CITY OF BURTON
SPECIAL COUNCIL MEETING MINUTES
MARCH 25, 2010, 4:00 P.M., COUNCIL CHAMBERS
www.burtonmi.us

The Special Meeting is called to order by Counodditlent Steven Heffner at 4:00 p.m.
MEMBERS PRESENT: Heffner, Martinbianco, Ellengpuvvells, Smith and Haskins.
MEMBERS ABSENT: Zelenko.

OTHERS PRESENT: Atty. M. Joliat and J. Adameputy City Clerk.

PURPOSE OF THE MEETING: Discussion in referenceto the Pilot Ordinancefor
Blackberry Creek.

PRESENTATION:

Sam Arabbo stated he is the general partner fakBkxry Creek Village. He has provided
necessary information to arrive at a positive cosidn of moving forward to exercise the option
of getting the note purchased from HUD. He invitéttda Yudasz of Plante & Moran, who has
been involved in the modification of the loan wHkJD, and Jim Rashline with Unified
Management Services that has been involved witbhkBlerry since 2006. The property consists
of 228 units. Construction was completed in 20Q% anticipated rents of $800 to $1,050, but
with the bad economic times, the current rentsinastto be a struggle to achieve. Currently,
rents are between $600 to $830, therefore, it edean issue to make the payment of our
obligation to HUD. We approached HUD about a yed’~ year ago regarding a loan
modification. The local HUD office was receptivesome extent, but HUD in Washington asked
for the application not to be submitted.

Mr. Arabbo stated further, if the City chooses twinake any decision, or move on purchasing the
note, they would be facing the same dilemma thag&iLane had several years ago till we came
to the rescue. The decision will impact 228 fagsiliapproximately 1,000 people. They are
taxpayers as well and spend money in the local@ogn The project is thriving based on today’s
economy, but we cannot meet the note obligatiamerd is a chance this project could sustain
itself for many years to come without having amaficial obligation to the City or the taxpayers.

Ms. Yudasz said she is a partner with Plante & Mamad has been with the firm for over 20
years. She leads the firm’s housing and commu&telopment solutions practice. She has
known Mr. Arabbo for many years and has done varauditing, tax and consulting work with
him. About a year and a half ago, he requestdditbaome in to assist with this partial payment
claim to HUD. They are not the auditors on redordhe property right now, but she was able to
obtain the audited financial statements in progf@s2009. You may have a property worth $18
million that was the original cost, and it is haolgia debt close to 90% of the value. Based on the
circumstances Mr. Arabbo alluded to, they wereifigdt very difficult to make the debt service
payment required for a $17 million dollar loan.
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Ms. Yudasz indicated further, HUD would go in anfiitzate the debt. They have a first
mortgage and a second soft mortgage. In the PB@jdvan analysis to see how much debt we
thought in the short-term, the property could ma&bt service payments on. That amount came
to about $11 million dollars. In looking at alkthistory to date and financial projections going
forward, we provided the local HUD office a prestyong performa to support the fact the
property could sustain debt service on an $11 onilloan. Today, the sale from HUD on the loan
is close to $7 million dollars. Financial projests on the new numbers clearly supports on a $7
million loan, the property could very well make tthebt service requirements.

Jim Rashline said he is with Unified Managemenviges, the managing agent of Blackberry
Creek and Kings Lane Apartments. Unified manages ©5,000 units in the mid-west and they
are the largest third party management compangckBerry Creek is 99% leased and 98%
occupied. Rents range from $699 for a 2 bedroori880 for a 3 bedroom unit. When this
property was put together, rents at that time weaueh higher, therefore, the performa suggested a
debt could be covered that today, the propertygumsply cannot sustain it. We have 227 families
and very low resident receivable. It has beemuggte the last couple of years to keep the
maintenance of that property where it needs to be.

