Total
Development Costs.

¥ The 1.15 DCR target for this point category does not presume, imply or require
that all soft debt must be paid off at the end of year 15.
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Recommendations
As this analysis shows, in Alaska, housing needs exist (and must be addressed) in
strong places and weak places alike, and in strong regions and weak regions.

How AHFC meets these needs, though, should vary based on local and county
conditions B which illustrate the marketOs capacity to sustain new developments and
enable those developments, for example, to repay outstanding loans or operate without
subsidy or eventually convert to market-rate housing. This is not how AHFC presently
deploys resources, and not how AHFCOs borrowers and grant recipients approach the
work of housing development, either.

For this reason, such local and county conditions array the stateOs high need places,
defined as those with at least 50 low-income renters with excessive housing costs and/
or living in units with incomplete kitchens and/or plumbing, along an intervention
spectrum:

Local Conditions: Market Market Mission Mission

County Conditions: Market Mission Market Mission

# of Locations: 32 7 42 21

AHFC Intervention: Loans - » Grants

Market-Market

These are strong locations in strong areas, likely those geographies most able to
support LIHTC-financed projects and most in need of affordable housing units. The
addition of new low-income households into these communities is unlikely to overly
concentrate poverty as these places are home to households at a wider array of income
levels.

Market-Mission

These are also strong locations likely able to support LIHTC-financed projects and in
need of additional (or any) affordable housing units. However, being in weak areas,
these places may be essential to driving countywide growth and improvement.

Therefore, AHFC-sponsored projects must be designed to encourage othersO investment
(whether those others are area homeowners or landlords) and must be especially

mindful of destabilizing the existing rental stock through tenant poaching.

Mission-Market

These are weaker locations but in strong areas and therefore well-positioned to
revitalize by taking advantage of any nearby OexcessO housing market strength (that
might overflow into these places or Census tracts). AHFC-investments in these
locations, though, must be mindful not to exacerbate existing concentrations of poverty.
Alternatively, projects that mix incomes could act as a powerful driver, moving these
locations toward healthier conditions.
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Mission-Mission

These are weaker locations that do not benefit from nearby strength. AHFC investment
in these areas is likely to represent nearly all (if not all) housing market activity. It is
unlikely that projects developed in these locations will generate substantial returns.
Investments in these locations really arenOt investments at all, rather they are donations
of resources with virtually chance of repayment.

In sum, these straight-forward and easily updatable classifications can empower AHFC
to truly understand conditions in the places its potential clients (low-income renters with
housing problems) live. This analysis also pushes AHFC to think of these locations as
customers in their own right, and, in so doing, ensure that AHFC investments benefit
both residents and their communities. In other words, it is meant to show AHFC how to
locate the right housing (using the right financing tools) in the right place b and to
recognize the value (to households, to neighborhoods, and to regions) of doing so.
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Workbooks are also in digital format given the size of the data files. Recommended
magnification for on-screen viewing is 300 percent.
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