PDC

PORTLAND DEVELOPMENT COMMISSION

DATE: March 11, 2009

TO: Board of Commissioners

FROM: Bruce A. Warner, Executive Director
SUBJECT: Report Number 09-26

Extension of Assurety Northwest Phase Il Construction Start Date

EXECUTIVE SUMMARY

BOARD ACTION REQUESTED

Adopt Resolution No. 6679

ACTION SUMMARY

Due to a weak economy and difficult lending environment, this action will grant Lents Town
Center II, LLC (Assurety Northwest) up to a three-year extension for the construction start
date of the second phase of the Assurety Northwest development in the Lents Town Center
Urban Renewal area in the form of three, one-year extensions reviewable annually and at
the sole discretion of the Portland Development Commission’s (PDC’s) Executive Director.
The PDC Board of Commissioners (Board) originally authorized the Assurety Northwest
Purchase and Sale Agreement, loan terms, and project schedule on October 12, 2005
(Resolution No. 6296). The proposed change would amend the construction schedule in the
Lents Town Center Il, LLC Loan Agreement.

PUBLIC BENEFIT

Granting an extension to the start of construction for the second phase of the project will
give Assurety Northwest the ability, when economic conditions improve, to build on the
success of the first phase by potentially adding up to 30 quality jobs and $2.5 million in
private investment.

This action will support the following PDC goals:

Sustainability and Social Equity

Healthy Neighborhoods

A Vibrant Central City

Strong Economic Growth and Competitive Region

Effective Stewardship over our Resources and Operations, and Employee
Investment

OXOKX O

PUBLIC PARTICIPATION AND FEEDBACK

The Lents Town Center Urban Renewal Advisory Committee fully supports the Assurety
Northwest commercial project and the proposed extension to the Phase Il construction
schedule.
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COMPLIANCE WITH ADOPTED PLANS AND POLICIES

The Assurety Northwest commercial project is supportive of the core goals of the Lents
Town Center Urban Renewal Plan, such as Goal C, “Revitalization of Commercials Areas”.
That goal states in part, “Invest public funds and work in partnership with commercial
property owners to increase the vitality and economic health of commercial areas...”

Assurety Northwest has not, at this time, requested construction financing from PDC for the
second phase of the project; therefore, it has not been determined whether or not they will
be required to comply with PDC’s Construction Wage, Green Building, or Business Equity
policies on the second phase of the project.

FINANCIAL IMPACT

To facilitate the development, PDC has subdivided the property into two parcels
corresponding to the two phases of the project. Two separate loans were made to limited
liability companies (LLC’s) owned by Assurety Northwest that also correspond to the two
phases. The first PDC loan, to Lents Town Center |, LLC, totaled $1,170,000 and was used
to finance the land acquisition and partial building expense. The total project cost to
Assurety Northwest for Phase | was approximately $5 million. The second PDC loan, to
Lents Town Center I, LLC was for Phase Il land acquisition and totaled $316,000. The term
for both loans is 30 years, 3% amortization, with principal, interest and the first payment
deferred for five years. The first payment on both loans will be due on February 1, 2012.

The Phase Il Loan Agreement requires that Assurety Northwest provide PDC with a
construction schedule for Phase Il by March 15, 2009 and begin construction by September
15, 2009. If Assurety Northwest does not meet this schedule, the Phase Il Loan Agreement
gives PDC the right of reentry on the Phase Il property. If PDC exercises this right, PDC
would be obligated to repay Assurety Northwest for site improvements made on the Phase Il
site and this amount is capped at $250,000.

A potential consequence of deferring the start of Phase Il would be to prevent PDC from
receiving potential excess cash flow payments as described in the Agreements. However,
in the current economic environment, Assurety Northwest is not in a position to move
forward with Phase I, therefore PDC would not receive any excess cash flow payments for
Phase Il regardless of whether or not an extension is granted.

Under the proposed Agreement modification, PDC would still begin to receive the monthly
Phase | loan payment of $4,933 and the monthly Phase Il loan payment of $1,332 beginning
on February 1, 2012, regardless of a one-, two- or three-year extension on the Phase I
project.

RISK ASSESSMENT

If the Board chooses not to grant an extension to the construction schedule, PDC has the
right to reenter and take control of the Phase Il property. In this event, PDC would be
required to reimburse Assurety Northwest for approximately $250,000 of improvements
made to the site primarily in the form of a parking lot and landscaping. These improvements
make the property “shovel ready” for the second phase of the Assurety Northwest project or,
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in the event of reentry, for a new developer. However, in the current economic environment
another developer stepping forward to complete the project appears to be low. The basis
for this analysis is the lack of private or public projects moving forward at this time. Granting
Assurety Northwest up to three, one year extensions is a low risk option. If the economy
improves, or an anchor tenant for the second phases materializes before the full three
years, PDC can choose not to grant an extension. Assurety Northwest has indicated that
they would quickly move forward on the second phase when economic conditions improve.

WORK LOAD IMPACT

This project entails the involvement of PDC staff from the Urban Development, Legal,
Finance and Central Services departments. There is no significant impact on other projects.

