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November 12, 2024

Helmi Hisserich, Director
Portland Housing Bureau

1900 SW 4™ Avenue, Suite 7007
Portland, Oregon 97201

Dear Ms. Hisserich:

Attached is the report on the Portland Housing Bond Audit FY 2022-23. 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 Housing Bond Audit was to (a) determine
for FY 2022-23 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 Portland Housing Bond Program activities and disbursement of Bond funds in FY
2022-23 complied with the City of Portland November 2016 measure approving the issuance of general
obligation bonds to develop affordable housing and Oregon Measure 102, approved in November 2018,
allowing bond proceeds to provide gap financing to affordable housing projects sponsored by private
developers. Our report contains two recommendations, summarized on pages 2 and 3 of the report and
discussed in detail in Section Il of the report, beginning on page 9.

We would like to thank the Portland Housing Bureau 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

Y/

Severin Campbell

[
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|.  Portland Housing Bond Audit FY 2022-23

Audit Objective, Scope, and Methodology

Audit Objective

The objective of the Housing Bond Audit was to (a) determine for FY 2022-23 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.

Audit Scope

The audit scope covered expenditure of bond funds in FY 2022-23 to provide equity gap financing to
eligible affordable housing projects. The scope included review and assessment of:

= Portland Housing Bureau’s decision making structures and internal controls to determine if those
structures provide reasonable assurance that the Portland Housing Bureau 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 conducted this audit in conformance to Generally Accepted Government Auditing Standards (GAGAS)
issued by the U.S. Government Accountability Office. We held a kickoff meeting May 30, 2024, with the
Portland Housing Bureau managers responsible for the Bond Program. We interviewed representatives
from the Portland Housing Bureau and reviewed detailed documents, including City and Bureau bond
program policies, Bond Oversight Committee policies, underwriting guidelines, Housing Investment
Committee reports, budget and actual reports, payroll fund charges, expenditure support documentation,
loan and regulatory agreements, loan closing and disbursement documents, and other documents to
assess Bond Program spending.

We submitted a confidential draft report to the Portland Housing Bureau on October 21, 2024,
summarizing our findings and recommendations, and conducted an exit conference on November 7, 2024,
with the Portland Housing Bureau Director and Bureau representatives. Based on information provided
at the exit conference, we revised our report and submitted our final draft report to the Portland Housing
Bureau Director on November 12, 2024. The Portland Housing Bureau Director provided a written
response to our findings and recommendations, attached to this report beginning on page 16.
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I.  Portland Housing Bond Audit FY 2022-23

Summary of Audit Results

Portland Housing Bond Program activities and disbursement of Bond funds in FY 2022-23 complied with
the City of Portland November 2016 measure approving the issuance of general obligation bonds to
develop affordable housing and Oregon Measure 102, approved in November 2018, allowing bond
proceeds to provide gap financing to affordable housing projects sponsored by private developers.
Between 2019 and 2022, the Portland Housing Bureau developed the Bond Eligibility Uses Memo, Loan
Process and Closing Manual, Underwriting Metrics, Program Delivery Fee Guidelines, and Portland
Housing Bureau Process Overview, which provide guidance to Bureau staff and affordable housing
sponsors on appropriate use of bond funds. These documents have been effective in standardizing
Portland Housing Bond Program processes.

The Portland Housing Bond Audit FY 2022-23 reviewed: (1) the approval of requests for and disbursement
of Bond funds in FY 2022-23; (2) completion of Bond-funded projects and process to convert bond-funded
construction loans to permanent loans; and (3) allocation of the Program Delivery Fee to the Portland
Housing Bond Program. The FY 2022-23 Portland Housing Bond audit has two recommendations to
address ongoing Bond Program risks.

e The Portland Housing Bond loan agreements provide for the holdback of a portion of bond funds
until final conversion of the construction loan to the permanent loan to ensure that all loan
conditions have been met, including payment of contractors and subcontractors, documented
waivers of liens against the project, completion of required permits, and obtaining the Certificate
of Occupancy. In FY 2022-23, the Portland Housing Bureau approved the early release of a portion
of the holdback amounts for four projects to provide sufficient funds for these projects to
complete construction. Because the early release of a portion of the holdback amount increases
the risk that sufficient funds are not available at the end of the project to meet the loan
requirements, the Portland Housing Bureau should document guidelines for Bureau staff in
evaluating and recommending the borrower’s request for early release of holdback funds to
ensure consistency in approving the early release of funds and minimize the risk that the early
release of a portion of the holdback amount retains sufficient funds at the end of the project to
meet loan requirements. Portland Housing Bureau staff should also report to the Bond Oversight
Committee at the annual meeting in March 2025 on the decision to approve the early release of
a portion of holdback funds and the impact on the project.