Mr. Rashline stated further, publications from bhstitute & Real Estate Management suggest
there will not be northern movement on rents feriext 24 to 36 months in this area. | can keep
it occupied and rents are at or above our competibut there isn’'t a short- term expectation we
are going to be able to raise those rents in ti@ig.aWe are going to be faced with the unfortunate
future of not being able to continue putting ddlar that we need to, to keep this property as nice
as itis. We took over Kings Lane at the end di@@nd began operations in 2007. Today it is
99% leased and 97% occupied. While there areenigdls at Kings Lane, with the help the City
has provided, we have turned that property arouhde don’t do the right thing at Blackberry
Creek, it could end up being what Kings Lane waa0d@5.

AUDIENCE PARTICIPATION: None.
COUNCIL DISCUSSION:

Mr. Martinbianco said he appreciates the presemtatiVe are proud of that property. He finds it
hard to believe a product that was finished in 2@4r that 5-year period of time, that
maintenance has become an issue.

Mr. Rashline said he is talking about the day-tg-di@llars necessary to properly maintain a
property. When you have performa rents that a@®$8 $300 above what you are actually
collecting, the percentage of income that has togmver debt service does not allow enough
dollars to properly maintain the property. It @& & deferred maintenance issue today, but when
you have to make decisions on whether or not yelgaing to make utilities payment, at some
point you have to start cutting corners. It hasahility to happen and at some point, sooner or
later you are going to have to cut back whereniosappropriate.
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Mr. Martinbianco said when we talked about grosgs@nd the formula used to put together the
ordinance that governs the pilot, as well as the gself, the decline in gross rents, because we
know the utilities are still going to be up thelnas been impacting our ability to collect under the
pilot compared to what the numbers that were @ffgred to us back when the pilot was first
designed and ensembled. You are suggesting inetkte2nyears, and perhaps years beyond that,
we may not have an expectation that this propsrgoing to perform under the pilot the way the
City’'s expectations were, and what our commitmangs not only as a City, but all the other
taxing jurisdictions impacted by that.

Mr. Rashline stated it is most likely you are noing to gain back $250 per unit per month in rent
over the next 2 to 3 years.

Mr. Smith referenced the Loan Sales Agreement deedh 18, 2010. He asked if the City took
over this program and Mr. Arabbo could not get fagdwhat would the City's exposure be
through the year 2044 in the contract.

Mr. Joliat stated the City of Burton’s obligatidritipurchased the loan, and Mr. Arabbo did not
replace the loan, would be to step in as the operdthe City would be in a position to certify and
comply with all the HUD requirements in terms afédle qualified residents living in the
property. You may do that by adding staff and datrhere, using a property manager, a
combination of the two, and you would be requieda that till 2044. If the loan was paid off
sooner, some of the obligations and covenantsaagineement end after 10 years, but the
obligation to maintain it as an affordable propemytinues until 2044.

Mr. Smith said the City would be responsible fdrcampliance issues. There are quarterly and
yearly compliance issues as well.

Mr. Joliat acknowledged that is correct. If yoldsthe property, any agreements between City of
Burton and anyone that would purchase the propeostyld include an attempt to shift those
obligations to the new purchaser, subject to thr@m@l of HUD. Whether HUD would accept
that new purchaser and allow you to assign alldlthgies and responsibilities for complying with
the covenants to that new purchaser. The agreesagatHUD approval would not be
unreasonably withheld, which is subject to intetgtion.

Mr. Smith expressed that in the contract theressheedule of repairs of $640,000. Whose
responsibility would that be?

Mr. Joliat responded the contract provides thaG of Burton, or whoever is the purchaser, is
responsible for overseeing the repair and redewsdop schedule. The City would be obligated to
certify to HUD that they are making those repaird provide a schedule that would indicate a
timing of those repairs.

Mr. Smith indicated the City would have the finalaesponsibility.
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Mr. Joliat stated the City of Burton would have tligmate responsibility to make sure that it
happened. If the current owner remained in plackethe City was just the mortgage holder, the
first responsibility still falls on the owner. Bifithe owner didn’t do it, the City would be
responsible to do it. As long as the owner islate, it is their responsibility to do those repair
Our responsibility is to certify to HUD that theseagoing to be done, and that they are done.
Legally, Burton would be responsible to make shosé repairs get done.

