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DATE:  April 12, 2005 
 
SUBJECT:  Consideration of a $20 million credit facility from SunTrust Bank to the Industrial 
Development Authority (IDA) with County support for the IDA to expand the Affordable 
Housing Investment Fund (AHIF) Program. 
 
C. M. RECOMMENDATIONS:   
 

1. Adopt the attached resolution approving a $20 million credit facility in the form of 
loans and/or letter of credit from SunTrust Bank to the Industrial Development 
Authority ("IDA") to expand the AHIF program and authorize the County Manager to 
execute the required documents for the credit facility subject to the terms and 
conditions described in this report. 

 
2. Authorize a support agreement with the IDA to provide for certain payments to the 

IDA, subject to appropriation by the County Board in an amount up to $20 million 
plus interest as detailed in this report. 

 
3. Authorize the County Manager, with the concurrence of the County Attorney, to act 

as the County Board’s representative in approving details of the financing, including 
the credit facility and the support agreement and entering into necessary agreements 
consistent with the contents of this report. 

 
ISSUE:  Should the IDA enter into a $20 million credit facility with Suntrust and should the 
County approve a $20 million County support agreement as credit enhancement for the IDA's 
credit facility for the purpose of expanding the AHIF program? 
 
SUMMARY:  Through the County’s competitive purchasing process, Suntrust Bank was chosen 
to enter into a $20 million variable interest rate credit facility in the form of one or more loans to 
the IDA and/or one or more letters of credit to secure bonds issued by the IDA to expand the 
AHIF program.  The County would provide support to the IDA by agreeing, subject to annual 
appropriation, to pay amounts to the IDA necessary for the IDA to make payments on its bonds 
or loans or under the letter(s) of credit up to a principal amount of $20 million plus interest and 

           David Cristeal, CPHD, Housing Division 
 
 



 
 
other costs.  The County would not be pledging its taxing authority nor its full faith and credit to 
this obligation, rather the County’s obligation to make payments to IDA would be subject to 
annual appropriations by the County Board.  Funds from the credit facility would be used as both 
long and short term financing on affordable housing projects, based on the current AHIF lending 
criteria.  Loans made from the proposed credit facility would be amortized, and debt service 
repayments from project income would begin in the first year of funding.   
 
BACKGROUND:  In 2002, the County needed $16 million to help AHC purchase the Gates of 
Arlington, a 465-unit historic project in the Buckingham community.  At that time, the AHIF and 
Housing Reserve Fund (HRF) programs had insufficient funding for the project.  To finance the 
project, the County entered into a one-time $10 million credit facility with Fannie Mae and used 
$5.5 million in County pay-go funds.  This situation brought to the County’s attention the need to 
have a larger source of funds, such as a line of credit, available for larger projects. 
 
Over the last 3 years the County has allocated $4 million annually to the AHIF program.   Other 
funds (of approximately $2 million per year) including, federal funds, HRF and loan repayments 
bring the annual total to $6 million.  An additional $1,337,000 million and $1,540,055 million in 
FY 2005 and FY 2006 respectively, will be allocated to the AHIF program from recordation 
taxes realized on real estate transfers.  Despite this funding, another project of the magnitude of 
the Gates of Arlington or a series of smaller projects would deplete all the available funds.  The 
proposed credit facility would provide an additional source of funding. 
  
The AHIF program promotes the preservation and development of affordable housing 
opportunities for low and moderate income households in accordance with the County Board’s 
Housing Policy, Goals and Consolidated Plan objectives.   
 
Projects must meet the following AHIF criteria:   
 

1. Provide long-term affordable housing (E.g., 30 years or more) 
2. Demonstrate long-term financial feasibility  
3. County funds must be highly leveraged with other sources. 

 
AHIF loans are primarily used to fund the gap that remains after the primary mortgage and 
equity funds are obtained.  AHIF annual debt service payments are often collected only if any 
cash remains after all project expenses and primary/secondary debt service are paid from project 
income. 

 
Eligible activities are: 
 

• Acquisition, rehabilitation and/or development of multi-family buildings 
• Special housing for the needy elderly, mentally and physically disabled or homeless 
• Affordable homeownership opportunities 
• Planning funds for specific projects  

 
In 2004, the County advertised a request for proposals for a qualified financial institution to 
provide the County, operating through its IDA, with a credit facility for up to $20 million for the 
expansion of the AHIF program.  The program would expand the supply of affordable housing 
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over the next five years and provide loans for new construction or acquisition and rehabilitation 
of affordable rental housing in the County.  The expanded AHIF program would provide loans in 
lieu of or in conjunction with AHIF loans and provide gap financing for projects.  Loans would 
be long term, 20 to 30 years, and or short term, one to five years, for mezzanine financing or 
bridge loans.  Loans made under the expanded program would be repaid monthly, unlike the 
AHIF programs where loans are repaid only if any funds remain after all expenses, reserve and 
debt service payments are paid.  
 
Suntrust Bank was chosen because of the flexibility and creativity of the credit facility they 
offered to the County.  In addition, Suntrust has experience lending funds to similar government 
agencies and programs.  
 
