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Exhibit A

Memorandum
May 27, 2008
To:
Mayor Potter and City Commissioners,

From:
Barbara Sack, City Planner

Cc:
John Marshall, Portland Development Commission

Subject:
Planning Commission’s Report and Recommendation on a Request to Extend 
the Term of a Ten-Year Tax Exemption for Nineteen Years for the MLK-Wygant 
Apartments
On May 20, 2008, the Planning Commission held a public hearing and made a recommendation to City Council on a requested 19-year extension of the tax exemption term for MLK-Wygant apartments.  City Council approved a ten-year tax exemption under the City’s New Multiple-Unit Housing tax exemption program for this project on January 15, 1997 by Ordinance No. 170841.  The exemption is set to expire June 30, 2008.  In exchange for the extension until 2027, the owner will enter into an agreement with PDC to keep all the units in this project affordable to low income households at or below 60 percent of area median income (MFI) and 8 of these units affordable to households at 50 percent MFI.  The project owner, MLK-Wygant LLC, represented by Jane Olberding, requests the extension so that the project can offer rents affordable to low income households for the duration of the required period of affordability required by PDC, which ends in 2027.  
Site Information

The MLK-Wygant apartments are located at 4606 NE MLK Jr. Boulevard.  The project occupies an entire half block on the east side of the Boulevard between NE Going and Wygant Streets in NE Portland and is located within the Oregon Convention Center urban renewal area. (See zoning and site map.)  The site is zoned RHd, High Density Residential, with a design overlay, and is in the Albina Community plan district.  This site was zoned for high-density residential use as part of the Albina Community Plan to encourage new high-density housing on NE MLK Jr. Blvd.  Previously, it had been zoned for general commercial use.
Project Information
The MLK-Wygant apartments is a three-story project consisting of three buildings with 38 rental units.  PDC selected this project after a competitive RFP process for the development of a mixed-use housing project in partnership with the King Neighborhood Association.  The project was built in 1997 and has 11 one-bedroom units, 14 two-bedroom units, 11-three bedroom units, and 2 four-bedroom units. It has a laundry room, 1800 square feet of ground floor commercial, and 25 on-site parking spaces.  (See photos of project.)
Affordability of Rental Units

This property is subject to three affordability agreements.  The first is a condition of approval in Ordinance No. 170841 granting this project the tax exemption which requires 60 percent of the units remain affordable to households at or below 60 percent MFI for the 10-year term of the exemption.  The second is a PDC Regulatory agreement requires that 20 percent of the units (8 units) be kept affordable to households at or below 50 percent MFI until 2027 in exchange for the receipt of a PDC loan.  The third is a requirement to maintain twenty percent of the units (8 units) affordable to households at 50 percent MFI by the State of Oregon Risk Share Loan program, which provided the majority of the project financing.  This last affordability requirement expires in 2028.  The State of Oregon Housing and Community Services has sent PDC staff a letter supporting the extension of the tax exemption.  (See Letter from Oregon Housing and Community Services of January 28, 2008.) The owner has voluntarily kept the rest of the units affordable to tenants whose incomes average less than 50 percent MFI. (For more financial information, see the PDC Loan Committee Approval with attached staff memo.)
The Property Tax Exemption

The MLK-Wygant apartments have a 10-year limited tax exemption allowed under City Code Chapter 3.104, the New Multiple-Unit Housing tax exemption program.  This program is available in the Central City and urban renewal areas.  This exemption applies to the improvements but not the land.  The State Statutes that enable this program allow a tax exemption to be granted to existing projects that are subject, or will be subject, to a public assistance contract to provide low income housing until June 30 of the year that the affordability agreement expires.  If this extension is approved, the housing units in this project will be required to remain affordable to low income households (at or below 60 percent MFI) by the Portland Development Commission until 2027.

