DATE:

February 10, 2016

TO:

Board of Commissioners

FROM:

Patrick Quinton, Executive Director

SUBJECT:

Report Number 16-09
Approving the Terms of a Commercial Property Redevelopment Loan to WDA 91st &
Foster Development LLC for Redevelopment of a Certain Property in the Lents Town
Center Urban Renewal Area in an Amount Not to Exceed $6,200,000; Approving the
Terms of a Commercial Property Redevelopment Loan to Palindrome Communities LLC
for Redevelopment of a Certain Property in the Lents Town Center Urban Renewal Area
in an Amount Not to Exceed $8,100,000; Approving the Terms of a Commercial Property
Redevelopment Loan to Asian Health and Service Center for Redevelopment of a Certain
Property in the Lents Town Center Urban Renewal Area in an Amount Not to Exceed
$4,900,000

BOARD ACTION REQUESTED
Adopt Resolution Nos. 7168, 7169, and 7170.
ACTION DESCRIPTION
The following three actions by the Portland Development Commission (PDC) Board of Commissioners
(Board) will authorize the Executive Director to negotiate and execute revised loan agreements for the
disposition and development of PDC-owned properties in the Lents Town Center Urban Renewal Area
(URA); the loan agreements have been revised to reflect the increased PDC project funding required for
each project. The three actions will:
1. Authorize a Commercial Property Redevelopment Loan (Development Loan) of up to $6,200,000
to WDA 91st & Foster Development LLC, conditioned upon PDC review and approval of standard
underwriting protocols.
2. Authorize a Development Loan of up to $4,900,000 to Asian Health and Service Center,
conditioned upon PDC review and approval of standard underwriting protocols.
3. Authorize a Development Loan of up to $8,100,000 to Palindrome Communities LLC, including
the timing of the funding of the loan disbursements, conditioned upon PDC review and approval
of standard underwriting protocols.
If approved, these three actions, PDC’s final financial contribution toward these projects, will allow WDA
91st & Foster Development LLC, Asian Health and Service Center, and Palindrome Communities LLC
(individually and collectively, Project Teams) to proceed with a transformative phase of redevelopment
in the Lents Town Center. Should all three projects be completed as currently contemplated, their mix
of market rate and affordable housing, retail, office, and community space will help create the vibrant,
mixed-use, active Lents Town Center that has long been a goal for Lents stakeholders, PDC, and the City
of Portland (City). See Attachment A for a map and description of all three projects.
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BACKGROUND AND CONTEXT
At the June 24, 2015, meeting, the PDC Board authorized the negotiation and execution of disposition
and development agreements, predevelopment loans, and Development Loans with the Project Teams.
Following are the Development Loans the PDC Board approved at the June 24 meeting and the new
revised amounts:
Project Teams

Original Development Loan

Revised Development
Loan

Change

WDA 91st & Foster
Development LLC

$4,750,000

$6,200,000

$1,450,000

Palindrome Communities LLC

$5,130,000

$8,100,000

$2,970,000

Asian Health and Service
Center

$3,050,000

$4,900,000

$1,850,000

$12,930,000

$19,200,000

$6,270,000

Totals

Since June 2015, all three Project Teams have closed on their predevelopment loans with PDC and are
nearing the completion of all property-related due diligence. Additionally, all three Project Teams have
completed schematic designs for their projects and have received initial estimates and bids from their
respective construction contractors, as well as applications and preliminary commitments from other
funding sources. Disposition and Development Agreements in the form of modified Purchase and Sale
Agreements are pending execution with each Project Team. Moving forward, Project Teams will
continue to refine their cost estimates and attempt to secure additional capital sources. All of the three
projects are anticipated to have obtained design review approval by June 2016. After the Project Teams
have received design review approval from the City, land and financial closings are projected to occur in
the final quarter of the calendar year, with the commencement of construction within 60 days
thereafter.
PDC staff recommends conditional approval of the increased PDC project funding. Such an approval is
anticipated to give confidence to the Project Teams that PDC intends to complement the financial
support received from other sources. The loan approvals will be subject to further review and
recommendation by PDC’s Financial Investment Committee and General Counsel prior to execution.
In aggregate, PDC staff is proposing the PDC Board approve an additional $6,270,000 of PDC resources
to these three projects above the amount approved in June 2015. The basis for the increase in financial
need is primarily a combination of rising construction costs (based upon completed schematic and
development designs) and decreased availability of some sources of capital. The following table shows
both the changes in construction costs and the changes in non-PDC financing sources from June 2015 to
January 2016. The bottom row of the table on page three is the difference between the two,
representing the additional financial shortfall of each project.
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WDA 91st & Foster
Development LLC

