
 
DATE: September 24, 2008 
 
TO: Board of Commissioners 
 
FROM: Bruce A. Warner, Executive Director 
 
SUBJECT: Report Number 08-115 

Recommending Final Approval to Portland City Council for Issuance of 
Economic Development Revenue Refunding Bonds as related to the 
refinancing of the existing Bond Debt on the PSU Broadway Housing LLC 
Project  

 

EXECUTIVE SUMMARY 

BOARD ACTION REQUESTED 

Adopt Resolution No. 6636 

This action will recommend final approval to the Portland City Council regarding the 
issuance of one or more series of tax-exempt and/or federally taxable economic 
development revenue refunding bonds in an aggregate principal amount not to exceed 
$52,000,000 (“Proposed Bonds’) for the purpose of refunding (a) all or a portion of 
outstanding City of Portland, Oregon Economic Development Revenue Bonds (Broadway 
Project), Series 2003A (Tax-Exempt) in the principal amount of $42,725,000 and (b) all or a 
portion of outstanding City of Portland, Oregon Economic Development Revenue 
Bonds(Broadway Project), Series 2003B (Federally Taxable) in the principal amount of 
$4,700,000 (collectively, “2003 Bonds”) and thereby refinancing the acquisition, 
development and construction of approximately 400 units of student housing and related 
commercial and academic space known as the Broadway Project, located at 1948 S.W. 
Broadway in Portland, Oregon (“Project”).  The proceeds of the Proposed Bonds are also 
intended to fund the termination payment of the related interest rate swap, a deposit to the 
debt service reserve fund and the costs of issuance of the Proposed Bonds. 

The recommendation made pursuant to the resolution and the accompanying report is made 
in accordance with process established under Chapter 5.72 of the Portland City Code.  

PUBLIC BENEFIT 

This action will ensure the continued financial viability of an important revitalization project in the 
Downtown Neighborhood of the South Park Blocks URA. 

This action will support the following PDC goals: 
  Develop healthy neighborhoods 
  Provide access to quality housing 
  Help businesses to create and sustain quality jobs 
  Support a vibrant Central City (urban core) 
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  Contribute to a strong regional economy 

PUBLIC PARTICIPATION AND FEEDBACK 

The recommended action is primarily administrative in nature and involves a delegation of 
responsibility to PDC to perform due diligence review of an application submitted by 
Broadway Housing, LLC (“Owner” or “Borrower”), as owner of the Project, to the City of 
Portland to issue the Proposed Bonds for the purpose of stabilizing debt service 
requirements on the outstanding 2003 Bonds.   Neither the Proposed Bonds nor the 2003 
Bonds are payable from any PDC financial resources. 

A required public hearing known as a TEFRA hearing (Tax Equity and Fiscal Responsibility 
Act) was held on August 28, 2008 in the City of Portland’s Office of Finance & Management 
offices. There were no public comments. 

Additional opportunities for public participation will be during the two upcoming City Council 
meetings (9/10 & 10/1/2008) addressing this financing. 

COMPLIANCE WITH ADOPTED PLANS AND POLICIES 

The Project was determined to be in compliance with adopted plans and policies of the City 
as set forth in PDC Resolution No. 5994 The building as constructed has met the criteria of 
an “economic development project” within the meaning of Chapter 5.72.020 and 
5.72.040.C.6 of the Code of Portland, as was anticipated in Resolution 5994 dated March 
12, 2003. 

FINANCIAL IMPACT 

No financial obligations are imposed on the City or PDC as a result of this transaction. As 
indicated above, neither the Proposed Bonds nor the 2003 Bonds are payable from any City 
or PDC financial resources.  In accordance with Chapter 5.72 of the City Code, PDC will be 
paid a fee of $7 per $1,000 of bonds issued for processing this request.  Based on an issue 
size of $52,000,000, PDC’s fee would be $364,000. 

RISK ASSESSMENT 

There is a potential risk that claims may be filed against  PDC as a result of the due 
diligence review performed by PDC in accordance with its duties set forth in Chapter 5.72 of 
the City Code.  However, staff is mitigating this risk by requiring indemnification from the 
Owner of the Project to minimize risk to PDC.  It is anticipated that the Owner and the State 
of Oregon, acting by and through the Oregon State Board of Higher Education on behalf of 
Portland State University (“State”), will execute a new Housing Services and Facilities 
Agreement in connection with the issuance of the Proposed Bonds under which the State 
will agree to commit certain funds, some of which will be subject to appropriation, to the 
payment of the obligations of Owner relating to the Proposed Bonds, including the coverage 
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of all indemnification liability of Owner to PDC in accordance with the terms of a certain 
Letter of Intent and Indemnification and Compensation Agreement.  Under the Housing 
Services and Facilities Agreement, the State is anticipated to commit “Available Funds” to 
cover obligations of the Owner relating to the Proposed Bonds, to the extent that the 
Owner’s obligations relating to the Proposed Bonds exceeds all revenues from the Project, 
the funds and accounts pledged under an indenture of trust, amounts, if any, received 
pursuant to any credit facility that may be obtained by the Applicant at its expense.  The 
term, “Available Funds,” includes (1) all unrestricted funds of Portland State University 
(“PSU”) including without limitation, the auxiliary housing services, auxiliary administration, 
vending machines, auxiliary copy service, auxiliary room rentals, unrestricted reserves and 
unrestricted funds being held by PSU and (2) funds appropriated or otherwise made 
available by the Oregon Legislative Assembly sufficient to allow PSU to pay amounts due 
under the Housing Services and Facilities Agreement for the fiscal period in which the 
amounts are due.     