PDC Review 

On May 8, 2008, PDC’s Loan Committee approved the PDC staff recommendation of approval of the 19-year extension of this tax exemption to the Planning Commission so that the affordability of this housing to low income households can be maintained. They found that the continuation of the tax exemption is necessary to the financial feasibility of the project as low income housing. If the full exemption on improvements is granted, the internal rate of return (IRR) is estimated to be 1.83 percent.  This is well under the maximum IRR of 10 percent allowed under City Code Chapter 3.104.  If an exemption was approved that would cover only the 8 units that will required to be affordable after the 10-year term for the exemption (covering the entire project) expires, the IRR would be -9.18 percent if the rents remained the same.  If no extension of the exemption were granted, the rate of return would be -15.16 percent if the rents remained the same. (See PDC staff report attached to the Loan Committee Approval.)  
The State of Oregon, which is the lender in first position on the property, has sent a letter to PDC stating that restricting all the units in the project to at or below 60 percent MFI is not in conflict with their loan agreement and that they endorse the extension of the property tax exemption. (See Letter from Oregon Housing and Community Services to Louise Laumann of January 28, 2008.)
Discussion:

After the expiration of the 10-year tax exemption, the owner will only be required to maintain 20 percent of the units in the project (8 units) affordable to households at or below 50 percent MFI because of affordability agreements with the State of Oregon and PDC.  The PDC agreement runs until 2027 and the State’s agreement runs until 2028.  The rents on the other 30 units would not be restricted.  The owner has agreed to keep these 30 units affordable to households at 60 percent MFI until 2027 in exchange for the extension of the tax exemption.  The alternative would be for the owner to only maintain the 8 units as affordable to low income households and raise the rents on the 30 other units to market rates in order to pay the full property taxes on the project.  
The owner would prefer to keep the project affordable.  The project is located in an area that has experienced some gentrification and the units are likely to command market-rate rents that are higher than the current rents.  
Planning Commission Review

City Code Chapter 3.104 requires the Planning Commission to review tax exemption requests under this program for consistency with City plans and policies and to make a recommendation to City Council on the scope and nature of the public benefits provided by the proposed project.  Since there is no prescribed process for changing the term of the tax exemption, the Planning Commission reviewed this requested change so that this request can follow the path of the original approval.  An exception to this process is that PDC recommendation is from the PDC Loan Committee rather than the Commission.  
Planning Commission Discussion Findings:

The public benefit provided in exchange for the tax exemption extension is the preservation of 30 units as low income housing including the 13 large units that can serve families with children. (The remaining 8 units are required to remain low income because of PDC and State regulatory agreements whether or not the exemption is extended.)  This project is a block from King School Park and about two blocks from King Elementary School.  The preservation of these low income housing units will support the City’s Schools, Families, Housing initiative by preserving affordable family-size units near a public elementary school.  Extending the term of the tax exemption also supports the City’s Comprehensive Plan Housing Policy, which calls for encouraging the retention of existing rental housing at rent levels affordable to area residents.  This project is located in the Albina Community Plan area which has experienced gentrification. If this extension is not granted, the rents will likely be raised on 30 of the project’s 38 units to cover the cost of increased property taxes.  
City Council Review
On January 2, 2008, City Council adopted a moratorium on accepting new applications under the New Multiple-Unit Housing program until the end of 2009 with the exception of projects with 100 percent low income housing by passage of Ordinance No. 181500.  Low income housing is defined in the ordinance as housing affordable to households at or below 60 percent MFI.  This project will meet that standard.

Recommendation:  Allow the nineteen-year extension of the term of the New Multiple Unit Housing tax exemption granted to the MLK-Wygant apartments for the purpose of preserving 38 rental units as affordable to, and reserved for, low income households.
Attachments: 
 Planning Commission Letter to City Council

 Zoning Map and Site Map
 Photos of MLK- Wygant apartments
 PDC Loan Committee Approval for MLK-Wygant Housing (without exhibits)

 Letter from Oregon Housing and Community Services of January 28, 2008
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