Mr. Heffner indicated Mrs. Zelenko’s schedule wountat allow her to be here today. She sends
her regrets.

Mr. Wells said he has been told that the SecrettHUD now owns it.

Mr. Arabbo said Secretary of HUD owns the notee Tity would be involved in purchasing the
note. At any given time, there is no transfer afgarty ownership to the City. As to the City's
financial responsibility, there is none what-sofea®to the repairs. Repairs will be monitored by
the City, which is easily done through your builglisepartment. HUD has the note in the pool of
assets to be sold. If that takes place without @itolvement, you will lose 100% control over
what will be done at the property.

Mr. Wells said he knows Mr. Arabbo for the pastryaad a half has been trying to sustain this.
He appreciates him coming to us for some help atehat letting us know. He doesn’t know how
much help we can give him. He appreciates Couholang up for this meeting to at least get the
facts. It is part of our due-diligence. We neeériow what is going on for that piece of property.
HUD seems to be in a rush to put it out for bidhey drastically reduced the price. The deposit is
due no later than Friday, March"2&t noon.

Mr. Arabbo said he is grateful and appreciatesy@rer making time to be here to address this
crisis. If we choose not to do anything, we walgret the outcome months from now.

Mr. Martinbianco said he spoke to Mrs. Hintermarha Genesee County Metropolitan Planning
Commission. She corresponded with Debbie Bolddlb regarding Blackberry Creek
Apartments. Ms. Bolen said she does not find afgrination on a pending foreclosure and it is
not in their inventory at this time.

Mr. Arabbo said it is in their note sale proceBRJD is not foreclosing the property.

Mr. Wells said Jake from Congressman Kildee’s efig here in the audience. He has been
extremely helpful in pushing back the deadlinesftdUD. Mr. Wells asked Jake if he had
spoken to anyone today.

Jake from Congressman Kildee’s office stated théygdt a hold of someone today, but
essentially they are looking for a commitment frBorton by tomorrow. He will continue to
work with them to see if we can push back as Iawgea can.

Mr. Wells said he wants to clarify they are looking a 2% deposit as a down payment.



SPECIAL COUNCIL MEETING MINUTES
MARCH 25, 2010/ 4:00 P.M.
PAGES5

Mr. Arabbo said the 2% deposit we are making alk&el#o the City today if they want to have a
meeting and process this tomorrow morning. Wefoamard that to Mr. Joliat to put in a safe
place.

Mr. Joliat said he has had a number of discussiegarding this. As a matter of convenience, if
Council decided they wanted to call for a Spec@ali@il Meeting tomorrow and act to beat this
HUD imposed deadline, from a practical standpaintiakes sense if you are going to pay for the
deposit, to bring the deposit today so you donvehi@ come back up tomorrow if necessary. Mr.
Joliat stated further he does not want to be tleehmiding it. It can go in the City's safe. Itis
merely a matter of convenience in case the Citgdgled a meeting tomorrow and decided to
approve and execute some agreement and wantedddhsedeposit with the agreement off to
Washington.

Mr. Wells inquired regarding the amount on a 2%a$&p
Mr. Joliat responded the amount is $6,311,449.
Mr. Wells said at that point, what would the Citglligation be.

Mr. Joliat said if the City were to execute thernl@ale agreement and agree to buy the note, send
in the 2% deposit within the closing date time tH&ID would agree to, the City would be
obligated to come up with 98% of the note, whatekerdifference between the 6.3 million and
the $200,000 some dollars is. Originally the eigsileadline was April°1

Mr. Arabbo said for the balance of that money, weeveorking with a local bank and private
funds. We were assured on many occasions, aretastras this morning, within 3 weeks they
will be prepared to close and make the funds aviglaWe will treat that in the same manner that
your deposit will come to you, and you forwardribyided that we are at that point. Step 1 is to
get the 2% to HUD with the documentation no lab@nttomorrow. Step 2 is getting the fund to
close. There would not be even one dollar to cootef the City’s fund or obligation. That has
always been the case and the way we looked atsxidgethe whole circumstances.

