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Amendment Act of 2025”

REFERENCE: Bill 26-0281

Findings

The Reservoir District Tax Exemption Amendment Act of 2025 (the “Bill”) would exempt the
property described as Lots 809, 810, 814, and 815 in Square 3128 (the “Property”) from real property
taxes for 20 years beginning on October 1, 2029. Receipt of the exemption would be subject to
meeting certified business enterprise and residential housing affordability requirements specified in
the Bill.

Based on an analysis of the financial projections provided by LDP Holdings (the “Applicant”), the
Office of the Chief Financial Officer (“OCFQO”) finds that the exemption from real property taxes as
proposed in the Bill is financially necessary for the project to proceed under current market
conditions.

Background

The Property is a component of the Reservoir District, a mixed-use development east of the McMillan
Reservoir, west of North Capitol Street, south of Michigan Ave NW, and north of Channing Street NW.
The Applicant is seeking to build two buildings (the “Project”) on the Property. The first is a building
on Lots 814 and 815 with 125 mixed-income apartments and approximately 11,000 square feet of
retail (referred to as “Parcel 2 West”). The second is a building on Lots 809 and 810 with 324 mixed-
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income apartments and approximately 53,000 square feet of retail including a grocery store
(referred to as “Parcel 4”). The Project is part of a larger redevelopment of the former McMillian Sand
Filtration site - now called the Reservoir District - which also includes a recently delivered new park,
recreation center, and 146 recently completed townhomes, as well as an anticipated medical office
and anticipated 140 units of senior affordable housing.

The Property was previously District-owned land, conveyed in fee simple to the Applicant in 2022
through a Land Disposition and Development Agreement (“LDDA”). As part of the Bill, the Project is
required to set aside one-third of its housing units as “workforce housing.” “Workforce housing” must
be affordable to households earning 80% of Area Median Income ("AMI”). As part of the Project’s
approved Planned Unit Development (“PUD”)1, Parcel 4 is required to include a grocery store.

The Applicant secured an agreement with a new grocer at the end of 2024. Because the new grocer
is smaller in size than the requirement in the PUD, the Applicant has submitted a PUD modification
to the Zoning Commission, with the decision currently pending. Assuming the PUD modification is
approved in the summer of 2025 as anticipated, the Applicant plans to commence construction on
Parcel 4 in mid-2026, and Parcel 2 West in late 2026. According to the Applicant, both buildings need
areal property tax exemption to be economically feasible and built under current market conditions,
which reflect an increase in interest rates and construction costs compared to past years. Otherwise,
construction for both buildings would be further delayed until market conditions improve, and Parcel
4 would lose the new grocer.

Financial Analysis

The Exemptions and Abatements Information Requirements Act of 2011 requires the analysis
provided by the OCFO to contain certain information. The required information is included below.

(A) Terms of the Abatement

The Bill would exempt the Property from real property taxes for the 20-year period beginning
October 1, 2029, and ending September 30, 2049, so long as the Property adheres to the following
conditions:

® 449 units of housing are built and operated;

e One-third of the housing units are available for households earning an average of 80% Area
Median Income; and

e Execution of an agreement with the District that requires a minimum of 35% of the contract
dollar volume of the project construction to be awarded to Certified Business Enterprises.

If fewer than 449 units are built, or if fewer than one-third of units are not available for households
earning an average of 80% Area Median Income, the tax exemption will be reduced in equal
proportion to the percentage of housing units it is deficient of the goal in the Bill.

1 See Zoning Commission Case No. 13-14A
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(B) Value of the Abatement

As shown in Table 1, the value of the proposed real property exemption as provided by the Bill is
estimated to be over $57 million over the 20-year term between fiscal year (FY) 2030 through FY
2049 for both parcels. There is no financial impact through FY 2029.

Table 1: Estimated Value of the Proposed Tax Exemption (in $ Thousands)

Real Probertv Exemption FY FY FY FY FY Total Total
perty P 2025 2026 2027 2028 2029 FY25-29  FY30-49
Parcel 2 West $0 $0 $0 $0 $0 $0 $16,359 $16,359
(Square 3128, Lot 814 & 815)
Parcel 4 $0 $0 $0 $0 $0 $0 $40,679 $40,679
(Square 3128, Lot 809 & 810)
Total $0 $0 $0 $0 $0 $0 $57,038 | $57,038

The Exemptions and Abatements Information Requirements Act of 2011 requires the disclosure of
certain information from the Applicant pertaining to certain political contributions and contracts
held by the Applicant if the total estimated value of the abatement or exemption is $250,000 or more.
According to the Applicant, the Applicant has not made any covered political contributions since the
Bill was introduced. The contracts and agreements that the Applicant currently holds with the
District are as follows:

e Housing Production Trust Fund (“HPTF”) selection for Reservoir District affordable senior
housing (for Parcel 2 East, not part of this Project);

e Disposition of McMillan Parcel 4 and Parcel 2 (closed September 2022);

e High Area Needs Tax Abatement (“HANTA”) reservation for 605 Rhode Island Ave NE;

e Bond reservation for Carver Terrace;

e Tax Abatement for 1550 Branch Ave SE;

e HPTF allocation at 218 Vine Street NW; and

e Local Rent Supplement Program allocation for 218 Vine Street NW.

