
 

 

October 13, 2022 

Molly Rogers, Interim Director  

Portland Housing Bureau  

1900 SW 4th
 
Avenue, Suite 7007  

Portland, Oregon 97201  

Dear Ms. Rogers  

Attached is the report on the Portland Housing Bond Audit FY 2020-21. The audit was conducted in 

conformance to Generally Accepted Government Auditing Standards (GAGAS) issued by the U.S. 

Government Accountability Office. The objective of the Portland Housing Bond Audit was to (a) 

determine for FY 2020-21 if bond dollars were clearly and separately tracked to maintain program and 

fiscal responsibility, and (b) review policies and protocols for Bond implementation and evaluate if the 

Portland Housing Bureau has met the intent of the Bond measure.  

This report found that (1) the disbursements of bond funds to housing projects in FY 2020-21 included 

accurate documentation and were consistent with the Bond Measure requirement that only 

capitalizable costs are reimbursable from bond funds; and (2) the Portland Housing Bureau’s 

Underwriting Metrics and Loan Process and Closing Manual are comprehensive and provide guidance to 

Housing Bond Program documents and practices. Our report included four recommendations to update 

existing Bond Program policies and procedures to further incorporate Bond Program practices and to 

request a substitute invoice from one housing sponsor for project costs that are eligible for repayment 

from bond funds. The Portland Housing Bureau Interim Director agreed with the four recommendations 

in the written response, attached to this report on page 19.  

We would like to thank the Portland Housing Bureau Interim Director, Finance and Accounting Manager, 

Housing Investment & Portfolio Preservation Manager, Housing Development & Construction Services 

Manager, and their staff for their assistance in providing information, answering questions, and 

reviewing this report.   

 

Sincerely 

 

Severin Campbell, Principal 

Harvey M. Rose Associates LLC 
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Section 1: Portland Housing Bond Audit Overview 

Audit Objective, Scope, and Methodology 

Audit Objective 
The objective of the Housing Bond Audit was to (a) determine for FY 2020-21 if bond dollars were clearly 
and separately tracked to maintain program and fiscal responsibility, and (b) review policies and protocols 
for Bond implementation and evaluate if PHB has met the intent of the Bond measure.  

Audit Scope 
The audit scope covered expenditure of bond funds in FY 2020-21 to provide equity gap financing to 
eligible affordable housing projects. The scope included review and assessment of: 

 Portland Housing Bureau’s (PHB) decision making structures and internal controls to determine if 
those structures provide reasonable assurance that PHB is meeting its objectives; 

 Bond Program financial procedures to assure that these procedures meet program objectives, 
safeguard resources, report reliable information, and comply with applicable laws; and 

 Bond Program processes to ensure appropriate review, ongoing monitoring, and transparency. 

Audit Methodology 
We began this performance audit with an entrance conference on February 25, 2022, with the Portland 
Housing Bureau Deputy Director and Bureau staff with responsibility for the Bond Program. We 
interviewed representatives from the Portland Housing Bureau, including staff responsible for budget 
and accounting, loan underwriting, loan coordination, and construction coordination. We obtained and 
reviewed detailed documents, including City and Bureau bond program policies, Bond Oversight 
Committee bylaws and policies, underwriting guidelines, management reports, Housing Investment 
Committee reports, City Council ordinances, budget and actual reports, staff time charges, expenditure 
support documentation, loan closing and disbursement documents, and other documents to assess Bond 
Program spending. We followed up with Portland Housing Bureau representatives to ensure an accurate 
understanding of the Portland Housing Bond Program. 

We provided a status update on July 28, 2022 to the Portland Housing Bureau Interim Director and 
submitted a confidential draft report on August 8, 2022, summarizing our findings and recommendations, 
and conducted an exit conference on September 8, 2022, with the Portland Housing Bureau Interim 
Director, Finance & Accounting Manager,  Housing Investment & Portfolio Preservation Manager, 
and Housing Development & Construction Services Manager. Based on information provided at the exit 
conference, we revised our report and submitted our final report to the Portland Housing Bureau Interim 
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Director on September 29, 2022. The Portland Housing Bureau Director provided a written response to 
our findings and recommendations and summary of the Bond Program accomplishments, attached to this 
report beginning on page 19. 

Summary of Audit Findings 
This audit covered Housing Bond Program expenditures in FY 2020-21. Portland Housing Bond proceeds 
may only be used for capitalizable costs. In FY 2020-21, the Portland Housing Bureau updated 
documentation to improve internal controls and provided staff training and further guidance to project 
sponsors on eligible uses of bond funds. According to Portland Housing Bureau policy, the project sponsor 
is responsible for submitting eligible requests for Bond-funded loan disbursements and at construction 
completion the sponsor’s Certified Public Accountant (CPA) is responsible for certifying that bond funds 
were used for capitalizable costs.  

The disbursements of bond funds to housing projects in FY 2020-21 included accurate documentation 
and were consistent with the Bond Measure requirement that only capitalizable costs are reimbursable 
from bond funds.  

FY 2020-21 was the first year in which housing projects closed on loans funded by the Portland Housing 
Bond and for which bond funds were disbursed. We reviewed 23 disbursements totaling $34.3 million for 
the seven Housing Bond projects that closed on their loans during the fiscal year. Overall, invoices for each 
of the disbursements were consistent with the Bond Measure and the capital costs requirement and 
included accurate documentation. Additionally, the 23 disbursement requests included certification 
signed by the borrower that the expenditures to be reimbursed complied with the bond measure, were 
for eligible capital expenses, and would need to be certified by the borrower’s accountant prior to final 
project disbursement.  