e The Portland Housing Bureau may collect up to 7 percent of the $258.4 million Portland Housing
Bond proceeds to cover the Bureau’s administrative costs. While the total allowable Program
Delivery Fee amount is $18.1 million, the actual Program Delivery Fee amount allocated to
projects in the 12 completed loan agreements was $12.2 million. As of the writing of this report,
the loan agreement for the thirteenth bond-funded project — Hollywood Hub — had not yet been
completed. According to the 12 completed loan agreements, the Program Delivery Fee is collected
from the project sponsors in two increments: when the project closes on the bond-funded loan
and when the project obtains the Temporary Certificate of Occupancy. As of June 2024, the
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I.  Portland Housing Bond Audit FY 2022-23

administrative charges incurred by the Portland Housing Bureau and attributable to the Program
Delivery Fee exceeded both the amount of the Program Delivery Fee included in the 12 completed
loan agreements and the actual amount of the fee collected from the 12 project sponsors. To
ensure sufficient oversight of allocation and collection of the Program Delivery Fee, the Portland
Housing Bureau should (a) ensure sufficient allocation of the Program Delivery Fee in the
Hollywood Hub loan agreement, and (b) report to the March 2025 Bond Oversight Committee
meeting on the total Program Delivery Fee allocation to projects, total Fee collection as of March
2025, and total administrative costs allocated to the Portland Housing Bond Program.

Portland Housing Bond Program Overview

In November 2016, Portland voters approved general obligation bonds of $258.4 million for affordable
housing for low-income families, seniors, veterans, and people with disabilities. Bond funds could be used
for the City to purchase and rehabilitate existing housing or build new housing. In 2017 and 2019, the City
issued approximately $52 million in Housing Bonds to purchase the Ellington Apartments, the East
Burnside apartments, and land on NE Prescott Street. Funds were also used for the development of a city-
owned site at 3000 SE Powell. The City owns the Ellington Apartments and East Burnside apartments,
which are operated by Home Forward.

In November 2018, Oregon voters approved Measure 102, amending the State Constitution and allowing
Housing Bond proceeds to be used for affordable housing development by private sponsors. In 2020 and
2023, the City issued additional series of Housing Bonds, totaling approximately $206 million. The City
awarded bond funds to 13 affordable housing projects selected through a Bond Opportunity Solicitation
in 2019 and a subsequent Notice of Funding Availability in 2021.

Allocation of Bond Funds

As of June 2024, total available bond proceeds and interest earnings were $261.7 million and bond funds
allocated to projects were $260.7 million, as shown in Exhibit 1 below. More than 80 percent of allocated
bond funds had been spent.
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I.  Portland Housing Bond Audit FY 2022-23

Exhibit 1: Projects Funded by Portland Housing Bonds

Source of Funds

Bond Issuance $258,400,000
Interest 3,332,886
Total Source of Funds $261,732,886

Committed Bond Bond Expenditures
Use of Funds Funds as of June 30, 2024
Purchase of Land & Buildings
Ellington Apartments $37,000,000 $37,000,000
East Burnside Apartments 14,300,000 14,300,000
Prescott (land) 500,000 500,000
Powell (site development) 263,853 263,853
Subtotal Purchase Land & Buildings $52,063,853 $52,063,853
Awards to Private Sponsors
Anna Mann House $12,544,000 $12,418,560
Las Adelitas 15,020,934 15,020,934
Cathedral Village 15,969,750 15,878,044
The Aurora 14,926,500 12,550,963
Crescent Court 16,754,923 15,914,897
Hayu Tilixam 7,971,500 7,971,500
Emmons Place 19,786,343 19,291,684
The Joyce 802,500 802,500
Westwind 12,662,077 11,810,223
Hazel Ying Lee 33,063,000 26,135,773
Alder 9 27,231,500 15,814,871
Francis + Clare Place 9,421,891 5,602,776
Hollywood Hub 22,525,560 0

$159,212,725
$211,276,578

Subtotal Award to Private Sponsors $208,680,478
Total Use of Funds $260,744,331
Total Sources > Uses $988,555

Source: Portland Housing Bureau Finance and Accounting Staff

As of June 2024, bond proceeds of $258.4 million and interest earnings of $3.3 million, totaling $261.7
million, exceeded committed bond funds by nearly $1 million. In August 2024, the Housing Investment
Committee approved an increase in the Housing Bond loan to The Joyce of $988,555. According to the
Portland Housing Bureau staff report to the Housing Investment Committee, the additional allocation of
Bond funds was necessary due to increased construction costs for foundation work, increased interest
rates, and delays in lease up of the project, including delays in completing elevator installation and
inspections.

Status of Bond Projects
As of October 2024, of the 15 projects funded by the Portland Housing Bond:

= Eleven had been completed and received a Certificate of Occupancy, including the two apartment
buildings purchased by the City and nine privately sponsored projects;
= Two had been completed and received a Temporary Certificate of Occupancy;
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I.  Portland Housing Bond Audit FY 2022-23

=  QOne was in construction; and
= One was in predevelopment.

