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CONFIDENTIAL MEMORANDUM
DATE:
February 13, 2006
TO:
Chair Parsons
Commissioner Blomgren
Commissioner Ferrán 
Commissioner Kadri
Commissioner Rosenbaum

FROM:
Bruce A. Warner, Executive Director
SUBJECT:
Vanport Square Redevelopment – Project Update

The Vanport Square Redevelopment is intended to provide well-designed, quality, sustainable development on NE Martin Luther King Jr. Boulevard and to offer ownership opportunities to local, small businesses.  The small business condominium owners would derive benefit from a low interest PDC loan, a land write-down and New Markets Tax Credit proceeds. This memorandum provides updated information on the status of the Vanport Square Redevelopment Project (Phase I - Marco Building) and a recent proposal from the developers for moving forward with Phase II and Phase III of Vanport Square.  At the March 8, 2006 Commission Meeting, staff will present a Disposition and Development Agreement (DDA) with Vanport Partners, LLC for the Phase I project for Board consideration.
BACKGROUND

Through an extensive Request for Proposal (RFP) process Vanport Partners, LLC was selected as the developer for a multi-phase, multi-block Vanport Square redevelopment in December 2001.  The development team included Ray Leary, Jeana Woolley and the Gerding/Edlen Development Co. LLC.  The development strategy during the first two years was to develop a neighborhood retail and services center and to recruit a large anchor tenant.  Serious negotiations took place with multiple regional/national grocery chains and other potential large tenants that ultimately proved unsuccessful.

In the summer of 2004, the Portland Family of Funds (PFF) introduced the possibility of Vesta Corporation (Vesta) as an anchor tenant for the Vanport Square Redevelopment.  Vesta would have operated an incoming call center at Vanport Square, occupying approximately 25,000 sf out of 50,000 sf in a Phase I redevelopment.  During this time period, the development team was reconfigured.  Gerding/Edlen Development Company, LLC decided to change its participation in the project from a principal member of the development team to one of construction management, while PFF became the principal member in the development partnership.  The first DDA for Vanport Square was executed in February 2005 with Vanport Properties, LLC, a subsidiary of the Portland Family of Funds, LLC.  Upon property conveyance, scheduled for the summer of 2005, Vanport Partners, LLC and Vesta would have

become part of Vanport Properties, LLC with all three entities participating in the ownership of the development.  In April 2005, Vesta decided not to go forward with the transaction.
After the departure of Vesta and with the DDA with Vanport Properties, LLC due to expire on July 15, 2005, key decisions had to be made about: 1) the future disposition and development strategy for Vanport Square and 2) the continued involvement in the project for Vanport Partners, LLC (Ray Leary and Jeana Woolley).

Between April and July 2005, Portland Development Commission (PDC) staff, in consultation with PFF, the development team, commercial real estate brokers and the Project Advisory Committee (PAC), discussed and evaluated multiple options for moving the Vanport Square project forward.  The final recommendation that was presented to and accepted by PDC’s Board at the July 13, 2005 Commission Meeting contained the follow key points:

· Construct a neighborhood retail/service center, featuring smaller tenants to conform to neighborhood wishes, market realities and have the best chance at success;

· Negotiate directly with Vanport Partners, LLC as the principal development agent for Phase I of Vanport Square in the belief that this strategy would lead to a successful project in the shortest possible time frame; and

· Have PFF move from a principal entity of the development team to a purely financial role, allowing them to focus on their core competency to structure New Markets Tax Credit transactions.

At the meeting, the Board authorized the Executive Director to begin negotiations with Vanport Partners, LLC for the Phase I of the Vanport Square Redevelopment Project.  These negotiations lead to a Memorandum of Understanding (MOU) (see Exhibit A) executed on August 31, 2005.  The directions given by Board on July 13, 2005 were:

· Develop a neighborhood service and retail center of 30,000 - 40,000 sf of useable space to bring much needed services to the northeast community;
· Develop the project within a range of $6 – 8 million;
· Build the project to serve as a model of well designed, high quality, sustainable “green” development;
· Offer space as “for sale” commercial condominiums to local small businesses allowing them to stay in Portland or expand their businesses to northeast Portland; and
· Retain and expand jobs;
· Obtain purchase commitments for at least 50 percent (or 11,000 sf) of the Marco Building’s usable space.