The eligibility of certain cost categories that do not clearly meet the definition of capitalizable costs should 
be further clarified. For example, eligibility of predevelopment loan interest payments or legal fees for 
repayment from bond funds are not addressed in the Bond Eligible Uses Memo/Guide, although these 
costs were determined to be eligible by the project sponsors. Updating the Bond Eligible Uses 
Memo/Guide to provide more information on cost categories warranting additional evaluation would 
facilitate Bureau staff review of invoices for payment eligibility. Also, the settlement agreement and initial 
bond draw for one housing project included $150,000 for a “negative arbitrage reserve”, intended to 
offset tax liabilities if bond funds are not spent within Internal Revenue Code Section 148 timelines and 
confirmed as an eligible cost by the sponsor’s accountant. However, the Portland Housing Bonds, which 
are taxable bonds, are not subject to Internal Revenue Code Section 148, and according to discussions 
with Portland Housing Bureau staff, the Bureau would request the sponsor to submit a substitute invoice 
for disbursement of the $150,000.  
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The Portland Housing Bureau’s Underwriting Metrics and Loan Process and Closing Manual are 
comprehensive and provide guidance to Housing Bond Program documents and practices. 

The Portland Housing Bureau’s Underwriting Metrics and Loan Process and Closing Manual should be 
updated to include certain current practices. The Underwriting Metrics provide quantitative measures for 
the Finance Coordinators’ review and recommendation of loans to the Housing Investment Committee. 
Our review of the seven projects that closed on bond-funded loans in FY 2020-21 found that the project 
financial terms were consistent with the Underwriting Metrics guidelines for financial pro formas, 
minimum debt service coverage ratios, developer fees, and replacement and operating reserves. Only the 
financial terms for payment of sponsor loans, which were defined in the project promissory notes as 
“priority payments”, differed from the Underwriting Metrics guidelines, in which sponsor loans are 
defined as a “non-priority” payment to be paid from excess cash. Because repayment of bond-funded 
loans prior to the maturity date comes from excess cash after priority payments are made, including the 
payment of sponsor loans in the priority payment schedule could impact the repayment of bond-funded 
loans to the Portland Housing Bureau. The Portland Housing Bureau Interim Director should update the 
Underwriting Metrics guidelines to include information on when repayments for sponsor loans may be 
included in the priority payment schedule. 

The Portland Housing Bureau’s Loan Process and Closing Manual, which was updated in March 2022, 
defines the steps in approving and closing loans to affordable housing projects from loan application 
through closing, but does not provide procedures on loan disbursement after the closing draw. For 
example, the Manual does not include site visit procedures and documentation for disbursements during 
project construction. Also, in FY 2020-21, approvals for disbursement of funds were obtained via email 
during remote work; the Portland Housing Bureau revised the disbursement approval process in June 
2022. The Portland Housing Bureau should update the Loan Process and Closing Manual to include 
procedures on the disbursement process after the initial draw, including incorporating revised procedures 
on the disbursement approval process and site visits; and provide staff training as needed. 

City Auditor Recommendation Status 
In 2019 the Portland City Auditor issued the report, Portland Housing Bond: Early implementation results 
mostly encouraging. In their two-year audit update, released in December 2021, the Portland City Auditor 
found that the Portland Housing Bureau did not implement the recommendation to encourage developers 
and property owners to attract seniors, veterans, and people with disabilities, and that the Bureau had 
not developed a plan to ensure groups the bond was intended to serve received housing. According to 
the City Auditor’s update, the recommendation that the Housing Bureau emphasize ballot measure 
commitments and report on service to the priority communities was in the process of implementation, 
and the recommendation for the Bureau to provide specific information about bond projects to the bond 
website and to complete a second annual report had been implemented.  

In the Housing Bureau’s February 2022 response to the Portland City Auditor two-year audit update, the 
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Bureau noted that both the ballot measure language and the Bond Policy Framework, which was approved 
by the City Council after passage of the ballot measure, guides the Bureau’s implementation of the 
Portland Housing Bond program. The Bureau noted that while the Policy Framework does not single out 
seniors and veterans, the projects selected for funding serve these specific populations, and that these 
populations are served under the priority of “households experiencing homelessness or at imminent risk 
of becoming homeless” and the goal of creating 300 units of permanent supportive housing.1 In addition, 
the Bureau stated that tenant demographics are only available for two open bond projects. For the 
remaining projects to be opened in 2022, the Bureau stated that they will begin monitoring compliance 
with the agency’s regulatory agreements, including marketing, tenant demographics and services 
provision. 

 
1 According to the Bureau’s response, a permanent supportive housing unit, by definition, must serve households 
that also have a disabling condition, meaning that these housing units will serve people with disabilities. In addition, 
the Bureau stated that households with disabling conditions eligible for supportive housing also include veterans 
and senior households. 
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Section 2: Portland Housing Bond Program Implementation 

Bond Program Spending FY 2020-21 
Portland voters approved $258.4 million in general obligation bonds in November 2016 to fund affordable 
housing for low-income families, seniors, veterans, and people will disabilities. The City of Portland issued 
Portland Housing Bonds in three series in 2017, 2019, and 2020, totaling $217.3 million and has remaining 
bond authority of $41.1 million, for which bonds may be issued at a future date. Of the $217.3 million in 
bond proceeds, the Portland Housing Bureau allocated $207.5 million to 12 projects providing 1,490 
housing units through FY 2020-21 and allocated the balance to reserves and future projects.2 The 
allocation of $207.5 million in bond proceeds included $52 million for purchase of two apartment 
buildings and other property acquisition and site development costs, and $155.5 million for development 
of ten properties by private housing developers.  

Prior to November 2018, Portland Housing Bond proceeds could be used only for acquisition and 
development of properties owned by the City. The Portland Housing Bureau allocated $52 million to the 
purchase of two apartment buildings, The Ellington and East Burnside, and to the acquisition of Northeast 
Prescott for future site development. Additional bond proceeds were used to pay the initial costs to 
develop 3000 Southeast (SE) Powell, a site owned by the Portland Housing Bureau. Allocation of $52 
million is shown in Exhibit 1 below.  