Of the nine privately sponsored projects that had received the Certificate of Occupancy, six projects had
converted the bond-funded construction loan to a permanent loan. Two projects were expected to
convert the bond-funded construction loan to a permanent loan in fall 2024, and one project was
expected to convert the bond-funded construction loan to a permanent loan in 2025.1 The status of the
15 Portland Housing Bond projects is shown in Exhibit 2 below.

Exhibit 2: Status of Portland Housing Bond Projects as of October 2024

Certificate Temporary In In Construction Loan
of Certificate of . Converted to
Construction Predevelopment
Occupancy Occupancy Permanent Loan
Housing Owned by City of Portland
Ellington Apartments X n/a
East Burnside Apartments X n/a
Housing Owned by Private Sponsors
Anna Mann House X
Las Adelitas X X
Cathedral Village X X
The Aurora X
Crescent Court X X
Hayu Tilixam X
Emmons Place X
The Joyce X X
Westwind X X
Hazel Ying Lee @ X
Alder9°® X
Francis + Clare Place ® X
Hollywood Hub © X
Total 11 2 1 1 6

Source: Bond Oversight Committee documents and Portland Housing Bureau staff interviews

2 The City conveyed the City-owned property at 3000 SE Powell (Hazel Ying Lee) to Home Forward, which
was selected through the 2019 Bond Opportunity Solicitation to develop the property for affordable
housing.

b Alder 9 and Francis + Clare Place were awarded Portland Housing Bond funds through the 2021 Notice of
Funding Availability.

¢ The City originally awarded bond funds for development of the Barbur affordable housing project through
the October 2021 Notice of Funding Availability. Because of a funding gap for the Barbur project, the
Portland Housing Bureau substituted the Hollywood Hub project, selected through a separate solicitation
for the Metro Housing Bond.

Bond Oversight Committee

The Portland Housing Bond measure approved by the voters in November 2016 provided for a five

! Expected conversion of the bond-funded construction loans to permanent loans include: Anna Mann House in
October 2024, Emmons Place in November 2024, and Aurora in 2025.
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I.  Portland Housing Bond Audit FY 2022-23

member oversight committee to review the bond expenditures and provide an annual report to the City
Council. The Bond Oversight Committee was established in July 2017 for the expected duration of the
Bond Program of five to seven years. Between 2017 and 2024, the Bond Oversight Committee met
quarterly to review the Housing Bond Program and prepare an annual report on the Housing Bond
Program summarizing the Committee’s review and oversight. At the March 7, 2024 meeting, the Bond
Oversight Committee moved to meet annually rather than quarterly to prepare the annual report to the
City Council.

FY 2021-22 Portland Housing Bond Audit Recommendations

The Portland Housing Bond Audit for FY 2021-22 had four recommendations for the Portland Housing
Bureau for which the Portland Housing Bureau agreed with these recommendations in their written
response to the audit report. Implementation of these recommendations is discussed below.

(1) The FY 2021-22 audit recommended that the Housing Development and Construction Services
Manager should periodically review site visit requirements and procedures with construction
coordinator staff and in team meetings. The Housing Development and Construction Services
Manager should also consider whether to implement a site observation checklist. The checklist
could be especially useful for new construction coordinator staff without experience in
architecture or construction management.

According to the Portland Housing Bureau, the Housing Development and Construction Services
reviewed and updated the site visit report as new staff have been hired starting in April 2023.
New staff are trained in the use of the site visit report as part of the training in preparing and
submitting disbursement requests. The team created a Field Report Template to standardize the
information included in each report, which was last updated in February 2024.

The FY 2022-23 audit did not have recommendations regarding senior construction coordinators’
site visit procedures.

(2) The FY 2021-22 audit recommended that the Portland Housing Bureau Director should ensure
that the new procedures for disbursing Bond funds are fully documented among the three units
— Finance and Accounting, Housing Investment and Portfolio Preservation, and Housing
Development and Construction Services — and that Bureau staff receive regular updates and
training on these processes.

According to the Portland Housing Bureau, the Finance and Accounting team created documents
outlining the approval process for disbursements and provided two training sessions, one in 2023
and one in 2024, to the Housing Investment and Portfolio Preservation and Housing Development
and Construction Services teams. Finance and Accounting staff have also regularly provided
guidance to Housing Investment and Portfolio Preservation and Housing Development and
Construction Services staff on a project-by-project basis as questions arise.
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According to the Portland Housing Bureau, the Finance and Accounting team has also continued
to review the results of the disbursement process and will adjust if issues arise. In September
2023, the Portland Housing Bureau Signature Authority Guidelines were revised and approved by
the City Attorney’s office. To ensure that the Bureau staff receive regular updates and training,
the Finance and Accounting senior staff meet monthly with Housing Investment and Portfolio
Preservation and Housing Development and Construction Services managers to provide regular
updates and address any ongoing concerns.