Palindrome
Communities
LLC*

Asian Health and
Service Center

Total
Change

$890,000

$12,132,000

$3,473,000

$16,495,000

Capital Sources
Increase (Decrease)

($560,000)

$9,162,000

$1,623,000

$10,225,000

Total Financial Gap

$1,450,000

$ 2,970,000

$1,850,000

$6,270,000

Development Cost
Increase

*Project cost increases are partially a consequence of adding additional commercial square footage, 25 additional residential units, and
increased land acquisition costs.

The Palindrome project (Palindrome Project) is planned for three parcels of land, only one of which is
currently owned by PDC. The Project Team will need to acquire both the New Copper Penny site, on the
east side of SE 92nd Avenue, as well as the Chevron site located adjacent to the PDC parcel on the west
side of SE 92nd Avenue. The Palindrome Project consists of two structures: one on the New Copper
Penny site and one on the combined site of Chevron and PDC parcels. This action by the PDC Board will
approve an early disbursement of part of the loan funded by PDC. The PDC Board’s prior action
approved a construction loan to be funded in conjunction with other sources and at a time near to
construction commencement. PDC’s construction loan was to be secured by an inferior lien on the
Palindrome Project parcels in order to allow for a superior position held by private lenders. The action
before the PDC Board on February 10, 2016, authorizes $5,130,000 funding for acquisition of real
property as a necessary prerequisite to Palindrome Project construction. The funding of the Project
Team’s acquisition of New Copper Penny site will be secured by a first position lien on that property
acquired by the Project Team. When the remaining financing and land conveyances are closed later this
fall, PDC will fund an additional $2,970,000 for construction and land acquisition. In part to allow for
other funding sources, PDC’s loan will, at that fall closing, assume an inferior lien position against all of
the Palindrome Project, consistent with the original approval. PDC’s loan takes the form of two
disbursements, the first of which could, at PDC’s election, be called due if the other funding sources and
land acquisitions do not close in the fall. If the fall closing is successful the loan will, like the other loans
to the Lents Town Center Project Teams, assume a 40-year term and be cash-flow dependent on the
commercial or market aspects of the Project.
PUBLIC PARTICIPATION AND FEEDBACK
PDC staff, together with the Lents Neighborhood Association and the Project Teams, hosted a public
open house on October 27, 2015, providing attendees with the opportunity to view and comment on
preliminary project concepts. The open house was a major success, with more than 150 community
members in attendance. Subsequently, PDC staff has continued to organize “Meet the Developer”
breakfast meetings with community stakeholder groups, provide periodic updates to the Lents
Neighborhood Association, and update the project website: http://www.pdc.us/our-work/urbanrenewal-areas/lents/current-projects/lents-rfi.aspx. In addition, PDC staff has continued to use PDC
Town Hall, an online platform that allows community members to view materials and provide feedback.
More than 200 community members provided online feedback this fall as part of PDC’s efforts to solicit
stakeholder feedback.
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BUDGET AND FINANCIAL INFORMATION
The Lents Town Center URA fiscal year (FY) 2015-16 Revised Budget and Five-Year Forecast are shown in
Attachment B. Disbursement of the proposed loans is contingent upon the PDC Board adopting a
revision to the FY 2015-16 budget at its March 9, 2016, meeting. If these actions are approved by the
PDC Board, there will be significantly fewer resources in the Lents Town Center URA budget for priorities
identified in the Lents Action Plan, such as 92H.
RISK ASSESSMENT
Risks related to the PDC Board actions include:
1. Project Teams may terminate the transaction prior to closing. There is a risk that the Project