Exhibit 1: Bond Project Property Purchases and Site Development 

Project Units Target Population Bond Award 
The Ellington 263 Families and formerly homeless families $37,000,000  
East Burnside 51 Formerly homeless families with children 14,300,000  
Northeast Prescott n/a Land acquisition 500,000  
3000 SE Powell n/a Site development 173,023  
Total 314  $51,973,022  

Source: PHB Report to the July 15, 2021 Bond Oversight Committee 

In November 2018, the Oregon voters approved Measure 102, which amended the State Constitution 
allowing local governments to issue bonds to finance affordable housing projects sponsored by 
nongovernmental agencies. The Portland Housing Bureau awarded $155.5 million to ten housing projects, 
sponsored by third-party housing developers selected through a competitive Bond Opportunity 
Solicitation in April 2019. Two City-owned properties, Northeast Prescott and 3000 Southeast Powell, 
were transferred to affordable housing developers following the Bond Opportunity Solicitation in April 

 
2 As of April 2022, the Portland Housing Bureau had awarded funds to three new projects – Alder 9, Barbur 
Apartments, and Francis + Clare Place – not shown in Exhibits 1 and 2. 



Portland Housing Bond Program Implementation 

    Harvey M. Rose Associates LLC 
7  

2019. The 10 projects selected through the Bond Opportunity Solicitation in 2019 are shown in Exhibit 2. 

Exhibit 2: Project Allocations as of June 30, 2021 

Project Units Target Population Bond Award 

Cathedral Village 110 Families, immigrant and refugee communities, 
formerly homeless households $15,969,750  

Emmons Place 144 Seniors, veterans, Communities of Color, 
people with disabilities 19,786,343  

The Westwind a 100 Chronically homeless adults, Communities of 
Color 12,662,077  

The Joyce a 66 Chronically homeless adults, Communities of 
Color 2,412,612  

Anna Mann House 128 Families, immigrant and refugee communities, 
formerly homeless households 16,980,195  

3000 SE Powell 206 Families, immigrant and refugee communities 33,063,000  
Hayu Tilixam (NE 
Prescott) 50 Families, Communities of Color, American 

Indian/ Alaska Native 7,975,000  

Las Adelitas 141 Families, Communities of Color 15,020,934  
Crescent Court (115th @ 
Division) 138 Families, immigrant and refugee communities, 

Communities of Color 16,754,923  

Aurora (Stark Street)  93 Families, Communities of Color 14,926,500  
Total 1,176  $155,551,334  

Source: PHB Report to the July 15, 2021 Bond Oversight Committee 

a In addition to Housing Bond funds, as of July 2021 the Portland Housing Bureau had allocated $4.3 million 
in other funds to Westwind for a total allocation of $16 million, and $3.5 million in other funds to the Joyce 
in other funds for a total allocation of $5.9 million. 

Of the ten projects awarded funding through the Bond Opportunity Solicitation, as of July 2021 seven 
were in construction and three were in pre-development. In addition, Ellington Apartments and Burnside 
were fully occupied.  

As of July 2021, of the $258.4 million bond authorization, $222.5 million had been committed to projects 
and reserves, and $37.4 million (including interest earnings on bond proceeds) remained for allocation to 
new projects, as shown in Exhibit 3 below. In FY 2021-22, the Portland Housing Bond Program awarded 
bond funds to three new projects (Alder 9, Barbur Apartments, and Francis + Clare Place) and reduced the 
bond fund allocations to two projects (The Joyce and Anna Mann House). These changes resulted in full 
commitment of Portland Housing Bond funds.3 

  

 
3 According to the report to the April 7, 2022 Bond Oversight Committee, interesting earnings on bond proceeds 
were $1,827,750 and uncommitted.  
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Exhibit 3: Sources and Uses of Bond Funds as of June 30, 2021 

Sources  
Bonds $258,400,000  
Interest Earnings 1,291,183  
Total Sources $259,691,183  

  
Uses  
Property Acquisition and Site Development $51,973,022  
2019 Bond Opportunity Solicitation Commitments 155,551,334  
Reserves 15,019,963  
Subtotal 222,544,319  
Fund Available for Allocation 37,146,864  
Total Uses $259,691,183 

Source: PHB Report to the July 15, 2021 Bond Oversight Committee 

Program Delivery Costs and Program Delivery Fee 
The legislation authorizing the Portland Housing Bond allowed for the City’s administrative costs to be 
charged to the bond up to 7% of the face value of the bonds. The City established the Program Delivery 
Fee to be charged to housing developers to recover the City’s costs for the Portland Housing Bond Program 
and adopted guidelines for allocation of City administrative costs to the Program Delivery Fee. According 
to these guidelines, “the fees are designed to cover costs associated with the City’s oversight and 
monitoring of the underlying projects to be built and/or acquired from the time period during which the 
City facilitates project selection and approvals until the project is closed out. The costs are incurred based 
on objectives of delivering affordable housing, and not costs associated with the issuance and servicing of 
loans, loan compliance monitoring, borrower risk considerations, or interest rate premiums or discount”.  
The guidelines provided that only costs that are capitalizable – costs that are attributable to the 
development and construction of the affordable housing project – rather than costs associated with 
project financing could be reimbursed through the Program Delivery Fee. 

In FY 2020-21, the Portland Housing Bureau revised the award amounts to housing developers to increase 
the allocation of bond funds by 7% to offset the Program Delivery Fee. The intent was for housing 
developers to pay the Program Delivery Fee through project funds other than bond funds. 