The FY 2022-23 audit did not have recommendations on documenting and staff training on
disbursement procedures.

(3) The FY 2021-22 audit recommended that the Housing Development and Construction Services
Manager and Housing Investment and Portfolio Preservation Manager should ensure that staff
are knowledgeable about use of the special contingency funds, which are not standard practice
in loan agreements, through training and team meeting discussions.

According to the Portland Housing Bureau, the Housing Investment and Portfolio Preservation
and Housing Development and Construction Services teams continue to discuss and cross train
on loan agreement structures, including all types of contingency funds, and meet to review
project specific requirements after the projects reach financial close. The two teams meet
monthly to review and develop processes and programs and have been discussing the creation of
a project funding compliance overview to inform senior construction coordinators on each
project’s funding requirements, including contingency funds and other non-standard agreements.

The FY 2022-23 audit did not have recommendations on contingency fund provisions in the loan
agreements.

(4) The FY 2021-22 audit recommended that the Housing Investment and Portfolio Preservation
Manager should report to the Bond Oversight Committee on options to allocate the Program
Delivery Fee to Portland Housing Bond Program projects because the Portland Housing Bureau is
not on track to collect the full amount of the Program Delivery Fee of $18.1 million.

According to the Portland Housing Bureau, the Housing Investment and Portfolio Preservation
Manager reported on the most current Program Delivery Fee figures at the April 2024 Bond
Oversight Committee meeting and will provide another update on the Program Delivery Fee
status at the 2025 BOC meeting.

The allocation of the Program Delivery Fee is discussed further below.

Bond Program Reporting on Demographics

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
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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 memo response to the Portland City Auditor two-year audit
update, the 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.? In addition,
the Bureau stated that tenant demographics are only available for two open bond projects (Ellington and
East Burnside). 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.

In our review of Bond Oversight Committee meeting materials for the FY 2022-23 audit year, we found
that Bureau staff presented on tenant demographics (such as income level, race and ethnicity and number
of children, seniors and adults with disabilities) for the following projects that have completed lease up:
Cathedral Village, The Joyce, Hayu Tilixam, and Crescent Court. Bureau staff also reported on tenant
demographics for the Emmons Place project during the March 2024 Bond Oversight Committee meeting.
However, tenant demographics are not available yet for the following four projects that have opened:3
Westwind, Anna Mann House, Las Adelitas, and Aurora. According to Bureau staff, initial tenant move-in
demographic data for Westwind, Las Adelitas, and Aurora was expected to be received in April 2024 and
is expected for Anna Mann House in April 2025. Bureau staff stated that notifications will be sent to
Westwind, Las Adelitas, and Aurora, informing project staff that demographic reporting is overdue.

2 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.

3 As reported “open” in the Portland Housing Bureau 2023 Progress Report
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At the beginning of FY 2022-23, nine of the 13 privately sponsored projects were under construction. In
addition, Crescent Court had completed construction, and Alder 9 and Francis + Clare Place were in
predevelopment. Hollywood Hub had not yet been approved for bond financing.

By the end of FY 2022-23, eight of the nine projects under construction at the beginning of the year were
completed and open, but the ninth project, Hazel Ying Lee, was still under construction. Crescent Court,
which had completed construction at the beginning of the year, was leasing up and stabilizing operations.
Alder 9 and Francis + Clare Place were under construction,* and Hollywood Hub was in predevelopment.
The status of the 13 privately sponsored projects in FY 2022-23 is shown in Exhibit 3 below.

Exhibit 3: Status of Portland Housing Bond Projects in July 2022 and June 2023

July 2022 June 2023
Pre- Lease Up/ Pre-
development Construction Open development Construction

Lease Up/
Open

Cathedral Village
Emmons Place
Starlight

The Joyce

Anna Mann House
Hazel Ying Lee
Hayu Tilixam

X X X X X

Las Adelitas
Crescent Court
Aurora

Alder 9

Francis + Clare
Hollywood Hub

X
X
n/a

X X X X X X X X

n/a

n/a

X X X X

Total

2

9

1

Source: Bond Oversight Committee Reports

By the end of calendar year 2023, three completed projects — Cathedral Village, Hayu Tilixam, and
Crescent Court — had stabilized operations and converted the bond-funded construction loans to
permanent loans. Six other completed projects were in varying stages of leasing up and stabilizing
operations.®

