North Beach Place Box 1.2

Financing Affordable Housing in High Cost Areas!

The challenge: take 229 units of dilapidated public housing built in the 1950s, rife with unemployment, crime, and drug
abuse, and turn it into a vibrant mixed-income cornmuni‘fy.Q If that's not hard enough, do it in San Francisco, one of the most
expensive housing markets in the country, where a 2-bedroom apartment rents for an average of $1,539 a month.3

The result: North Beach Place. Opened in late 2004, North Beach Place includes 341 new apartments, all of which are
set aside for low- and very low-income families, as well as a separate building with 47 units for low- and very low-income
seniors. The development also includes a childcare center, a community center, a computer learning center, landscaped
courtyards and playgrounds, a business-incubator space for resident entrepreneurs, and a computer/technology center.
North Beach Place has easy access to several bus lines and a cable car line, and has structured parking for residents and
retailers. To top it off, the two-city-block development includes approximately 17,000 square feet of commercial space,
which houses a Trader Joe's, a coffee shop, and a tour agency.*

It would be a mistake to say that revitalizing North Beach Place was easy. The project took seven years to complete,
with federal budget cuts, a scandal at the housing authority, and problems with resident relocation all contributing to the
project’s difficulty.?2 What is particularly notable about the construction of North Beach Place, however, is the multiple lay-
ers of both public and private financing.

Critical to the project's success was the allocation of Low Income Housing Tax Credits. Related Capital Company acquired
$38.5 million in 9 percent federal tax credits and $17.1 million in California state tax credits, raising $48 million in net
proceeds for the project. The major investors in the tax credits included Bank of America, which contributed $25 million
in equity, and HSBC, which contributed $23 million. The money raised through the tax credit was then used to buy down
Citibank’s $54.9 million construction loan to approximately $24 million in permanent financing, reducing the long-term
costs of the project and allowing the units to be leased at below market rates.

The co-developers—BRIDGE Housing Corporation, The John Stewart Company and Em Johnson Interest—secured $23.2
million in HUD HOPE VI funding. To raise additional public funds, developers turned to the City of San Francisco's Mayor's
Office of Housing, which provided $10 million in the form of a 55-year loan, with a 3 percent interest rate. Another signifi-
cant factor in making the project financially feasible was that the upfront land acquisition costs typically associated with
new developments were avoided. The site is owned by the San Francisco Housing Authority and has been leased to North
Beach Housing Associates for 75 years. Initially, the project developers faced difficulties in trying to secure a loan subject
to a ground lease to a housing authority, and appreciated Citibank’s willingness to commit to funding the project early on.®
BRIDGE also won a competitive grant of $1 million through the Federal Home Loan Bank’s Affordable Housing Program.

The project’s financing illustrates the importance of public/private partnerships for making affordable housing in high cost
areas feasible. Financial institutions play a critical role in financing these mixed-income community development projects.
While deals like North Beach Place are far from easy to assemble, they are often highlighted as exhibiting an exceptional
amount of innovativeness and complexity during CRA examinations, and more importantly, translate into real benefits for
neighborhoods.

The before-and-after of the interior courtyard of North Beach Place.
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