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June 13, 2002

TO: The County Board of Arlington County, Virginia

FROM: Ron Carlee, County Manager

SUBJECT: Consideration of an Affordable Housing Investment Fund (AHIF) loan to
AHC, Inc. (AHC) to assist with the acquisition of the Gates of Arlington
Apartments.

RECOMMENDATIONS:

1. Allocate up to $17,000,000 from the FY 2003 AHIF to AHC or its
designated County-approved ownership affiliate, as bridge loan
financing for a maximum term of three-years to assist in the
acquisition of the Gates of Arlington Apartments, subject to the
terms and conditions of the County Manager recommendation
as outlined in this report.

2. Authorize the County Manager to approve the ownership
affiliate, if any, and to execute the required loan documents for
a loan up to $17,000,000 to AHC or its affiliate subject to
approval by the County Attorney of the loan documents.

3. Authorize the County Manager, with the concurrence of the
County Attorney, to act as the County Board’s representative in
approving financing, and program revisions, prior to or
subsequent to execution of the County’s financing documents
that are necessary to remove any ambiguity or inconsistency or
which improves the County’s financial security or financial
position, and which changes do not adversely affect the County
financially.

Staff: Kenneth Augenbaugh, DED, Office of Development
Wayne Rhodes, DED, Office of Development
Gabriella Acurio, CMO

Reviewed by the County Attorney:______________________________________
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ISSUE: Should the County allocate a loan of up to $17,000,000 as a bridge
loan to AHC for the acquisition of the Gates of Arlington
Apartments for a maximum term of up to three-years?

SUMMARY: AHC is requesting a bridge loan of up to $17,000,000 to assist with
the acquisition of the Gates of Arlington Apartments located
between N. Glebe Road and N. Thomas St. and South of N.
Henderson Road.   At its May 18, 2002 meeting, the County Board
approved AHIF funding to AHC in the amount of $500,000 to assist
with the down payment and due diligence costs associated with the
acquisition of the project.  AHC entered into a purchase contract
with the Hall Financial Group on May 22, 2002.

In a companion item on the County Board’s June 22, 2002 agenda, is an
item to consider the approval of a $17,000,000 credit facility from Fannie
Mae to the County.   This credit facility would be earmarked for the
acquisition of the Gates of Arlington Apartments and would be subject to
repayment by the County based on appropriation by the County Board.

AHC, a community based 501(c)(3) non-profit housing sponsor, is
proposing to acquire and perform minor repairs on the 465 unit Gates of
Arlington Apartments.  The interim “buy and hold” plan is to acquire and
operate the property for a period of approximately 2 years until the AHC-
assumed General Electric Capital Corporation (GECC) loan of $21.4 million
(1st Trust) currently encumbering the property could be repaid through a
new permanent financing structure.  The GECC loan does not allow for
prepayment of the loan for a period of 2 years.  Between years 2 and 5,
GECC will allow repayment of the loan through a defeasance process,
which involves maintenance of the income stream to the investors, coupled
with a prepayment penalty that AHC must pay.

 During the holding period, AHC would be performing essential repairs to
correct code violations and would manage the property and maintain it in
decent, safe, and sanitary condition.  During this period, AHC will also
complete a substantial rehabilitation study to identify long-term capital
improvement needs for the property.  After the 2-year holding period, AHC
would refinance the property using a tax-exempt, taxable or combination
bond structure to provide a permanent financing structure including
funding for the substantial rehabilitation of the property.  In short, the
refinancing would "take out" the GECC loan and the County loan or
incorporate the County loan in the permanent financing restructuring.
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Under a purchase contract with the seller, Hall Financial Group, AHC has
until the later of June 25 or until GECC approves the assumption of its
primary loan to perform its due diligence and complete settlement on the
acquisition of the property.  AHC needs additional County support to bridge
the gap between the $21.4 million loan that they would assume from
GECC, and the purchase price of $35.5 million.  It is currently estimated
that AHC would need approximately $16 million to close on the real estate
transaction including related soft costs, interim improvements, substantial
rehabilitation study costs and payoff of the $500,000 Affordable Housing
Investment Fund (AHIF) loan used as a deposit on the purchase
agreement.  In addition, $1.0 million left over from the Fannie Mae funds
will be held in a County-held reserve to cover any interest payment
shortfall to Fannie Mae.

During the interim holding period, the County will work with AHC on the
long-term affordable housing, rehabilitation and financing plans for the
property.   Preliminary analysis of the permanent financing plans indicate
that it would require a long-term County loan of between $4 million and $8
million to support the final financing structure.  This range of funding
reflects the potential for rate fluctuations during the holding period,
whether or not Low Income Housing or Historic Tax Credits will be
available to augment the equity needed, and the final structure of the
affordable housing plan.  Permanent primary financing is anticipated to be
the issuance of private activity bonds issued by the Virginia Housing
Development Authority (VHDA) coupled with the use of Low-Income
Housing and possibly Historic Tax Credits that would reduce the amount of
County funding needed in the permanent financing structure. The
alternative permanent financing structure would likely involve 501(c )(3)
tax-exempt bonds issued by the County’s Industrial Development Authority
(IDA).  Under either scenario, it is anticipated that some portion of the
permanent bond financing, in the range of $15 to $25 million would need
some form of a County moral obligation.  When this permanent financing
structure is put into place, the Fannie Mae loan would be repaid.