4 Francis + Clare Place closed on financing in June 2023, but actual construction did not begin until September 2023.
5 As of October 2024, six projects had converted the construction loans to permanent loans: Cathedral Village,
Crescent Court, Hayu Tilixam, Las Adelitas, The Joyce, and Westwind. Three projects — Anna Mann House, Emmons
Place, and Aurora — had received permanent Certificates of Occupancy; Anna Mann House and Emmons Place were
expected to convert to permanent financing in Fall 2024, and Aurora was expected to convert to permanent. Two
projects — Frances + Clare Place and Hazel Ying Lee — had received Temporary Certificates of Occupancy. Alder 9 was
in construction. Hollywood Hub had not yet closed on financing.
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Approval and Disbursement of Portland Housing Bond Funds

In FY 2022-23, the Portland Housing Bureau disbursed approximately $59.4 million in Housing Bond funds
to eleven housing projects in 43 separate disbursements. Requests by housing sponsors (“borrowers”) to
disburse Portland Housing Bond funds consist of:

1. The Loan Disbursement and Bond Compliance Certification forms, signed by the borrower, and
included in Exhibit G of the loan agreement;

2. The Request for Loan Disbursement, signed by the Senior Construction Coordinator, Housing
Development and Construction Services Manager, and the Department Deputy Director;

3. Invoices and supporting documentation provided by the borrower; and

4. Documentation by the Senior Construction Coordinator of site visits.

The disbursement of Housing Bond funds in FY 2022-23 is summarized in Exhibit 4 below.

Exhibit 4: Disbursement of Bond-Funded Loans in FY 2022-23

FY 2022-23
Loan Amount Disbursement Disbursement as Number of

Project Amount % of Loan Disbursements
Anna Mann House $12,544,000 58,868,248 71% 7

Las Adelitas 15,020,934 3,908,092 26% 4
Cathedral Village 15,969,750 5,548,210 35% 5
Aurora 14,926,500 495,000 3% 1
Hayu Tilixam 7,971,500 4,177,829 52% 3
Emmons Place 19,786,343 2,427,096 12% 4
Westwind 12,662,077 851,854 7% 1
Alder 9 27,231,500 11,824,480 43% 6
Francis + Clare Place 9,421,891 2,085,777 22% 1
Hazel Ying 33,063,000 13,895,182 42% 10
Crescent Court 16,754,923 5,347,191 32% 1
Total $185,352,418 $59,428,958 32% 43

Source: Disbursements and Bond Oversight Committee Documents
Review of Loan Disbursement and Bond Compliance

The 2016 Portland Housing Bond, Measure 26-179, and Oregon State Constitution Article XI 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
to the acquisition, development, and construction of a project, but not costs associated with financing. As
in previous audit years, 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.

Our review of the 43 disbursements in FY 2022-23 found that:

Harvey M. Rose Associates LLC
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II.  Audit Results FY 2022-23

= Senior construction coordinators conducted site visits for each disbursement during project
construction;®

= Each request for disbursement included video verification of the sponsor’s request;

= Each disbursement request included certification signed by the borrower (Exhibit G: Bond
Compliance Certification Form) 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; and

= |Invoices for each of the disbursements were consistent with the Bond Measure and the capital
costs requirement and included accurate documentation.

Final Cost Certification

The Portland Housing Bureau’s loan agreements for bond-funded loans provide for the borrower's
Certified Public Accountant to certify at the time of the final disbursement that all loan proceeds have
been applied only to capital costs. Crescent Court, Cathedral Village, and Hayu Tilixam received final
Housing Bond disbursements in FY 2022-23. Each project submitted the final cost certification from the
sponsor’s Certified Public Accountant. For these three projects, the Certified Public Accountants found
that eligible costs exceeded the amount of the bond funded loan and disbursements to the project
sponsor, indicating that these disbursements complied with the Bond Measure and respective loan
agreements.

Project Savings, Delays, and Early Release of Holdback Funds

Project Completion and Conversion to Permanent Loan

Portland Housing Bond construction loans are converted to permanent loans when housing construction
is completed; the housing project receives its permanent Certificate of Occupancy; and the housing units
are leased, and housing operations are stabilized. According to the Portland Housing Bond standard loan
agreement, construction loans convert to permanent loans when all conditions for the final bond
disbursement are met, and the borrower is not in default with loan provisions. The permanent loan is
administered by the Portland Housing Bureaus’ Risk Analysis and Compliance unit.

Project Savings

Prior to the final disbursement of bond funds, the project sponsor is to submit a revised financial proforma
for the project, reconciling project expenses, which is reviewed by Portland Housing Bureau staff and
analyzed for potential cost savings. The loan documents define distribution of any project savings. In FY

6 Site visits are not required for the initial disbursement at financial close or the final disbursement at project
completion.
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2022-23, two of the three projects for which the bond-funded construction loans funded were converted
to permanent loans had cost savings. Hayu Tilixam had project savings of $91,706 and Crescent Court had
project savings of $840,000.

