PDC

PORTLAND DEVELOPMENT COMMISSION

DATE: March 25, 2009

TO: Board of Commissioners

FROM: Bruce A. Warner, Executive Director
SUBJECT: Report Number 09-37

The Nines - Approval of Payment Restructuring

EXECUTIVE SUMMARY
BOARD ACTION REQUESTED

Adopt Resolution No. 6689
ACTION SUMMARY

1. Authorize a change in the loan repayment structure of three (3) of four (4) PDC loans,
made to Urban Heritage Hotel and related entities, to cash flow dependent status until
March 31, 2015 (the expiration of the New Markets Tax Credit compliance period). The
proposed PDC cash flow and interest accrual provisions will provide relief during a
difficult economic climate but will require debt service payments as soon as the property
is able to make such payments.

2. Authorize the payoff of the $3.0 million unsecured loan to Portland Hotel Developer, LLC
and the creation of a new secured loan to Urban Heritage Portland Hotel, LLC in an
amount not to exceed $3.115 million , which includes the interest that has already
accrued on the existing $3.0 million loan to Portland Hotel Developer, LLC.

3. Authorize the Executive Director to enter into a Second Amendment to the Third
Amended and Restated Development Agreement with Portland Hotel Developer, LLC.

This action is necessitated by the reduction of projected hotel income caused by the recent,
unprecedented, economic downturn. The resulting Net Operating Income (NOI) of the hotel has
been reduced to a level that will only allow debt service to the senior lenders but not for
payments to the PDC amortizing loans.

The proposed action will result in $570,769 less in loan payments coming from the property, to
P D C ®iger District URA, in the next 12 months. Restructuring the PDC loans will enable the
senior and mezzanine debt to convert to permanent loan status.

PDC6 s mo s ffivesyeardoeenalst currently anticipated receiving $336,000 annually in
program income generated from all PDC loans to the hotel project. With the anticipated
reduction in dollars collected over the five-year forecast for these loans, the River District
revenue forecast may be decreased by a total of $1,680,000 through June 30, 2014, requiring a
corresponding decrease of $1,680,000 in planned expenditures. FY 2009-10 projects are not
necessarily impacted since adequate tax increment funds exist to fund all projects and
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programs in the Requested FY 2009-10 Budget, however this may require making a cuts to
planned expenditures later in the five-year forecast.

On December 12, 2007 the Commission approved resolution No. 6543 authorizing the
Executive Director to execute an amendment to the Third Amended and Restated Development
Agreement with Portland Hotel Developer, LLC for the Meier & Frank Building Reuse project for
the purpose, among others, of authorizing an additional PDC loan in the amount of $3,000,000.
This was the fourth PDC loan to the project that paid for seismic upgrades and cost over-runs
associated with structural and life safety items that were discovered during the demolition phase
of the project. The funding increased the combined PDC funding for the project to $16.925
million.

The hotel management team is strong and is doing everything possible to maximize operating
income during the economic recession. Staff recommends that the PDC loans be modified to
allow payments to be made on a cash flow available basis temporarily through March 15, 2015,
at which time the loan terms would revert back to amortizing debt payments. This would allow
the senior and mezzanine debt to convert to a permanent lending structure and provide
assurance to the New Markets Tax Credit investor that there is sufficient income to cover
required debt payments throughout the New Markets Tax Credit compliance period.

The loan restructure and permanent loan conversion is anticipated to occur on or before March
27, 2009. Board action is required due to the fact that the terms of all of the debt have been
incorporated into the Development Agreement and authority was never formally delegated to
the Loan Review Committee with regard to the determination of terms and modifications, as well
as the increase in the loan amount of one of the loans.

PUBLIC BENEFIT

The public benefits include:

371 FTE (includes hotel and both restaurants)
e 73% of the hires were Portland residents. 33% of the hires are minorities
e $180 million of investmentinthe Ri ver District URA (including t

e Strong leverage of PDC dollars. The private sector investment in the Downtown:
contribution was comprised of Prudential, JP Morgan and the Sage Hospitality Corp.
The combined private sector funds for the Nines project is over $123.08 million,
representing an 8.23 leverage of private funds to each PDC dollar invested. In addition,
$40mi I I i on of private funds were expended to i
brings the combined private investment to $163.08 million and the leverage to 9.65.

e Active 24/7 use in the downtown core.

This action will support the following PDC goals:
Sustainability and Social Equity

Healthy Neighborhoods

A Vibrant Central City
Strong Economic Growth and Competitive Region

=~ >
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T Effective Stewardship over our Resources and Operations, and Employee
Investment

FINANCIAL IMPACT

Decrease of $1,680,000 in the River District URA projected program income resources over the
next five years.

