NORTH CAROLINA GRANT CONTRACT
DURHAM COUNTY

This Contract (the “Contract”), entered into this __ day of June, 2015, by and between
the City of Durham (“City”) and Development Ventures Incorporated (the “Recipient”).

Whereas, the City shall make available to the Recipient $500,000 of Dedicated
Housing Fund in the form of a grant for affordable housing development activities (the
“Project”); and

Whereas, pursuant to the goals of the City Council, the City desires to fund the
activities of the Recipient in order to further provide affordable housing within the City of
Durham; and

Whereas, the Recipient agrees to abide by each paragraph of this Contract and its
attachments and all procedures, rules, regulations imposed in connection with its
receiving the Grant referred to above; and

Whereas, the Recipient agrees that all activities conducted under this Contract shall
benefit low to moderate income residents of Durham, North Carolina.

Now, therefore, in consideration of the mutual promises herein exchanged by
and between the parties, it is agreed as follows:

Section 1. Obligations of the Recipient. The Recipient promises to perform, or
cause to be performed, the obligations specified in Attachment A.

Section 2. Payment under the Contract. The City shall transfer $500,000 to the
Recipient in the form of a grant no later than July 1, 2015.

Section 3. Applicable Federal, State, and City Requirements. The Recipient
shall ensure that its sub-contractors, vendors, employees, consultants and any ultimate
recipients of funds under this Contract are eligible under and abide by all applicable
laws and regulations.

Section 4. Assignment of Contract Prohibited. No assignment of this Contract
or the obligations owed under it shall be allowed without the prior written approval of the
City Manager.

Section 5. Conflict of Interest. The Recipient shall permit no officer or employee
of the Recipient, no member of the City’s governing body and no other public official of
any governing body in the Durham area to exercise any functions or responsibilities in
the review or approval of the undertaking or carrying out of this project. Furthermore,
the Recipient covenants that it presently has no interest and shall not acquire any
interest, direct or indirect, which would conflict in any manner or degree with the
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performance or services required to be performed under this Contract. The Recipient
further covenants that no person having any such interest shall be employed in the
performance of this Contract.

Section 6. Political Activity. The Recipient shall not permit any of the funds,
materials, property or services provided under this Contract to be used for any partisan
political activity, or to further the election or defeat of any candidate for public office, or
for publicity or propaganda purposes designed to support or defeat legislation pending
before the United States Congress, the State of North Carolina, the County of Durham
or the City of Durham.

Section 7. Recipient Liable for Leases. N/A
Section 8. Identification of Documents. N/A

Section 9. Financial Records. The Recipient shall establish and maintain a
financial management system, which shall account for all funds received under this
Contract and expenditures made in furtherance of the project and such system shall be
created and maintained in accordance with generally accepted accounting procedures.
This system shall include, but shall not be limited to, the following:

a. A general ledger (balance sheet and statement of revenue and expenses) in
which a summary of all accounting transactions shall be maintained.

b. In addition, the Recipient shall maintain a cash receipt and disbursement register
in which receipts and disbursements will be documented. Funds disbursed by the
Recipient shall be made by pre-numbered checks, used in numerical sequence and
must be supported by appropriate documentation. This documentation includes items
such as payroll time and attendance records, invoices, contracts, travel payments,
information evidencing the nature and propriety of each payment, and notations
showing the approval of an authorized official of the Recipient.

c. The Recipient shall maintain such records and accounts, including property,
personal and financial records so as to assure a proper accounting for all project funds.
The Recipient shall retain these records for five (5) years, commencing on the date of
payment. At any time after the Contract termination, however, the Recipient may turn
these documents over to the City for retention after completion and acceptance of
required audits.

d. On request of the City, the Recipient shall provide an accounting for all funds
paid to it by the City under this Contract. More specifically, Recipient’s financial
management system shall provide for:

i. Accurate, current and complete disclosure of the financial results of activities

under this Contract in accordance with generally accepted business practice. If the
Recipient’s accounting records are maintained on a cash basis, the Recipient must
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develop information of accounts payable and accounts receivable through an
analysis of the documents in the file, or on the basis of its best estimates.

ii. Records which identify adequately the source and application of funds under this
Contract. These records shall contain information pertaining to contract awards and
authorizations, encumbrances and unencumbered balances, assets, liabilities,
outlays and income.

iii. Effective control over and accountability for all funds, property and other assets
attributable to the Contract. The Recipient shall adequately safeguard all such
assets and shall assure that they are used solely for the performance of the
Contract.

iv. Comparison of actual expenditures with budgeted amounts for those
expenditures and comparison of financial information with performance or
productivity data, including the production of unit cost information whenever
required by the Director of the City of Durham Department of Community
Development (“DCD”).