Project Delays and Early Release of Hold Back Funds

While the Crescent Court and Hayu Tilixam projects were completed on time and within the project
budgets, many Portland Housing Bond projects experienced delays. Project delays contribute to increased
project costs due to increases in labor and supply costs and interest accrual on bank loans.

Holdback of Bond Funds
The Portland Housing Bond loan agreements provide for the holdback of a portion of bond funds until

final conversion of the construction loan to the permanent loan. The Portland Housing Bureau does not
have a documented policy on the percentage of bond funds to be held back until the final conversion of
the construction loan to the permanent loan, and in the Portland Housing Bond loan agreements for the
12 projects that were active in FY 2022-23, six loan agreements provided for the holdback of bond funds
equal to 5 percent of the loan amount and six agreements provided for the holdback of bond funds equal
to 10 percent of the loan amount. According to Portland Housing Bureau staff, the holdback amount of
10 percent has been deemed to be too high and future loan agreements will reduce the amount to 5
percent.

The standard loan agreements for bond-funded loans detail the conditions that the project must meet
prior to final disbursement of loan funds, including completion of construction, lien waivers from the
general contractor and subcontractors confirming that they have been paid in full, and obtaining a final
Certificate of Occupancy. The loan agreements allow the Portland Housing Bureau to approve the early
release of a portion of the holdback amount if the released funds are used for project development costs.

Early Release of Holdback Amounts

In FY 2022-23, the Portland Housing Bureau approved early release of a portion the holdback amounts for
four projects.” In accordance with Bureau policy, early release of a portion of the holdback amount can
be approved administratively by the Housing Investment and Portfolio Preservation Manager, and
documentation of the early release of the holdback funds is included in the Housing Investment
Committee document library. The Portland Housing Bureau approved early release of a portion of the
holdback amounts for the Westwind project, reducing the holdback amount from 10 percent to 5 percent
of the bond-funded loan, and for the Anna Mann House, Emmons Place, and Aurora projects, reducing
the holdback amount to 2.5 percent of the bond-funded loan, as shown in Exhibit 5 below.

7 The hold back amount for a fifth project - The Joyce - was reduced from 10 percent to 5 percent in FY 2022-23, but
these amounts were allocated to a Portland Housing Bureau loan funded by other sources.

Harvey M. Rose Associates LLC
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II.  Audit Results FY 2022-23

Exhibit 5: Early Release of Holdback Amounts for Four Projects in FY 2022-23

Anna Mann Emmons

House Aurora Place Westwind
Holdback Percent 10% 10% 5% 10%
Released (7.5%) (7.5%) (2.5%) (5.0%)
Retained 2.5% 2.5% 2.5% 5.0%
Holdback Amount $1,254,400 $1,492,650 $989,317 $1,707,704
Released (940,800) (1,119,488) (494,659) (853,852)
Retained $313,600 $373,163 $494,659 $853,852
Total Bond Fund Allocation $12,544,000 $14,926,500 $19,786,343 $12,662,077
Bond Funds Spent (June 2024) (12,418,560) (12,550,963) (19,291,684) (11,810,223)
Remaining Bond Funds ? $125,440 $2,375,537 $494,659 $851,854

Source: Portland Housing Bureau Disbursement and Financial Documents and Email Exchanges

2 The Portland Housing Bureau approved an additional release of holdback amounts for the Anna Mann
House project in FY 2023-24.

The holdback of funds until the conversion of the construction loan to the permanent loan is to ensure
that all loan conditions have been met, including payment of contractors and subcontractors,
documented waivers of liens against the project, completion of permits, and obtaining the Certificate of
Occupancy. Early release of the holdback amount increases the risk that conditions for converting the
construction loan to a permanent loan may not be met in full. According to the Portland Housing Bureau
Housing Investment and Portfolio Preservation Manager, the Portland Housing Bureau relies on the
expertise of the project team to ensure that early release of the holdback amounts does not increase the
risk that the project will not meet the conditions to convert from a construction loan to a permanent loan.

As of October 2024, of the four projects approved for early release of the holdback amount in FY 2022-
23, the Westwind project had converted the bond-funded construction loan to a permanent loan and
realized cost savings at the end of the project. The Anna Mann House and Emmons Place projects were
expected to convert their construction loans to permanent loans in Fall 2024, and the Aurora project was
expected to convert the construction loan to a permanent loan in 2025. These three projects were not
expected to realize cost savings at conversion.

The Portland Housing Bureau approves early release of holdback amounts to ensure sufficient funding to
complete construction of the project. The standard loan agreement language states that “An earlier
partial release of the Holdback may be made at PHB’s option if Borrower provides information that verifies
the released Holdback will be used for actual development costs, including approved and permitted
change orders and is subject to Project Cost Savings.” Because reducing the holdback amount to 2.5
percent or less of the loan amount increases the risk that sufficient funds are not available at the end of
the project to meet financial requirements, including waiver of all liens, obtaining necessary permits, and
other requirements, the Portland Housing Bureau should document guidelines for Bureau staff in
evaluating and recommending the borrower’s request for early release of holdback funds. Portland
Housing Bureau staff should also report to the Bond Oversight Committee at the annual meeting in March
2025 on the decision to approve early release of holdback funds and impact on the project.