Housing Bond Program delivery costs through June 2021 were $5,349,177, as shown in Exhibit 4 below:  

Exhibit 4: Program Delivery Costs FY 2018-19 through FY 2020-21 
Year Amount 
FY 2018-19 $1,526,183 
FY 2019-20 1,967,509 
FY 2020-21 1,855,486 
Total $5,349,178  

Source: Bond Oversight Committee Reports 
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Housing Bond Program delivery costs in FY 2021-22 of $1,855,486 are shown in Exhibit 5 below: 

Exhibit 5: Housing Bond Program Delivery Costs in FY 2020-21 

Amount 
Staff Time $1,024,042 
Bureau Overhead 747,472 
Contracts & Services 83,602 
Total  $1,855,486 

Source: Bureau Payroll and Budget System Reports 

In the Portland Housing Bond Audit FY 2019-20, we recommended that the Portland Housing Bureau 
review and document internal control processes for allocating and reconciling administrative costs to the 
Program Delivery Fee. The Portland Housing Bureau revised the Program Delivery Fee Guidelines in July 
2021 to further clarify appropriate allocation of administrative charges and provide for the Program 
Delivery Fee charged to projects to be paid from sources other than the Portland Housing Bond. The 
Portland Housing Bureau revised bond awards to housing projects to backfill the 7% Program Delivery Fee 
to be paid from other sources. Our review of FY 2020-21 Program Delivery Fee allocations found these 
allocations to be consistent with the Program Delivery Fee Guidelines. 

Project Approval and Agreements 

Loan Underwriting  
The Portland Housing Bureau’s Finance Coordinators, part of the Bureau’s Housing Investment & Portfolio 
Preservation team, are responsible for reviewing construction loan requests for the 10 projects awarded 
Housing Bond funding through the Bond Opportunity Solicitation and making recommendations to the 
Housing Investment Committee, which reviews and recommends the loans to the Portland Housing 
Bureau Director.4 The Portland Housing Bureau developed Underwriting Metrics guidelines in 2019 to 
provide quantitative measures for the Portfolio Finance Coordinators’ review and recommendation of 
loans to the Housing Investment Committee.  These metrics include: 

 Assumptions for developing the financial pro forma to estimate the ongoing project feasibility;

 Minimum debt service coverage ratios to estimate project sustainability;

 Maximum developer fees for new construction and rehabilitation projects;

 Requirements for replacement and operating reserves;

4 The Housing Investment Committee, which was established by an ordinance of the City Council to review and 
recommend financing of housing projects to the Portland Housing Bureau Director, is made up of five members, 
including the Bureau Deputy Director, other Bureau managers, and representatives from the City’s Office of 
Management and Finance and from the public.   
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 Priority payments defined in the Promissory Note prior to payments to the Portland Housing 
Bureau; and 

 Other measures. 

The seven bond-funded projects that closed in FY 2020-21 conformed to the Underwriting Metrics 
guidelines for financial pro formas, minimum debt service coverage ratios, developer fees, and 
replacement and operating reserves. The Underwriting Metrics guidelines for priority payments is 
discussed further in Section 4 below. 

Construction and Permanent Loans 
Loans to affordable housing sponsors are recommended by the Housing Investment Committee and the 
loan agreements are approved by the City Council. Loans funded by Portland Housing Bond proceeds 
provide gap financing for construction of the affordable housing and are in addition to the affordable 
housing sponsors’ other project financing, including commercial loans, Low-Income Housing Tax Credits, 
developer equity, and other grants or loans. The subsidy provided by Housing Bond gap loans to new 
affordable housing construction is capped at $150,000 per housing unit.  

On completion of construction, the construction loan is converted to a permanent loan. The permanent 
loans have maturity dates of approximately 50 years and repayment of loan principle and accrued interest, 
if any, is due on the maturity date. 

Regulatory Agreements 
The loan agreement between the Portland Housing Bureau and the affordable housing sponsor is 
accompanied by two regulatory agreements: (1) Bond Regulatory Agreement and Declaration of Land Use 
Restrictive Covenants, and (2) Portland Housing Bureau Regulatory Agreement. The Bond Regulatory 
Agreement specifies that during the 20-year repayment (or compliance) term, the loan holds the first 
priority position and housing affordability is restricted to 60% of the area’s Median Family Income (MFI). 
Between 21 and 99 years (the total term of housing affordability restrictions), the housing affordability 
limit may increase to 80% MFI. The Regulatory Agreement further defines the housing project’s target 
population, number and type of units, income limits, and other project requirements. 

Loan Closing and Disbursement 
Once recommended by the Housing Investment Committee and approved by the Portland Housing Bureau 
Director and the City Council, the Housing Investment & Portfolio Preservation Loan Coordinators are 
responsible for closing the loans and disbursing the initial loan draw. Requests for disbursements after 
the initial draw at close are reviewed and approved by the Senior Housing Construction Coordinators on 
the Housing Development & Construction Services team. In response to the Portland Housing Bond Audit 
FY 2019-20 recommendation that the Portland Housing Bureau update internal control procedures for 
reviewing loan disbursement requests to ensure compliance with loan agreement terms, Bond measure 
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language, and state constitution requirements, the Portland Housing Bureau developed a Loan Process 
and Closing Manual and staff training to define the steps and requirements of the loan closing and 
disbursement process. 

The Portland Housing Bureau issued a memorandum to housing developers in November 2021, defining 
appropriate use of bond funds and the developers’ responsibility for appropriate use. The borrower must 
certify that the Housing Bond funds are used for capital costs when the Bond funds are drawn down during 
construction, and at the completion of construction the borrower must obtain certification from a 
Certified Public Accountant (CPA) that the Housing Bond funds were used for capital costs.  

Bond Program Oversight 
Measure 26-179, which was approved by Portland voters in November 2016 and authorized the Housing 
Bond program, provided for the establishment of the Bond Oversight Committee to review Bond program 
expenditures, and annually report to the City Council and public. The five-member Bond Oversight 
Committee was established in July 2017, appointed by the City Councilor overseeing the Portland Housing 
Bureau for the expected duration of the Bond Program of five to seven years. The Portland Housing 
Bureau’s memorandum to the February 6, 2020 Bond Oversight Committee outlined the reports to be 
provided to the Bond Oversight Committee by the Bureau staff each quarter, including (1) a dashboard 
on funded projects, detailing unit and income mix, communities served, Bond award amount, and project 
status; (2) details on Bond expenditures; and (3) a template for reporting on specific projects. The Bond 
Oversight Committee meets quarterly to review the Housing Bond Program and prepares an annual report 
on the Housing Bond Program summarizing the Committee’s review and oversight. 