(C) Purpose of the Abatement

According to the Applicant, the proposed exemption is needed so the Project can achieve a financial
return sufficient to attract private investment, to commence construction of the Project under
current market conditions and preserve the 2024 agreement with the new grocer for Parcel 4.

(D) Summary of the Proposed Community Benefits

The community benefits provided by the Applicant are provided in Attachment A.

(E) Financial Analysis and Advisory Opinion

The OCFO'’s Office of Finance and Treasury (“OFT”) reviewed the Applicant’s financial statements for
2022 through 2024. OFT further reviewed the development cash flow models for both Parcel 2 West
and Parcel 4, which are central to the determination of the financial necessity of the tax exemption.
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A key aspect of the analysis was determining the required rate of return on equity investment to fill
the financing gap and advance the Project. Due to rising interest rates in recent years, investor return
expectations have also increased, since investors are compensated on a spread - or “premium” - to
the prevailing interest rate. The OCFO assessed the Applicant’s purported investor returns for the
Project by considering returns from recent comparable projects, opinion letters from institutional
capital providers, as well as return targets in the LDDA originally used to formulate the land purchase
price. Based on these sources, the OCFO did not find the Applicant’s rates of return for the Project to
be unreasonable, as they were found to be generally equal to or less than that of secondary sources.

As each building on the Property will be independently owned and financed, the analysis of each is
described separately. For Parcel 2 West, the OCFO finds that without the tax exemption, the equity
returns would fall below what is needed to attract institutional investment under current market
conditions. Even with a tax exemption, Parcel 2 West would not fully achieve the Applicant’s target
rate of return. For Parcel 4, the OCFO finds that without the tax exemption, equity returns are higher
than Parcel 2 West but would likely fall below the range of investor consideration. With a tax
exemption, Parcel 4 would have the potential to achieve the Applicant’s target return, with marginal
excess, if any.

Conclusion

Based on an analysis of the financial information for the Project and current market conditions, the
OCFO finds that the real property tax exemption as proposed in the Bill is financially necessary to
build out the developments as proposed for Parcel 2 West and Parcel 4, if it is to commence
construction in 2026.
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Attachment A

Summary of the Proposed Community Benefits
(according to the Applicant)

With the tax abatement, the Project will set aside 1/3 or 150 moderate income units at rents
affordable to families earning an average of 80% AMI. Moderate-income units will be dispersed
evenly throughout the buildings. Overall, across the three planned multifamily buildings [including
the 140-unit senior affordable building], there will be nearly 50% of units set aside for affordable and
moderate income households. The Project will contribute to the District’s housing goals and provides
significant ancillary benefits for the neighborhood and the District as a whole:

e Increased Housing Stock - At 449 units, the Project provides a substantial increase in the
overall supply of residential units in the neighborhood across all income classes and
contributes to the Mayor’s goal of additional affordable housing in the District

o Parcel 2 and 4 will be the only multifamily buildings within a quarter mile of the
Reservoir District, and will provide substantial new middle-income housing without
the need for other scarce District financing such as tax-exempt bonds or Housing
Production Trust Fund dollars

e LEED Gold Certification- the Project will be designed to meet LEED Gold certification
requirements and will contribute to the overall LEED Neighborhood (ND) designation for
the Reservoir District

e Access to Grocer and Retail - The Project will have the only full-service grocer in the
neighborhood and will drive additional sales tax revenues to the City.

e C(reation of New Jobs- Both the residential and retail components of the Project will
generate approximately 600 construction as well as 85 permanent jobs for District
residents and will adhere to First Source and 35% CBE requirements as required in the
LDDA

o Net Positive Fiscal Impact to the District - RCLCO completed a fiscal impact study and found
that including the tax abatement, Parcel 2 West and Parcel 4 will still generate $19 Million
in revenue for the District over the 20-year duration of the proposed abatement.

e Advances Goals of the DC Comprehensive Plan and Future Land Use Map -The Project
advances numerous goals of the Comp Plan and FLUM including developing new housing,
on large [government-owned] sites; encouraging the private sector to produce new mixed-
income housing; make the production of affordable housing for low- and moderate-income
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households a civic priority; and achieving established housing production targets that
advance diversity and racial equity in all District planning areas

e Family-Sized Units - The Project sets aside a 25% of the units as 2 and 3-bedroom units
helping to meet a strong need for larger affordable units in the District

e Access to Transit - The property is located one mile to the Brookland-CUA Metro Station,
and adjacent to the #80 (North Capital Street) bus line providing ample transit options with
access to nearby jobs centers. Parcel 4 will also include a Capitol Bike Share Station

o CBE Developer - The Project is being led by Jair Lynch Real Estate Partners an established
CBE developer with a demonstrated commitment to affordable housing and neighborhood
revitalization

e Community Support - The Project team has presented to the local ANCs (5E and 1E);

Bloomingdale Civic Association, and McMillan Advisory Group. All the organizations
support the Project and PUD modification and look forward to seeing the Project completed
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