Mr. Heffner asked what is the risk factor if yountacome through with the loan. At that point,
wouldn’t we be held responsible for the $6.2 millidollars?

Mr. Joliat said HUD would expect the City of Burttimclose and send the $6.2 million dollars
and then you would be in the position of collectmgnthly payments from the property. You
would have all the covenants and responsibility tha agreement says in terms of making sure is
it managed in affordable property, the repair caveerand everything that is done by the current
owners. The City of Burton would be the mortgagklén You would be treated just like the
bank.

Mr. Heffner expressed his fear is that little Hirisk. He asked Mr. Harburn from Plante &
Moran, if the City is in any financial shape to ghase this property if Mr. Arabbo couldn’t come
up with the funds.
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Mr. Harburn said that the question is if the Citgbkarter allows this. It would be an investment
and you are purchasing a note. Typically your Isigrfunds cannot be used. General fund, sewer
fund or any other fund is typically surplus fundsgided by the State of Michigan. There are
limitations of what you can invest in. Typicallyjs short-term governmental-type funds or fully
insured FDIC insurance. In the event you wouldehtavcome up with the dollars, those general
funds could be used to buy this type of investmédingou had pension funds or retiree healthcare
funds, the investment laws in the State of Michigee much more liberal. You could buy real
estate and those types of things. The sewer faadhie most cash for the city. You are limited to
governmental type secured items such as CD’s afoi$o

Mr. Wells stated the City could not be out one pefon this. The residents cannot be responsible.
The only way | would agree to it is if the City neachoney on it somehow to help our General
Fund out. If it is $6.3 million and we purchaskdttbond and basically, want to flip it back to Mr.
Arabbo to make him the owner, the City would be faed clear of it.

Mr. Joliat indicated the owner’s proposal is torbar the funds to take out the HUD mortgage,
and take the City out of the picture within 3 weeks

Mr. Heffner questioned if Mr. Arabbo gives us thawh payment, we make the down payment,
and then his funding falls through. Can we badkabihe entire deal?

Mr. Joliat responded you can back out and | susgmctire going to forfeit Mr. Arabbo’s deposit.
It would be up to HUD. If they sold the note atarction and obtained less, they may be able to
pursue damages for the difference against the City.

Mr. Harburn said if the City accepts a contributidrhbecomes part of the surplus fund pool. In his
interpretation, if they were to accept dollars magency capacity, in other words you are holding
dollars for someone else, which would not fall unithe surplus funds. Could this transaction be
treated as an agency, is more of a legal questannot answer. If it could be treated as an
agency capacity, then I think you would be okay.

Mr. Wells inquired if the City would have to createother line item in the budget for this.
Mr. Harburn replied no, it is the substance oftthh@saction. | am not sure if Mr. Joliat couldphel
us in that regard, or if it would be the City acibeg a contribution.

Mr. Joliat stated he suggested when he initialbkepto Mr. Arabbo, that he makes the check
payable to HUD so the City does not come into pesisa of the money, if Council decided to
proceed.

Mr. Arabbo said he would sign an indemnificatiomegggnent if for any reason the deposit got loss,
or the deal didn’t happen. There is no obligafmmrepayment and any sub consequence issues
related to this transaction, we would assume respiity. This is our chance to save the property
and | am willing to do everything humanly possitdegive you the level of comfort | can provide
you with. At the end of the day, we all know thes@o 100% guarantee.
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Ms. Yudasz stated there are always risks in re¢ateesoday. When you look at the loan to value,
you couldn’t get a better deal. She seen theceofimitment letters Mr. Arabbo has. She works
with a lot of financial institutions and real estatevelopers about the difficulty in obtaining
financing. It is the loan to value here that sigpaiftly helps that situation. As Tadd Harburn said
we can't speak to the legal aspects of this. Yaally need to understand what the City can or
cannot do. Even if you were in the position ofngeihe lender, you are holding an asset that is
worth greater than the significantly reduced Idzat HUD has put on it today. You started at $17
million and when we stepped in the picture, we weoking at $11 million. Now you are looking
at between $6 million to $7 million.