Teams, after completing due diligence funded entirely by PDC, will terminate the transaction.
The ramification of this risk is the potential loss of the predevelopment loan amount and any
advances made to secure the non-PDC owned properties.
2. Project Teams may not secure other required financing commitments. The Project Teams may
not be able to secure additional funding in the form of federally guaranteed housing loans,
Portland Housing Bureau Loans, New Market Tax Credits, and donor contributions, among other
sources. The ramification of this risk is potential failure to close.
3. Project Teams may fail to commence construction after conveyance of the property. PDC
retains a right to repurchase each of the properties under such circumstances.
4. Rents may not increase sufficiently to service the PDC loans or generate a cash flow return to
PDC as scheduled or anticipated. The Development Loans and potential revenue payments are
cash flow dependent which, in turn, are dependent upon future economic conditions. This risk
is only partially mitigated by the second lien position on the property and the right for PDC to
repurchase the property but this security may not be supported by adequate equity.
5. The risk of increased costs is high. As designs are finalized, project costs are refined, and other
capital sources provide formal commitments, there is a high probability that the feasibility of
each project may depend upon more significant support from existing sources or new sources.
As noted in the Action Description, the revised loan totals represent the final PDC contribution
to these projects.
6. Palindrome Project. The Palindrome Project Team’s option to purchase the New Copper Penny
site expires on April 3, 2016. The restructured timing of the PDC financing is necessary to
support acquisition of this key parcel. However, PDC’s funding now occurs prior to i)
confirmation of final Palindrome Project costs and ii) successful completion of full Palindrome
Project funding. Thus, there is risk that either or both of these conditions will not occur, and
that the anticipated Palindrome Project may not be feasible. PDC could call the $5,130,000 loan
due upon project failure. The value of the collateral is approximately $3,000,000 according to
the last appraisal. However, in such an event, PDC will have retained control over (or first lien
rights to) the two larger parcels (not including Chevron) that constitute the Palindrome Project
site. With these two larger parcels PDC could promote the site for another development project
consistent with the Lents Town Center Urban Renewal Plan and with the beneficial influence of
the other development projects advancing.
ALTERNATIVE ACTIONS
The PDC Board may elect to specify alternative terms for any or all of the proposed authorizations or
reject the proposal in its entirety and direct PDC staff to discontinue the disposition process.
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MAP AND PROJECT SUMMARIES

Asian Health and Service
Center (AHSC)

WDA 91st and Foster
Development, LLC

Palindrome Communities
LLC

Property Size

0.72 acres

0.63 acres

PDC owned site: 0.60
acres
Chevron site: 0.36 acres
NCP site: 1.76 acres
Total: 2.72 acres

Project
Description

 30,000 square feet
built-to-suit commercial
building to house AHSC
offices, clinic space,
programming,
community/event
space, and a rooftop
garden terrace.
 Approximately 4,600
square feet of building
will be leasable
commercial space.

Design Review
Initiated

February 2016

November 2015

May 2016

Construction
Start

November 2016

September 2016

November 2016

Completion
Target

February 2018

September 2017

March 2018

 Four-story mixed-use
 Four and five-story
project.
mixed-use project.
 54 apartment units total  145 apartment units
with 16 affordable units
total with 126
and 38 market rate
affordable units and 19
units planned.
market rate units
planned.
 Approximately 9,000
square feet of ground
 Approximately 29,000
floor commercial space.
square feet of ground
floor commercial space.
 Project includes a public
courtyard.
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