v. Procedures for determining the allowability and allocability of costs.

e. The Recipient’s financial records shall be audited by a certified public
accountant, pre-approved by the DCD, at least annually. The auditor shall be engaged
by the Recipient at the Recipient’s expense. Should there be an exception taken during
the audit, the Recipient shall resolve the findings and recommendations within thirty (30)
days after completion of the audit. See also Section 10: Audits and Inspections.

f. A certified audit of the funds received by the Recipient under this Contract shall
be commenced within sixty (60) days after the end of Recipient’s fiscal year, for each
year that there are any activities being funded by this Grant, and such certified audit
must be completed within 120 days of commencement. Such audit shall be performed
by the auditor engaged by the Recipient at the expense of the Recipient.

g. Atthe completion of construction, a copy of the cost certification shall be
submitted to the City of Durham, DCD.

h. Recipient shall provide any information which DCD may reasonably request
pertaining to the Recipient’s financial management under this Contract.

Section 10. Audits and Inspections. At any time during normal business hours
and as often as the City may reasonably deem necessary, the Recipient shall make
available to the City for examination, all of the Recipient’s records with respect to
matters covered by this Contract, and the City shall be permitted to audit, examine, and
make excerpts or transcripts from such records and to make audits of all contracts,
invoices, materials payable, records of personnel, and other data relative to all matters
covered by this Contract.
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Section 11. Fidelity Insurance. Prior to the disbursement of any funds to the
Recipient, the Recipient shall cause DCD to receive a report from the Recipient’s
insurer to the effect that all persons handling funds received or disbursed under this
Agreement are covered by fidelity insurance for the maximum amount of this
Agreement. The Recipient shall arrange with the insurer to notify DCD directly ten (10)
days prior to the cancellation of the insurance, should this occur.

Section 12. Reporting. Beginning on the date of the payment, and every fiscal
quarter thereafter until the project is complete, Recipient shall deliver to DCD progress
and expenditure reports as dictated in Attachment A.

Section 13. Proof of Contracting Requirements. N/A

Section 14. Prohibition Against Soliciting and Accepting Favors and
Procurement. The Recipient’s officials and employees shall neither solicit nor accept
gratuities, favors, or anything of monetary value from subcontractors or potential
subcontractors. The Recipient further agrees that all procurement transactions which
the Recipient may enter into as a result of this Contract shall be conducted in a manner
so as to provide maximum, open and free competition and in accordance with the
provisions of North Carolina General Statutes.

Section 15. Maintenance of Effort. The Recipient shall maintain a level of
aggregate expenditures for its other projects or activities which is not less than the level
of aggregate expenditures which existed prior to the execution of this Contract. The
Recipient shall promptly notify the City of any matters which have a material tendency to
affect compliance with this requirement.

Section 16. Employment Opportunities for Small Business and Lower Income
Persons. The Recipient will take affirmative steps to assure that the small businesses
and lower income persons of the Project area, which is the City of Durham, are utilized
whenever possible as sources of supplies, equipment, construction and services.

Section 17. Equal Business Opportunity (EBO) Ordinance. The Contractor shall
comply with all applicable provisions of Chapter 26 of the Durham City Code (Equal
Business Opportunities Ordinance), as amended from time to time. The failure of the
Contractor to comply with that Chapter shall be a material breach of Contract which may
result in the rescission or termination of this Contract and/or other appropriate remedies
in accordance with the provisions of that Chapter, this Contract, and state law. The
Participation Plan submitted in accordance with that Chapter is binding on the
Contractor. Section 26-10(f) of that Chapter provides, in part, “If the City Manager
determines that the Contractor has failed to comply with the provisions of the Contract,
the City Manager shall notify the Contractor in writing of the deficiencies. The Contractor
shall have 14 days, or such time as specified in the Contract, to cure the deficiencies or
establish that there are no deficiencies.” It is stipulated and agreed that those two
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quoted sentences apply only to the Contractor’s alleged violations of its obligations
under Chapter 26 and not to the Contractor’s alleged violations of other obligations.

Section 18. Termination of Contract. N/A

Section 19. Hold Harmless Provision. To the fullest extent permitted by law, the
Recipient agrees to indemnify and hold harmless the City and its agents, officers and
employees from any and all costs, damages, claims, judgments and expenses,
including attorney’s fees, that may arise in any manner from, as a result of, relating to,
or in connection with the Recipient’s performance of this Contract, unless such costs,
damages, claims, judgments or expenses were caused by the City’s negligence or
willful misconduct.