Harvey M. Rose Associates LLC
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II.  Audit Results FY 2022-23

Program Delivery Fee

The Portland Housing Bureau may collect up to 7 percent of the $258.4 million Portland Housing Bond
proceeds to cover the Bureau’s administrative costs. The Portland Housing Bureau revised Program
Delivery Fee guidelines in July 2021 to define administrative costs to be charged to bond-funded projects
and increased project awards to cover the cost of the Program Delivery Fee, which was to be paid from
non-bond sources. While the total allowable Program Delivery Fee amount is $18.1 million, the actual
amount allocated to projects in the 12 completed loan agreements is $12.2 million, as shown in Exhibit 6
below. The Portland Housing Bureau did not allocate the Program Delivery Fee to the purchase by the City
of the Ellington and East Burnside apartments, and as of October 2024, had not yet completed the loan
agreement for, and allocated the Program Delivery Fee to, the Hollywood Hub project.

Exhibit 6: Allocation of Program Delivery Fee to 12 Bond-Funded Projects as of October 2024
Program Delivery Fee

Projects Amount in Loan Agreement
Anna Mann House $820,636
Las Adelitas 984,548
Cathedral Village 1,044,750
The Aurora 976,000
Crescent Court 1,096,116
Hayu Tilixam 521,500
Emmons Place 1,294,434
The Joyce 52,500
Westwind 828,360
Hazel Ying Lee 2,152,401
Alder 9 1,781,500
Francis + Clare 616,386
Hollywood Hub n/a
Total $12,169,131

Source: Loan Agreements for Portland Housing Bond Projects

The Portland Housing Bond loan agreements provide for the Program Delivery Fee to be collected in
increments when the project closes on financing and when the project receives the Temporary Certificate
of Occupancy. As of FY 2023-24, the administrative charges incurred by the Portland Housing Bureau and
attributable to the Program Delivery Fee exceed the amount of the Program Delivery Fee included in the
loan agreements and the amount of the fee collected from the projects, as shown in Exhibit 7 below.

Harvey M. Rose Associates LLC
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II.  Audit Results FY 2022-23

Exhibit 7: Program Delivery Fee Charges and Collections as of FY 2023-24

Charges Allocated to  Program Delivery Collection (Under)/

Program Delivery Fee Fee Collection Over Charges
Bond Issuance Costs $1,693,114 (51,693,114)
FY 2018-19 1,526,183 (1,526,183)
FY 2019-20 1,967,509 (1,967,509)
FY 2020-21 1,855,485 3,865,378 2,009,893
FY 2021-22 2,379,605 3,137,027 757,422
FY 2022-23 1,532,674 2,398,807 866,133
FY 2023-24 1,329,825 939,685 (390,139)
Total $12,284,395 $10,340,898 (51,943,497)
Fee Amount in Loan Agreements 12,169,131
Fee Amount < Fee Charges (5115,264)

Source: Portland Housing Bureau Finance and Accounting Unit and Bond Program Loan Agreements

As of the writing of this report, the Portland Housing Bureau had not completed the Portland Housing
Bond loan agreement for the Hollywood Hub project, although, according to Bureau staff, the estimated
Program Delivery Fee amount to be included in the agreement is approximately $4.0 million. Based on
actual charges allocated to the Program Delivery Fee in FY 2022-23 and FY 2023-24, the remaining
allocation of $4.0 million may be sufficient to cover future charges. However, potential delays in
completing projects and converting bond-funded construction loans to permanent loans could extend the
Portland Housing Bond program and associated administrative charges to the Program Delivery Fee. To
ensure sufficient oversight of allocation and collection of the Program Delivery Fee, the Portland Housing
Bureau should (a) ensure sufficient allocation of the Program Delivery Fee in the Hollywood Hub loan
agreement, and (b) report to the March 2025 Bond Oversight Committee meeting on the total Program
Delivery Fee allocation to projects, total Fee collection as of March 2025, and total administrative costs
allocated to the Portland Housing Bond Program.

Recommendations

Recommendation 1: The Housing Investment and Portfolio Preservation Manager should, because partial
release of the holdback amount increases the risk that sufficient funds are not available at the end of the
project to meet the loan requirements, (a) document guidelines for Bureau staff in evaluating and
recommending the borrower’s request for early release of holdback funds, and (b) report to the Bond
Oversight Committee at the annual meeting in March 2025 on the decision to approve early release of
holdback funds and the impact on the project.

