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A$12 million transaction by a northern New
Jersey YMCA provides some broader lessons on
how to best structure the leveraged loan in a

new markets tax credit project from available funding
sources.

The project, now under construction, involves the
YMCA of Eastern Union County’s renovation and expan-
sion of its four-story, 61,270-square-foot building in the
city of Elizabeth.

The facility, part of which was built in 1929, hadn’t had
any substantial renovations since the 1960s and was in dire
need of upgrade. In addition, there were environmental
issues such as asbestos that needed to be removed.

The upper two floors of the building contain 73 sin-
gle-room occupancy (SRO) units providing housing for
homeless or very low-income men. The first floor has a
gym and health and wellness area; the second floor
includes program space for youth and teens as well as
offices for the YMCA. On the lower level, part is used for
a weight room and showers while the remaining space is
used to provide social services.

With the funds raised by the YMCA and generated 
by the NMTC transaction, the YMCA is renovating the
building’s entire infrastructure and installing a sprinkler
system, new HVAC system, and new plumbing. It is also
putting in an elevator, renovating the existing SRO units
and adding five SRO units on the fourth floor, and 
renovating the YMCA’s program space on the first and
second floors.

Funding Sources a Bit Short
Prior to the new markets tax credit transaction, the

YMCA had assembled about $10 million for the project,
raised from its own resources and a mix of loans, grants,
and other funding commitments.

“They had already beaten the bushes” to cull
together the $10 million, said Washington, D.C. attorney
Andrew Potts, a partner at Nixon Peabody LLP, speaking
at a recent conference in Massachusetts sponsored by
the National Housing & Rehabilitation Association. 
“But with all that work they still had a two million dollar
gap. So they decided to do a new markets tax credit

leveraged deal.”
The YMCA obtained a $7 million allocation of new

markets tax credit authority from Bank of America Merrill
Lynch’s community development entity. The bank also
provided a bridge loan and new markets tax credit equity.

“We liked the project because it was located in a very
highly distressed community,” said Mary Thompson of
Bank of America Merrill Lynch. “The renovations that
they were going to do were really going to be able to
expand the Y’s services to the low-income community.
Their main focus is healthy living, healthy initiatives, 
supporting families, and providing housing for the
homeless, which fits into our investment criteria.”

Leveraged Loan Sources
Potts said the YMCA decided to be the leveraged

lender for the NMTC transaction. Of the $10 million in
funds it had lined up, $5 million was to be applied
toward the $7 million needed for new markets leverage.
The remaining $5 million was to be invested directly in
the project.

The funding sources used to capitalize the leveraged
loan included three loans of federal HOME funds from
Union County and the City of Elizabeth; a Federal 
Home Loan Bank grant; HUD Shelter Plus Care 
program monies; dollars from the New Jersey Casino
Reinvestment Development Authority; other monies
from the state of New Jersey; donations from private
foundations; and some funds the YMCA had on hand.

“We did go through a little bit of an exercise to
decide which funding sources to leverage” for the
NMTC transaction, Potts said. “We went through a
process of scrubbing our different sources – the HOME
money, the HUD money, etc. – to see which pieces
matched the new markets tax credit program most readily.”

Lessons for Others
Potts said some sources of money are better than

others to use for a leveraged loan, while others are more
suitable for direct investment in a new markets project.
“So my first lesson to you,” Potts told the audience, “is
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