Section 20. Reversion of Assets. Upon expiration of this Contract or termination
with or without cause, the Recipient shall transfer to the City any Grant funds on hand at
the time of expiration and any accounts receivable attributable to the use of said Grant
funds. Any real property under the control of the Recipient constructed or improved in
whole or in part with Grant funds must continue to be used for affordable housing as
described in this Contract for a period of not less than the twenty year affordability
period.

The Recipient shall repay to the City the full amount of any funds lost, misapplied,
unaccounted for or inadequately accounted for in violation of this Contract.

Section 21. City of Durham, Nondiscrimination Policy. The City of Durham
opposes discrimination on the basis of race and sex and urges all of its contractors to
provide a fair opportunity for minorities and women to participate in their work force and
as subcontractors and vendors under City contracts.

Section 22. Records to be Maintained. The Recipient shall maintain complete
records of all expenditures and activities related to any matter that pertains to this
Contract for a period of five (5) years beginning at the time that the project is placed into
service.

Section 23. Attachments. The following documents are attached to this Contract
and are hereby made an integral part of it by reference: Development Ventures
Incorporated Development Grant Funding Proposal to the City of Durham, dated June
24, 2015.

Section 24. Primary Contacts. Unless otherwise required under this Contract,
notices permitted or required to be given will be deemed sufficient if given by e-mail,
fax, mail, or courier service, addressed to the individual specified below, or to such
other individuals as the respective parties may designate by notice from time to time.
Notices so given will be effective upon receipt by the party to which the notice is given.

For the Recipient: For the City of Durham:
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Dallas J. Parks, President Reginald J. Johnson, Director
Development Ventures Incorporated Dept. of Community Development
330 East Main Street City of Durham

Durham, NC 27701 101 City Hall Plaza

Tel: 919-683-1551 Durham, NC 27701

Fax: 919-683-1237 Tel: 919-560-4570

Fax: 919-560-4090

Section 25. Sole Agreement. This document, and the attachments incorporated
herein, contains the entire agreement between the parties with respect to the subject
matter of this agreement and no statement, promises or inducements made by either
party, or representative of either party with respect to the subject matter of this
agreement, that is not contained in this written agreement, shall be valid and binding.
This Contract may not be enlarged, modified or altered except in writing by the parties.

Section 26. Warranty of Authority. Each individual signing below warrants that he
or she has the power and authority to sign on behalf of the entity listed above their
signature, that such signature alone is binding on such entity, and that the governing
body of such entity has duly authorized the execution of this document.
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IN TESTIMONY WHEREOF, the parties hereto have caused this Contract to be
executed this day of June, 2015.

CITY OF DURHAM

Thomas J. Bonfield, City Manager

ATTEST
City Clerk
Development Ventures Incorporated
Dallas J. Parks, Chief Executive Officer
ATTEST

Corporate Secretary
(Affix corporate seal here.)
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NORTH CAROLINA ACKNOWLEDGMENT BY CITY OF DURHAM
DURHAM COUNTY

I, a Notary Public in and for the aforesaid County and State certify that

personally appeared
before me this day, and acknowledged that he or she is , the
City Clerk of the City of Durham, a municipal corporation, and that by authority duly
given and as the act of the City, the foregoing Contract was signed in its corporate
name by its City Manager, sealed with its corporate seal, and attested by its said City
Clerk or Deputy City Clerk. This the day of ,

20 .

Notary Public:

My Commission Expires:

STATE OF NORTH CAROLINA
DURHAM COUNTY

l, , @ Notary Public for the County and state aforesaid, do
hereby certify that personally appeared before me this day
and acknowledged that he/she is the Secretary of
Development Ventures Incorporated., a non-profit corporation, and that by authority duly
given and as the act of the corporation, the foregoing instrument was signed in its name by
its Chief Executive Officer, sealed with its corporate seal and attested by him/her as its
Corporate Secretary. Witness my hand and official seal this

day of ,20

My commission expires:

Notary Public

Pre-Audit Certification:
This instrument has been pre-audited in the manner required by the Local Government
Budget and Fiscal Control Act. This the day of , 20

City of Durham Finance Officer
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ATTACHMENT A

¢DHA

Durbam Housing Authority

Office of the Executive Director

Development Ventures Incorporated
Development Grant Funding Proposal to the City of Durham

June 24, 2015

The Housing Authority of the City of Durham (“DHA”), on behalf of its non-profit
affiliate, Development Ventures Incorporated (“DVI”), requests that the City of Durham
(the “City”) provide DVI with a grant of Five Hundred Thousand and 00/100 Dollars
($500,000) to further support existing and future DVI affordable housing transactions.
These funds shall be used for the exclusive purpose of satisfying existing and future
transactional liquidity and net worth requirements of the tax credit investors. DVI will
maintain any development that utilizes the grant, to satisfy transactional liquidity and/or
net worth requirements, as an affordable housing project for a period of thirty (30) years,
commencing when the respective development is placed in service.

