ARLINGTON COUNTY, VIRGINIA

County Board Agenda Item
Meeting of February 21, 2009

DATE: February 19, 2009
SUBJECT: Approval of financing for acquisition of Buckingham Village 3
C. M. RECOMMENDATION:

1. Adopt by roll call vote the attached resolution approving financing in an amount
not to exceed $36 million between SunTrust Bank and the Industrial Development
Authority (“IDA”) for the County’s purchase of Buckingham Village 3 and related
financing costs, including funding a debt service reserve fund.

2. Authorize the County Manager to execute the required documents (including but
not limited to a Support Agreement, a Note, and a Deed of Trust) and to approve
details of the financing as discussed in the attached resolution and described in this
report.

3. Allocate up to $625,000 in FY 2009 Affordable Housing Investment Fund (AHIF)
(101.495130.91102) to pay estimated debt service in FY 20009.

ISSUE: Should the County authorize financing to acquire Buckingham Village 3 with updated
terms from the initial financing approval in June 20077

SUMMARY:: The proposed financing between SunTrust Bank and the IDA will allow the
County to consummate its acquisition of Buckingham Village 3, as initially approved by the
County Board in June 2007. Under the terms of the financing, the IDA will execute a short-term
note in favor of SunTrust Bank in an amount not to exceed $36 million (covering the purchase
price of the property and other financing costs, including funding a debt service reserve fund.)
The County will provide support to the IDA, by agreeing, subject to annual appropriation, to pay
amounts to the IDA necessary for the IDA to pay debt service payments on the note. Funds to
pay FY 2009 debt service on this note (estimated at $625,000) will be allocated from AHIF as
part of this action and it is anticipated that AHIF funds will support debt service in FY 2010 and
beyond, as reflected in the proposed FY 2010 budget. In order to best enable the selected
developer of the property to secure financing and to maximize rent payments to the County, the
County intends to refinance the SunTrust note prior to the developer’s execution of construction
financing, currently anticipated to occur in 12 — 18 months.

County Manager:
County Attorney:

Staff: Michelle Cowan, Department of Management and Finance




BACKGROUND: In June 2007, the County approved the acquisition of Buckingham Village 3,
a residential development on a 5.4 acre parcel, including 16 residential buildings with 140 units
of affordable and historically significant housing. Per the terms of the purchase agreement
between the County and the current owner, the County will pay approximately $34.5 million for
the property, with closing scheduled for March 2009. Upon closing, the County will lease the
property to a developer, a partnership of Telesis and National Housing Trust (NHT), which will
immediately begin to manage the property and will undertake renovations of the property within
12-24 months. (The lease is the subject of a separate Board Report and action for the Board’s
February meeting.)

In addition to the approval of the purchase agreement for the property in June 2007, the County
approved tentative financing for the acquisition, via an increase in an existing line of credit
facility between SunTrust Bank and the IDA. As the March 2009 closing date for the acquisition
approached, the County evaluated several different financing options and concluded that, in light
of current market conditions, the SunTrust Bank facility provided the most flexibility and was
the most easily executed. Because market conditions have changed significantly since 2007, the
terms of the SunTrust financing have also changed and the County Board is asked to authorize
updated financing terms and new legal documents.

DISCUSSION: The primary terms of the SunTrust financing are as follows:

TERM DESCRIPTION
Amount Up to $36 million
Security 1. First Deed of Trust on the property

2. Support Agreement between the County and the IDA stipulating that
the IDA will receive annual payments from the County, subject to
appropriation by the County Board, in an amount sufficient to pay
debt service and fees

3. Pledge of a debt service reserve in an amount equal to six months’
debt service and funded from note proceeds

Maturity Three years from note execution
Prepayment At any time without penalty with 30 days notice
Option
Interest Rate Taxable
Option of:

1. Variable rate note — London Interbank Offering Rate (LIBOR)
plus 200 basis points (2.44% based on current market conditions)
reset on a monthly basis

2. Fixed rate note — 4.02%

Amortization Interest only; principal due at maturity

County staff and its financial advisors, Public Financial Management, evaluated several options
for the financing, including issuing short-term notes in the capital markets, and concluded that
the SunTrust structure was the most flexible and most readily executed. In particular, the County
can close on this financing in a relatively short time frame without the documentation

Approval of Financing -2-
For Buckingham Village 3



requirements of a capital markets solution and the County will be able to prepay this note at any
time without penalty, which would not be possible with a short-term note issued in the capital
markets. This prepayment flexibility will facilitate Telesis / NHT’s pursuit of construction and
permanent financing as discussed below.

The total amount of the financing will not exceed $36 million, including approximately $34.5
million for the acquisition price of the property, approximately $1.0 million to fund the debt
service reserve fund, and $0.2 to $0.4 million in bank fees and other closing costs.

The County has the option of choosing a fixed rate or a variable rate interest mode. The County
IS pursuing a variable rate interest mode because of the relatively short timeframe that the
County anticipates this note being in place and in light of current very low short-term interest
rates. After issuance of this debt, the County will remain in compliance with the Board’s
policies on variable rate debt: total variable rate debt (including the Iceplex facility debt,
Ballston Parking Garage debt and the Buckingham debt) will total 10 percent of the County’s
outstanding debt portfolio; County Board policy states that variable rate debt should not exceed
20 percent of its portfolio. In addition, the County has budgeted this debt at a very conservative
interest rate of just less than seven percent, which is slightly higher than the twenty-year
historical average of one month LIBOR.