Selection of New Projects 
As noted above, as of July 2021, $37.4 million in bond proceeds, including interest earnings, remained for 
allocation to new projects, and the Portland Housing Bureau awarded funds to three new projects in FY 
2021-22 – Alder 9, Barbur Apartments, and Francis + Clare Place. During the audit period in FY 2020-21, 
Portland Housing Bureau staff began planning for a new solicitation for use of remaining bond funds. As 
part of this process, Bureau staff consulted with the Bond Oversight Committee on the approach for a 
new solicitation, which recommended priorities, including housing for people with disabilities, supportive 
housing, and housing development in southwest Portland. The Portland Housing Bureau invited projects 
that met the Bond Oversight Committee’s recommended priorities and that responded to a separate 
solicitation for Metro Housing Bond projects5 to apply for available Portland Housing Bond funding and 
awarded projects in FY 2021-22. 

 
5 The Metro Housing Bond was approved by voters in 2018 to develop affordable housing in the greater Portland 
area. 
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Section 3. Developer Compliance with Bond Program Policy 

Compliance Monitoring and Certification of Eligible Costs 

Developer Certification of Eligible Costs 
The Oregon State Constitution Article XI and 2016 Portland Housing Bond, Measure 26-179, require that 
general obligation bond funds be used to finance capital costs for affordable housing development. 
According to Generally Accepted Accounting Principles, capital costs are those directly or indirectly related 
with the acquisition, development, and construction of a project, but not costs associated with financing.  

According to Portland Housing Bureau policy, the project sponsor (“borrower”) is responsible for 
submitting eligible requests for Bond-funded loan disbursements and the sponsor’s Certified Public 
Accountant (CPA) is responsible for certifying at the conversion to the permanent loan that bond funds 
were used for capitalizable costs. In response to the Portland Housing Bond Audit FY 2019-20 
recommendation that the Portland Housing Bureau update internal control procedures for reviewing loan 
disbursement requests to ensure compliance with loan agreement terms, Bond measure language, and 
state constitution requirements, the Bureau developed a guide on eligible uses, defining capitalizable 
costs and providing examples of eligible costs. Bureau staff are responsible for reiterating policies on 
eligible uses of Bond funds, flagging questionable uses, and urging developers to seek professional 
accounting advice regarding bond eligibility. 

Compliance Monitoring of Eligible Uses of Bond Funds  
The Portland Housing Bureau updated documentation and staff training in FY 2020-21 and FY 2021-22 to 
improve internal controls on eligible uses, which included the following: 

 Portland Housing Bureau Process Overview: Bond Eligibility Oversight document to developers 
and Bureau staff which outlines the Housing Bureau’s processes and clarifies roles and 
responsibilities for supporting the eligible use of Portland Housing Bond and Metro Bond funds; 

 Portland Housing Bureau Bond Eligible Uses Memo/Guide to developers and Bureau staff which 
summarizes policies defining the eligible use of Bond funds, identifies common costs that are 
eligible for bond funding, and common costs that are ineligible for bond funding; 

 Exhibit G-2 Bond Compliance Certification Form used during the loan disbursement process, 
which must be completed and signed by the developer to (i) certify that the reimbursement 
amounts meet all requirements of the Portland Housing Bond, Measure 26-179 and the Oregon 
Constitution and are eligible capital expenses and (ii) acknowledge that all disbursement requests 
submitted as certified by the developer will need to be certified by the developer’s accountant 
prior to Portland Housing Bureau’s total disbursement of the project holdback minus any cost 
savings;  
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 Borrower “Readiness to Proceed” Checklist which details the documents required by the 
developer for disbursements, including the Exhibit G-2 Bond Compliance Certification Form; and 

 Bond Compliance Training for Portland Housing Bureau staff outlining the Bureau’s internal 
control procedures and staff responsibilities to ensure bond loan disbursements are for 
capitalizable cost. 

Several City departments and divisions are involved in reviewing and approving developer requests for 
bond loan fund disbursements including the Portland Housing Bureau’s Housing Investments & Portfolio  
Preservation and Housing Development & Construction Services teams, and Finance and Accounting, and 
City Central Accounting and Treasury, as shown in Exhibit 6 below. Review and approval of invoices 
submitted by the housing sponsor for disbursement of bond funds is primarily the responsibility of the 
Senior Construction Coordinator and Housing Development and Construction Services Manager who 
review the disbursement request and supporting invoices in depth based on their knowledge of the 
project. 

Exhibit 6: Developer Bond Loan Disbursement Review and Approval Responsibilities 

Department & Division Position Role 

Portland Housing Bureau 
Housing Investments & 

Portfolio Preservation (HIPP) 
and Housing Development & 

Construction Services  

Finance Coordinator/ 
Underwriter 

Responsible for initial communication with 
Borrower regarding eligible uses of Bond 
funds, clarifying financing-related line items (with 
Senior Construction Coordinator, if needed) and 
working with Borrowers to clarify which funding 
sources are expected to pay for which project 
costs (in pro forma) prior to financial close 

Loan Coordinator 
(Closer) 

Responsible for updating and distributing the 
Exhibit G-2 Bond Compliance Certification Form to 
Borrower 

Senior Construction 
Coordinator 

Responsible for checking disbursement requests 
for non-eligible uses of Bond funds, using Eligible 
Uses Guide/Memo as reference; reiterating Bond 
policies in communications with Borrower. 
Submits approved request to Planning and 
Construction Services Manager 

Planning and 
Construction Services 

Manager (and Housing 
Investments Portfolio & 

Preservation Manager, as 
backup) 

Responsible for reviewing and approving 
developer disbursement request, supporting 
documentation, and cost certification. Submits 
approved request to Portland Housing Bureau 
Finance & Accounting 

Portland Housing Bureau 
Finance & Accounting 

Finance 
Manager 

Responsible for reviewing and processing 
disbursement requests prepared by Senior 
Construction Coordinators and approved by the 
PHB Planning and Construction Services Manager  

City Central Accounting and 
Treasury Accounting Staff Responsible for processing wire or ACH requests 

from PHB Finance & Accounting 
 Source: HMR review of documents provided by Portland Housing Bureau and staff interviews 
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Seven projects closed on their financing in FY 2020-21, shown in Exhibit 7 below. The Portland Housing 
Bureau disbursed $34.3 million in bond-funded loans in FY 2020-21 in 23 separate disbursements. 

