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Introduction

1. December 2003 - IRS announces it will work on arbitrage
ISsues to a great extent.

2. Arbitrage - Under section 148, an "arbitrage bond" is not tax-
exempt.

3. An arbitrage bond is "any bond issue whose proceeds are
iInvested, over the term of the bond issue, at a rate of return
that is materially higher that the interest rate on the bonds."

4. Rebate - The IRS requires the arbitrage profits be rebated
unless there is a rebate exception applicable to the issue.

5. No economic benefit - The Borrower does not get the
economic benefit for investing bond proceeds above the bond
yield unless the issue qualifies for a rebate exception.
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Higher Yielding Investments

1.

4.

Definition - Depends whether the investment property is a
"purpose” or "non-purpose” investment.

"Purpose investment” - An investment that is acquired to carry
out the governmental purpose of an issue such as building a
new library, courthouse, fire station etc.

"Non-purpose investment® - An investment property that is
NOT a purpose investment (it may include the debt service
reserve fund).

Definition of Investment property

= any Security (165 g-2-a);
= any obligation; or
= any annuity contract

It also includes property principally held as a passive
vehicle for the production of income.
ReedSmith
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Higher Yielding Investments, cont.

5. Materially higher yielding (thus an arbitrage bond) -
If the yield on the investments exceeds the yield on
the bond issue of which they are proceeds by more
than .125 percent (this is one-eighth of one percent
above the bond yield). However, purpose
Investments mvolvmg loans to organizations
described in Section 501(c)(3) of the Code or loans
to substantial number of persons representing the
general public by more than 1.5 percent.

6. Qualified costs - for a purpose investment are
Included if paid by the borrower (costs to sell the
Investment, costs of issuing or repaying the issue,
cost to sell or retire the investment, costs of
Issuance and underwriter's discount).

ReedSmith
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Higher Yielding Investments, cont.

7. Qualified costs - for a non-purpose investment,
these include qualified administrative costs that are
"reasonable" direct administrative costs, other
carrying costs, brokerage commissions but not
legal and accounting fees, record keeping or
similar costs. This does not include overhead.

8. Reasonable costs - if the administrative costs are
comparable to the administrative costs that would
be charged for the same investment, or a
reasonably comparable investment if acquired with
a source of funds other than gross proceeds of tax
exempt bond.

ReedSmith
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Three to Five Year Temporary Periods

1. Unexpended Proceeds - may be invested without restrictions
to yield during an initial temporary period but will still be
subject to rebate, unless there is a spending exception to
rebate.

2. Temp period of three years - From the date of issue of the
bonds if the conduit borrower incurs within 6 months of the
date of the issuance of the bonds a substantial obligation to a
third party to expend at least 5 percent of the new sale
proceeds of the issue on the capital projects. (Not binding If it
IS subject to contingencies within the control of the borrower.)

3. 85% net sale proceeds must be allocated - for expenditures on
capital projects by the end of the 3 year temporary period.

4. Reasonable required reserve or replacement fund - May be
Invested without restriction as to yield, although the investment
earnings will be subject to rebate, whether or not funded from
bond proceeds, if the size limitation imposed on this type of
fund is satisfied.

ReedSmith
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Three to Five Year Temporary Periods, cont.

5. The reserve may not exceed the lesser of 1) 10
percent of the principle amount of the bonds, or 2)
the maximum annual principal and interest
requirements on the issue or 125 percent of the
average annual principal and interest requirements
on the issue.

6. 13 month temporary period - amounts in the bona
fide debt service fund.

7. Minor portion - Lesser of 5 percent of the proceeds
of the issue or $100,000 may be invested without
restriction as to yield but will be subject to rebate.

ReedSmith
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YIELD

1. Not equivalent to the interest rate.

2. Also depends on the purchase or issue price paid
(premium, discount, or par and the term of the
bond issue).

3. Need to know the issue price - first price at which a
substantial number of bonds (more than 10%) are
sold to the public.

4. Yield must be calculated to at least 4 decimal
places.

ReedSmith
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Exceptions to Arbitrage Rebate

1. Small Issuer ($5,000,000) exception - Not available
for private activity bonds, only governmental bonds.

2. Bona Fide Debt Service Funds - Investment
earnings on a bona fide debt service fund to the
extent such earnings are less than $100,0000
during such bond year (deemed met if the average
annual debt service in respect of an issue does not
exceed $2.5 million).

ReedSmith
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Exceptions to Arbitrage Rebate, cont.

3. 6-month exception to Rebate - Rebate need not be
paid to the federal government if all the proceeds
of the bonds are spent within 6 months following
the issue date of the bonds.

4. 18-month exception to Rebate - If the bond
proceeds are spent in accordance with the
following spend schedule:

= Atleast 15 percent within 6 months,
= Atleast 60 percent within 12 months, and
= 100 percent within 18 months.

