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DATE:  September 19, 2017 
 
SUBJECT:  Interest Rate Reductions on County Loans for Parc Rosslyn and Leckey Gardens. 
 
C. M. RECOMMENDATIONS:   
 

1. Authorize the County Manager, or his/her designee, to change the interest rates, 
effective January 1, 2017, on existing County financing for Leckey Gardens and Parc 
Rosslyn to reduce debt accumulation at these properties. 
 

2. Authorize the County Manager, or his/her designee, to subordinate the existing County 
loan for Leckey Gardens to a new first trust mortgage. 

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

the County Board’s representative in approving amendments to the County Loan 
Documents that reduce the interest rate and/or are necessary to remove any ambiguity 
or inconsistency or which improve the County Board’s financial security or financial 
position, and which revisions do not adversely affect the County financially, prior to or 
after execution of the necessary amendments to the County Loan Documents.  

  
ISSUES:  County Board approval is needed to authorize County staff to change the interest rates 
on County loans for two properties and subordinate one loan to new primary financing.  There 
are no known issues. 
 
SUMMARY:  Interest rates on County loans for affordable housing projects are established 
based on current market interest rates, underwriting scenarios that forecast the level of debt a 
property can support, and negotiations with the developer and other financing partners (e.g., the 
primary mortgage lender, and the equity investor).  Market changes over the last ten years, 
including flat rents at properties with committed affordable units (CAFs) and increases in 
operating expenses, have made repayment of certain County loans more challenging and 
accelerated debt accumulation at these properties. Therefore, County staff recommends interest 
rate reductions for loans at two CAF properties: Leckey Gardens and Parc Rosslyn. These 
properties have interest rates that are currently 3.5% and 4%, respectively, and can no longer 
support the rate of interest accumulation based on projected cash flow. 
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BACKGROUND:  The County Board has approved one hundred loans to affordable housing 
projects to-date using the Affordable Housing Investment Fund (AHIF), Community 
Development Block Grant (CDBG), and HOME Investment Partnerships (HOME) programs.  
The loan amounts, interest rates and other terms are based on staff underwriting of the project 
and review of other financing sources.  The County’s loan terms remain unchanged unless the 
project goes through a redevelopment or refinancing.  At that point, the County loan is 
underwritten again to reflect the property’s current debt capacity and other conditions that may 
impact repayment of the County loan. 
 
In the past several years, market conditions have changed and CAF properties have experienced 
increases in the cost of insurance, utilities, taxes, and other operating and capital expenses.  
Properties with fewer units and deeper affordability are more sensitive to impacts from these 
market forces. Further, as market interest rates have declined, some CAF properties are paying 
interest rates that are now higher than prevailing market interest rates. As a result, many CAF 
property owners have pursued debt refinancing in recent years so properties may benefit from the 
lower interest rates.  The savings realized from lower interest rates allows properties to adjust to 
higher operating costs, unforeseen capital needs, higher vacancy rates, and other issues that 
pressure property budgets. Further, managing debt accumulation better positions these properties 
when they seek new financing in future years, thereby reducing the “gap” a future County loan 
may need to fill. 
 
At the March 15, 2015 County Board Meeting, the Board approved interest rate reductions for 
loans at three properties:  Shelton, Berkeley, and Cameron Commons. These adjusted interest 
rates have slowed debt accumulation at these properties and thus improved the viability of these 
CAF communities. Staff therefore recommends using the same interest rate reduction tool at Parc 
Rosslyn and Leckey Gardens. 
 
DISCUSSION:  County loans for affordable housing preservation and development are 
primarily provided as gap financing.  The owner or developer submits a financing application 
package to the County, private first lender, and equity investor (if applying for tax credits) to 
request the financing amount and terms. The private first lender and equity investor typically 
require that the projects comply with certain criteria, such as debt service coverage ratios, 
operating reserve requirements, replacement reserve requirements, and others.  Since the primary 
goal of the County’s affordable housing funding is to preserve or develop CAFs and to provide 
safe and adequate housing for its low and moderate income residents, part of the analysis that 
County staff completes focuses on the ability of the property to be well-maintained and well-
managed within the constraints of the property’s restricted rental income.  Since the County’s 
affordability requirements may increase the financing gap and need for County funds, the 
County’s underwriting analysis forecasts the type and amount of County debt the property can 
support in light of the financing terms of the first trust lender and/or equity investor.  The 
different sources of financing that make the affordable housing projects feasible result in an 
intricate balancing of priorities and requirements. 
 
Following loan origination and project settlement, staff continues to monitor the project 
throughout its loan term and affordability period.  During its loan term (typically 30 years), the 
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property is required to submit audited financials, operating budgets which are reviewed and 
approved annually by County staff, and other reports. During its affordability period (typically 
60 years), the property also is required to be monitored for tenant income/occupancy compliance 
and upkeep of the property by its management personnel. 
 