Recommendation 2: The Housing Investment and Portfolio Preservation Manager, in coordination with
the Finance and Accounting Manager, should, to ensure sufficient oversight of allocation and collection
of the Program Delivery Fee to the Portland Housing Bureau, (a) ensure sufficient allocation of the
Program Delivery Fee in the Hollywood Hub loan agreement, and (b) report to the March 2025 Bond
Oversight Committee meeting on the total Program Delivery Fee allocation to projects, total Fee collection
as of March 2025, and total administrative costs allocated to the Portland Housing Bond Program.

Harvey M. Rose Associates LLC
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Portland
Housing Bureau

November 21, 2024

Severin Campbell, Principal
Harvey Rose Associates LLC
1390 Market St # 1025

San Francisco, CA 94102

Dear Severin Campbell,

The Portland Housing Bureau (PHB) greatly appreciates the work performed by Harvey Rose Associates
LLC in compiling the FY 2022-23 financial audit and providing recommendations for the Portland Housing
Bond (“Bond”) program.

The FY 2022-23 Audit noted that the Portland Housing Bond Program activities and disbursement of
Bond funds in FY 2022-23 complied with the City of Portland November 2016 measure approving the
issuance of general obligation bonds to develop affordable housing and Oregon Measure 102, approved
in November 2018. The audit further noted that the documents, guidelines, and memos the Portland
Housing Bureau has developed to properly administer Portland Bond funds have been effective in
standardizing Portland Housing Bond Program processes. We appreciate the opportunity for
improvement as detailed in the recommendations.

Below are responses to the two recommendations cited in the FY 2022-23 Portland Housing Bond Audit
report:

Recommendation 1:

The Portland Housing Bond loan agreements provide for the holdback of a portion of bond funds until
final conversion of the construction loan to the permanent loan to ensure that all loan conditions have
been met, including payment of contractors and subcontractors, documented waivers of liens against
the project, completion of required permits, and obtaining the Certificate of Occupancy. In FY 2022-23,
the Portland Housing Bureau approved the early release of a portion of the holdback amounts for four
projects to provide sufficient funds for these projects to complete construction. Because the early
release of a portion of the holdback amount increases the risk that sufficient funds are not available at
the end of the project to meet the loan requirements, the Portland Housing Bureau should document
guidelines for Bureau staff in evaluating and recommending the borrower’s request for early release of
holdback funds to ensure consistency in approving the early release of funds and minimize the risk that
the early release of a portion of the holdback amount retains sufficient funds at the end of the project to
meet loan requirements. Portland Housing Bureau staff should also report to the Bond Oversight
Committee at the annual meeting in March 2025 on the decision to approve the early release of a
portion of holdback funds and the impact on the project.
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PHB Response:
PHB will report the approval of early release of a portion of the holdback amounts to BOC, including the
impact on the project, and will create guidelines for approval.

Recommendation 2:

The Portland Housing Bureau may collect up to 7 percent of the $258.4 million Portland Housing Bond
proceeds to cover the Bureau’s administrative costs. While the total allowable Program Delivery Fee
amount is $18.1 million, the actual Program Delivery Fee amount allocated to projects in the 12
completed loan agreements was $12.2 million. As of the writing of this report, the loan agreement for
the thirteenth bond-funded project — Hollywood Hub — had not yet been completed. According to the 12
completed loan agreements, the Program Delivery Fee is collected from the project sponsors in two
increments: when the project closes on the bond-funded loan and when the project obtains the
Temporary Certificate of Occupancy. As of June 2024, the administrative charges incurred by the
Portland Housing Bureau and attributable to the Program Delivery Fee exceeded both the amount of the
Program Delivery Fee included in the 12 completed loan agreements and the actual amount of the fee
collected from the 12 project sponsors. To ensure sufficient oversight of allocation and collection of the
Program Delivery Fee, the Portland Housing Bureau should (a) ensure sufficient allocation of the
Program Delivery Fee in the Hollywood Hub loan agreement, and (b) report to the March 2025 Bond
Oversight Committee meeting on the total Program Delivery Fee allocation to projects, total Fee
collection as of March 2025, and total administrative costs allocated to the Portland Housing Bond
Program.

PHB Response:

PHB reports to BOC on the total Program Delivery Fee allocation to projects, total Fee collection, and
total administrative costs allocated to the Portland Housing Bond Program as part of the BOC periodic
reports. Based on current projections, the total collected Program Delivery Fee is expected to be 6.7% of
the Bond project costs. PHB will closely monitor the allocation of the PDF in the Hollywood Hub loan
agreement.

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

Sincerely,

Digitally signed by Angel
An_qel Landron-Gonzalez
GOﬂZé'GZ Date: 2024.11.21

14:47:19 -08'00'

Angel Landron Gonzalez
Deputy Director, Portland Housing Bureau
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