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November 25, 2003 

 
 
TO:  The County Board of Arlington, Virginia 
 
FROM:  Ron Carlee, County Manager 
 
SUBJECT: Affordable Home ownership Program Requirements for Site Plan Projects 

and Projects Developed With County Capital Subsidy 
 
RECOMMENDATION: Approve the use of a deed covenant mechanism 

indexed to annual Area Median Family Income (AMI) 
increases as the basis for determining initial 
affordability level, appreciation and resale price for 
affordable home ownership units as outlined in this 
report. 

 
ISSUES: 

1. Should the County continue to develop home ownership opportunities 
using its land-use and zoning mechanisms and/or a high level of 
County financial subsidy? 

 
2. Should the County use a deed covenant as the security instrument for 

maintaining the affordability of affordable home ownership units for 
the long term? 

 
SUMMARY: Over the past year, the County has approved several site plan 

projects incorporating a requirement for developers to provide 
affordable townhouse or condominium units.  Due to the large 
differential between the affordable and market sales prices of these 
units, it is important that the County protect its investment from 
windfall profit-taking upon resale and thereby maintain the housing 
subsidy for subsequent first time home buyers.  After lengthy 
consideration of various options, it is clear that a deed covenant 
mechanism provides the best security instrument to limit potential 
windfall profits and ensure future affordability of home ownership 
units created by the use of land-use and zoning incentives or high 
levels of County subsidy.  It is recommended that an affordability 
level approach be used for establishing affordability, future sales  
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 price and levels of appreciation/equity for affordable home 
ownership units based on Area Median Income (AMI).  This 
approach would establish a sales price based on given percentage 
of AMI at the time of project approval by the Board.  It would limit 
appreciation/equity on affordable home ownership units to the 
percentage increase in AMI during ownership, resulting in a modest 
profit to the home owner.  As a result, units secured by this 
mechanism could be resold to subsequent first time home 
purchasers at the same percentage of AMI without an additional 
infusion of County subsidy as long as interest rates did not rise 
significantly. 

 
BACKGROUND: The supply of affordable home ownership units has steadily 
declined as the demand for housing in prime locations such as Arlington continues to 
result in rapid price escalation.  The County has been steadily losing its affordable home 
ownership stock over the past ten (10) years, especially units that were produced using 
capital subsidy from the Moderate Income Home ownership Program (MIHOP), Housing 
Fund Contingent (HFC, now AHIF) and Community Development Block Grant (CDBG) 
programs.  These units have an affordability term ranging between 10 and 15 years.  
These commitments are now expiring, leaving home owners free to sell the units at 
market prices and potentially realize a windfall profit on subsidy initially provided by the 
County and appreciation thereon.  Currently, there is no mechanism in place to ensure 
that these units remain affordable beyond existing commitments. 
 
Staff has been exploring several options for the appropriate security instruments for 
home ownership units produced through the County’s Site Plan process and use of 
housing funds.   Staff has reviewed various approaches that would keep the units 
affordable for the long term and guarantee future sale to another household at 
affordable sale prices.   This has included best practices being implemented by several 
jurisdictions in the Washington Metropolitan Area and nationwide. 
 
The following site plan proposals recently approved by the County Board include 
affordable home ownership units that would need these security instruments: 

• Monroe Street Condominium 
• Sierra Condominium 
• Bromptons at Cherrydale 

 
Market values of affordable condominium units currently being created through land-
use and zoning incentives range between $225,000 to $275,000 for a one-bedroom and 
$350,000 to $500,000 for a two-bedroom.  The values created by the County to make 
some of these units affordable would range between $110,000 to $160,000 for one-
bedroom and $220,000 to $375,000 for a two-bedroom. 
 
Average property prices in Arlington are $464,300 for a single-family home and 
$241,000 for a condominium unit.  In contrast, the following illustrates sample income, 
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monthly housing expense and maximum property price that would be affordable to 2-
person and 4-person households: 
  

 2-Person 4-Person  
 Household Household  

Income $43,900 $54,900  
Monthly Housing Expense $1,100 $1,375  
Maximum Purchase Price $148,000 $187,000 (Fee-Simple Unit) 

 $128,000 $151,000 (Condominium) 
 
DISCUSSION: Staff proposes the following criteria for securing and maintaining 
affordable home ownership units for the long term.  It is important that this be easy to 
explain to, and understood by, program participants and be manageable with respect to 
administrative costs and burden. 
 