ALTERNATIVE ACTIONS

The Board can deny the extension or modify the terms and conditions. If the Board denies
the request, Assurety Northwest would be in default of the terms of the Phase Il loan
agreement and PDC would have the right to retake possession of the Phase Il property and
reimburse Assurety Northwest for up to $250,000 for improvements to the property.

CONCURRENCE

PDC staff in the Urban Development, Finance and Legal departments concurs with the
requested Board action to extend the Phase Il construction start date. The PDC Loan
Review Committee approved this modification to the Lents Town Center Il, LLC Loan
Agreement at the January 15, 2009 meeting date.

BACKGROUND

On October 12, 2005, the PDC Board authorized the PDC Executive Director to enter into a
Purchase & Sale Agreement (P&S) and Loan Agreements (Agreements) with Lents Town
Center I, LLC and Lents Town Center Il, LLC (Assurety Northwest) for the sale of 77,000 square
feet of PDC-owned property at the 8900 block of SE Foster Road in the Lents Town Center
Urban Renewal Area (see Attachment B for project map). Assurety Northwest is a financial
services company that was based in Gresham and was interested in moving its headquarters to
Lents, bringing over 50 quality jobs to Portland paying in excess of $50,000 per year on
average.

The Agreements call for Assurety Northwest to construct at least 30,000 s.f. of office and retail
space in two phases. The first phase, a 22,000 s.f. mixed-use building, with Assurety Northwest
occupying approximately 11,000 s.f. on the second floor and approximately 11,000 s.f. of retail
on the first, was completed in December 2007 (see Attachment B). The retail component of the
Phase | project is 70% leased at this time. The Agreements require Assurety Northwest to begin
construction on the second phase by September 15, 2009. If Assurety Northwest fails to meet
this schedule, PDC has the right of reentry for the Phase Il property.
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This project represents the first significant new commercial development in the Lents area in
several years. Assurety Northwest has requested a three-year extension to the construction
start date for the second phase due to a downturned economic environment. PDC staff concurs
that an extension is warranted, but recommends that the extensions be granted on a year-by-
year basis based on PDC'’s sole evaluation of economic conditions.

ATTACHMENTS:

A. URA Financial Summary
B. Project Summary
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URA FINANCIAL SUMMARY
LENTS TOWN CENTER URA - Five-Year Budget Planning by Project for F¥Ys 2010-2014
Adopted | 2008-09 | AMENDED
FY Actuals*® 2008-09
Resources 2008-09 | July-Dec | BUDGET | 200010 201041 201112 201213 201314 5 Yr Total
ax Increment - 5-1 Debt b,118. 910 [1] b, 118,875 7,470, Bl A7 010, 5,812, 1,260 565
3120 Tax Increment - L-T Debt 14,235 750 4,978 485 9,400,000 9.890,100f 5,726,071] 13,086,900 12,287 7000 12,337,650] 53,328,421
3130 Loan Fees 9874
3140 Loan Late Charges 96
3310 Loans - Principal Collection 0 137,710 0 44,0508 44 050 473798 50,767 50,000 236 246
3320 Loans - Interest Eamed 16,471 40107 16,471 44 0500 44,050 47 379 50,767 50,000 236,246
3340 Reimbursement 74
3510 Rent and Property Incom 25,004
3710 Interest - City Invest Pool 250,000 18,833 250,000 24 2400 65,219 66,905 66,5900 66,692 285 646
3810 Real Property Sales 0 270,028 0 0§ 2,600,000, i | i | 0f 2,600,000,
395959 Beginning Fund Balance - 330.640) 2 218658 2,218 657 147 120 507,671 556,510 570,745 565,260] 2 347321
Total Fundl 20,951,777 7.698,959] 18,004,003) 17,620,230015,886,510] 19,272,749 18,881,676 90.298.445'

Requirements

Project Expendifures (These do not include Personal Senvices or indirect Cost)

Development 200910 2010-11 201112 201213 201314  5Yr Total
12208 LTC Town Center Redev 1,825,000 1,404 236 2.325000Q 3.337.000f 2,075,0000 3,555.0000 2.200.000f 2.100,000 14.29?.-30-31
12212 LTC JohnsonCr IndstrArea Revit 200,000 16,581 100,000 SEI,DDD| 100,000 Dl 2.DDD:DOD| 2,000,000 4,180,000
12213 LTC DOS Commercial Corr Revit 300,000 24 046 300,000 4DD,[]CI[]| 500,000 EDD.D[Jﬂl EDD:DD[Jl 500,000 2,400,000
13125 Lents Parks Public Improve 1,021,000 1,565 1,021,000 15,000) 15,000 40,000f 3000000 269,000 639,000
26714 Lents Streets/Sidewalks LID 0 0 20,000 1,DDEI,DCID| 0 Dl Dl 0§ 1,000,000
26715 LTC Neigh Transp Saftey Impvis 270,000 19,829 428,000 2.0[10,[]0[]' 2,600,000 1,BDD.DDD| 1.DDD:DD[J| 2,000,000 9 400,000
60008 LTC SE 92nd Redev 200,000 40,168 199,729 500,000 500,000 29000000 1.000,000) 0§ 4,500,000,
60009 LTC Public Facilites 640,000 13,230 620,600 2D,[]D[]| 0 Dl [Jl 0 20,000
60050 LTC Foster Rd. Redev. 0 0 0 []l 300,000 Ul [Jl 0 300,000
60051 LTC 122nd Comidor Redevel 0 0 0 40,0000 300,000 i | of 0 340,000
60052 LTC Comm. Liv. Grants 0 0 0 2[10,[]0[]' 250,000 30[1.0[]0' SDD:DD[Jl 300,000§ 1,350,000
60053 LTC Station Area Redevel 0 0 0 75,000) 75,000 i | of 1.000,0000 1.150.000