DISCUSSION:  SunTrust offered two types of programs to fund the credit facility, a bond 
solution where the bonds would be sold to the public and a bank solution where SunTrust 
would buy the bonds.  The main terms of the bond and bank approaches are listed below.  The 
County believes that the AHIF program would function best by using a combination of these two 
solutions.  Based on the terms offered, the bond solution would be available for projects that 
would require funding of over $5 million and for long-term financings.  The bank solution would 
be for short term financings such as bridge loans and construction loans.  The maximum 
aggregate amount that could be borrowed by the IDA from both the bank and bond solution is 
$20 million.  For example, if the bond solution funds $15 million then the bank solution can only 
fund $5 million. 
 

ITEMS BOND SOLUTION BANK SOLUTION 
Amount: $20 million (with a $5 million 

minimum) 
$20 million (with a $3 million 
minimum 

Security: Letter of Credit 
Pledge of loan payments 
Debt service reserve  
Subordinate deeds of trust 
County's support agreement 

Pledge of loan payments 
Debt service reserve  
County's support agreement 

Final Maturity: Not to exceed 120% life of project 10 years with option to extend for 
another 10 years 

Amortization: Interest only, with principal 
repayment schedule 

Interest only for 3 years then 
amortized over 22 years 

Interest Rate Tax exempt: Weekly BMA plus 
0.475% with option to swap to fixed 
rate plus 0.475% 

Taxable: 1 month LIBOR + 
0.90% 
Tax-exempt: 81% of 1 month 
LIBOR + 0.55% 

 
The interest rates would be variable based on certain indicies which can be reset weekly or monthly, as 
shown in the previous table.  For example, the interest rate on the tax-exempt bank solution is at 81% of 
the one month London Interbank Offering Rate (LIBOR) interest plus 55 basis points (0.55%).  If the 
interest rate on the credit facility increases to a certain percentage below the AHIF loan payments, the 
County would have the option to “swap” the variable rate interest to a long-term rate. 
 
The short-term variable rate instrument was chosen because: 
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(1)  It currently has a lower interest rate than the long-term rates and up-front financing costs are 
lower;  

(2) There are only a limited number of investors who will consider the long-term rate structure;  
(3) The long-term investor requires disclosure on the loans that cannot be provided at this point 

in time whereas a short-term investor only looks to the letter of credit as their source of 
repayment.  Short-term investors do not look to the project or the County for credit security, 
they solely look at the letter of credit; thus there is virtually no disclosure of the project or the 
County; and 

(4)  Higher fixed rate must be locked in up-front while lower variable rates may be swapped at 
any time at no additional cost.   

 
Suntrust needs assurance that funds are available if the project is unable to meet schedule interest 
or principal payments.  Through the provision of a support agreement, the County Board agrees 
to consider making an appropriation to cover any principal or interest payment when the 
project’s income is insufficient to make such payments.  This type of support, while not legally 
binding on the County, represents a pledge that enhances the credit structure of the bonds.  A 
support agreement does not pledge the County’s taxing authority, but 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 fulfill this limited non-binding obligation.  Failure of the County to provide an 
appropriation(s) to cover unforeseen project shortfalls would likely negatively impact the 
County’s high credit ratings and cost of borrowing.   
 
A four month debt service reserve based on 6% interest rate of the credit facility loaned on a 
project would be established from the bank solution funds.  For example, on the entire 
$20,000,000 credit facility the maximum debt service reserve set-aside would be $400,000.  No 
debt service reserve is required for the bond solution, although alternative collateral such as a 
pledge of a portion of the receivables from the AHIF loan portfolio may be required. 
 
Projects funds would be loaned by the IDA to the project at an interest rate margin of 2% to 4% 
over the credit facility interest rate.  This would serve as a cushion to increasing interest rates and 
generate additional income for the AHIF loan program.  The credit facility would be structured 
as a revolving fund so that when funds are repaid to SunTrust the IDA could re-borrow the 
amount up to $20 million.  The credit facility would be loaned to the IDA with a letter of credit 
backed by the County’s subject to appropriation pledge; however the Housing Division would be 
responsible for servicing the credit facility and collecting repayments from the projects that 
receive the loan funds.  The Housing Division has been servicing the AHIF/HOME loan 
portfolio for over 25 years and is servicing the $10,000,000 Fannie Mae credit facility which was 
used along with other County funds to purchase the Gates of Arlington.  
 
FISCAL IMPACT:  The following safeguards will be established to reduce the financial risk to 
the County:  1) A debt service reserve would be established from the credit facility proceeds as 
projects are funded;  2)  The project debt service would be underwritten at a 1: 1.05 debt service 
coverage ratio, meaning the projected net operating income of each project would be at least 1.05 
times total debt service on the project; and   3)  The variable rate interest rate could be swapped 
to a fixed long-term rate if and when a fixed rate is more advantageous than a variable rate.  
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Since neither Arlington County’s full faith and credit nor its taxing power would be pledged, this 
obligation would not constitute a general obligation debt of the County.  The credit facility 
would not be counted as a portion of the County’s debt ratios. 
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