Security Mechanism: Staff recommends that affordable home ownership units be 
secured on two levels.  The developer shall execute a deed covenant with the County 
that includes the following: 
 
• Affordable units must be dispersed throughout a project and be comparable in 

infrastructure, construction quality and exterior design to market-rate units. 
• Marketing requirements for initial sale of unit(s). 
• Agreement to include in the condominium or home owners by-laws the requirement 

for Management Company to notify the County in the event that the owner of an 
affordable unit requests standard leasing or sale documents. 

 
The purchaser of an affordable unit must execute a deed covenant with the County that 
is subordinate only to primary financing instruments. 
 
Purchaser Eligibility: Eligible purchasers would be selected from the County’s 
Notification List of potential first-time homebuyers currently maintained by AHC, Inc.  In 
order to qualify for placement on the Notification List, every head of household must 
have taken the County-sponsored home ownership class, obtain a mortgage pre-
qualification and meet the income requirement for the affordability approved for the 
project by the Board.  Priority would be allowed on the following basis: appropriate 
family size for the specific unit(s), displaced tenants and live or work in Arlington.  
Finally, in the event there remains a pool of eligible purchasers meeting an equal 
number of priorities, the final purchaser would be selected from a lottery of eligible 
purchasers. 
 
Ownership Restrictions: To the extent permitted by law, purchasers would be 
restricted to the use of the unit as primary residence, prohibited from leasing the unit 
and required to sell the unit in the event of a change in title as defined below: 
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• Primary Residence: Purchasers of affordable units would be required to sign a 
disclosure statement in which the purchaser agrees to submit to the County annually 
a notarized affidavit executed by the purchaser certifying continued occupancy of 
the purchased unit as primary residence. 

 
• Leasing:  Leasing of affordable units is prohibited with the sole exception of 

temporary job assignment.  In the event of a violation of this restriction, the 
purchaser shall be liable to the County for 150% of rent collected for the period in 
violation. 

 
• Change in Title: In the event of a change in title that results from a change in the 

financial situation of the household due to death (except for a surviving joint 
tenant), marriage or divorce, so that it is no longer income eligible, household must 
sell the unit to another eligible first-time homebuyer within 180 days. 

 
Resale Provision  
 

Affordability Level Approach: Initial and future affordability would be based on 
specific income level as a percentage of AMI as published annually by HUD and 
approved by the County Board on a project by project basis.  It would also establish 
future sales price based on the same income level plus the value of percentage 
increases in AMI during the period of ownership.  Appreciation/equity at future sale 
would be calculated by multiplying the initial purchase price by the percentage 
increase in AMI as published by HUD annually between the time of purchase and 
future sale of affordable units.  This would allow a modest profit in 
appreciation/equity to the home owner in return for their investment (1st Mortgage).  
Table 1 attached shows appreciation/profit levels and return on home owner’s 
investment for market-rate (over 80% of AMI), market rate (60% of AMI), shared-
equity and affordability (60% of AMI) approaches.  
 
Additional benefits to an affordable home purchaser are as follows: 
 
• Opportunity to purchase a home in Arlington substantially below market price. 
• Reduced real estate property taxes based on affordable sales price instead of 
 market value. 
• Federal and State tax benefits in terms of property taxes and mortgage interest 
 deductions. 
 
Eligible Future Purchaser:  All future purchasers of an affordable home ownership 
unit will be selected from the County’s Notification List of eligible first-time 
homebuyers that are income eligible for a specific unit as approved by the Board.  In 
the event that an eligible purchaser could not be found after 60 days, a County 
designated non-profit organization would purchase the unit at the approved 
affordability level and arrange for a later sale to an income eligible household. 
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• 

• 

• 

• 

• 

Affordability Term: Affordable home ownership units shall remain affordable for 
the life of the project or until such time that the County Board changes the policy 
described in this report. 
 
AFFORDABLE HOUSING GOALS: The affordability level approach meets most of 
the County Board Adopted Housing Policy Goals particularly Goal VII as described 
below: 
 
Goal I: Balance support for the elderly and persons with disabilities with a transitional 
safety net for working families with children. 
 

At minimum, one unit of total affordable units in any project would be handicapped 
accessible. 

 
Goal V: Increase the number of housing units with two or more bedrooms in order to 
match the needs of households with children. 
 

To the extent that it is economically feasible, emphasis is placed on larger size units, 
2-bedroom and larger, during the negotiation of affordable units with developers. 

