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Tax credit_g earn ‘New__MgEts" name

Bank-Joan incentive
pays off for schools

BY BETH FITZGERALD
STAR-LEDGER 5TAFF
Castel Treymane looks a visitor

An the eye and reaches out his
hand, With a fin handshake and a
gracious “Welcome to North Star”
he begins a new day at his charter
school in downtown Newark.

- Twelve-year-old Castel is an
eighth-grader, and when he gradu-
ates from middle school, he could

move up to North Star Academy’s |
high school, located in the adjacent |

building on Washington Place.

Earlier this year, a complex deal |

raized $4.85 million to refinance the
high school, a renovated commer-
cial building whose offices were
transformed into elassrooms. The
package of public, private and non-
profit money took nearly two years
to hammer out, and it included one
of the most exotic arrows in the
community-redevelopment quiver;
a Clinfon administration innova-
tion kmown as New Markeis Tax
Credits.

The bottom line {5 that New
Jersey could see lots of buildings go
up in blighted urban downtowns as
these tax crecits are plowed into
construction projects,

Here's how it works: A financial
institution or community-based
lender is awarded tax credits by
the federal government. The tax
credit is simply the authority to
allow a profit-making business to
pay less taxes. The Enancial institu-
tion “awards™ the tax credits to a
for-profit lender — such as a com-
mercial bank - in exchange for
Ioans or investment capital that
can be used to fund the hney-city
construction. The lender winds up
paying less taxes — which at the
end of the day is the lender’s finan-
cial incentive to make the loan.

MILLIONS IN REDEVLOPMENT

Wew Jersey should see hun-
dreds of million of dollars in inner-
city redevelopment over the next
few years, fueled by tax credits the
federal government has been jssu-
ing to commercial and investment
banks, notpreft community lend-
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Students, from left, Aliyah Nashid, 15, Princess McCray, 15, Dashay
Carter, 16, and Hector Reyes, 16, work on a Declaration of
Independence skit for a North Star Academny class last semester.

ers and government entities. Na-
tionwide, $15 hillion in tax credits
could spur several times that
amount of redevelopment; to be el-
igible, projects must benefit low-
and moderate-income wrban and
rural communities.

The North Star deal is among
the first to get done in New Jersey,
the fruit of a financial partnership
led by New Jersey Community
Capital, a community-based lender
with offices it Newark and Trenton
that makes loans and investments
statewide.

New Jersey Community Capital
was awarded 315 milion of New
Markets Tax Credits from Wash-
ington, and so far has used & par-
tion of its allocation to finance the
real estate transaction with North
Star.

The lender also arranged financ-
ing for the Greater Brunswick
Charter School in New Brunswick
using its own, non-tax-credit fund-
ing, as well as another organiza-
tion's tax credits. The New Bruns-
wick deal partnered New Jersey
Community Capital with the Min-
neapolis-based Cormunity Rein-
vestment. Fund, which has created
a nationwide, secondary market for
tax-credit financing, .

David Scheck, executive direc-
ror of New Jersev Community Can-

ital, makes it clear he intends to
deal out his deck of tax credits in
ways that will generate the maxi-
mum possible refum for New Jer-
sey’s struggling inner eities.

These tax credits can bring a
substantial infusion of private-sec-
tor capital, Scheck explained.

“It allows us 1o say to an inves-
tor, "You can get a tax credit for
making an investment in an orga-
nization like ours’'” Scheck said.
“We've been talking to investors,
but we are a bit stubborn in what
we want to do. Fifteen million dal-
lars doesn't go very far. We have a
lot of people willing to take them
off our hands, but we want to make
sure we pass as much value as we
can along to the community.”

WIN-WIN SITUATIONR

New Jersey Comrnunity Capital
awards its tax credits to taxpaying
financial institutions, which put up
capital in exchange for those tax
breaks, PNC Financial invested
$2.5 million in the North Star high
school in exchange for the New
Markets Tax Credits.

The net result was to substan-
tially lower the cost of the building
— from $1,400 per student to about
$300 per student — thus leaving
North Star with more money to
spend on classroom  instruction
rather than real petate

http://www.uncommonschools.org/nsa/newsAndEvents/NewJerseyCommunityCapitalNM...

“Charter schools do not receive
public funding for their facilities,”
explained James Verrilli, co-
founder of North Star. “New Mar-
kets was a way for us to get fund-
ing to acquire our school building,
without taking money out of our
operational budget, This is real
value — meney goes directly to our
students that otherwise would
have gone into the building”

“Most of the return on our capi-
tal will come by way of the tax
credits” explained David Gibson,
viee president and community-de-
velopment lending manager [or
PNC. While not disclosing the re-
turn, Gibson indicated it is a fair
deal commensurate with the risk —
a business decision, not philan-
thropy.

Banks are required by federal
regulations to invest in the commu-
nities where they take customer
deposits, “but this is also a plece of
viable business; if those regulations
went away tomorrow, we would
continue to operate,” Gibson ex-
plained.

Gibson thinks New Markels
Tax Credits will have a significant
impact on redevelopment of dis-
tressed areas, Community-develop-
ment deals can require patching
together financing from a dozen
sources; New Markets attracls
large financial institutions that can
handle a significant piece of the ac-
tion. With fewer parties involved,
the deals can be easier to do.

“New Markets allows you, if you
do them in the right way, to cut
through a lot of the fundraising and
do it in one fell swoop and doit ina
way that attracts capital where the
investor gets a real refum,” Gibson
said.

The 2-year-old Greater Bruns-
wick Charter School owes ifs exist-
ence to New Markets Tax Credits
financing, said Rick Pressler, exee-
utive director of the K-to-8 school.
He said the school needed $2.6 mil-
lion to its building, but
colldn't line up a traditional mort-

Eage.

“Now, we are educating 210
children and we have 35 people
working here, but we would have
been out of businesses without this

finanecing * Procslor eaid
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