Just add water The Port Authority found a new recipe for development. But critics fear it’s left the port itself high and dry.
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Myers University wanted to expand by renovating a shuttered water distribution center into classrooms and lecture halls. But the small Cleveland-based university needed money. And quickly.

When Myers couldn’t find a private developer willing to invest, it went to the Cleveland-Cuyahoga County Port Authority. Within a month, the port landed $5.7 million in bonds with a low fixed interest rate, little money down and deferred principal payments.

Compared with more traditional financing, the college probably saved at least $1.2 million over the life of the loan.

The Myers project, along with a dozen other deals, contributed to the port authority’s busiest year ever for financing. Since adding the service to its maritime duties in 1993, the authority has emerged as one of the region’s more powerful economic development engines.

True to its “More Than a Working Waterfront” slogan, the port authority financed more than $500 million in nonmaritime projects as diverse as the Rock and Roll Hall of Fame and Museum, a surgery center at Parma Community General Hospital and the large outdoor video screens at Playhouse Square.

“Increasingly, the port is a player in getting jobs done,” said Stephen Strnisha, chief finance and development officer for the Greater Cleveland Partnership, a group devoted to improving the region’s business climate.

And this niche has proven lucrative for the port. Revenue from financing fees jumped tenfold — from nearly $160,000 in 1997 to $1.6 million last year.

Of 85 major U.S. ports, nearly 20 pursue economic development financing.

The Ports of Indiana modeled its new program after Cleveland’s. William Friedman, the Indiana ports director, credits his counterpart in Cleveland, Port Authority President Gary Failor.

“He’s known in the port industry as a pioneer on this subject, and he has a strong track record,” Friedman said.

Failor isn’t everyone’s hero, however.

Some in the maritime industry grumble that the port has neglected shipping, its traditional reason for existence. Conversely, others believe the port isn’t doing enough and should finance even more projects.

For his part, Failor remains convinced that financing represents a logical evolutionary step for port authorities.

“We all have learned how to do very complicated public financing because we run ports,” he said. “By taking that skill and moving it off the waterfront, we believe we can give our area businesses a competitive advantage.”

Spokeswoman Jeri Waters has grown accustomed to looks of disbelief when she flips through the port authority’s book of development projects. The binder includes some of the city’s most recognizable landmarks.

The Rock Hall marked the port’s first foray into finance.

While the port authority doesn’t own Jimi Hendrix’s guitar or Janis Joplin’s car, it does own the building that houses them. This arrangement allows the nonprofit organization that runs the museum to use its ticket fees, grants, corporate sponsorships and other revenue for operations.

Bed taxes charged to hotel guests in Cuyahoga County pay off the building’s debt.

Port authority board members spent a year debating whether to jump into development financing. The Toledo-Lucas County Port Authority made such financing possible by persuading the state legislature in 1988 to broaden port jurisdiction beyond traditional maritime and aviation.

Cautious local board members, however, did not want to tackle financing unless the program could pay for itself. Eventually, the board stepped in when the Rock Hall couldn’t find enough help elsewhere.

The next year, the port authority hired Failor away from the Toledo Port, where he was maritime director and president. He replaced a retired Coast Guard rear admiral.

Finance projects escalated after 1996, when the state contributed a $2 million grant that the port authority matched, creating a $4 million reserve. The fund qualifies the port, which acts as a middleman, for investment-grade credit ratings. Lower perceived risk translates into lower interest for borrowers.

“The single-largest misconception is that people think we have the money,” Failor said. “We find the money.”

The port also can offer faster turnaround than traditional lenders or municipalities.

“They put out fires, arrest the bad guys, pick up trash,” Failor said. “We can focus on economic development financing with laserlike intensity.”

Development finance has grown into a large part of the port authority’s business. Of 22 employees, four work exclusively on finance, and at least two others spend part of their time on it.

After subtracting the costs of financing — from salaries to office space and phone bills — the program produced a profit of nearly $700,000 for the first 11 months of 2004, the latest numbers available.

The port authority financed more projects last year than ever before. And the goal for 2005 is to push even higher.

Question of direction

This goal worries some in the maritime industry, who see the port authority receding into an ivory tower and giving up valuable dock space.

Five years ago, the port moved its administrative offices from the docks to a larger space at One Cleveland Center, the silver skyscraper on East Ninth Street.

And this month, the port’s executives changed their titles to better reflect their corporate clientele. Failor is now president, instead of executive director. Department directors are now called vice presidents.

But the main thorn of late has been the loss of Dock 32 behind the Great Lakes Science Center. Despite protests from stevedore companies and longshoremen, the port authority gave up its lease on the dock five years early so the city could open it to the public as part of its lakefront redevelopment plan.

As part of that plan, the port has also agreed to eventually move shipping operations west to Whiskey Island to open downtown docks for housing, parks, shops or other public uses.

Failor thinks the port’s economic development mission actually supports maritime. Revenue from financing, along with proceeds from a countywide tax, can buy land and improve maritime assets, he said.

The port’s goals for its maritime and finance missions are the same — job creation and retention.

Recipients of port financing — who can use the money for equipment, construction, and land and building purchases and improvements — tout its benefits.

The Cleveland Clinic approached the port because it could authorize tax-exempt debt more quickly than the county, said Clinic Chief Financial Officer Michael O’Boyle.

In Garfield Heights, the port helped finance road improvements near City View Center, a $75 million shopping center under construction on a former dump. Besides improving traffic flow around the center, the roadwork will open adjacent land for office development and save the city from floating large bonds that could prevent it from taking on other municipal projects.

What’s next?

The port’s financing programs continue to grow and evolve, stretching beyond Cuyahoga County into Medina, Summit and Geauga counties and even into southern Ohio.

The port, which is limited to projects in Ohio, financed its first outside of Cuyahoga County in 2000 when it helped the MTD lawn care company in Medina County construct a large office building. Three years later, the port approved its first financing project outside Northeast Ohio — to help expand a frozen-food plant in Jackson, Ohio.

Last year, the port refinanced Laurel School’s $10 million upgrade to its Geauga County campus. Last month, it joined the Summit County Port Authority in financing a Goodyear Tire & Rubber Co. project in Akron.

Interest has grown regionally now that the port has a number of large and complicated projects under its belt, said Tom Longo, mayor of Garfield Heights and president of the Cuyahoga County Mayors and City Managers Association.

“There’s a heightened awareness as to what they can do,” Longo said.

The port authority has no debt limit for revenue bonds — beyond what its staff can handle. If port-backed companies default, the port’s responsibility varies.

For fixed-rate financing, the port is protected by its $4 million reserve. It also pays $63,000 a year for a $6 million letter of bank credit, which would kick in if the reserve was depleted.

Other financing programs carry no liability, Failor said. If bond holders, be it a bank or other investor, aren’t paid, they would evict the borrower and sell the financed property. If the sale price didn’t meet the debt, the port wouldn’t be liable.

Although Cleveland hasn’t experienced a default, not all ports can claim the same track record.

The St. Paul Port Authority ran into trouble after financing volatile projects such as hotels and restaurants. Crashes in the real estate market eventually led to a series of lease defaults. Revenues haven’t covered debt service payments since 1991, forcing the authority to dip into its reserves and accept lower bond ratings.

As the port’s transactions increase, so does the chance of a problem, board members reasoned. For now, though, it’s full speed ahead.

The port continues to spend considerable time and money promoting its financing programs — from updating its Web site to creating new brochures and placing more advertisements.

In addition, the port now posts signs at its projects — hoping passers-by wonder what a drawing of a freighter is doing miles from Lake Erie.
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