This project will meet most of the County’s adopted Housing Policy
principles and goals.  Furthermore, the project will preserve structures in a
historically designated area, preserve at-risk affordable housing, minimize
the displacement of residents, and will ensure that this housing remains
safe and decent for the long term.

The Housing Commission will review the project at the June 20, 2002
meeting and will provide a separate recommendation to the County Board.
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BACKGROUND: The 465-unit Gates of Arlington Apartment complex is located
in the Buckingham area between North Glebe Road and North Thomas Street.  It
is a locally designated historical area.  The property consists of 43 buildings,
constructed during 1938 to 1942 and is situated on approximately 17.83 acres.

Currently, the property has outstanding debt in the amount of $21.4 million from
GECC that will be assumed by AHC, but not paid off until after the holding period
and when the permanent financing structure is in place.  As previously stated,
the holding period is necessary because the GECC primary loan does not allow
for prepayment or subordinate financing.  Because of this prohibition, the County
loan is unsecured 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.

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.

After lengthy negotiations, AHC, Inc. entered into a contract with the Hall
Financial Group on May 22, 2002 for the purchase of the Gates of Arlington
Apartments.

THE DEVELOPER: The applicant, AHC, Inc. (formerly Arlington Housing
Corporation) is a community-based, private 501(c) (3) not-for-profit housing
sponsor founded in 1975 as a result of severe affordable housing needs in
Arlington County.  AHC is a membership organization guided by an 18-member
board with a staff of 21 to implement its programs.

AHC has been serving low and moderate-income families in the Metropolitan
Washington area for 25 years and has renovated and owns over 1200 residential
units.  AHC has also successfully partnered with two for-profit developers to
finance, design, and redevelop an additional 600 multifamily units.  Through its
property management entity, AHC manages all of its own properties and
consistently maintains above 95% occupancy, while ensuring that all are
operating within their approved budgets.

COUNTY SUPPORT: The need for the County’s support is detailed in a
companion Board item for the Fannie Mae credit facility of approximately $17
million for up to 3 years.

The County’s obligation on the facility 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
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cover the County loan.  The County is not pledging its taxing authority or 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
an appropriation(s) to cover facility repayments would likely negatively impact
the County’s bond rating and the costs of borrowing, as well as result in the
inability of the County to use further similar pledges in bond financing.  It is
expected that payments from AHC to the County coupled with the $1 million
reserve being set-up will be sufficient to make the payments during the bridge
period without further appropriation of County funds.

REHABILITATION AND RENOVATION PLANS: Since the project is currently
in operable condition, only essential repairs will be made to ensure the buildings
meet applicable code standards with particular consideration to life-safety issues.
At the end of the holding period, AHC will restructure the permanent financing
which will likely include private activity bonds with tax credits to cover the cost of
substantial rehabilitation efforts or 501(c)(3) bonds to repay the Fannie Mae
credit facility.  County staff will work with AHC during the holding period to
develop and optimize rehabilitation and financing plans that will provide
maximum leveraging of permanent County loan funds needed.

AFFORDABLE HOUSING PLAN: Rents at the Gates are currently affordable to
households in the range of 45% to 60% of the area’s median family income
(MFI).  Staff is recommending an interim plan in which AHC could not raise rents
without written approval and in no event would rents exceed levels affordable to
households earning 60% of the MFI.  AHC will need to implement moderate rent
increases as leases come up for renewal in order to cover the costs of operating
and maintaining the property.  At the end of the holding period, AHC will present
a long term, affordability plan that will be in accordance with requirements of the
various funding programs and would be reviewed with the Buckingham Working
Group, the Housing Commission and subject to final approval by the County
Board.

CURRENT RENT STRUCTURE AND UNIT MIX:

Unit Type # of Units Current Rent Proposed Rent
Eff 9 $725 TBD
1 BR 298 $770-$825 TBD
2 BR 157 $950-$1,020 TBD
3 BR 1 $1,450 TBD
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INTERIM FINANCING PLAN: AHC needs County support to bridge the gap
between the $21.4 million loan that they would assume from GECC, and the
purchase price of $35.5 million.  It is currently estimated that AHC will need
approximately $17 million to close on the real estate transaction including related
soft costs, reserves, a substantial renovation study, and payoff of the $500,000
Affordable Housing Investment Fund (AHIF/HOME) loan used as a deposit on the
purchase agreement and for due diligence.  AHC will contribute $100,000 of
equity while the remaining funds will be disbursed from the AHIF fund.

