AHF SPECIAL FOCUS

Nonprofits pay market prices to preserve affordability

By William C. Kelly Jr.

A few scattered efforts have
become a trend. Genuine non-
profits are paying market value
for portfolios of at-risk low-
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permanently affordable to low-
income families and seniors.
Neither far-flung locations nor
extra zeroes in the purchase
prices intimidate them (see side-
bar on page 33). Sellers once
skeptical about the ability of non-
profits to close large deals are fast
hecoming believers.

With backing from their boards of directors, these non-
profits are making it their mission to do something about the
loss of affordable housing from opt-outs in strong markets
and from disinvestment in weak markets. They have scaled
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CWCapital is a fuil-service multifamily and seniors hous-
ing lender, headquartered in Needham, MA, with eight
offices nationwide. CWCapital has
a servicing portfolio of approxi-
mately $5 billion and actively orig-
inates and closes loans for the new
T construction, purchase, or refi-
ARl of apariments dnd senfors housTng. “OUF staff of
experienced underwriters structures loans to meet your
needs, including tax-exempt bond credit enhancements
and forward commitments, and we have specialists to
serve you for affordable housing and skilled-care facilities.
CWCapital is a Fannie Mae DUS and HUD-licensed
tender. Call (866) 55-CWCAP or visit
www,cwcapital.com. ' o
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up from the purchase of an occa-
sional property to a focus on port-
folios. Learning from their experi-
ences in the 1990’ with LIHPRHA
properties, they are taking care to
assure that all of a property’s phys-
ical needs are met in connection
with each acquisition.

The nonprofits’ regulatory
and financing expertise at least
matches that of others in the
industry. Their financing tools
include 9% housing tax credits,
tax-exempt bonds with 4% tax
credits, Sec. 501{c)(3) bonds,
Mark-up-to-Market Sec. 8 contracts, the assignment of
Mark-to-Market secondary financing, partial seller financing,
soft secondary financing, and payment-in-lieu-of-tax agree-
ments. The typical financing uses several of these tools.

To handle negotiation, due diligence, financing, reha-
bilitation and property management, the organizations have
sharply increased their staffing levels. When in-house
staffing is short in a particular Jocation or field, a nonprofit
retains third-party for-profit or nonprofit diligence advisers,
developers and property managers.

These buyers know they have to be competitive in price
and timing. It often takes months or years to obtain the sub-
sidy awards they need to pay competitive prices while main-
taining affordability. To make this possible, several nonprof-
its, including the National Affordable Housing Trust
(NAHT), have secured lines of bridge financing from Fannie
Mae’s American Communities Fund. NAHT administers a
$25 million revolving credit facility and, under its current
authorization from Fannie Mae, may make loans only to its
members — Retirement Housing Foundation, Volunteers of
Ametica and National Church Residences (NCR). NCR made
the first use of this facility, borrowing $4.7 million at 5% to
acquire Battery Park Apartments in Asheville, N.C.

Nonprofits also have access 10 new bridge products
from Prudential Mortgage Capital Co., funded in part by the
Prudential Foundation, the john D. and Catherine T.
MacArthur Foundation and the Fannie Mae Foundation.
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One of Prudential’s products, the Preservation Loan Fund, T I _ O AR
offers nonrecourse subordinate loans that allow qualifying Non prOfltS ride to the rescue
1_ nonprofit borrowers to achieve 97% debt financing, A por- ' ' : ' '
|| tion of the interest may accrue, enhancing the ability of non-
} profits to pay market value.
| Government agencies at all levels have begun to seek

Here's a sampling of Vw:!j:_j__a:txsg;)gne 'of; the larger nonprofits
have been able to accomplish so far to preserve permanent
affordability for low-income properiies around the coun-

trys..

| sophisticated nonprofits as their preservation partners. N
| When Pacifica, Calif., faced the loss of scarce affordable of eight subsidized properties in e B
‘ seniors apartments, the city condemned the housing to avoid ings that totaled nearly $300
: its conversion to market rate and it subsidized NCR to buy overcome regulatory barri
l and preserve it. The Deparument of Housing and Urban -2 T-propery:parfolios. AT
] Development (HUD) field offices have brought in nonprofits e Mercy Housing purchased a group o 7 rural hous-
i to take over neglected or otherwise troubled portfolios. State ing properties i‘n Washington state. _ - _ _
| housing finance agencies have been generous in awarding = National C_:thCh Residences took over portfolios in
‘ tax-exempt bond cap for nonprofit preservation and have Georgia, North Carolina, and Wisconsin. . - B

modified their tax credit allocation plans to give greater _ * Preservation C‘_f Affordable Housing, inc., ac?uired a
\ emphasis to preservation. On selected topics, HUD, the 19-property portiolio in Missouri and two properties from

a Michigan portfolio. .
o NHT/Enterprise Preservation Corp. has made acquisi-
tions in seven states and the District of:Columbia.