DVI is a North Carolina non-profit real estate development corporation that was
formed by DHA in 1985 to carry out DHA’s affordable housing activities within Durham,
North Carolina. DVI has no employees, but is staffed by DHA personnel and
consultants. DVI is solely controlled by the DHA Board of Commissioners. The
President of DVI is the CEO of DHA.

DVI is currently the sole developer of four (4) affordable housing projects: (1)
Goley Pointe Apartments, (2) Preiss-Steele Place Apartments, (3) Morreene Road
Apartments, and (4) Damar Court Apartments. Goley Pointe Apartments is a new
construction project that will consist of twenty (20) residential multifamily housing units
made available exclusively to low to moderate income persons, meaning those who
earn no more than 80% of the area median income. Twelve (12) of the twenty (20)
units will serve homeless families. The project will include fourteen (14) public housing
and six (6) affordable housing units. The project is currently being developed on four
(4) adjacent vacant lots located at 110 North Goley Street, 111 North Goley Street,
1406 Morning Glory Avenue and 118 North Blacknall Street.
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The project budget for Goley Pointe Apartments is $3,165,782 and is being
financed with a combination of the following sources: (1) DHA Replacement Housing
Factor Funds grant in the amount of $1,151,695; (2) Self-Help (Neighborhood
Stabilization Program) construction financing loan in the amount of $600,000; (3) North
Carolina Housing Finance Agency (Supportive Housing Development Program)
permanent financing loan in the amount of $600,000; (4) United States Department of
Housing and Urban Development Continuum of Care Supportive Housing grant in the
amount $322,106; (5) DHA Capital Funds grant in the amount of $350,000; (6) DVI
loan in the amount of $77,965; (7) DVI deferred developer's fee in the amount of
$240,000; (8) DVI grant in the amount of $238,605; (9) DHA Turnkey Il grant in the
amount of $165,271; and (10) DHA non-federal funds grant of $20,140. The project is
scheduled to be completed in the summer of 2015.

Preiss-Steele Place Apartments is a substantial rehabilitation project that
consists of eighty-two (82) low-income housing tax credit senior units located on 3.2
acres at 500 Pickwick Trail in Durham. The project received a 2012 allocation of
competitive 9% low-income housing tax credits from the North Carolina Housing
Finance Agency. All 82 units of the project will receive project-based vouchers, also
known as Section 8 vouchers, from the U.S. Department of Housing and Urban
Development. The affordability target is individuals and families with incomes of 60% or
less of the Durham area median income.

The project budget for Preiss-Steele Place Apartments is $9,546,639 and is
being financed with a combination of the following sources: (1) Low-income housing tax
credit equity in the amount of $4,338,053 from RBC Capital Markets; (2) DHA seller
(purchase money) loan financing of $1,830,525; (3) Carolina Bank construction loan in
the amount of $3,200,000; (4) North Carolina Housing Finance Agency (Rental
Production Program) construction/permanent loan in the amount of $1,000,000; (5)
North Carolina Housing Finance Agency State Low-Income Housing Tax Credit Loan in
the amount of $406,900; (6) City of Durham (assumed) loan in the amount of
$1,402,679; and (7) DVI deferred developer fee of $492,112. The project was
completed in the winter of 2015.

Morreene Road Apartments is a planned substantial rehabilitation project that
consists of two hundred and twenty-four (224) residential apartment units. The project
is located at 3412 Glasson Street, Durham, North Carolina on 21.7 acres. The project
received a 2014 (later exchanged for a 2015) 4% low-income housing tax credit
allocation-bond volume cap award from the North Carolina Housing Finance Agency. All
224 units will be low-income tax credit eligible and converted from public housing units
to project-based assistance program units under HUD’s Rental Assistance
Demonstration program (“RAD Program”). The income levels of all of the 224 units in
the development will be rent restricted to amounts not greater than 60% of the area
median income adjusted for family size.
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The project budget for Morreene Road Apartments is $16,799,868 and will be
financed with a combination of the following projected sources: (1) Tax-exempt bond
loan proceeds in the amount of $6,150,000; (2) Low-income housing tax credit equity in
the amount of $4,592,015; (3) DVI deferred developer fee in the amount of $491,853;
(4) DHA grant in the amount of $1,621,000; (5) Seller financing (purchase money note)
in the amount of $3,000,000; (6) Net operating income during construction in the
amount of $630,000; and (7) Deferred subordinated note in the amount of $315,000.
The project is expected to close in July 2015 and have a 14-month construction
schedule.