MOVING FORWARD AFTER JULY, 13 2005 COMMISSION MEETING

The Board was willing to move forward with Vanport Partners, LLC in the principal developer role conditioned upon augmentation of their development team.  This requirement was fulfilled before the execution of the MOU in August 31, 2005 with the additions to the development team of Jeff Sackett, development consultant, of Capstone Partners, and Michele Reeves, commercial real estate broker specializing in N/NE Portland, from Windermere/Cronin & Caplan Realty.

As of the date of this memorandum, the development team has signed purchase and sale agreements for over 60 percent of the usable space in the combined Marco building and planned new construction on the site for total reserved space of over 22,800 sf.  The businesses that have currently reserved space in Vanport Square are owned by and would service a diverse cross section of the community.  Please refer to Vanport Square Project Map Attachment A and Vanport Square Site Plan Attachment B for illustrations on the project.
STATUS OF DDA NEGOTIATIONS

Staff is prepared to bring to the Board for consideration a DDA for the Phase I Redevelopment of Vanport Square at the March 8, 2006 Commission Meeting.  If the Board approves the DDA, the Phase I site would be conveyed to Vanport Partners, LLC in September of 2006 at construction start with a projected construction completion in September 2007.  The key terms and conditions of the DDA are as follows:

· Phase I of Vanport Square will use a New Markets Tax Credit allocation of $10,000,000 from Portland New Markets Fund I;

· Phase I land conveyed at $500,000;

· Maximum total project cost (including land) of $8,700,000 or $207 per sf of total building space of 42,000 sf;

· Maximum PDC construction loan to project of $6,800,000 (1 year, 0%);
· Maximum PDC senior loan to project of $6,800,000 (30 years, 3%, interest deferred for 10 years);

· Net New Markets Tax Credit proceeds of $1,834,000 to be invested in project;

· Net Business Efficiency Tax Credit Proceeds of $66,000 to be invested in project;

· Condominium purchasers will be required to privately finance all tenant/owner improvements, furniture, fixture and equipment above base level included in hard cost budget ($10 per sf), and PDC, PFF and Developers will work with local community bank(s) to structure tenant improvement loans to condominium purchasers, subject to bank underwriting guidelines;

· PDC will subordinate its collateral interest in condominiums to provider of tenant improvement loan(s);

· Loans to condominium purchasers will be assumable upon PDC approval;

· PDC will have the right to approve condominium purchasers based on underwriting guidelines set forth by PDC Economic Development Department loan guidelines;

· Developer fee will be 5% of total project costs; and

· Units must be sold “at cost” to condominium purchasers.

ISSUES AND CONCERNS
Land Sale Price

The proposed land sale price of $500,000 represents a reduction in the estimated market value of the property.  The Marco Machine Works property was acquired by the PDC in 2000 for $1,375,000.  Earlier DDA negotiations were based on a $500,000 land sale price and due to the goal or working with small, local businesses, the land write-down value has been held constant.  A recent draft appraisal by PGP Valuation estimates appraised market value to be $2,650,000.  However, PGP did not consider the high cost of seismic upgrades to the Marco building and is currently reconsidering their preliminary appraised value and staff is awaiting an updated appraisal.

The project cost estimate of $8,700,000, which includes the land sale price of $500,000, places cost per square foot at $207 for 42,000 sf of total space.  A 6 percent sales charge will be assessed to condominium purchasers to finance real estate brokerage fees, closing costs and other fees.  A small portion ($_______) of the 6 percent fee will be paid to Vanport Partners, LLC and the balance will be paid to the real estate broker.  This 6 percent sales charge will bring the total cost per square foot to $219; which is at the upper end of what can be charged to local, small businesses currently scheduled to participate in the project.  A land sale price above the $500,000 proposed amount could make the project as currently structured unfeasible.  It is important to note, that the benefit associated with a land sale below market value will accrue to the local, small businesses that are purchasing space, not the development team.

Total Project Costs

In July of 2005, staff presented to Commission an estimated total project cost of $8,000,000 or $200 per sf for a development of 40,000 sf of total space.  The current estimate of $8,700,000 ($207 per sf) is based on 42,000 sf of total space.  The additional $7 per square foot is due to escalations in construction materials and updated architectural plans.