Mr. Rashline said the property sends $112,000 amimack to the Department of Housing. On
the $17 million loan, the requirement is approxieia$130,000, but the property is producing
over $100,000 a month that can be put towards ipienand interest It is in a position to easily
meet the commitment on a $6 million dollar loan.

Mr. Wells wanted clarification that they are sfilying on the $17 million dollar loan.
Mr. Rashline stated yes. Our arrangement now ifoweard all surplus cash to the Department
every month. The last 2 months was in excess @9 D0 each month.

Mr. Wells said it is not quite making their paymsohedule.
Mr. Rashline said $129,000 at 17.5 is the totahpayt with escrow.

Mr. Wells said Mr. Arabbo has been in touch withaficial institutions about this property.

Mr. Arabbo acknowledged they received soft committee Chase is one of the lenders. This
morning Chase initiated the appraisal process lagylshould have that in a couple of weeks.
They are anticipating a closing date within 3 weekkey also have a private lender out of
Pennsylvania. Their timetables are a little mdegible so we can get it done even sooner. We
want a backup plan to stand in front of Counciteafirm our ability to complete this transaction.
While their terms are not favorable, the interast is about 10% and there were some additional
points versus what Chase’s loan is, we are stilingito go that route and put our hard deposit
with them as well to have a back-up plan. Mr. Avaindicated further, he is trying to establish as
many safeguards in place so when it comes to thaldy with HUD, they can deliver one way or
another. We continue to secure our investmenbur gommunity. So far we have over $4
million dollars in Blackberry Creek since constiantwas completed in 2004. Several million
dollars were invested in Kings Lane. We have thgootunity to prevent 228 units from being
foreclosed on.

Mrs. Ellenburg asked if the payments to HUD areenir.
Mr. Arabbo said HUD recognizes there is a finanbeaidship the property is experiencing. They
accepted to send only surplus cash. Whatever vevisrcollected, the monthly income minus the

necessary operation expenses. The balance ajdbatto HUD.

Mrs. Ellenburg said the payment was based on tjigehirent, so what you were paying was
probably what they were expecting of $180,000, mmd you are paying $120,000.
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Mr. Arabbo responded that initially, the mortgageoant with all the reserve was around 130-
140. The percentage of rents when down and thmo@ine has been impacted. At a $100,000
calculation, they will support a loan much greatdwse enough to be $10 million. Therefore,
traditional lending institutions should easily gatcthe loan.

Mrs. Ellenburg said if they want to sell a loan twbid, they could do that. She talked with the
Lt. Governor and that is basically what he told, ier no reason at all they can do that.

Mr. Arabbo stated that initially, you have a lo@mgcer. Once you are in default, you can’'t make
your payment for 90 days, they will assign the l@RUD. So it became part of HUD’s portfolio
for the past 8 or 9 months. HUD came to the mamagé company and said they have the loan
and we want you to send a surplus. Some of thrermef maintenance like the exterior painting of
the building and roof repairs ultimately affecte turb appeal and the amount of rent you will get.
This is some of the things you are going to staeireg from whoever buys the note. If they over
paid or under paid, they are going to try to getrésturn on their money first, and then they will
address the balance to the deferred maintenaneg.b&ihg the local owners, the maintenance and
safety of the residents become number one beforgarelooking where the return dollars are. |If
we had to look at the return dollars, we would mte invested an additional $1.7 million dollars
that was part of the PPC in the past year andfa hal

Mrs. Ellenburg asked if this would affect their d@iterating in trying to get approved for this loan.
Mr. Arabbo said the nature of the loan with HUz#&led non-recourse, which means it does not
impact me personally. If we decide to do anothgDHoroject, it will show up on a computer that
| am flagged. The whole focus is not what is ia thiture of my financials; it is the future of
Blackberry and to provide all the assurances asilples

Mr. Wells said if we do nothing, as of noon tomevralUD will put this note on a bid list and
anyone from all over the world can bid on it.