Development Total] 4,456,000 1,539,645 5,014,320 7.667,0000 7.715,000] 9,125,0000 7.300,000] 8,169,000§39,976,000]

Economic Development
70018 L1C Business Fnance 1,100,000 2.8627 E00,000] B00.000] 500,000] 1.000.000]_1.000,000]1.000.000] 4.600.000]
70101 LTC Storefront Grants 200,000 108,009 300,000 SDEI,DCID| 300,000 4DD.CIDD| 4DD:DOD| 400,000) 1,800,000
70251 LTC Business Retention 100,000 0 100,000 1DE|,DCID| 100,000 1DD.CIDD| 1DD:DOD| 100,000 500,000
72030 Community Economic Development 0 0 0 250,000 250,000 400,000] 500,000 500,000 1,900,000
79020 Target Industry Development 0 0 0 £»[JE|,DCID| 500,000 EDD,CIDD' GEID:DO[Jl 700,000 2,900,000

Economic Development Total'l 1,400,000 110,836 900,0000 1,950,0000 1,950,000f 2,500,000 2,600,0000 2,700,0000 11,700,000

Housing
31209 Lents Liv Home Rehab 50,000 130,485 250,000 250,00 LY 1 1 550,0000 1,650,000
32109 Lents Aff Rental Hsg 5,910,000 720,630 2.400,000§ 2.000,0000  500,000] 2.200.000§ 4.000,000) 2.000,000f 10,700,000
32110 LTC Pardee Schools/Family Hsg 200,000 692,932 873,000 []l 0 Ul [Jl 0 0)
32131 Lents REACH Home Rehab 125,000 61,044 125,000 125,DCID| 150,000 15[].CIDD| 150:DOD| 0 575,000
33409 Lents SAMs 0 28401 0 i | 0 of of 0 0
33418 New Homeowner Dev 1,414,651 203,150 1,414,651 50,0000 0] 6000000 Of 1.000,0000 1,650,000
33424 Lents Homehuyer Assist 350,000 608,755 1,400,000 Q{JEI,DCID| 200,000 ?DD,CIDD' TEID:DO[Jl 800,000 3,300,000
37920 Lents Hsg Policy/Planning 5,000 6 5,000 of 0| of il | i 0|
37929 LTC Scat. Site Homeownership Acag. 2 700,000 0 2,231 527 Dl 0 Dl Dl 0 0
37930 LTC Scat. Site Homeownership Indir. 650,000 3,288 0 1,308,4?3' 0 Dl Dl 0y 1,308.473
60010 LTC Foster School Hsg Dev 0 0 0 _[]I 2 000,000 i | of 0 2.[:'30.-32

Housing Total] 11,404,651 2,454,600 8,699,178] 4,633,473 3,100,0000 3,950,000§ 5,150,000Q 4,350,000021,183,473]

Central Services
58165 Lents Debt Management 10,000 4074 10.DDH 10,000 10,000 10,000 10,000 10,000 50,000

L entral Services lota 10,000 4,074 10, 00 10,00 HI 70,000 | | I |

Executive [1]

U016 Lents URA Study II U 1,166

Executive Total L 0 1,166
Total Project Expendituresy 17,270.651] 4,110,412 15,585,000 15,060,000015.229,000)
otal All Personal Services & Indirect Costsf 3,311,761 1,701,000
Total Fund Expenditures] 20,582,412 5,811,412
W m " I : - .
Ending Fund Balance 0 0 of []I 0| 0 0 0 0
Total Requirements] 20,951,777 5,811,412  18,004,003] 17,620,239015,886,510] 19,272, 7400 18,637, 2600 18,881,676] 90,298, 445]

*Please note that the 2008-09 Actuals data only shows revenue and expenditures which have been entered into Lawson as of December 31, 2008.
These numbers DO NOT show or represent any encumbrances, since encumbrances may or may not spend in the current fiscal year.
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PROJECT SUMMARY

Project Name: Assurety Northwest Phase I

Description: A 10,000 square foot commercial development

Location: On the 8900 block on SE Foster Road

URA: Lents Town Center

Current Phase: Phase | is complete and over 80% occupied

Next Milestone: Begin Construction of Phase II

Completion Target: September 2011 (assuming an extension)
Outcome: Added jobs, tax base and commercial space in Lents

Site/Project Map:

Phase | & Phase Il Plan
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Assurety NW Phase | Building

Assurety NW Project Location
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