Bridge Financing

The east wind: Bridge loans fill nonprofit sails

By William C. Kelly jr.

Sellers of affordable apartments look to optimize a combi-
nation of sales price, reliability of closing and timeliness of clos-
ing. New bridge loan products for the first tme are enabling
preservation-minded nonprofits and the partnerships and limited
liability companies they control to commit to timely closings and
thus to be competitive in the marketplace.

In a typical sale, owners retain a broker or investmnent
barker to market a portfolio of properties after setting targets for
price and other key terms. Commonly, those terms include a due
diligence period after contract execution of 90 to 120 days and a
closing date 60 to 90 days after the end of the due diligence peri-
od. Buyers who would convert the properties to market-rate
housing can meet these timetables by using accurmilated capital
or arranging for debt financing based on market rents.

Nonprofit preservation buyers face a major timing chal-
lenge. Typically, they can pay market value in strong markets only
by cobbling together some combination of tax-exempt bonds,
low-income housing tax credit (LIHTC) equity, soft loans from
local government and payment-in-lieu-of-tax agreements.
Securing any of these subsidies requires several months or even
years, and many subsidies, such as LIHTC allocations, can be
obtained through competitive processes that occur only once or
twice a year. In other situations, the timing challenge may arise
from an impending Department of Housing and Urban
Development foreclosure and consequent loss of Sec. 8 funding,
or from the incapacity of the current owner to maintain a prop-
erty.

Spurred by leading nonprofits, lenders have developed
bridge loan products designed to enable nonprofits to pay market
value up front and repay the bridge loans over time as subsidies
are awarded. Several of those lenders and their loan products are
outlined in the table on the next page.

Examples of the power of these bridge loans

Cleveland Housing Network acquired Erie Square
Apartments in November 2003, while the 89-unit federally assist-
ed property was undergoing a Mark-to-Market restructuring. A
$605,000 Housing Partnership Fund loan provided cash for pay-
ments 1o the seller and an escrow of rehabilitation costs.
Cleveland Housing Nerwork will perform a substantial rehabilita-
tion of the occupied property, using equity from the sale of
LIHTCs and other public funds. The loan will be repaid from the
initial equity contribution within 12 months.

Downtown Action to Save Housing (DASH) required a
quick closing on the $17.6 million purchase of Summerwood
Apartments, a 190-unit garden-style apartment complex in
Redmond, Wash. DASH needed to bridge the time period lead-
ing up to a Federal Housing Administrarion financing, which
was being provided by Prudential Mortgage Capital Co.
(PMCC). PMCCs Affordable Housing Group was able to struc-
ture a bridge financing package that included a $4.3 million
shori-term loan subordinate to a $14 million PMCC first-mort-
gage interim loan.

National Affordable Housing Trust (NAHT) and its affiliate,
NAHT Lending Corp., used the Fannie Mae Bridge Loan Program
to provide a $4.5 million bridge loan to National Church
Residences (NCR), which enabled NCR to acquire Battery Park
Apartments, a 122-unit Sec. 8 seniors project in Asheville, NC. A
$4.65 million bridge loan allowed NCR to buy White Birch 1, a
151-unit Sec. 8 family project in Milwaukee, Wis. Both loans
have variable interest rates of the 90-day London InterBank
Offered Rate plus 400 basis points, Future transactions will also
involve funds provided by the john D. and Catherine T
MacArthur Foundation.

National Housing Trust Community Development Fund
and Neighborhood Capital Corp. collaborated to provide a
$250,000 bridge loan to Alamo Area Mutual Housing Association
(AAMHA) to support the purchase and renovation of Kings Point
and Thompson Place Aparuments, two affordable properties in
San Antonio, Texas, that were in the process of foreclosure. Built
in the 1980s, Kings Point and Thompson Place are good-quality
alfordable housing located in desirable neighborhoods where
other affordable housing is not only limited but significantly older
or in much worse condition. AAMHA will refinance the proper-
ties with new Sec. 501(c)(3) bonds and ensure their long-term
affordability. The total project cost is $8.7 million.

The Chinese saying “everything is ready except the east
wind” recalls an ingenious naval battle plan in the third century
that failed for lack of a favoring wind. In the effort to preserve
affordable housing, bridge loans are beginning to fill the sails ol
nonprofit buyers. W

Bill Kelly is the president of Stewards of Affordable Housing _for the
Future (SAHT), an umbreila group of national nonptofits dedicated to
preserving the affordability of low-income housing. For 25 yeetrs, he was a
partner at Latham & Watkins, LLB in Washington, D.C
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