PDC Loan
The PDC’s financial assistance to the project will be in the form of a $6,800,000 loan (one-year construction loan at 0 percent interest rate and 30-year senior permanent loan) that would carry an interest rate of 3 percent during the 30-year term with an interest deferment for the first 10 years.  The interest deferment gives the local, small businesses the debt service capacity to privately finance substantially all of their tenant improvements and equipment purchases.  These tenant improvements and equipment purchases are estimated to be at least $2,400,000 and represent a substantial private investment in the project. The Albina Community Bank has expressed strong interest in providing a tenant improvement loan package to perspective condominium purchasers.

Managing Risk

Emphasizing locally owned, small business has substantial community benefits but also brings additional risk to the project.  In order to mitigate some of this risk, PDC will allow real estate loans to the individual condominium owners to be assumable upon PDC approval.  To further mitigate risk, PDC will review and approve all prospective condominium purchasers to ensure their financial viability.
BENEFITS OF PHASE I PROJECT
The Vanport Square Phase I project represents a substantial PDC investment for the revitalization of NE Martin Luther King Jr. Boulevard and the NE Portland community.  The benefits of this investment include but are not limited to:
· The addition of 42,000 sf of needed retail and service space to NE Martin Luther King Jr. Boulevard;
· Facilitating local wealth creation by providing 12 to 15 local, small businesses the opportunity to own their place of business;

· The expansion and/or retention of up to 75 jobs in Portland , included both entry level and quality job positions;
· Creating a model of “green” sustainable development; and
· Stimulating private investment on NE Martin Luther King Jr. Boulevard.
ADDITIONAL NEGOTIATIONS FOR PHASES II AND III
Since 2004, the Vanport Square Redevelopment Project has been contemplated to be a phased project.  Phase II was expected to include “for sale” housing between NE Sumner and NE Emerson streets, and Phase III was planned to be continued commercial development between NE Alberta and NE Emerson.  The Vanport Square Project Map (Attachment A) illustrates the location of the project phases.  The MOU executed on August 31, 2005 provided Vanport Partners, LLC with additional negotiation rights with the PDC for the future phases of the project upon success with Phase I.  This right has been incorporated into the proposed DDA.
In late January, Vanport Partners, LLC presented to me and Development Department Director Cheryl Twete, a preliminary proposal for Vanport Phase III.  Vanport Partners, LLC would partner with Dorn-Platz and Company for the Phase III project.  Dorn Platz has extensive experience in commercial real estate development in both California and Oregon; they have successfully completed the long stalled Beaverton Round development and currently have under construction a commercial center adjacent to the Hollywood transit center in NE Portland.
Dorn-Platz would bring the benefits of private equity and access to commercial lending along with relationships with credit tenants.  These attributes, combined with Vanport Partner, LLC knowledge of the local market and community, increase the potential for a successful Phase III project.  Dorn-Platz’s interest in partnering with Vanport Partners, LLC was facilitated by recent progress on the Phase I redevelopment.  Vanport Partners, LLC and Dorn-Platz stated that they would not request financing from PDC, but would request PDC to negotiate a land sale below appraised market value.  Their preliminary request is a complete land value write-down.  PDC has made no commitments to a land sale below market value.
The preliminary plan calls for a 47,000 sf commercial center anchored by a 24 Hour Fitness center and a Starbuck’s Coffee house.  In addition to the anchor tenants, the development would include 9,000 sf of retail space.  No “for sale” spaces are proposed in this phase.  The development team estimates that the project could create over 100 new jobs and bring an additional 9 businesses to the neighborhood
Staff has requested the following information from the developers in order to evaluate the request:

1. Detailed estimated development costs, including hard and soft construction costs;
2. Operating proforma that estimates cash flows during construction, lease-up and stabilized operations;
3. Preliminary financing plan;
4. Development schedule;
5. Roles and responsibilities of the development team members; and
6. Summary of LLC agreement and terms.
I have also reminded Vanport Partners, LLC of the importance of keeping focused on completing Phase I and developing the Phase II housing either before or concurrently with Phase III in order to keep PDC’s commitments to the community.  We will keep you abreast of these negotiations as they proceed, if the Commission supports moving forward with these additional negotiations.
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