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DATE:
August 26, 2008
TO:
Mayor Tom Potter

FROM:
Eric Johansen, Debt Manager
RE:

* Give preliminary approval for the issuance of one or more new series of revenue bonds in an aggregate principal amount not to exceed $52,000,000 for the refinancing of the 2003 Economic Development Revenue Bonds (Broadway Project) (Ordinance)

1. INTENDED THURSDAY FILING DATE: 

August 28, 2008


2. REQUESTED COUNCIL AGENDA DATE:
September 10, 2008
3. CONTACT NAME & NUMBER:


Eric Johansen, Debt Manager, x3-6851
4. PLACE ON: ___CONSENT   _ (  REGULAR

5. BUDGET IMPACT STATEMENT ATTACHED:  _(_Y   _  _N    _  _N/A

6. (3) 0RIGINAL COPIES OF CONTRACTS APPROVED AS TO FORM BY CITY ATTORNEY

 ATTACHED: ____Yes ____No _(_N/A

7.
BACKGROUND/ANALYSIS 

Introduction and History – The attached ordinance provides City Council preliminary approval of an application submitted by Broadway Housing, LLC to issue revenue bonds on its behalf in an amount not to exceed $52,000,000.  The Ordinance also expresses the Council’s intent to issue one or more series of tax exempt and/or federally taxable revenue bonds (the “Proposed Bonds”) for the purpose of providing funds to refund all or a portion of the City’s outstanding Economic Development Revenue Bonds (Broadway Project), Series 2003A (Tax-Exempt) and all or a portion of the City’s outstanding Economic Development Revenue Bonds (Broadway Project), Series 2003B (Federally Taxable) (collectively, the “2003 Bonds”).  Proceeds of the Proposed Bonds are also intended to fund the termination payment of a related interest rate swap, a deposit to the debt service reserve fund and the costs of issuance of the Proposed Bonds. 
The Proposed Bonds will not be a debt of the City of Portland, the State of Oregon (the “State”), or any political subdivision thereof and neither the City of Portland nor the State or any subdivision thereof shall be liable thereon.
The 2003 Bonds were originally issued to finance costs of the acquisition, development and construction of approximately 384 units of student housing, 21,135 square feet of retail space, and 20,800 square feet of academic space located at 625 SW Jackson Avenue in Portland, Oregon (the “Project”).  The owner of the Project is Broadway Housing, LLC (the “Borrower”), an Oregon limited liability company whose sole member is Portland State University Foundation, Inc., an Oregon nonprofit corporation.
The 2003 Bonds were issued as variable-rate demand bonds and were insured by Ambac Assurance Corporation, which was rated triple “A” at the time the 2003 Bonds were issued. Concurrently with the  issuance of the 2003 Bonds, the Borrower entered into a floating-to-fixed interest rate swap. The swap allowed the Borrower to achieve a synthetic fixed interest rate payment. 

Subsequently, Ambac Assurance Corporation has been downgraded from its triple “A” rating to double “A”, with a high risk of further downgrading.  The rating downgrade has caused interest rates to increase on the outstanding 2003 Bonds.  Ambac has threatened to invoke a “market disruption” clause that would eliminate the favorable aspects of the interest rate swap.  If the interest rate swap is altered, the Borrower anticipates the rates it pays on the 2003 Bonds may increase from the current swap rate of approximately 4.85% to a level approaching 9.00% or higher. 