ReedSmith
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.
Advantages of Bond Financing

1. Interest on Bonds is exempt from
federal iIncome tax as well as from
state and local taxes within the state

of iIssuance.

2. Generally, interest rates are one to
two percentage points below
conventional market rates.

ReedSmith
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= What are examples of the types
of 501(c)(3) financings that can
be done”?

= \What is new In this area?

ReedSmith
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Examples:

Associations — 501(c)(3) organizations
Tax Exempt Bonds

1.Purchase a building — may use less than
all of the building

2.Renovate a building — may use less than
all of the building

3.New Construction — may purchase a floor
In an office condo

ReedSmith
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National Association for the
Education of Young Children

Building Acquisition with Tax Exempt Bonds
ReedSmith

January 30, 2009 The business of relationships.-




Center for Community Change

January 30, 2009



District of Columbia
Office of the Deputy Mayor for Planning and Economic Development
Revenue Bond Program

General Timeline

Transmit Application

2
Completed _, | IRBPROGRAM

Application

Transmit
Application

Procurement/
Set Schedule

3
DC Agencies

Regulatory Reviews

Public Hearing
<= Notice

T

Legal Reviews

3

Bond & Corporation
Counsel

5
CLOSING

Legal and Finance Working Group Sessions

3

| |

| 10 Days

20 Days
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.
The Pew Charitable Trusts

= Non Profit Village
" 901 E. Street, NW

= 200 Million Dollars of Tax Exempt Bonds

ReedSmith
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Pew’s Mission to Lower Nonprofits® Office Rent

By CupsToraer Twanowsis
IFeahington Poat Seaff BFite

Cnlll it & monprodfiv Efeline.
Paw fl‘ﬁTthlc T:I'Ll'sl‘j one af the lasgest
afit ar) i the mation, hos oc
gribred the 1D-atary office hueilding al 501 E
St. MW, jimt asmoss the stresr froos dfhe
I FEdgar Hoovor Building “Uhe 935000
square-foat space will serve as the groups
e Weshingen henslquareers wieh 5 madar:
Fewr plans to lease W percent «f the bailding
to other monprofit groups, at 10000 15 gescenl
Loy nmerket rades.

W plan to malke this our hame far a long,
long tinsc.™ asge Ficbhoocn W Minnel, Mew Chae-
itable Trusts' presidend amd chief execitive
R ard Boping to fand nonprabits whbe wandt do
make this their hoome for a long time.”

Fleiladelpliis-lrss]l Pew will crenbiess (re
T dowELseR Lh, offices into the buikding
an E Street MW, The crganization has = sesdff
i thve anrea of ulanel 150, wikich #t =smeees en
doulde owver tle= next throe vears. Pew'’s in-
creasod presenec inothe Dhiatrict & fucbed tv a
stromger emmphasis oo paolicy wark and greater
RHSTT i Giatinde donons, Hamel exid.

Pew’s plan conees as other noapesofits have
been leaving the District bevamse of higher
repra, il Sanm Wnsdigan, spolesman bor the
[, deputy mayos's office. Meil O Albert,
adeputy navon fun plasndig snd souanenmie de-
velopment, last year created a task force de-
ggned to koop nonproiEt groupas in the citr as
well as attract new ones.

“Ar'=m a raal probdem,” Rimel said. “ang noa-
profite want to be la the DHstoict for all of the
rexsoms that we dar access b talent | accesc ta
enllanmEse: A5d ather nonprohibe, sccare 4o pal-
icymakers. And at these rental mates, it’s very,

wery hard toonot anly find the resoarces, but so
Juardihy Ehee invrectmeent. ™

The going rate for comparable commercial
v 1m rhwe area I8 froam rhe iidSoais ko the
mEd-S60s per square foot, said Mant Feemey, a
managing parioer al femapbadvisuey  lirue
CresaParmners who aarisd with Pew bo Find
an offica.

Mfter o yeors of loaking, Pevw Closonl v ils
mew digs i February for $155 millian. Pund-
g canre brom SAEF million in bonds, S804
miflice af them tax-exempt, msde possible
weille Lle= Bplps of eles m=le fnees. Ths haoada
were Issoed by the LA, revenos bood pro-
gram ol Bnnoocd by I'NC Dask. The DisLrict
Doz pear wililipnetSonn.