WORK LOAD IMPACT 

There are sufficient staff resources to process this request 

ALTERNATIVE ACTIONS 

The Board may withhold approval. This will likely result in rising debt service requirements 
on the 2003 Bonds which will deplete revenues necessary to maintain and operate the 
Project on a long-term basis. 

CONCURRENCE  

PDC staff has worked with the City’s Office of Management and Finance and City’s bond 
counsel to evaluate the proposed refinance for the Project through the issuance of the 
Proposed Bonds. 

BACKGROUND 

In 2003, the Owner of the Project, Broadway Housing, LLC, received funding in the principal 
amount of $47,425,000 though the issuance and sale of the 2003 Bonds.  Pursuant to Chapter 
5.72 of the City Code, PDC is delegated the responsibility of (a) receiving and reviewing 
applications to the City for financial assistance through the City’s issuance of economic 
development revenue bonds and (b) making recommendations to the Portland City Council as 
to whether the City should issue economic development revenue bonds to finance the proposed 
project on the basis of PDC’s review of the application and other considerations set forth under 
Chapter 5.72 of the City Code. If PDC makes final recommendation to the Portland City Council 
for the issuance of economic development revenue bonds and the Portland City Council 
authorizes the issuance of such bonds, the City of Portland issues such bonds on behalf of the 
applicant to finance or refinance the applicant’s proposed project.  The economic development 
revenue bonds are not payable from the financial resources of the City or PDC.    
 
The 2003 Bonds were issued by the City in April 2003 to Broadway Housing LLC for the 
purpose of developing a ten-story building primarily used for Portland State University student 
housing. Broadway Housing LLC is a single asset tax exempt organization with its sole member 
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being Portland State University Foundation, Inc. The Borrower used the proceeds to develop 
384-units of student housing, 21,135 square feet of retail space, and 20,800 square feet of 
academic space located at 1948 SW Broadway in Portland, Oregon.   
 
The 2003 Bonds were issued as variable-rate demand bonds (“VRDBs”) and credit enhanced 
by then rated triple “A” bond insurance issued through Ambac Assurance Corporation (“Bond 
Insurer”).  The 2003 Bonds bear interest at a variable rate; concurrently with the issuance of the 
2003 bonds, the Borrower entered into a floating-to-fixed interest rate swap with Ambac 
Financial Services, an affiliate of the Bond Insurer. The swap allowed the Borrower to achieve a 
synthetic fixed interest rate payment. 
  
The Bond Insurer for the 2003 Bonds has been downgraded from its triple “A” rating to double 
“A” due to credit market turmoil, with a high risk of further downgrading.   The rating downgrade 
has caused interest rates to increase on the outstanding 2003 Bonds. Ambac has threatened to 
invoke a "market disruption" clause that would eliminate the favorable aspects of the interest 
rate swap. If the interest rate swap is altered, the Borrower anticipates the rates it pays on the 
2003 Bonds may increase from the current swap rate of approximately 4.85% to a level 
approaching 9.00% or higher.  
  
The Borrower requests that the City approve the issuance of fixed-rate bonds that can be used 
to refund all the outstanding 2003 Bonds and to fund a termination payment for the existing 
interest rate swap, debt service reserves and cost of issuance.  The repayment of the new 
Proposed Bonds would be secured by a loan agreement substantially similar to the prior loan 
agreement securing repayment of the 2003 Bonds.  The proposed bonds are not anticipated to 
be insured with bond insurance.  Since the Project has been constructed and has generated 
revenues for several years the Borrower expects the rating agencies to assign an "investment 
grade” rating to the Proposed Bonds based on the strength of the revenues derived from the 
Project and the Housing Services and Facilities Agreement executed by and between the 
Borrower and the State in connection with the issuance of the Proposed Bonds. 

The final terms for the Proposed Bonds will be established as of the date of sale of the 
Proposed Bonds, which is anticipated to occur during the first week of October 2008. The bond 
underwriter will determine the interest rate and other terms for the Proposed Bonds based upon 
their sales and marketing efforts in the municipal bond credit market. The interest rate and 
offering price are expected to be set during the first week of October and the Proposed Bonds 
will be issued shortly thereafter.   Current market conditions in the taxable and tax exempt bond 
markets as of the date of this report indicate the blended interest rate to be in the 4.80% - 
4.90% range.    Based on an interest rate without significant variation from the current range 
available in the current market and assuming continued financial support from PSU as set forth 
in the Housing Services Agreement, PDC staff believes that the Proposed Bond issue will be 
financially feasible.   PSU has been providing financial support to the project through the 
existing Housing Services Agreement since 2003 bond issuance.  PSU will continue to provide 
ongoing financial support to the project in the manner specified in a new Housing Services 
Agreement to be executed in connection with the issuance of the Proposed Bonds.   

ATTACHMENTS: 
A. March 12, 2003 PDC Commission Resolution (#5994) recommending final approval to 

City Council for Series 2003A and Series 2003B Economic Development Revenue 
Bonds to City Council  
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B. Project Summary 

CC: K. Kalevor, Interim Director of Housing 
 D. Williams, Interim Housing Development Finance Manager 
         N. Lydon, Housing Development Finance Coordinator 

D. Elliot, Interim General Counsel 
 J. Jackley, Executive Operations Manager
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PROJECT SUMMARY 

 
Project Name: Broadway Housing  

Description: 10-story high-rise apartment style student housing facility with first floor retail and 
2nd floor academic space  

Location: SW Broadway and SW Jackson between SW College and SW 6th Avenue  

URA:  South Park Blocks  

Current Phase: Occupied  

Next Milestone: N/A  

Completion Target: N/A  

Outcome: N/A  

Site/Project Map:  

 

 