Exhibit 7: Disbursement of Bond-Funded Loans in FY 2020-21 

Project  Loan Amount 
Total 

Disbursement 
Amount 

Disbursement 
as % of Loan 

Number of 
Disbursements 

Aurora/Stark Street $14,926,500 $2,000,000 13% 1 
Cathedral Village 15,969,750 5,399,007 34% 6 
Crescent Court (115th at Division St) 16,754,923 10,844,769 65% 8 
Emmons Place 19,786,343 5,509,934 28% 1 
Hayu Tilixam (NE Prescott) 7,975,000 2,313,917 29% 3 
Las Adelitas 15,020,934 5,960,105 40% 2 
Starlight/Westwind 12,662,077 2,227,359 18% 2 
Total $103,095,527 $34,255,091 33% 23 

Source: Bond Oversight Committee Documents 

Loan Disbursement Documentation and Guidelines  
We reviewed 23 disbursements totaling $34.3 million in FY 2020-21 for the seven Housing Bond projects 
that closed on their financing during the fiscal year. Overall, invoices for each of the disbursements were 
consistent with the Bond Measure and the capital costs requirement and included accurate 
documentation. Additionally, the 23 disbursement requests included certification, signed by the 
borrower, that the expenditures to be reimbursed complied with the bond measure, were for eligible 
capital expenses, and would need to be certified by the borrower’s accountant prior to final project 
disbursement. However, the Portland Housing Bureau could further clarify the eligibility of certain costs.  

Proposed additional examples of bond-eligible costs in the Bond Eligible Uses Memo/Guide. 
Two cost categories - predevelopment loan payments and legal fees – were determined to be eligible 
costs by the project sponsor but the Bond Eligible Uses Memo/Guide does not specifically address 
whether these are eligible costs. Updating the Bond Eligible Uses Memo/Guide to provide information on 
cost categories warranting additional evaluation as eligible costs, such as predevelopment loan interest 
payments and legal fees, would facilitate Bureau staff review of invoices for payment. One invoice of 
$65,039 for predevelopment loan interest payments was submitted for reimbursement by the Emmons 
Place sponsor. According to Portland Housing Bureau staff, the predevelopment loan interest payment 
was confirmed by the project sponsor as an eligible expense in accordance with the developer’s Internal 
Revenue Code Section 2666 election requiring predevelopment interest to be capitalized. However, this 
election was not noted in the disbursement documentation, and Bureau policies on eligible uses do not 
provide guidelines. In addition, according to discussions with Portland Housing Bureau staff, the Senior 

 
6 Section 266 allows taxpayers to capitalize taxes, interest, and carrying charges.  
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Construction Coordinators have not been given specific instruction on evaluating legal fees as capitalizable 
because descriptions of activities do not necessarily indicate whether these costs are capitalizable. 
Instead, the Senior Construction Coordinators ask developers if to verify that their accountant can certify 
the cost as being bond eligible. 

Proposed issuance of substitute invoice for disbursement for negative arbitrage reserve 
The settlement agreement and initial bond draw for the Emmons Place project included $150,000 for a 
“negative arbitrage reserve”, which according to Portland Housing Bureau staff, was to offset liabilities if 
bond funds are not spent within IRS timelines in accordance with Internal Revenue Code Section 148,7 
and was confirmed as an eligible cost by the sponsor’s accountant. However, the Portland Housing Bonds 
are taxable bonds and therefore, not subject to Internal Revenue Code Section 148. According to 
discussions with Portland Housing Bureau staff, the Bureau would request the Emmons Place sponsor to 
submit a substitute invoice for a disbursement of $150,000.  

Recommendations  
The Portland Housing Bureau Interim Director should: 

1. Update the Bond Eligible Uses Memo/Guide to include additional guidance on which cost 
categories, including predevelopment loan interest payments and legal fees, require further 
evaluation.  

2. Request the Emmons Place sponsor to submit a substitute invoice for project costs that are 
eligible for repayment from bond funds in lieu of the $150,000 payment disbursed as part of the 
settlement agreement and initial draw for the negative arbitrage reserve. 

 
7 In accordance with federal Internal Revenue Code Section 148, interest earnings on tax-exempt bond proceeds 
may be subject to federal tax if interest earnings exceed the interest cost of the bonds. 
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Section 4. Documented Procedures and Reporting  

Portland Housing Bond Program Documented Procedures 
The Portland Housing Bureau created, revised, and updated Portland Housing Bond Program procedures 
in FY 2020-21 and FY 2021-22 to better define program practices and requirements. New and updated 
Portland Housing Bond Program documents (also discussed in Sections 2 and 3 of this report) include 
guidelines for affordable housing sponsors and Portland Housing Bureau staff, templates for reports and 
loan documents, and procedure manuals, such as the Loan Process and Closing Manual. While these 
documents are comprehensive, our detailed review of loan agreements and disbursements in FY 2020-21 
– the first year that bond-funded projects closed, and bond funds were disbursed – recommended 
additions to the Underwriting Metrics and Loan Process and Closing Manual. 