Office of Mulrifamily Housing Assistance Restructuring and
the Rural Housing Service have shown policy flexibility.
. Of course, challel?ges remain. Among them are public & Volunteers of America secured a 500:unit portfolio in
policy obstacles. Archaic housing program rules designed to St. Lois : SR
protect “mom and pop” nonprolits can hobble sophisticated « The NHP Fouridation bo(fgﬁ’t affordable Unsubsidized
properties in. 13 states.
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" Make your vision a reality.

This August, the professionals of Reznick Fedder & Silverman invite you. %

to our Southeastern Regional Bond Conference. This conference offer
unique atmosphere for diverse real estate industry participants to -
network. Industry newcomers will benefit from our optional one-da
comprehensive session on bond financing. The following déy
newcomers and experienced participants will learn optim:
financing strategies, recent technica}__jréq ments, comgié
structuring and much more. Register noy
can achieve in your next deal. :

Southeastern Regional Bond Conference
Four Seasons Hotel Atlanta = -
Atlanta, GA

August 25 - 26, 2004 G
e

For complete conference mfonnatzon, \\ \“\‘ﬁ\\\\{\\ "
at www.rfs.com/seminars.shtml. ; “\\\\\\\\\'\\'\\\\\\‘
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Reznick Fedder & Silverman

Certified Public Accountants - A Professienal Corporation
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Nonprofits

nonprofits by treating them as if they were inherently less
competent than for-profit developers. :

Other regulations ban “distributions” from nonprofits,
adopted to prevent individuals from misusing the nonprofit
form to enrich themselves. As applied, though, the ban has
the effect of bottling up operating cash flow and recapital-
ization proceeds in the single-purpose owner entities
required by the Federal Housing Administration or other
lenders. The result is that funds cannot be “upstreamed” to
parent nonprofits, even where there is no issue of personal
enrichment. Collectively, these policies retard the nonprofits’
accumulation of capital for acquisition and preservation.

In 2002, the eight nonprofits whose acquisitions are
noted in the sidebar (page 33) formed Stewards of Affordable
Housing for the Future (SAHE pronounced “safe”). Among
them, they own or manage more than 60,000 apartments in
41 states, the District of Columbia, Puerto Rico and the U.S.
Virgin Islands. Half of them are faith-based. The John D. and
Catherine T. MacArthur Foundation has provided start-up
funding to SAHE partially matched by the nonprofits them-
selves, who are also seeking additional grant funding,

SAHF's tesearch agenda ranges from the special issues
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For an industry-informed evaluation of a property
anywhere in the U.S., please contact:

Jeffrey A. Thompson, MAI- Associate Director
Affordable Bousing Solutions
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WWW. theapartmentgmup.com
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that affect nonprofits to broader issues such as the appropri-
ate standards for exit-tax relief. In addition to its research
and policy agenda, the members use SAHF as a forum for
sharing acquisition expertise and, in some cases, aggregating
their capacities to enable them to acquire larger portfolios.

Other challenges include developing a better under-
standing of the needs and goals of various types of sellers,
being strategic about when and where to invest diligence
resources on widely tmarketed properties, and building
greater awareness among owners and concerned public offi-
cials of the nonprofits’ capacities to handle large transactions.

Even in the face of these continuing obstacles, the
transactions that have actually closed show the emergence of
a new class of nonprofit portfolio buyers for preservation.
And their commitment to permanent affordability means
that in 15 or 30 years from now, scarce public subsidies will
not have to be used once again to pay for appreciation of the
underlying real estaie. W

For 25 years, Bill Kelly was a finance and real estate partner at
Latham & Watkins, LLP in Washington, D. C., where he repre-
sented housing nonprofits. He took early retirement recently to
focus on the acquisition and preservation by nonprofits of portfolios
of affordable housing and serves as an adviser to Stewards of
Affordable Housing for the Future and its members.

A Passion for Excellence.
An Eye for Detail.

ICON

BUILDERS

4 New Construction Projects
4 Senior and Family Apartment Rehabilitation
4 Government Assisted Apartments

More than 8,00()Umts Built in Arizona,
California, Nevada, and Washington

www 1conbu11ders com
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STEWARDS OF AFFORDABLE HOUSING FOR THE FUTURE

* MEMBERS:

Preservation Of Affordable Housing, IncC.
National Church Residences

NHP Foundation

Mercy Housing, INC.

Retirement Housing Foundation
Volunteers of America

NHT-Enterprise Preservation Corporation
National Affordable Housing Trust

1101 30™ STReET, N.W., Sute 400
WASHINGTON, D.C. 20007

William C. Kelly, Jr., President
c/o Latham & Watkins LLP
555 Eleventh Sireet, NW.
Suite 1000

Washington, D.C. 20004
(202) 637-2233




