
November 4, 2002 
 
TO: The County Board of Arlington County, Virginia 
 
FROM: Ron Carlee, County Manager 
 
SUBJECT: Modification of the terms of a credit facility from Fannie Mae and 

allocation of County's Pay-go fund to assist with the acquisition of 
the Gates of Arlington Apartments. 

  
RECOMMENDATIONS: 

 
1. Approve the reduction in the appropriation of the funding from 

the Fannie Mae credit facility to the FY 2003 Affordable Housing 
Investment Fund (AHIF) from $17 million to $10 million and 
approve the revised terms and conditions of the credit facility as 
described in this report.  

 
2. Approve an allocation of $5.5 million from the County's Pay-go 

fund (13-619-00IF) on an internal loan basis to offset the 
reduction in the Fannie Mae credit facility and appropriate it to 
the FY 2003 AHIF (001.713.922) and appropriate $1,000,000 
for reserve collateral from AHIF (001.713.922) to the Trust and 
Agency account for the Fannie Mae Reserve for Gates of 
Arlington (099-625-00IF-19). 

 
3. Authorize the County Manager to execute the required credit 

facility documents with the concurrence of the County Attorney, 
and to act as the County Board's representative in approving 
financing, and program revisions 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 prior to execution of the 
credit facility documents. 

 
ISSUES:       Should the County approve the changes to the credit facility with 

Fannie Mae and approve $5.5 million from the County's Pay-go 
fund on an internal loan basis?  

 
 
Staff: Kenneth Aughenbaugh, DED, Real Estate Development Group 
 Winsome Craig, DED, Real Estate Development Group 
 
Reviewed by the County Attorney:_____________________________________ 
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 SUMMARY:  At its June 22, 2002 meeting the County Board 

approved a credit facility with Fannie Mae for up to $17,000,000, 
approved payments of principal and interest on the credit facility 
subject to appropriation by the County Board, and appropriated 
$17,000,000 from the Fannie Mae credit facility to FY 2003 AHIF to 
be used as a bridge loan, at 5.5% interest, to AHC Inc to finance 
the Gates of Arlington Apartments.  In addition the County Board 
allocated up to $1,900,000 in FY 2003 AHIF funds as collateral 
($700,000) and one year of debt service payments ($1,200,000) on 
the credit facility. 

 
This report provides changes to the terms of the credit facility with 
Fannie Mae.   As stated in previous Board reports, AHC needs 
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 of Arlington plus related soft cost and reserves.  

 
 Fannie Mae had proposed to provide a credit facility of 
$17,000,000 from their American Communities Fund (ACF), for up 
to 3 years, at a floating interest rate of 100 basis point above the 
90 day LIBOR rate.  These funds would be used for acquisition, 
related soft costs and reserves for the purchase of the Gates of 
Arlington by AHC.   A 10% collateral reserve was to be held in the 
AHIF account, consisting of $1 million retained from the $17M 
Credit Facility and $700,000 from AHIF funds.   
 
As negotiations on the terms of the credit facility continued, Fannie 
Mae revised the terms of the credit facility by increasing the basis 
point spread to 135 on the LIBOR rate and removed the County's 
ability to set-aside $1 million of the credit facility as a collateral 
reserve.   Because of these changes causing increased County cost, 
staff is recommending that the County use only $10 million of the 
Fannie Mae credit facility and provide the remaining $5.5 million 
from the County's Pay-go fund as an internal loan to be repaid in 
two and a half years.  These changes will reduce the up-front cost 
(fees), reduce the interest payable to Fannie Mae, and only $1 
million (10%) of collateral reserve will be required. 
 

FINANCING PLAN: Fannie Mae had originally proposed to provide to the 
County a $17,000,000 credit facility for a term of up to three (3) years, at a 90 
day LIBOR interest rate plus 100 basis points, with principal and interest payable 
on a quarterly basis.   Collateral of 10% or $1.7 million ($1 million from the 
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credit facility and $700,000 from AHIF) would be held as a reserve in the AHIF 
account.  Funds to repay the credit facility would be subject to annual 
appropriations by the County.  After further review by its loan committee, Fannie 
Mae revised the terms of the credit facility by increasing the basis point spread to 
135 above the LIBOR rate and removed the provision allowing $1 million of the 
credit facility as a collateral reserve.   Fannie Mae felt that the changes mitigated 
some of their financial risk associated with having annual appropriations of 
principal and interest payments versus annual appropriations of the outstanding 
principal. 
 
Based on these revisions, staff prepared an analysis to determine the most cost-
effective approach to financing this project.  The new approach requires $10 
million from Fannie Mae for acquisition cost and approximately $10.76 million 
from the County over the interim period of 2.5 years.  Five and a half Million 
($5.5M) dollars would be allocated from available Pay-go fund to pay for 
acquisition costs and between $4.31 million to $5.26 million would be used from 
AHIF funds for collateral reserve, and interest and principal payments.  (The 
lower range depends on AHC paying approximately $950,000 in interest to the 
County during the interim period, if allowed by GECC's Assumption Agreement).  
The AHIF loan to AHC at 5.5% would be reduced to $16 million. (See Table I 
below).   
 