Mr. Arabbo acknowledged it would be out to the prbMWe do not have any control as of noon
tomorrow.

Mr. Rashline stated typically, they put it in a paith a number of under performing properties
and it goes out to the highest bidder at that point

Mr. Wells asked if they put a minimum bid on it.

Mr. Rashline responded that three or four years awgowvouldn’'t be having this discussion
because they really weren’t paying attention toaim®unt of dollars, it simply went out and
whatever the high bid was they took it. Those nerslinave dropped so significantly, that even
the department is now slowing down enough to ty/famd other arrangements for properties.
When they group Blackberry into a pool, it will geouped in with less attractive properties and
the amount they will get on a per unit will be véw.

Mr. Wells asked if the $6.3 million dollar amousttoo much.
Mr. Rashline said they talked about $11 millionlakd would be a fair number today.
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Mr. Wells said when he spoke to Miss Malone tod#ng said before the Congressman’s Office
pulled the note off, they already had bids in thd ta high 7’s.

Mr. Rashline said if you look at a per unit pri¢é6&8, no one would argue that is a great value.

Mr. Wells said his only concern is that the City'tdoe out a penny. The only way | could
possibly see to do this is to make sure we comaloedd in the deal.

Mr. Martinbianco said we are throwing some preditgje numbers around. If we are talking about
settling that kind of debt, and Mr. Harburn toucloedthe legality of whether the State would step
in, we go through this exercise and then the St&es in and says | am sorry this is not an
acceptable vehicle. The minute we write a checkhe balance, assuming we have a fund that is
flexible enough to allow us that much margin tcabée to exercise that, and we have the authority
to do that, | don’t see anything in the Chartet thauld prohibit us from doing that, so

it might become a State finance commission issuis.a pretty good size number if we are

looking at float time too. The interest would aeeto us as it would to Mr. Arabbo, assuming that
would come through. We would have to be guarantiegtispread.

Mr. Smith expressed that he struggles with thisasbee we are making potentially a large financial
decision for the City, and doing this in less tdaghays. We have not had a chance to hear from
our residents. This is their money. | do not fe@hfortable risking their money without giving
them an opportunity to speak before Council. Ifmeke a decision today and it goes out in the
media tonight or tomorrow and it is already a mudent, | don’t know what to tell them.

Mr. Heffner said we would not be making any decisitonight. This is an informational meeting
only.

Mr. Joliat stated all that can occur today is déston of the issue and no action can be taken other
than what was identified in the agenda. If anyoaicivere taken, it would have to be at a
subsequent meeting, Special Meeting or Regular ikiget Council.

Mr. Haskins said in talking about the issue of @y making money, HUD being involved with
this and saying they allow the City to hold theenahd all municipalities shall have first respect t
claiming the note, if there was a way or sometlmagpened that backfired on the whole plan, you
are talking about 228 units, approximately 1,000pbe live there, 98% occupied.

Mr. Haskins stated further, he doesn’t know whatltgan payments would be on $6.1 million If
everything went south and didn’t go the way plannkedre is no possible way the city could
maintain this and keep it, and bring in a monthisome on this to be able to put it back into the
City for our police officers and everything else are running short on. If we could bring in
$50,000 a month, that equates to $600,000 a yeavést back into our City.
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Mr. Harburn said the only issue he is bringinghag that this is an investment by the city, and is
it allowed by State Law for you to do that. Onoeliyaccept a contribution, it becomes city dollars
that fall under the Surplus Funds Act of the Stdtllichigan. At that point in time, you can only
make investments of U.S. Governmental Securiti®sGand short-term investments. You could
not purchase a note, a real estate note, withusifphds. That is the issue | see, even if iDisg

to come from another source. If you had pensioal$yupension dollars, you can buy stocks and
real estate and anything like that. The City’sgp@m dollars are with MERS and you can’t touch
those. The only other dollars that fall under thiypes of investments that you can buy real estate
notes, or real estate, would be retiree health cdoel have a fund right now with $1.2 million in
it. That is the only surplus dollars you could tséuy real estate or purchase a note If you can
get around that, not have dollars being labele@igsdollars that fall under the Surplus Act, tHen
think you can make any decision you want.

