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June 13, 2002

TO: The County Board of Arlington County, Virginia

FROM: Ron Carlee, County Manager

SUBJECT: (a)  Consideration of a Credit Facility of up to $17,000,000 for a
period of up to 3 years from Fannie Mae to Arlington County to be
used as a bridge loan to AHC Inc. (AHC) for the acquisition of the
Gates of Arlington Apartments.

(b)  Consideration of an agreement by the County to make certain
payments (subject to appropriation) to Fannie Mae for the Credit
Facility

RECOMMENDATIONS:

1. Authorize the County Manager to execute the required
documents for up to $17,000,000 credit facility with Fannie Mae
subject to the terms and conditions described in this report.

2.  Express the intent of the County to make certain payments to
Fannie Mae subject to appropriation by the County Board in an
amount up to $17,000,000 plus interest as detailed in this
report.

3. Appropriate $17,000,000 from the Fannie Mae Credit Facility to
FY 2003 AHIF for a bridge loan financing to AHC Inc.

ISSUES:        Should the County enter into a Credit Facility with Fannie Mae
for the purpose of supporting AHC Inc. (AHC) in their
acquisition and preservation of the Gates of Arlington
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Apartments as an affordable housing resource until the bridge
loan is paid off or incorporated in a permanent financial
restructuring?

SUMMARY: In a companion report on the County Board's June 22, 2002
agenda is an item to consider an AHC request for a bridge loan
of up to $17 million to assist with the acquisition of the 465-unit
Gates of Arlington Apartments located between N. Glebe Road
and N. Thomas Street.   AHC will need this County support to
bridge the gap between the $21.4 million loan that they would
assume from General Electric Capital Corporation (GECC), and
the purchase price of $35.5 million to acquire the Gates plus
related soft cost and reserves.   AHC proposes to hold the
property for an interim period because the GECC loan does not
allow for prepayment or subordinate financing for at least 2
years.  During the holding period, the County will work with
AHC on the long-term affordable housing, rehabilitation and
financing plans for the property.

Fannie Mae is proposing to provide the credit facility of
$17,000,000 from their American Communities Fund (ACF) for
up to 3 years to use as acquisition funds plus related soft costs
and reserves, for the purchase of the Gates of Arlington by
AHC.  The County will not be pledging its taxing authority nor its
full faith and credit to this obligation, but the County's obligation
to make payments to Fannie Mae will be subject to annual
appropriations by the County Board.  It is expected that the
interest payments to Fannie Mae will be made from net
operating income of the Gates, after paying GECC debt service,
and if there is a deficit, the payment will come from $1 million
reserves held by the County.  The $17 million facility and any
accrued interest will be fully repaid or incorporated in a
permanent financing restructuring.

This partnership between the County and Fannie Mae would be
unprecedented in that it brings together public interests and
private funds to facilitate a project that would otherwise be
unattainable by a non-profit and which meets most of the
County adopted housing Policy principles and goals.
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The final terms and conditions of the Fannie Mae credit facility
are still under negotiation and details on the final terms will be
provided in a supplemental County Board report.

BACKGROUND: The 465-unit Gates of Arlington Apartment complex is located
in the locally designated historical area of Buckingham area between North Glebe
Road, North Thomas Street and North Henderson Road.  The property consists
of 43 buildings, constructed during 1938 to 1942 and is situated on
approximately 17.83 acres.

At its May 18, 2002 meeting, the County Board approved AHIF/HOME funding to
AHC in the amount of $500,000 to partially fund the down payment and due
diligence costs associated with the acquisition of the project.  AHC plans to close
on the property sometime between June 25, 2002 to August 26, 2002.

Currently, the property has outstanding debt in the amount of a $21.4 million
first trust from GECC that will be assumed by the purchaser, but cannot be
repaid until after the 2-year holding period when the permanent financing
structure is in place.  The County's bridge loan will also be repaid at that time or
incorporated into a permanent financing restructuring.   This holding period is
necessary because the GECC does not allow for prepayment or subordinate
financing and, because of this prohibition, the County loan cannot be secured by
a lien on the property.  However, AHC will be prohibited from placing any
encumbrances on the property without County approval, therefore,
approximately $14 million in property value would be available to protect the
County.

Fannie Mae has agreed to supply the required $17 million bridge loan from its
American Communities Fund subject to County support and reserves being
negotiated between Fannie Mae and the County.   The ACF is a community
development investment fund that provides debt and equity to support
neighborhood housing and community revitalization efforts.