 
Goal VI: Distribute committed affordable housing within projects, within neighborhoods 
and throughout the County. 
 

Developers are required to distribute affordable units within their project.  
 
Goal VII: Increase the rate of home ownership throughout the County, and increase 
home ownership opportunities for low- and moderate-income households. 
 

The changes to the Zoning Ordinance regarding bonus density provision and land 
use tools recently adopted by the County Board creates a mechanism, in addition to 
the use the County’s Affordable Housing Investment Funds (AHIF), for increasing 
the supply of home ownership units.  The Affordability level Approach and the use of 
deed covenant as security instrument allows for maintaining these units for the long 
term. 

 
Goal IX: Ensure, through all available means, that housing discrimination is eliminated. 
 

The value typically created by the County through the land use and zoning 
ordinance allows the County to require all developers and non-profits adhere to 
specific non-discrimination provisions that would be included in all security 
documents.   

 
Housing Commission Recommendation:  The Housing Commission considered this 
item at its November 20, 2003, meeting and supported the concept of the deed 
covenant/ affordability level approach.  The Commission directed its home ownership 
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subcommittee to forward a written response with final comments on the staff report to 
the County Board. 
 
FISCAL IMPACT: In the event that interest rates have risen significantly at the time 
of resale of any of the units, the County may need to consider whether to provide 
additional subsidy to write down the interest rate on a resale unit to ensure the unit 
remains affordable at the same median income affordability level as initially prescribed 
in the original sales transaction. Implementation and compliance monitoring of the 
program may lead to a need for some additional program staff, plus the additional 
workload that may be required of non-profit housing sponsors who may be providing  
loan documentation and other services related to this program. 
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   Table 1   
        

COMPARISON  - MARKET AND AFFORDABLE SALES SCENARIOS 
APPRECIATION/PROFIT AND RETURN ON EQUITY 

   
* Sales Price Based on 60% MFI 
Annual income Escalator at 3% for 5 
years 

   
   BASELINE 

MARKET RATE 
EXISTING OLDER 
CONDOMINUM  
PURCHASE - NO 

COUNTY 
ASSISTANCE 

MARKET RATE 
PURCHASE OF 

OLDER EXISTING 
CONDOMINIUM 

W/MIPAP 

PROPORTIONAL 
SHARED 
EQUITY 

APPROACH ON 
PURCHASE OF 

NEW 
DEVELOPMENT 
CONDOMINIUM

RECOMMENDED 
AFFORDABILITY
LEVEL RESALE 
W/PRICE CAP 
@ 60% AMI 
APPROACH – 

NEW 
DEVELOPMENT  
CONDOMINIUM 

       
       

PURCHASE PRICE  $129,000 $129,000 $129,000 $129,000 
MARKET VALUE  $129,000 $129,000 $385,000 $385,000 
% MEDIAN FAMILY INCOME (MFI) over 80% MFI 60% MFI 60% MFI 60% MFI
ANNUAL MFI AMOUNT  $62,640 $46,980 $46,980 $46,980 
% INCOME OF HOUSING EXPENSES 24% 32% 32% 32%
Homeowner Equity(3% Downpaymt & 
Closing) 

$10,000 $2,000 $2,000 $2,000 

MIPAP LOAN  $0 $8,000 $8,000 $8,000 
   

SALE PRICE AFTER 5 YEARS (5% appr) $164,640 $164,640 $164,640 * $149,772 
MARKET VALUE  $164,640 $164,640 $482,434 $482,434 
H/O SHARE OF APPRECIATION $35,640 $35,640 $35,640 $20,772 
Deductions ( 5% Broker's Fee/MIPAP Loan) ($8,232) ($16,232) ($8,000) ($8,000)
REMAINING APPRECIATION $27,408 $19,408 $27,640 $12,772 
RETURN ON H/O EQUITY 270% 970% 1380% 680%
**Additional Benefit to H/O  $0 $1,200 $13,526 $13,526 

   
   

* SALE PRICE ON AFFORDABILITY LEVEL 
  APPROACH IS LOWER SINCE IT IS BASED 
  ON A 3% INCREASE IN AREA MEDIAN  
  INCOME – NOT 5% APPRECIATION . 
 
**ADDITIONAL BENEFIT TO HOME OWNER 

 

Forgone Property Taxes on Initial County Subsidy $12,326 
MIPAP no interest loan for 5 years  $1,200 

 Total Additional Benefit to Home owner $13,526 
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