AHC plans to pay a portion of the interest on the loan from operating costs after
paying the GECC debt service of approximately $1,688,000.  With a 5.5% annual
interest payment of $935,000 there would be a projected shortfall of
approximately $900,000 over the two-year period, based on budget estimations.
The County will hold $1,000,000 of the $17M in an interest bearing reserve to be
available, at the County's discretion, to cover the County's interest payment from
AHC.  The principal and any accrued interest not paid on the loan during the
holding period will be repaid or incorporated into a permanent financing
restructuring.

COMMUNITY INVOLVEMENT:  Over the past several months the Buckingham
Working Group, comprised of members of the County’s Housing and Planning
Commissions, Historic Affairs and Landmarks Review Board and citizens with high
level expertise in development financing, tenant and historic issues have been
meeting with County staff to formulate a proactive approach to preserving the
Gates property.  This group developed the following list of general objectives:

Historic Preservation:
� Additions
� Level of Renovation

Affordable Units:
�  Multiple bedroom units
� Substantial number of affordable housing units that address those @ 40-

50% median income housing including Section 8/H.G.  Of total project
(including homeownership):

� 25% @ 40% of area median income
� 25% @ 50% of area median income

Non Displacement
� Short term

� Interim management plan
� Rent structure

� Long term
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� Substantial benefits/services comparable to those in Arna Valley
� Phased construction
� Community communication plan

Home Ownership:
� Counseling/Assistance

Community Outreach Center

Community Involvement – Including Non-Profit
� Project development
� Long-range ownership

After discussion with several potential purchasers of the property, the group
centered on AHC as the organization that best addressed the objectives of the
group.  Staff and the working group will continue to work together through the
holding period with input from tenants to formulate the final long-term
development plan for the property.

CURRENT RESIDENTS/RELOCATION PLAN: AHC will conduct a tenant
survey and needs assessment of tenants in place once the real estate settlement
has been completed.  There is currently no detailed data beyond Census data
and some older lease applications on the current tenant profile at the property.
It is anticipated, based on anecdotal information, that there will be some degree
of overcrowding found at the property.  AHC has indicated that it will work
diligently to mitigate the overcrowding problems in a sensitive and systematic
way, and may bring in an outside specialty firm to work on these issues.  No
significant involuntary relocation is anticipated as long as tenants are in good
standing and rents have been paid in accordance with the leases.  During the
hold period, AHC will also be preparing a detailed relocation plan as part of their
long-term affordable housing plan for the property.  This plan will be reviewed by
the Tenant-Landlord commission and by County relocation staff for compliance
with County relocation guidelines.   County staff will closely monitor any
relocation activity at the property.

SCHOOLS IMPACT: Staff is currently working with Arlington Public Schools to
determine the future impact on area schools; However, since there will be little
or no relocation or displacement during the holding period, it is anticipated that
there will be little or no immediate impact on schools.

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 project.
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COUNTY MANAGER RECOMMENDATION:  Approve the allocation of up to
$17,000,000 from the AHIF as a loan to AHC for the acquisition and associated costs of
the Gates of Arlington Apartments.  The County funds will be loaned at a 5.5% interest
rate, with interest only payment for a term of up to 3 years and secured by a promissory
note, and repayable or incorporated into a permanent financing restructuring at the end
of the holding period.  The loan will be made upon the following terms and conditions:

1. During the holding period, the applicant shall work with County staff in the
structuring of the permanent financing, final rehabilitation designs and scope of
renovation work in a form acceptable to the County Manager.  The permanent
financing plan will be subject to County Board approval.

2. The applicant must provide a professionally prepared real estate appraisal
acceptable to the County Manager.

3. Prior to the end of the holding period, the applicant must secure a commitment
for permanent financing in amount adequate to cover construction and
refinancing costs.  AHC shall apply for private activity bonds with 4% low-income
housing tax credits from VHDA or 501(c)(3) bonds from IDA or VHDA with terms
acceptable to the County Manager.  AHC shall also pursue possible federal historic
designation of the property and federal and state Historic Preservation Tax
Credits.

4. The applicant shall execute a County Program Agreement and promissory note for
the County loan in a form acceptable to the County Manager and consistent with
this report, subject to approval by the county Attorney.

5. The applicant shall execute a Management Plan for the property in a form and
substance acceptable to the County Manager or his designee.

6. The developer agrees to extend the affordable housing commitment beyond the
initial holding period for a period of at least 15 years as shall be determined
depending on the permanent financing structure.  This plan shall be incorporated
into the permanent Program Agreement and Management Plan in a form and
substance satisfactory to the County Manager or his designee.

FISCAL IMPACT: The current balance of the FY 2002 AHIF is $1,821,600.  The
up to $17,000,000 Fannie credit facility which is recommended to be allocated to
the AHIF fund in a companion board report will increase the fund to
$18,821,600.  Approval of the staff recommendation in the amount of
$17,000,000 in AHIF funds, of which $1.0 million would remain in the AHIF as a
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reserve for the Gates project would result in a balance of $2,821,600 available
for the FY 2002 AHIF of which $1.0 million would be the Gates Project reserve.