During the loan term, market changes can affect how the property is performing financially – 
both negatively and positively.  In recent years, as affordable rents have remained flat and 
operating costs have risen, owners of CAF properties have refinanced first trust mortgages as 
interest rates have decreased.  This has benefitted affordable properties by reducing debt service 
payments and enabling them to address rising operating costs.  While the County loans are 
structured as cash flow loans, i.e., repaid with cash flow remaining after primary debt service and 
other operating expenses are paid, lowering County interest rates when cash flow payments are 
insufficient to keep up with annual interest accruals, reduces debt accumulation and maintains 
the financial wellness of the property. 
 
Typically, affordable housing property owners do not approach the County until the property 
nears “Year 15” of operations, which is when the investor who provided the tax credit equity 
wishes to exit the deal.  However, by this time, the County loan may have accrued more interest 
than projected if increased expenses or higher vacancy rates have suppressed available cash flow.  
Reducing the interest rate on the County loan as soon as accumulation of unpaid interest begins 
may better position the property when the investor exits the deal by reducing the rate of debt 
accumulation (which, in turn, reduces exit taxes on tax credit deals and the property’s ability to 
secure new financing). 
 
After monitoring debt accumulation at Parc Rosslyn and Leckey Gardens for several years, staff 
is recommending an interest rate reduction on the loans at these properties. In addition to these 
two properties, staff continues to monitor the remainder of the loan portfolio to see if the 
County’s interest – e.g., long-term sustainability and financial stability of CAF communities as 
well as repayment of the County loans – may be achieved through debt restructuring of loans at 
other CAF properties as well. 
 
Leckey Gardens 
In April, 2000, the Arlington Partnership for Affordable Housing (APAH) purchased the Leckey 
Gardens property.  The property has two garden-style apartment buildings located on North 
Woodrow Street, just south of Lee Highway, in the Waverly Heights community.  There are a 
total of 40 units with 32 units rented to households at or below 50% of the Area Median Income 
(AMI) and the remaining eight operating as unrestricted market rate affordable1.  The County 
provided an $803,000 AHIF loan, which was combined with tax credit equity, a private first 
mortgage and deferred developer fee for the acquisition and renovation of the buildings.  The 
buildings were placed in service in 2002.  In 2016, APAH was able to remove the investor from 
the deal since all of the benefits of tax credits had been realized by that time. 
 
Currently, Leckey Gardens has the following loans and loan balances:  
 
                                                           
1 All 40 units are considered CAFs because these units are owned and operated by a nonprofit 
and either committed affordable or unrestricted affordable. 
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 Virginia Housing Development Authority (VHDA) first mortgage at a 5% interest 
rate and approximate balance of $540,000 (matures in 2033)  

 Virginia Housing Partnership (VHP) Revolving Loan Fund second mortgage at a 5% 
interest rate and approximate balance of $790,000 (matures in January 2018)  

 United Bank third mortgage at a 7% interest rate and approximate balance of $655,000 
(matures in January 2018)  

 County AHIF fourth mortgage at 3.5% and balance of approximately $1.4 million 
(matures in 2031)   

 
APAH has made a total of $45,400 in repayments on its County loan since 2002. To reduce other 
debt service payments, improve repayment on the County loan, and enable some minor 
renovations to the units, APAH would like to refinance the first, second and third loans into one 
first trust mortgage with Access Bank for an amount of up $2.6 million at a 4.8% interest rate, 
with a 10-year term and a 20-year amortization rate. The loan would support some light 
renovation of the property including new cabinets, paint, new bathroom fixtures, and minor 
water penetration repairs.   
 
With 80% of the units rented to households at or below 50% of the AMI, and the remaining units 
operating as market rate affordable rents, the property has very tight cash flow, particularly as 
operating costs have increased and rents have remained relatively flat.  A refinancing of the 
property as described, with a decrease in the County’s interest rate and a subordination to the 
new first trust, would consolidate debt and allow for an increase in cash flow – of which 50% 
would go toward paying the County’s loan. Under this new financing structure, projections 
suggest that future payments would exceed annual interest accruals on the County debt, allowing 
the property to start paying unpaid interest from prior years and reducing the overall loan 
balance. Consequently, staff recommends reducing the interest rate on the County loan from 
3.5% to 1% retroactive to January 1, 2017 and subordinating the County’s loan to the new 
Access Bank first mortgage. 
 