COUNTY SUPPORT:  Fannie Mae has required County support on the credit
facility, however, the County’s obligation is legally limited because it is subject to
annual appropriations of funds by the County Board and requires that the County
Manager place on the Board’s agenda an item to consider an appropriation to
cover the County loan.  The County is not pledging its taxing authority or its full
faith and credit, but the County's obligation is considered in the financial markets
to be a strong statement of planned intent and there is an expectation in the
bond market that future County Boards, while not legally obligated to fulfill the
commitment, would, in fact, fulfill its obligation.  Failure of the County to provide
appropriation to cover facility repayments would negatively impact the County’s
bond rating and the costs of borrowing, as well as result in the inability of the
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County to use further similar pledges in bond financing.  It is expected that the
reserve, coupled with payments from AHC to the County, will be sufficient to
make the Credit Facility interest payments during the bridge period without
further appropriation of County funds.

FINANCING PLAN: Fannie Mae proposes to lend the County, for the acquisition
of the Gates by AHC, $17,000,000 at a 90 day LIBOR interest rate plus 100 basis
points, adjusted quarterly.  Interest will be paid semi-annually until the maturity
date, at which time the unpaid interest and principal will be due.  In addition,
Fannie Mae is requesting a reserve, which is being negotiated between the
County and Fannie Mae.  Fifty basis points of the loan or $85,000 will be due at
closing which will be paid by AHC.  There is a 12.5 basis point annual standby
fee for not drawing all the funds at one time, however this fee will not be
applicable as the $17,000,000 will be fully drawn upon at closing.

The following lists the Sources and Uses of funds:

SOURCES
Fannie Mae Facility $17,000,000
TOTAL $17,000,000

USES
Acquisition/costs $14,300,000
AHIF repayment       500,000
Study/ repairs    1,200,000
Reserve    1,000,000
TOTAL $17,000,000

AHC will pay from net operating income, $950,000 over 2 years, a portion of the
Fannie Mae interest, after paying the GECC debt service.  There would be a
projected payment shortfall of approximately $70,000 on the Fannie Mae
$1,020,000 interest payment due over that period, which would be recovered
from the $1,000,000 County held interest-bearing debt-service reserve left over
from the Fannie Mae funds.   When the project is refinanced at the end of the 2-
year holding period, the $17,000,000 including any accrued interest would be
repaid or incorporated in the permanent financial restructuring which would be
subject to County Board approval.  To ensure effective financial management, a
County staff member will be placed on the Gates Board of Directors.  All
expenditures over $5,000 will be reviewed and approved by County staff
including other oversight responsibilities outlined in a Management Agreement to
be signed by AHC and the County.
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FANNIE MAE CLOSING and REPORTING REQUIREMENTS:

Fannie Mae is requesting prior to closing, on or before August 31, 2002, a
resolution from the County Board approving and authorizing the County to enter
into this $17 million credit facility.  Annually, Fannie Mae will be requiring from
the County, its financial statements and approved budgets.

HOUSING COMMISSION RECOMMENDATION: The Housing Commission
will be considering this item at its June 20, 2002 meeting and will be forwarding
a separate letter to the County Board regarding their position on this transaction.

COUNTY MANAGER RECOMMENDATION: Approve the Credit Facility of up to
$17,000,000 from Fannie Mae for a period of up to 3 years to be used as a bridge loan
to AHC Inc for the acquisition of the Gates of Arlington Apartments, plus related soft
costs and reserves, and approve a resolution authorizing the County to enter into up to a
$17 million credit facility with Fannie Mae and make payments subject to appropriation
to Fannie Mae for the credit facility

Authorize the County Manager to execute the required facility documents for the
$17,000,000 credit facility with Fannie Mae for a term of up to 3 years, at an interest
rate not exceeding the 90-day LIBOR Rate plus one hundred (100) basis points.

Approval of the Credit Facility shall be subject to final negotiation of the terms and
conditions of the Credit Facility documents and any Fannie Mae reserve requirements
that will be outlined in a supplemental County Board report.

FISCAL IMPACT: The potential fiscal impact to the County is a potential loan
reserve fund which is being negotiated between the County and Fannie Mae, to
be set aside in the County budget.  Although there is an annual need of
approximately $510,000 to pay the interest on the loan, the interest payment will
be paid from the net operating income of the Gates and from the $1,000,000 in
County-held reserves remaining from the Fannie Mae funds.
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