Damar Court is also a planned substantial rehabilitation project. The 102-unit
project is located at 1125 Morreene Road, Durham, North Carolina. The project
received a 2015 4% low-income housing tax credit allocation-bond volume cap award.
Rehabilitation will be completed on all 102 units as well as new construction of a
community building. After rehabilitation, all 102 units will be occupied in compliance
with the low-income housing tax credit program. Additionally, the project will be
converted under the RAD Program from public housing to project-based Section 8. The
affordability target is individuals and families with incomes of 60% or less of the Durham
area median income.

The tentative project budget for Damar Court is $12,085,928 and consists of the
following sources: (1) Tax-exempt bond loan proceeds in the amount of $5,100,000; (2)
Low-income housing tax credit equity in the amount of $3,712,612; (3) Seller financing
(purchase money note) in the amount of $1,741,360; (4) DVI deferred developer fee in
the amount of $608,972; (5) Transfer of existing reserves in the amount of $268,678;
and (6) DHA and/or DVI grant/loan contributions of $654,306. DVI is currently securing
the debt and equity partners.

As the sole developer of the Goley Pointe, Preiss-Steele Place, Morreene Road
and Damar Court, DVI is responsible for a variety critical tasks including the following:
(1) Project design, development, management and evaluation; (2) Financial analysis,
including financing assessments, budget preparation, financial modeling and
implementation; (3) Production of development and construction schedules; (4)
Selection and management of contractors and professionals (general contractors,
architects, market analysts, accountants, etc.); (5) Securing financing, including
identification of and negotiation with equity and debt providers; (6) Permitting, zoning
and environmental matters; (7) Budget monitoring and control; and (8) Project close-
outs.

The average development takes two years to plan and close and requires
significant organizational hours from staff and consultants. The predevelopment costs
for Goley Pointe, Preiss-Steele Place, Morreene Road and Damar Court total more than
$700,000. DVI's estimates that predevelopment costs for an average RAD transaction
are roughly $320,000.
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Also, low-income housing tax credit investors typically impose liquidity and
guarantee requirements on developers. For example, in the Preiss-Steele Place
transaction, DVI and DHA are required by its equity investor to maintain liquidity in
unrestricted funds of no less than $440,000 and maintain a net worth of at least
$5,000,000.

In addition, equity investors will require the primary development partners to
provide guarantees which generally include: (1) an unlimited development guarantee to
provide whatever funds are needed to complete the construction of the development;
(2) an unlimited lease-up and conversion guarantee to provide for any shortfalls during
the lease-up and stabilization process; (3) an operating deficit guarantee which is
limited to a set amount to cover any shortfall in operations during an agreed upon period
after the property is fully leased-up with qualified tenants; and (4) an unlimited tax credit
guarantee to provide funds to the equity investor if there is any recapture of the tax
credits due to the property being in non-compliance with its income limitations of its
tenants.

However, DVI (including DHA) has implemented several self-help strategies to
defray the costs of developing affordable housing transactions. First, DVI (including
DHA) has contributed its own resources to these development in combinations of equity
(e.g. grants, deferred developers fees, reserves) and debt. Second, DVI has
successfully attracted private and public debt and equity investors into its affordable
housing transactions. For example, DVI has currently partnered with RBC Capital
Markets, Hunt Mortgage Group, Carolina Bank, Self-Help Credit Union, North Carolina
Housing Finance Agency, the City of Durham and Yadkin Bank in its affordable housing
deals.

Despite these self-help ameliorative actions, the aforementioned pre-closing
costs, along with liquidity and guaranty requirements of equity and debt investors, have
created financial stress on the unrestricted resources of DVI (including DHA). Therefore,
DHA, on behalf of DVI, hereby requests that the City provide DVI with a development
grant in the amount of $500,000 to further support existing and future DVI affordable
housing transactions.

These funds will be used for the exclusive purpose of satisfying existing and
future transactional liquidity and net worth requirements of the tax credit investors. DVI
will maintain any development that utilizes the grant, to satisfy transactional liquidity
and/or net worth requirements, as an affordable housing project for a period of thirty
(30) years, commencing when the respective development is placed in service. It is
anticipated that the grant amount, along with DVI and DHA existing and future
unrestricted funding sources and assets, will satisfy the liquidity and net worth
requirements of the tax credit investors for DVI’s existing and projected development
activities.

Page 12 of 12



