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PORTLAND DEVELOPMENT COMMISSION

Portland, Oregon

	DATE:


	June 12, 2002

	TO:


	The Commissioners

	FROM:


	Donald F. Mazziotti

	REPORT NO:


	02-44

	SUBJECT:
	Recommend Approval of Property Tax Abatement Application to the City of Portland Planning Commission and City Council for the Hoyt Street Apartments Project in the River District Urban Renewal District.


BACKGROUND

Pearl 2002 LLC (Pearl) has applied for a property tax abatement for a new rental housing project known as Hoyt Street Apartments (Project) at NW Ninth Avenue and NW Hoyt Street in the Pearl District.  According to Chapter 3.104 of the City Code, the Portland Development Commission shall review the application and make a recommendation on the request to the Planning Commission and City Council.  

The property tax abatement, if approved by the City, exempts the value of the project’s residential improvements from taxation for a period of ten years.  During this period, the property owner continues to be liable for property taxes on the value of the land.

PROJECT DESCRIPTION

Scheduled for construction in late 2002, the redevelopment of this full block includes 175 market rate rental apartments on five floors, 11,024 square feet of ground floor commercial space, and 173 parking spaces, primarily below grade. The building will have five floors of type V wood frame over a concrete base.  The exterior of the building will have an elastomeric stucco surface (building plans are attached).

PUBLIC BENEFITS

The Project meets many of the City’s housing goals as specified in the Comprehensive Plan:  

· The Project will redevelop a vacant full block parcel in the Pearl District, which is called for in Section 4.1 (E):  “Encourage the efficient use of infrastructure by focusing well-designed new and redeveloped housing on vacant, infill, or under-developed land;” 

· The Project will front on the Central City Streetcar, which is called for in Section 4.3 (A):  “Place new residential developments at locations that increase potential ridership on the regional transit system and support the Central City as the region’s employment and cultural center;” and

· The Project will provide rental opportunities in the Pearl District, which has been developed primarily as condominiums, which is called for in Section 4.10 (E):  “Support opportunities for renter households by providing a range of housing types, sizes, and rent levels throughout the city.” 

The Project satisfies one of the housing objectives called for in the Pearl District Development Plan:  

· The Project will provide rental opportunities in the Pearl District, which has been developed primarily as condominiums, which is called for in Housing Objective 1:  “Support and promote the development of a wide range of housing types for all income levels as outlined in the adopted River District Housing Implementation Strategy of 1999.”

Finally, the Project will provide the following additional public benefits, as required by the City Code (Chapter 3.104.040):

· Rental Rates.  The project will provide dwelling units at rental rates accessible to a broad income range.  Rental housing is generally affordable compared to for-sale housing.

· Recreation facilities or space.  The project will include an on-site fitness and exercise room for use by the project’s residents.  In addition, the project will include a rooftop recreation area including a community gathering room, restrooms, two sundecks, a spa, indoor and outdoor fireplaces, and landscaping.  The recreation area is oriented toward the West Hills and the sunset view.

· Open spaces.  The project contains a landscaped courtyard area accessible to the public during normal office business hours.  This space will provide a quiet area for residents and the public to sit and relax, eat lunch, or meet with people.  Preliminary plans include a water feature that will fill the courtyard with quiet sound.  For resident security, the courtyard will be closed to the public at night but lighting will highlight the courtyard from the sidewalk and streetcar line. 

· Public Meeting Rooms.  The project will contain a business center with computers, fax machines and Internet access and a conference room.  The business center and conference room are primarily for use by the project’s residents but the conference room will be available for small neighborhood and community meetings.  On-site management staff will schedule availability.

· Facilities supportive of the arts.  The project developer will work with the Pearl Arts Foundation to commission artwork for the project.  Preliminary discussions have centered on the retail awnings facing the streetcar line.  One artist would be chosen to create all the retail awnings but each awning would have individual character.  Preliminary discussions also include locating a signature commissioned piece of artwork in the courtyard framed by the entryway arch on NW 10th Avenue and visible from the streetcar line.

· Facilities for the handicapped.  The entire project will be designed to be accessible for the handicapped.  All areas are elevator served.

· Commercial use.  The property is currently vacant except for a small surface parking lot that adds no character or street level activity to the neighborhood.  The project will include two large retail areas.  The large restaurant space at the corner of NW 10th and Hoyt will activate the entire intersection.  Independent development of commercial uses on the site is not allowed by zoning so development of the project is necessary to provide active commercial uses on the site.

· Sustainability.  The project is being designed and will be constructed with sustainability in mind.  The developer is working with Ecotrust to source sustainably harvested wood and recycled materials for the project.  The developer is a large wood user and seeks to help create the market for sustainably harvested lumber.

· Density near transit.  The project capitalizes on the City’s investment in the streetcar line by maximizing the density achievable for stick-frame apartments.  The courtyard entrance that will serve at the primary pedestrian entrance to the apartments is located on the streetcar line.   The density impact will be offset by high quality exterior materials and architecture.

· Alternative transportation.  The project will actively promote the use of public transportation and alternate means of transportation.  Project managers will actively promote the streetcar and the project’s location within the fareless square.  The project manager manages projects on the light rail line and has worked with TriMet to promote public transportation.  TriMet schedules and materials will be located in the building lobby.  Project managers will also promote a car sharing service such as the Flexcar program.  The developer has worked with Flexcar and similar programs at other community locations and actively supports such programs.

FINANCIAL EVALUATION

The total development budget for the Project is $29.7 million.  Project financing will be provided by a private loan and developer equity.  Pearl has submitted three detailed proformas, showing (1) the financial performance of the Project with the tax abatement, (2) the financial performance of the Project without the tax abatement, and (3) the financial performance of the Project with the rents necessary to achieve feasibility without the tax abatement.  

As shown in scenario 1, the Project’s internal rate of return is 9.28% during the 10 year period of the abatement.  This is within the 10% threshold typically applied with the program. 

As shown in scenario 2, the Project’s internal rate of return is –1.71% during the 10 year period without the tax abatement.  In this scenario, the Project would not likely be eligible for financing without a much greater developer equity contribution because of its inability to cover debt service.  The financial performance of the Project in this scenario certainly does not achieve a market return; therefore, the Project is not financially feasible without the abatement.

As shown in scenario 3, in order to achieve the 9.28% internal rate of return associated with the abatement, rents would need to be an average of $217 per month, or 17%, higher.  These rent increases are not possible at the present time; therefore the project is not financially feasible without the abatement.

Based on this analysis, the property tax abatement is required to achieve economic feasibility for the Project, as described in Section 3.104.010(D) of the City Code.

RECOMMENDATION

Approve the Resolution recommending the approval of a property tax abatement for the Hoyt Street Apartments project to the Planning Commission and City Council.

	
	

	
	Donald F. Mazziotti, Executive Director


ACTION

DF/AF

DF/AF