Underwriting Metrics and Priority Payments 
Portland’s gap financing to affordable housing projects conforms to industry standards in which principal 
and interest on the City’s bond-funded loans are due on maturity. The project sponsor is not required to 
make annual debt service payments on the loan prior to maturity, but if the project generates excess cash, 
50% is allocated to the Portland Housing Bureau and 50% is allocated to the housing sponsor. The Portland 
Housing Bureau’s Underwriting Metrics define priority payments which are made prior to distribution of 
excess cash. Certain payments are considered “non-priority” and are to be paid from the project sponsor’s 
share of excess cash; these non-priority payments include the partnership management fee, any incentive 
management fee, and payments on loans made by the project sponsor, typically defined as “grants 
assembled by sponsor and used as a loan to the project”.  

Of the seven projects that closed in FY 2020-21, the promissory notes for five of the projects provided for 
repayment of loans made by the General Partner (which is also the project sponsor) as priority payments. 
The priority payments are defined in the promissory note in the order in which payments are to be made 
from the project’s cash flow; of the five projects for which sponsor loans were included in the priority 
payment schedule, these loans were ranked seventh or eighth in order of payment priority. 8,9 According 
to discussions with Portland Housing Bureau staff, loan repayment terms, including what costs are 
included in the priority payment schedule prior to calculating the amount of excess cash, are negotiated 
based on the specific financial conditions of each project. Portland Housing Bureau staff consider the 

 
8 One project promissory note (not one of the five noted above) stated that that the sponsor loan was not a priority 
payment and would be paid from excess cash to the sponsor. 
9 The Portland Housing Bureau staff reports to the Housing Investment Committee reported the inclusion of the 
sponsor loans in the priority payment for three of the five projects. The reports to the Housing Investment 
Committee for two projects defined the financing structure and loan repayment terms but did not specifically 
identify the inclusion of the sponsor loan payments in the priority payment schedule. 
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Underwriting Metrics to be guidelines rather than determinants in negotiating project terms. As noted 
previously in this report, our review of the seven projects that closed on bond-funded loans in FY 2020-
21 found that the project financial terms were consistent with the Underwriting Metrics guidelines for 
financial pro formas, minimum debt service coverage ratios, developer fees, and replacement and 
operating reserves. Only the financial terms for payment of sponsor loans differed from the Underwriting 
Metrics guideline for priority payments, in which sponsor loans are defined as “non-priority” payments to 
be paid from excess cash. Because including the payment of sponsor loans in the priority payment 
schedule could impact the repayment of bond-funded loans to the Portland Housing Bureau prior to the 
maturity date, the Portland Housing Bureau Interim Director should update the Underwriting Metrics 
guidelines to include information when repayment of sponsor loans could be included as a priority 
payment. 

Loan Disbursements  
The Portland Housing Bureau’s Loan Process and Closing Manual, which was updated in March 2022, 
defines the steps in approving and closing loans to affordable housing projects from loan application 
through closing. The Manual includes step-by-step instructions for staff (Loan Coordinators/Closers, 
Finance Coordinators/Underwriters, and Senior Construction Coordinators) on how to document and 
close new, restructured or predevelopment loans, as well as additional procedural information on bridge 
loans, equity gap contributions, development and disposition agreements, and Portland Housing Bureau 
property purchases. The manual provides basic details on the wire transfer process and closing draw. In 
addition, the manual includes the Borrower “Readiness to Proceed” checklist, which details the primary 
reviewer for each document and outlines the following: 

 Documents required by borrower (developer) at time of financial assistance application for loan, 
bond, or re-structure; 

 Documents required by borrower (developer) before submission to the Housing Investment 
Committee (HIC);  

 Documents required by borrower (developer) before closing (closing indicates loan settlement 
and document execution); and 

 Documents required by borrower (developer) for disbursements 

 According to the Borrower “Readiness to Proceed” checklist, the following documents are 
required by the borrower for disbursements: 

 Exhibit G – Loan Disbursement Form 

 Exhibit G-2 Bond Compliance Certification Form 

 Final list of all invoices and/or supporting backup documentation 

 Copies of all final invoices and/or supporting backup documentation  

 Other items or documentation as required by the Portland Housing Bureau  
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Site Visits 
While the manual includes the checklist for borrowers in the Appendix and outlines steps for the closing 
draw, it does not provide procedures on loan disbursement after the closing draw that are coordinated 
by the Senior Construction Coordinators. For example, FY 2020-21 loan disbursements for four projects 
(Hayu Tilixam, Cathedral Village, Las Adelitas, and Crescent Court) included documentation titled “Site 
Visit Report and Draw Disbursement Approval”. According to Portland Housing Bureau staff, a site visit 
report is included as part of the disbursement process when work is being done onsite. In the initial stages 
of a project (i.e., for initial and early disbursements), payments are still made for mostly “soft” 
predevelopment costs such as permits, architecture, and engineering, and a site visit report would not be 
required. However, the manual does not include site visit procedures and documentation.  

Request for Disbursement 
The Loan Process and Closing Manual details the documents for the closing draw, including the Funding 
Agreement Form, which triggers the Finance and Accounting unit to enter the loan amount into the 
financial system allowing for future draws on loan funds, and the Loan Disbursement and Bond 
Compliance Settlement forms. If funds are disbursed at closing, the Loan Process and Closing Manual 
provides for wire transfer instructions from the title company and the process for obtaining signatures. 
The Loan Process and Closing Manual does not define the process for disbursement of loan funds after 
the closing draw although the appendix to the Manual includes the “Request for Disbursement Form”. 

The Request for Disbursement Form provides for Portland Housing Bureau signatures, which could include 
the Senior Construction Coordinator, Housing Development and Construction Services Manager, and 
Bureau Deputy Director, which was obtained via email during remote work. The Request for Disbursement 
Form for Hayu Tilixam, Aurora/Stark Street, Emmons Place, and Starlight/Westwind did not document 
approval signatures by Portland Housing Bureau staff, though email approvals were included in the file. 
The Request for Disbursements form for Crescent Court, Las Adelitas, and Cathedral Village noted in the 
signature fields which Portland Housing Bureau staff approved the disbursement via email and whether 
specific staff were required to approve the request. The Portland Housing Bureau revised the 
disbursement approval process in June 2022. 