As described in the separate Board report on the lease of the property, the County anticipates that
it will receive approximately $13.5 million in rent payments from Telesis / NHT upon closing of
its construction and permanent financings over the next one to three years. These payments
would be used to prepay debt issued under the SunTrust note, or any subsequent refinancings.

SunTrust’s terms include a requirement that the County pledge a first deed of trust on the
property. As Telesis / NHT proceed with renovation plans and securing construction and
permanent financing, the County’s first deed of trust will make it more difficult for Telesis /
NHT to secure financing and could result in lower rent payments to the County. (The first deed
of trust would have priority over any financing that Telesis / NHT could secure via their ground
lease interest in the property.) In order to best enable Telesis / NHT to secure financing and to
maximize rent payments to the County, the County intends to refinance the SunTrust note in
order to remove the deed of trust prior to Telesis / NHT’s execution of construction financing,
currently anticipated for late calendar year 2009 or early calendar year 2010.

FISCAL IMPACT: Estimated debt service in FY 2009 totals $625,000, assuming conservative
short-term interest rates. Debt service in FY 2010 is estimated conservatively at $2.3 million.
All debt service will be paid from AHIF funds.
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A RESOLUTION OF THE COUNTY BOARD
OF ARLINGTON COUNTY, VIRGINIA AUTHORIZING THE FINANCING OF THE
PURCHASE OF BUCKINGHAM VILLAGE

WHEREAS, the County Board (the "County Board™) of Arlington County, Virginia (the
"County") by resolution adopted June 9, 2007 (the "Prior Resolution™) authorized the financing
of the acquisition and development by the County of certain real property known as Buckingham

Village 3 (the "Property™).

WHEREAS, the County Board approved the financing of the acquisition and
development of the Property by the Industrial Development Authority of Arlington County,
Virginia (the "Authority”) and now proposes to undertake a financing for the acquisition of the
Property (the "Financing™) on the terms set forth in the Indicative Terms and Conditions, dated

February 9, 2009 (the "Proposed Terms™) from SunTrust Bank (the "Bank").

WHEREAS, the Financing will be undertaken pursuant to a revenue note to be issued by
the Authority, the proceeds of which will be used to fund the acquisition of the Property by the
County (the "Note™). The Note will be secured by a Support Agreement between the County and
the Authority (the "Support Agreement™) whereby the County will agree to make payments to
the Authority or the Bank, as assignee of the Authority, subject to annual appropriation by the
County Board. The Note will also be secured by a Deed of Trust on the Property to be granted

by the County in favor of the Bank as purchaser of the Note (the "Deed of Trust™).

WHEREAS, the County Board has held a public hearing on the conveyance of the
Property pursuant to the Deed of Trust and a ground lease to Telesis Corporation and National

Housing Trust-Enterprise Preservation Corporation or their designee(s) as tenants.
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NOW, THEREFORE, BE IT RESOLVED BY THE COUNTY BOARD OF

ARLINGTON COUNTY, VIRGINIA:

1. Approval of Financing. The County hereby approves the Financing and the grant

of the proceeds thereof to the County to finance the purchase of the Property. The County
Manager is authorized to apply the proceeds of the Financing to the purchase of the Property,
including paying costs of issuing the Financing and funding a debt service reserve fund. The
issuance of the Note by the Authority on the terms set forth in the Proposed Terms is hereby
approved and the County Manager is authorized to approve such additional terms as he may
determine to be in the best interest of the County, including (i) issuance of the Note as a variable
rate line of credit or a fixed rate note and (ii) issuance of the Note in an amount up to
$36,000,000, such approval to be evidenced conclusively by the execution and delivery of the

Support Agreement.

2. Authorization and Execution of Support Agreement and Deed of Trust. The

County Manager is authorized to approve the Support Agreement, the Deed of Trust and such
other documents and agreements as may be necessary or desirable to implement the Financing in
substantially the terms set forth in the Proposed Terms with such changes or additional terms as
the County Manager may approve, such approval to be evidenced conclusively by the execution
and delivery of the Support Agreement. The performance by the County under the Support
Agreement and the Deed of Trust are authorized. The Chair of the County Board and the County
Manager, or either of them, are authorized to execute and deliver the Support Agreement, the
Deed of Trust and such other documents and agreements as may be necessary or desirable to

implement the Financing.
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3. Authorization and Execution of Other Documents. The County Manager or his

designee are authorized to execute and deliver on behalf of the County such instruments,
documents or certificates, and to do and perform such things and acts, as they shall deem
necessary or appropriate to carry out the transactions authorized by this Resolution or
contemplated by the Financing, the Support Agreement, the Deed of Trust and the Proposed
Terms; and all of the foregoing, previously done or performed by such officers or agents of the

County, are in all respects approved, ratified and confirmed.

4, Nature of Obligations. Nothing in this Resolution or the Support Agreement shall

constitute a debt of the County. The County's obligations to make payments to the Authority
pursuant to the Support Agreement shall be subject to and dependent upon annual appropriations
being made from time to time by the County Board for such purpose. Nothing in this Resolution

or the Support Agreement shall constitute a pledge of the full faith and credit of the County.

5. Effective Date. This Resolution shall take effect immediately.

Adopted this day of February, 20009.

Clerk, Arlington County Board
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CERTIFICATE OF THE CLERK
OF THE COUNTY BOARD OF
ARLINGTON COUNTY, VIRGINIA

At a regular meeting of the County Board of Arlington County, Virginia, held on the

day of February, 2009, the following County Board members were present as shown:

PRESENT:

On motion of , seconded by , the following

Resolution was adopted by a majority of the members of the County Board by a roll call vote
recorded as follows:

MEMBER VOTE

Clerk, Arlington County Board
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