Mr. Martinbianco asked if this is something thatulebfall under the scope of Trust & Agency.
Mr. Harburn said it is a legal issue, which he tagally give an opinion on. The downside is, if
this doesn’t go through the obligation would be @ty's. If you could structure this so it is just
an agency transaction rather than the city takasgonsibility for that, then | think you can do
things in an agency capacity. If you have to atceptribution dollars, at that point it falls unde
the Surplus Act.

Ms. Yudasz said the receipt of funds within a hngsgiommission, which is a component unit of
the government, is treated differently as well.
Mr. Harburn said from his understanding, once y@ate a housing commission, it is on it's own.

Mr. Haskins said if the 1% chance that thingstfalbugh on this deal and the City is stuck with
the note on the property, the money coming in atmoff the 98% occupied, would easily pay the
$6.1 million back, plus the city would be making timoney. If $50,000 a month came into the
City and $600,000 a year, that could be used ®City. If this all fell through and there were
legalities easily taken care of, the City wouldféeher ahead.

Ms. Yudasz said we can’t speak to the legal aspddtss, but | am certain in the next day, we
could come up with examples of municipalities wekwith that have things like this set up.
There are cities that actually hold these propedied have the debt. It is through a separate kind
of component unit, which is a housing commissiéuands treated through that are treated
different than the city surplus funds.

Mr. Joliat said a housing commission is establidedrdinance, so it would require the adoption
of an ordinance. In reviewing the agreement amalspg with different Council members, we
have been provided with very limited informatio/e have been provided only with the loan sale
agreement, and that information | got from Mr. Asatand multiple phone calls with him. There
has been no information about any fund that haficgrit resources to pay the purchase price. |
can't give an opinion on whether there are fundslalle on any fund the city could use to
purchase it.

Mr. Haskins said his question was on the legalifethe City making money if somehow we
ended up with this whole thing.
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Mr. Joliat said for the proposal that is advanced/Mb. Arabbo, he wants to reserve the profit
motive to himself. He ends up with the ownersHighe property on a written down mortgage
from $17 million to $6,133,000.

Mr. Haskins said he heard a couple of statememstgivotecting the residents. | wanted to look
at the worse case scenario to try and alleviageradte scenarios if something went wrong here. If
Council decided to move forward to approve this tred1% chance this went wrong and Mr.
Arabbo was able to put an agreement together Bkeéntioned saying he will take full
responsibility basically alleviating the City ofathfinancial obligation. Understanding the facitth
the City and HUD had an agreement.

Mr. Joliat said he spoke with Mr. Arabbo’s attorneya conference call regarding such an
agreement. If they were willing to enter intatitywould protect the City on paper. It's a questio

if everything falls apart, if the City is in a pteh where you ultimately have to foreclosure ois th
mortgage, is the property worth enough so you edliritee property, recoup the money that you
invested in it. 1 don’t know if the property wilppraise at $12 million, $11 million or $6 million.

| am not sure the business the city is suppose ia o purchase housing developments to try and
flip them for profit.

Mr. Haskins said we are looking at unforeseen 8dna. You are talking $6.1 million and it was
valued at $11 million. There were people biddimghe mid 7’s on it.

Mr. Joliat said the city could try to sell the notéou are talking about worse case scenario,

how do you replenish the funds that you borrow fidty funds because you need them for the
purposes you are holding them in reserve now. éRdktan derive income on a monthly basis, sell
the note and replace the money now, if you cantsell

Mr. Haskins said there is a lot to this with fines@nd the residents there.

Mr. Wells expressed looking into a housing comnaissometime in the future.