Recommendations  
The Portland Housing Bureau Interim Director should: 

3. Update the Underwriting Metrics to include information on when repayments for sponsor loans 
may  be included in the priority payment schedule. 

4. Update the Loan Process and Closing Manual to include (a) reference to the Senior Construction 
Coordinators’ procedures on the disbursement process after the initial closing draw, including 
when site observation reports are submitted, and (b) revised procedures on the disbursement 
approval process; and provide staff training as needed.
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Portland Housing Bureau Written Response  
 

 



October 10, 2022 

Severin Campbell, Principal 
Harvey Rose Associates LLC 
1390 Market St # 1150 
San Francisco, CA 94102 

Dear Severin Campbell, 

The Portland Housing Bureau (PHB) greatly appreciates the work done by Harvey Rose Associates LLC in 
compiling the FY 2020-21 financial audit and providing recommendations for the Portland Housing Bond 
(“Bond”) program. The audit noted that in response to recommendations presented on the FY 2019-20 audit, 
PHB updated documentation to improve internal controls, and provided staff training and further guidance to 
project sponsors on eligible uses of bond funds. The FY 2020-21 audit found that the disbursement of bond 
funds to housing projects included accurate documentation and were consistent with the Bond Measure 
requirement that only capitalizable costs are reimbursable from bond funds. The audit also found that PHB’s 
Underwriting Metrics, and Loan Process and Closing Manual are comprehensive and provide guidance to 
Housing Bond Program documents and practices. We appreciate the opportunity for improvement as detailed 
in the recommendations.  

Below are responses to the four recommendations cited in the Portland Housing Bond Audit report: 

Recommendation 1. The Portland Housing Bureau Interim Director should: 

1. Update the Bond Eligible Uses Memo/Guide to include additional guidance on which cost categories,
including predevelopment loan interest payments and legal fees, require further evaluation.

PHB Response:

PHB agrees with the recommendation that the Bond Eligible Use Memo/Guide should be updated to
include additional guidance regarding which cost categories that do not clearly meet the definition of
capitalized costs, such redevelopment loan interest payments and legal fees, require further evaluation.
PHB will update the Bond Eligible Use Memo/Guide to provide additional clarity regarding which cost
categories warrant additional evaluation in order to facilitate PHB’s review of invoices for payment
eligibility.

Recommendation 2. The Portland Housing Bureau Interim Director should: 

2. Request the Emmons Place sponsor to submit a substitute invoice for project costs that are eligible for
repayment from bond funds in lieu of the $150,000 payment disbursed as part of the settlement
agreement and initial draw for the negative arbitrage reserve.



PHB Response: 

PHB agrees with the recommendation that the Emmons Place sponsor should submit a substitute 
invoice for project costs that are eligible for repayment from bond funds in lieu of the $150,000 payment 
disbursed as part of the settlement agreement and initial draw for the negative arbitrage reserve. The 
sponsor’s accountant submitted the negative arbitrage reserve in order to comply with Internal Revenue 
Code Section 148; however, since the Portland Housing Bonds are taxable bonds, and not subject to 
Internal Revenue Code Section 148, PHB will request replacement documentation for the $150,000 
payment. 

Recommendation 3. The Portland Housing Bureau Interim Director should: 

      3.   Update the Underwriting Metrics to include information on when repayments for sponsor loans 
            may be included in the priority payment schedule.

PHB Response: 

PHB agrees that the Underwriting Metrics should include language regarding when repayments of 
sponsor loans are permitted as priority payments in the waterfall payment schedule.  Historically, 
sponsor loans have not been allowed as priority payments; however, there have been increased efforts 
by PHB to align the waterfall payment schedule with that of the Limited Partnership Agreements in 
order to avoid future complications. While the waterfall payment schedule includes sponsor loans as a 
priority payment, none of these projects currently have loans with the sponsor. Should this come up, 
PHB will carefully review the terms of the sponsor loan(s). PHB will update the Underwriting Metrics 
guidelines to include information regarding when repayment of sponsor loans may be included as 
priority payments. 

Recommendation 4. The Portland Housing Bureau Interim Director should: 

4.   Update the Loan Process and Closing Manual to include:

(a) reference to the Senior Construction Coordinators’ procedures on the disbursement process after 
the initial closing draw, including when site observation reports are submitted.

PHB Response: 

PHB agrees that the Loan Process and Closing Manual, which was updated in March 2022, would 
benefit from the inclusion of Senior Construction Coordinators’ procedures on loan disbursements after 
the initial closing draw, particularly regarding site visit procedures and documentation for disbursements 
during project construction.  PHB will update the Loan Process and Closing Manual to include 
reference to the Senior Construction Coordinators’ procedures for the disbursement process 
subsequent to the initial closing draw. 

(b) revised procedures on the disbursement approval process; and provide staff training as needed.

PHB Response: 

PHB agrees that the Loan Process and Closing Manual, which was updated in March 2022 should be 
further updated to include revised procedures regarding the disbursement approval process and that 
staff training should be provided as needed. The Temporary Payment Submission Procedure was 
modified on September 15, 2022 to strengthen internal controls and increase efficiency. PHB managers 
and relevant staff were trained on the updated process in September 2022. The temporary process will 
remain in effect until a formal permanent process is adopted. PHB will update the Loan Process and 
Closing Manual to include the permanent disbursement process. 



We again thank Harvey Rose Associates for conducting this audit and for providing us with recommendations 
for improvement as we continue with implementation and monitoring of the Portland Housing Bond.  

Sincerely, 

Molly C. Rogers 
Interim Director 
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