“It's a win-win for everyhody,” savs Olivia
Bhay Byrne, chair of the monprofit 1=k
foree and a parinmers in the o fiom Reed
Smith, which has an abdice an B Sireet,
Shay-Byrne warked closcly with Pew, act-
ing as the borrower's counsel. “ie's o win for
The THEFSE. It's a soen bor the benends. T
#rcat for Pew because it's part of their mis-
shom. L abu iliEs "

B el

FEW CHARITARLE TRUSTS

Fow Charitshie Trasts s reducing sewl Tos
manprofilts ot ifs sew DUC. location.

woill meowe into the top four floors beginming
e Lacambes, The building is available immc
diately for new tenants,

Rimet sl P = negorinringg wirk posasrial
tmpants buf woald oot dicclose pomes. To
swocten the pot, nonprofits that smenes inwill
hove nus nf the EEARNEs | TS Raniisfe- i

A 2007 repoat by the M afit R
af Greater Wshingron found that abour 7600
local, national ard internstonal nmpn:\fr_ oe-

roain skl meeting space, along
wiith ita fitreas coanter.

e wormeodit besides Pow willl definitely he
Eh the Amwrican Cancer Socicty, which

Enbnniane ferved tha t Fai
arca. According te the report, =2ponscred by
ihe YWorld Bank. thase sompoefits combéned
pirmeidad Shoat YIH AN joba and SRS BilBon
an anrvaal wages anxd Baooes,

P i |L|u_|uu|.LrJu e FudleFimg, Bﬂ.nlrlrn!m_
ing a of e ally 3
constrscton  precticca and desisgna in the
bope o achieving LEED {Leasdership in En-
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tionm for the overall building snd the higher
LEED gold certification for itz space. Pow

resd sl

bea hed an office on the fith Boee since 20001,
It bizs three years bft nnits Irase, adter which
H can recegniiata ikl e

“We'te pleased to be a part af an effort ba
sireimilen ths moapradie presenee Im Weeh
mgtan,” sabd Stewven Weiss, the sociehy's
sonior director of media adwocacy, “GOo muech
uf the culture of Washingron, Duc,, ks foand
in thia nonprafit comramunity, and e conider
that o vizal part of what makes the city as wi-
brane as it s

17T Reqy wrmisiom fom The Washingies Poss, Copperigha 5 38,
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.
501(c)(4) or (6)

Trade Assoclations

Enterprise Zone
Bonds

ReedSmith
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National Association of Rea_ltors

Purchase and Lease of Balance of the Building

ReedSmith
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Office Condos

= Tax exempt bonds can be used to buy a
floor in an office condo.

= Acquisition and Renovation Cost
= 2% costs of Issuance

= Examples

ReedSmith
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THE NEW YORK TIMES, WEDNESDAY, OCTOBER 10, 2007

Square Feet

@lye New Bork Bhnes

'Fleeing Rents in Capital, Nonprofits Buy Condos

By EUGENE L. MEYER

WASHINGTON, Oct. 5 — Buffeted by
steadily rising rents and a shortage of
space for midsize offices here, a number

nonprofit organizations in the na-
tion's capital have hit upon a solution to
their needs: They are going condo.

Since July, several nonprofit groups
have agreed to buy space in new and
renovated office buildings in prime
more

office condos are on the horizon.

“From what ['ve seen, there’s abso-
lutely a pent-up demand for ownership
of quality modern office space, which is
very hard to find,” said Eugene J, Ken-
ney, a vice president of Akridge, a
Washington real estate firm that has
renovated one downtown building to
create office condos and is looking to do

more.

The trend has been abetted by a

m bond program that

allows nonprofits to obtaln low-rate fi-
nancmg typically 2 percentage points
below, market rates. Interest on these
government bonds is tax-exempt, mak:-
ing [Em attractive to investors.

a fairly new piece of the puzzle,”
illiam Liggins, director of Wash-
ingtiiii’s revenue bond program.

Rents have risen so sharply that
some tenants find them prohibitive; this
makes office condos increasingly at-
tractive. "I‘he leasing market is on a 12-
year roll, especially the last three
years,” said Geoffrey Kieffer, a hrai:sr
of leasing services with Woodmark

'%eahngmam:msﬁpérs are foot
l"en;;lihal‘w m?malmnt

What i anlwuf

for smailland mﬁsizecmupmuns are in

“There iave been no op-
dmsforﬁﬂ,um sguare feet or smaller,”
Wr. Kieffer said.

But now. there are. So far this year,
five properties in Washington have
been converted into office condos or are
being transformed. The owners are
marketing these spaces heavily to nen-
profits, which are a major employer in
this city of national associations and
lobbying gronps.

“They typically cannot afford at these
prices to buy a whole office building in
D.C. but are able to buy maybe a floor or
two,” said Olivia Shay-Byrne, a lawyer
who has worked with several nonprofits
seeking to buy condos.

She said that the c:ly has 1,904 associ-

, ocenpying 148 million. square

mm. and ﬂhniiftqs ql;ﬂie.m are in Wash-
ington's central business district.