Parc Rosslyn 
In 2006, the County Board approved approximately $11.5 million in short and long-term 
financing to an APAH/Paradigm partnership so they could redevelop Rosslyn Ridge Apartments, 
a 22-unit CAF property, into a 238-unit property with 101 units restricted at 60% of AMI. Parc 
Rosslyn is located in the Ft. Myers Heights North community along the metro corridor.  In 2011, 
the partnership repaid a $4.5 million short-term County loan and Paradigm sold its partnership 
interest to APAH.  Parc Rosslyn currently has two long-term loans from the County with a total 
balance of approximately $10 million.  Since 2006, APAH has repaid the $4.5 million loan as 
well as over $550,000 in cash flow payments. 
 
Parc Rosslyn has faced operational challenges since it combines Class-A market-rate units, 
which require certain amenities to remain competitive, with CAFs, which provide limited 
revenue to support operations. To improve the property’s competitiveness, APAH changed 
property management companies, and in 2016, the property began to use a revenue management 
software to more effectively manage rents on the market-rate units.  Additionally, an interior 
designer was hired to make property improvements to maintain competitiveness with 
surrounding market-rate housing. 
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In addition, as a tax credit property, Parc Rosslyn must comply with IRS rules regarding capital 
accounts and how they must be paid for in the near future. Given debt accumulation and other 
expenses that cause losses at the property, Parc Rosslyn’s capital account balance has increased, 
which can increase exit taxes when the investor exits the partnership.  In 2013, to help remedy 
capital account concerns, APAH, through its general partner entity, contributed $5.5 million of 
its $6 million capital account to the limited partner to reduce potential tax liability when the 
limited partner (e.g. investor) exits the partnership.  Additionally, APAH has been working with 
Cohn Reznick to formulate solutions regarding this issue. One key way to alleviate pressure on 
the capital accounts is to reduce expenses so that debt (and losses) are also reduced. There is a 
direct correlation between the increase of expenses and the increase of capital accounts. 
 
APAH has asked VHDA, who holds the first mortgage with a balance of approximately $45 
million, for assistance that would equal a $650,000 reduction of interest expense over a two-year 
period.  APAH is also requesting an interest rate reduction on the County’s debt from 4% to the 
Applicable Federal Rate (AFR), which is currently approximately 2.6%, to further reduce 
expenses.  With a lower interest accumulation of the County’s debt and VHDA assistance that 
would decrease the losses affecting the capital account, the property will be in a better position 
as it nears Year 15 and works to negotiate the exit of the investor. Consequently, staff 
recommends reducing the interest rate on the County loan from 4% to the AFR at the time of 
settlement, retroactive to January 1, 2017. 
 
Affordable Housing Master Plan (“AHMP”): This project meets many Goals, 
Objectives and Policies of the Affordable Housing Master Plan adopted in September 2015, 
namely preserving affordable rental housing to meet current and future needs. 
 
The project meets the following AHMP Policies: 
 
1. Policy 1.1.1 – Project will help preserve 141 CAFs (40 at Leckey Gardens and 101 at Parc 
Rosslyn) with financial assistance from interest rate reductions on current County loans. 
 
2. Policy 1.1.2 – Project will help prevent the loss of 141 CAFs by making the properties more 
financially viable as the properties age and need renovations and/or need adjustments to their 
entire financial packages. 
 
3. Policy 1.1.4 – Projects are located in Waverly Hills and Ft. Myer Heights North communities. 
 
4. Policy 1.1.6 – Leckey Gardens includes 32 units affordable to households making up to 50% 
AMI. 
 
5. Policy 1.1.8 – Projects will preserve ten family-sized CAF units with 3 or more bedrooms. 
 
6. Policy 1.1.9 and 3.2.2 – Project will help preserve 141 CAFs within two different transit 
corridors and with high-level of access to transportation options. 
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PUBLIC ENGAGEMENT:  On June 8, 2017, the Citizens Advisory Commission on Housing 
(Housing Commission) heard these interest rate reduction requests as information items.  The 
Housing Commission will review these requests as Action items on October 12, 2017.  A 
separate letter will be sent to the County Board with the Commission’s recommendations, 
following this meeting. 
 
FISCAL IMPACT:  No new County funds are requested.  The proposed debt restructuring and 
re-subordination, including the recommended interest rate reduction on the County loans, will 
have positive impacts on annual residual receipt loan repayments from both Leckey Gardens and 
Parc Rosslyn.  Current projections show Leckey Gardens will be able to repay approximately 
$20,000 in year 2018 with slight increases in repayment amounts annually.  Current projections 
show Parc Rosslyn will be able to repay approximately $180,000 in year 2018 with slight 
increases for years into the future.  Further, reduced debt accumulation should improve these 
properties’ financial security in future years. The original loan amounts, in addition to accrued 
interest, would remain secured by the properties through County Deeds of Trust. 
 