Mr. Martinbianco said it would be a co-sponsordbgween finance and legislative. Because it is
ordinance driven, it would probably initiate there.

Mr. Wells spoke further on the formation of a hmgscommission. He is not for the City
managing an apartment complex and becoming a lethdlbhis has to be a stand-alone custom-
made project. It can’t fall back on the City tedacare of.

Mr. Joliat said our pilot ordinance states thefpi@mains in place so long as the HUD mortgage
remains unpaid or the HUD insurance is in place. Adistin and | were not a part of the
ordinance. We looked to see what insurance theyadiking about. I'm assuming it’s the
insurance that goes along with the mortgage. rnfesme buys the mortgage and records a
discharge of mortgage from HUD, there is a verydgagument that the pilot ends. The property
then goes on the tax roll and would be assessethaad would be calculated by the Assessor’s
office as opposed to the pilot. He tried to seigkér counsel from the attorneys that handle things
from HUD. They are not familiar with each local micipality’s pilot ordinance and weren’t

willing to weigh in one way or the other on whemm&mne buys their note, if that is going to
extinguish the pilot. If an investor buys theenot Burton, the consequences will be the same.



SPECIAL COUNCIL MEETING MINUTES
MARCH 25, 2010/ 4:00 P.M.
PAGE12

Mr. Joliat indicated further, if somebody buyingtimote terminates the pilot, terminates whether
the city of Burton buys it or a California investmi@ompany buys it, if that note some way stays
in place or the insurance stays in play, then tlo¢ pontinues.

Mr. Martinbianco stated Mrs. Foster our Controled the Mayor should be logical participants to
weigh in. He asked if there was any written comication from either one on whether they think
this is a viable project.

Mr. Wells said both he and Mr. Heffner spoke to Mraster. She said the City couldn’t be out
any money on this deal and cannot put any moneytims$ project.

Mr. Joliat said he spoke to the Mayor a numbeimoés since he has been gone. He was
supportive of the project, was not fully advisedbfthe legal ramifications and the issues in the
agreement, because when his office had the agrédrefame he left, it was blank. They didn’t
have the numbers or the timetables. He was supeat the project and getting it before
Council.

Mrs. Ellenburg said in talking about positive thsrigr the City, if this ordinance in place would
be changed, it could be put on the tax base if bblng another bidder. The City would be making
more money because this is kind of a smaller amthatthis pilot issues for the taxes.

Mr. Joliat stated he couldn’t represent to you thatwere put on the tax roll, it would generate
more money than the pilot payment. The Assessaotdimave to determine what the property is
worth. If it would have an appraised value oneetcash value today of $12 million it would go on
with a $6 million dollar assessment. Run the tambers and you can see how much you generate
as opposed to approximately $80,000 in a pildtave been told it could generate less on the tax
rolls then it does on the pilot because of dectjrproperty values.

Mrs. Ellenburg said she thought with the pilot, #tlvantage was that the tax base would be lower.
Mr. Joliat responded that is the advantage espgaieh market where real estate properties are
declining, and assessments and taxes are goingnfortunately for this one, the opposite is
happening.

Mr. Wells said that according to Mrs. Heidenbergiethe Pilot ordinance went away, which is
about $80,000 a year, would be substantially higinerpossibly as much as 3 times higher. Is the
next person coming in going to ask for a pilotthiéy don’t get the pilot, is the project still
financially stable enough because that is a hugsiatof money to add on if they are struggling
already. It doesn’t matter how you look at thisith we are looking at prospective problems down
the road, and not just with this project. We aaking at simply a developer coming to us asking
for help.

AUDIENCE PARTICIPATION: There was none.

Mr. Wells suggested calling a Special Council Magty 11:30 a.m. tomorrow to meet their
deadline.
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Mr. Heffner called for a 10 minute recess at 5:30.p
The Meeting resumed at 5:50 p.m.
A Special Council Meeting is scheduled for tomory&niday, March 26 at 11:50 a.m.

Meeting adjourned at 5:50 p.m.
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