The Borrower has requested that the City approve the issuance of fixed-rate bonds that can be used to refund all the outstanding 2003 Bonds and to fund a termination payment for the existing interest rate swap. The repayment of the Proposed Bonds would be secured by a loan agreement substantially similar to the prior loan agreement securing repayment of the 2003 Bonds.  Since the Project has been constructed and has generated revenues for several years, the Borrower expects the rating agencies to assign an “investment grade” rating to the Proposed Bonds based on the strength of the revenues derived from the Project and the Housing Services and Facilities Agreement executed by and between the Borrower and the State of Oregon in connection with the issuance of the 2003 Bonds. 
The Proposed Bonds are expected to be payable solely from the revenues of the Project and will not be payable from any funds, assets or tax revenues of the City in accordance with the terms of a Letter of Intent and Indemnification and Compensation Agreement (the “Letter and Agreement”) to which the City is a party.  The Letter and Agreement provides that the Borrower shall indemnify and hold the City and the PDC harmless from all liabilities incurred in connection with the Project or the revenue bonds.  The Ordinance authorizes the Office of Management and Finance to execute the Letter and Agreement on behalf of the City.  It is anticipated that the Borrower and the State will execute a new Housing Services and Facilities Agreement in connection with the issuance of the Proposed Bonds under which the State will agree to commit certain funds, some of which will be subject to appropriation, to the payment of obligations of the Borrower relating to the Proposed Bonds to the extent that the Borrower’s obligations relating to the Proposed Bonds exceeds all revenues from the Project.   
Legal Issues ( Pursuant to Chapter 5.72 of the City Code, the Portland Development Commission (“PDC”) is delegated the responsibility of (a) receiving and reviewing applications to the City for financial assistance through the City’s issuance of economic development revenue bonds and (b) making recommendations to the City Council as to whether the City should issue economic development revenue bonds to finance  the proposed project on the basis of PDC’s review of the application and other considerations set forth under Chapter 5.72 of the City Code. If PDC makes final recommendation to the City Council for the issuance of economic development revenue bonds and the City Council authorizes the issuance of such bonds, the City issues such bonds on behalf of the applicant to finance or refinance the applicant’s proposed project. 
On August 13, 2008, the PDC approved Resolution No. 6627, which recommends that the City Council give preliminary approval of the issuance of the Proposed Bonds.  Resolution 6627 reconfirms PDC’s finding that the Project constitutes an “economic development project” within the meaning of Chapter 5.72.020 and 5.72.040.C.6 of the City Code.  Resolution 6627 also requests the City’s Office of Management and Finance to declare the City’s official intent to issue the Proposed Bonds pursuant to Treasury Regulations § 1.150-2 and to determine which commercial bank or investment bank shall act as the underwriter(s) or private placement agent(s) for the Proposed Bonds. The ordinance authorizes the Office of Management and Finance to appoint the underwriter or placement agent and the trustee for the Proposed Bonds.
On August 28, 2008, a public hearing was held at Portland City Hall regarding the issuance of the Proposed Bonds as required by Section 147(f) of the Internal Revenue Code of 1986 as amended (the “Code”).  Public notice of this hearing was published in The Daily Journal of Commerce on August 14, 2008.  The Council will be advised of the results of that hearing and shall adopt this Ordinance, in part, to provide the approval required by the Code.
Link to Current City Policies ( Pursuant to the City’s Debt Management Policies, the Proposed Bonds shall either:

1. Carry a rating not lower than “A3” or “A-” by Moody’s Investors Service and/or Standard & Poor’s Corporation, respectively.  Exceptions to this requirement may only be made by the Debt Manager and the Director of the Bureau of Financial Services.

2. Be sold via a private sale only to “accredited investors” pursuant to City Code Section 5.72.080.

Controversial Issues ( None

Citizen Participation ( Not Applicable
Other Government Participation ( The City is working with the staff of the PDC and Portland State University to complete this transaction.
8. FINANCIAL IMPACT

Approval of the proposed ordinance is not expected to have a financial impact on the City.
9. RECOMMENDATION/ACTION REQUESTED

Approval of the ordinance is recommended in order to permit the Borrower to terminate the interest rate swap associated with the 2003 Bonds as quickly as possible to avoid higher financing costs for the Project.
Bureau of Financial Services


Jennifer Sims, Director & CFO


1120 S.W. Fifth Avenue, Rm. 1250


Portland, Oregon 97204-1912
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