Leastng costs were up 6 percent in
the second guarter this year from last
year, and the average annual rental was
mr’iasqnnremt&ehmwmme

Washington metropolitan region,
cording to a suw&yby@ruhh&ﬂms a
national real estate firm.

‘Washingron officials worry that non-
profits may move to the suburbs,
where, according to Neil O, Albert, dep-
uty mayor for and economic
development, “rents are cheaper and
real estatetaxes are not thar high.

neighbor-

hoods. But the impressive staireases of

those bulldings and other touches redo-

lent of the Gilded Age are not an ideal
Tora

‘The opportunity to buy an office con-
do has “allowed these people to come
out of their town house and consolidate
onto one floor, with tremendous effi-
I:iermss, said Aaron Pomerantz, a

‘based senior v
ofiGrub & Elis.

The American Educational Research
Assotiation. has _done just that. Two
months age, the 25,000 associ-
ation, formed in 1916, bonght the top two

floors of 1430 K Street NW, a new glass-
faced 12:story building. It was the first

uilding to go all-condo in the heart of
downtown.

Fromithe penthouse deck, the assori-
atiofi’s deputy director, Phoebe H. Ste-
venson, can look west along K Strest,
the fabled street of lobbyists. Facing
north, slie can see the National Cathe-
dralin the distance.

The group has had its headquarters
since the early 1960s in two adjoining
brownstones it uwns off Dupont Circie,
Ms. Stevenson said. “As staff size con-
tinued to grow, the charm of historical
brownstones no longer met our needs
for size and functionality,” she said.

Now, the association owns nearly
13,000 square feet of Class A office
space. There is plenty of room for its
staff of 28, and it is even subleasirig 1,100
square feet.

The research group paid $6.8 million

for its new offices and spent $1.1 million

in preparing the space for occupancy.
le group is asking $4.5 million for its

nes and is financing its
l:urrent purchase in full through tax-
exempt bonds at a variable rate 1.2 per-
cent below market. “In the long run, this
is tremendous savings for a nnnpmm o
she said.

Ms. Stevenson shared the good news
with her former employer, the 14,600-
member American Sociological Associ-
ation, which is now buying two fleors in
the same building. The association,

tounded in 1905, was nearing the end ot
its lease in an older building and was in-
terested in buying space to house its
staff of 30, but not a whole building.

“We didn't have any indication one
way or another the rents were golng up
— it just looked attractive to purchase,”
said Les Briggs, director for finance.
“We weren’t interested in really being
landlords. Nor did we have money to ai-
ford to purchase a whale building. The
notion of condos is very attractive be-
cause it allows you to buy and own just
what you need.”

Using Washington's bond financing,
the association is putting down $2.3 mil-
lion and borrowing $7.7 million, to cover
the purchase price of $8.2 million for
13,016 square feet — about $630 a square
foot — and three parking spaces, along
with additional build-out costs. The
group hopes to close the sale in Novem-
ber and to move into its condo office
next February or March.

Akridge, which bought and renovated
1016 16th Street NW for office condes,
has sold out all but the sixth floor, for
which it is asking $2.95 million, or $673 a
square foot for 4,384 square feet. The
Jesuit Conference is the largest pur-
chaser in the building, having acquired
17,500 square feet on four floors for itself
and two related organizations at an un-
disclosed cost.

A few blocks west, the National Foot-
ball League Players Associatien sold its
building at 2021 L Street NW in June for
$23.4 jon to investors who plan to in-
crease its size to 79,000 square feet,
from 54,000, by adding two floors and
extending its rear nt. There are
also plans to convert the former United
Press International building at 1510 H
Street N'W into condo offices.

Other plans are afoot to construet an
11-story all-condo office building at 111 K
Street NE, formerly a triangular 7,000~
square-foot parking lot near Union Sta-
tion.

Even before ground is broken there,
letters of intent have been signed for 90
percent of the building, all from non-
profits, which will be paying up to $650 a
square foot, according to Bruce Pascal,
the broker for the building.

“This would be first successful pre-
selling of an office condo that hasn't
even broken ground yet,” he said.

But, he predicted, not the last. “If you
could buy less than a full building and
still get ownership benefits, the market
‘would respond to that.”
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Office Condos
Present
Nonprofits With
New Alternatives
For Purchases In
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s A
1430 K Street, NW

= American Education
Research Association
Tax Exempt Bonds

= American
Sociological
Assoclation
Tax Exempt Bonds

ReedSmith
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.
1016 16th Street

= The Fordham
Foundation
Tax Exempt Bonds
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Conference, Inc.
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111 K Street, NW

New Eleven-Story

Class A Office
Condominiums

(90,000 square feet)

J Street
Development

= NOMA District

= Roof-top terrace
ReedSmith
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The End
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