RISK ASSESSMENT

Risk of repayment has increased given the anticipated reduction in the national overall hotel

market of 15% to 20% in the next year, hence the need for maodifications. Once the loans are

modified, the risk increases slightly given that the interest owing on the loans will continue to

accrue without any scheduled payments, increasing the amount outstanding over time. As the

interest accrues and depending on the valuation of the hotel at any point in time the potential for

the Loan to Value to increase is high. Given that the loan to value is currently just above 100%

for all debt, there is the possibility that if the value does not increase over the next five years

t hat PDCb6s debt may not be able to be taken out
mitigate its risk as much as possible by continuing to monitor the operations of the hotel along

with hotel industry market data.

P D C &aan Servicing staff will review the operating statements for this property prior to the
perm loan closing scheduled for March 27, 2009, and regularly thereafter, to proactively raise
any other issues that may negatively impact the property and its ability to make debt service
requirements according to the proposed workout in a timely manner. After that initial review, if
the cash flow appears adequate under the new structure, the loans will be reviewed on an
annual cash flow payment cycle.

Restructuring of the PDC loans allows the project to capture available capital in order convert all
debt to permanent financing.

WORK LOAD IMPACT
Proposed monitoring of the cash-flows of the property and determination of ability to pay and
invoicing of payments due and payable will be handled by existing Loan Servicing staff.

ALTERNATIVE ACTIONS

If we do not go forward, with this action, PDC would be able to call the loans into default for non-
payment, but would have no rights or remedies until after the New Markets Tax Credit
compliance period expires on March 31, 2015. At the end of the Tax Credit compliance period
the two loans that are being modified to allow for cash flow contingent payments will begin to
amortize.

CONCURRENCE

Loan Review Committee recommended approval to the Executive Director and Board on March
19, 2009.
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BACKGROUND
The four loans that
comprise the total
$16.925 million
indebtedness to
PDC are as follows:
The Nines Hotel
PDC Loan Summary Matrix
Maturity
Borrower Amt Interest Rate Monthly Payments Annual Payments Loan Paid To Date
Portland $2,600,000 3.00% $6,500 plus one principal $178,000.00 3/1/09 4/1/15
Hotel Fund, reduction payment of
LLC $100,000 due each year
commencing 4/1/09
Urban $2,700,000 3% for $2.2 Starting 2016 interest only No payments due until No payments due 4/1/21
Heritage million and payment on $2.2M: $5,500. 2016 when interest only until 2016
Portland 0% for $500k No payments due on the payments begin in the
Hotel, LLC forgivable portion of the loan amount of $66,000. per
so long as 175 FTE year. Interest Only
requirement is obtained and payments continue to
continued over 3-year.job maturity. Borrowers must
requirement. maintain 175 FTEs.
Portland $3,000,000 5.00% Interest only payments can Up to Approx. $150,000 if  No payments due. 11/1/15
Hotel be as high as $12,500 but cash on hand exists. Interest is
Developer, this is limited to "cash on accruing to be
LLC hand." paid in full at
maturity.
Urban $8,625,000 3.00% $21,562 per month then Next 12 months: $34,967 3/1/09 4/1/31
Heritage changes to $34,967. for the next 2 months
Portland then 10 months of
Hotel, LLC $34,967. =$392,769.
Thereafter $419,604 per
year.
frerage M B et 12 ontns
Totals $16,925,000 ’ $570,769. Thereafter, 3/1/09 4/1/31

$47,564. Thereafter
$49,800

$597,604

These combined PDC loans total $16,925 million of a total $140 million project cost, or a 12%
interest in the project with a leverage factor of $8.23 in private dollars for every PDC dollar
invested towards the $140 million project cost. To date all loans have been paying as agreed.

FINANCIAL STRUCTURE CHANGES

Payments have been scheduled and are due and payable for all loans except the $2.7 million
loan that has a $500,000 forgivable component based of job creation goals and a $2.2 million
portion that has no payment due until 2016. In lieu of the current payments due the $8.625M
Seismic loan, the $2.6M Upper Tier Building Investment Fund loan and the $3.115 million
project loan will now be required to make payments only if there is sufficient cash-flow after the
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senior lien debt service has been paid. If there is insufficient cashflow then the loans will
continue to accrue interest. The loans will be reviewed annually to determine the amount of
cash-flow owing, if any, and will be billed accordingly. The loans will continue to accrue interest
regardless of whether payments are due.

ATTACHMENTS:

A. URA Financial Summary
B. Second Amendment to the Third Amendment and restated Development Agreement
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URA FINANCIAL SUMMARY