Using additional County funds to offset the reduction in credit facility benefits 
both the project and the County.    Only $1 million will be used for the collateral 
reserve, up front fees on the project will be lowered and interest paid on the 
credit facility will be reduced.  In addition, the County will be mitigating the 
interest rate (variable) risk by using a portion of its fund to augment the Gates 
loan. (See Table 2.)   When the project is refinanced at the end of the 2.5 - year 
holding period, $16,000,000 including any accrued interest, would be paid by 
AHC.  The Pay-go fund, Fannie Mae credit facility and AHIF funds would be fully 
repaid, although the AHIF loan could be incorporated in whole or in part in the 
permanent financial restructuring which would be subject to County Board 
approval.  
 
FISCAL IMPACT:  At its June 22, 2002 meeting the Board appropriated $17 
million from the Fannie Mae credit facility to the AHIF account of which $16 
million was to be allocated to the Gates project as a loan and $1 million was to 
remain in the account as reserve.  (Since the credit facility was not finalized the 
$17 million was not appropriated to AHIF).  In addition, the Board also approved 
$1,900,000 AHIF of which $1,200,000 was debt service payment and $700,000 
was reserve.    
 
The current AHIF balance for the FY 2003 is $3,333,723, however, by adding the 
$1,900,000 reserve and debt service amount the balance increases to 
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$5,233,723.   With $15.5 million appropriated to AHIF ($10 million from Fannie 
Mae and $5.5 from Pay-go fund) the balance will increase to $20,733,723. 
 
After allocating $16,000,000 AHIF loan to AHC, transferring $1,000,000 to the 
Trust and Agency account as collateral reserve and setting aside $400,000 for 
debt service, $3,333,723 will remain in the AHIF account.  There is no fiscal 
impact from the AHIF funds as the balance does not change.  Additionally, there 
is no fiscal impact from using the $5.5 million Pay-go fund as it will be repaid in 
2.5 years.  
 
 
  

TABLE I. GATES OF ARLINGTON INTERIM FINANCING SCENARIO 
           
USES: 6 Months    
 FY 2003 FY 2004 FY  2005 Total 
TOTAL Acquisition Costs 15,422,000 578,000 0 16,000,000 
10% Collateral Reserve 1,000,000 0 0 1,000,000 
 *Interest (Fannie Mae) 172,275 313,250 271,250 756,775 
 **Principal (Fannie Mae) 600,000 1,200,000 1,200,000 3,000,000 
TOTAL 17,194,275 2,091,250 1,471,250 20,756,775 
*Interest paid quarterly at 3.5% annual rate + (2.15% 135bp)  
**$1.2M annual principal, paid quarterly 
SOURCES  
Projected AHIF Funds 0 935,525 971,250 1,906,775 
AHIF Committed Funds 1,772,275 127,725 0 1,900,000 
***AHIF Deposit Loan  500,000 0 0 500,000 
TOTAL AHIF FUNDS 2,272,275 1,063,250 971,250 4,306,775 
Fannie Mae Fund 10,000,000 0 0     10,000,000 
PAY-GO FUND 4,922,000 578,000 0 5,500,000 
****AHC Interest Payment 0 450,000 500,000 950,000 
TOTAL FUNDS 17,194,275 2,091,250 1,471,250 20,756,775 
*** AHC will repay the AHIF deposit loan at acquisition of the property 
****Based on GECC Assumption Agreement, if during the interim period AHC is not allowed to 
use the funds from Gates to pay the interest, the $950,000 will have to be allocated from 
additional AHIF.   
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TABLE 2: COUNTY'S RETURN ON EXPENDED FUNDS FY 2003-2005 
 
PROJECT FUNDS  
County Funds (includes AHC $950,000 
interest) 

10,756,775 

Fannie Mae Fund  +10,000,000 
TOTAL FUNDS 20,756,775 
  
FANNIE  MAE LOAN PAYOFF  
Outstanding Principal at the end of 2- 1/2 yrs. 7,000,000 

  
AHC LOAN PAYOFF  
AHC Principal  16,000,000 
Interest From Loan (5.5% for 2.5 years) +2,298,131 
AHC PAYOFF to County at REFINANCING 18,298,131 

  
COUNTY CASH RETURN  
AHC loan payoff 18,298,131 
Fannie  MAE loan payoff -7,000,000 
Balance Remaining 11,298,131 

Total County Funding -10,756,775 
+Interest Payment 541,356 

+Could be lower if AHC repays $950,000 projected interest during interim period 
    and Fannie's interest rate is higher than the projected 3.5% 
 


