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NCSHA Qs

Low-Income Housing Tax Credit
Frequently Asked Questions

What is the Housing Credit?

The Low-Income Housing Tax Credit (Housing Credit) is a federal tax credit created by the
Tax Reform Act of 1986 and designed to encourage private-sector investment in the new
construction, acquisition, and rehabilitation of rental housing affordable to low-income
households. Since its creation, the Housing Credit has become the most successful affordable
rental housing production program in history.

The Housing Credit offers a dollar-for-dollar reduction in a taxpayer’s income tax liability in
return for making a long-term investment in affordable rental housing. State agencies award
Housing Credits to developers, who engage private investors in the property’s ownership
partnership. The investors provide upfront equity capital to fund the construction and
rehabilitation of affordable housing, allowing developers to borrow less money and pass
through the savings in lower rents for low-income tenants. Investors, in turn, receive a 10-year
stream of tax credits based on the cost of constructing or rehabilitating apartments that must be
rented to low-income households.

The program allows state Housing Credit agencies to allocate Housing Credits to developments
they select pursuant to qualified allocation plans (QAPs) they develop that identify the type,
location, and other characteristics of affordable housing needed throughout their states. The
QAPs must describe the criteria agencies will apply in allocating the Credit and are subject to
regular review through a public hearing and comment process. In this way, the Housing Credit
empowers states to respond to the housing needs, priorities, and challenges they consider most
important and to respond to changing housing priorities or challenges.

What are the 9 Percent and 4 Percent Credits?
The Housing Credit program has two components: the 9 percent Credit and the 4 percent Credit.

The annual amount of 9 percent Housing Credit authority in each state is limited by a volume
cap based on the state’s population. In 2026, the state Credit cap is $3.416 times the state’s
population, with a state minimum of $3,953,600.! Volume cap figures are adjusted for inflation
and published by the Internal Revenue Service on an annual basis.

The 9 percent component of the program provides a larger subsidy than the 4 percent Credit.
It is often used to meet the needs of hard-to-reach populations like the chronically homeless and
other extremely low-income households or for building in areas with very low median incomes,

1U.S. Department of Treasury, Internal Revenue Service, Revenue Procedure 2025-32.
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such as rural communities. While both the 9 percent and 4 percent Credit programs can be used
for either new construction or rehabilitation, the 9 percent Credit is more often used for new
construction, which often requires more equity for financial feasibility.

The 4 percent component of the program can be triggered only by the use of tax-exempt private
activity multifamily Housing Bonds. Housing Bonds and the 4 percent Housing Credit finance
a growing proportion of Housing Credit rental homes every year. In recent years, rental homes
financed with 4 percent Credits and Bonds have made up more than half of Housing Credit
homes financed annually.? Because multifamily Housing Bonds are limited by the private
activity bond volume cap, the 4 percent Credit is not subject to the Housing Credit volume cap.
Not only do Housing Bonds make possible the production of substantial numbers of new
Housing Credit properties, they are essential to state efforts to preserve affordable housing.

Whom does the Housing Credit serve?

The Housing Credit program generally serves low-income working households earning 60
percent of area median income (AMI) or less, with congressional direction to serve the lowest
income households possible. In practice, states well exceed this statutory requirement, reaching
tamilies with incomes much lower than the program’s income limits. According to data on
Housing Credit resident demographics from the U.S. Department of Housing and Urban
Development (HUD), 55 percent of all households living in Housing Credit apartments are
extremely low income, meaning they earn 30 percent of AMI or less. Another 28 percent are
very low income, earning between 30 and 50 percent of AMI, and the remaining 17 percent earn
more than 50 percent of AMI.?

In 2018, Congress amended the Housing Credit statute to allow owners to opt to income average
in any individual property. Under the new Average Income Test, a household could qualify to
live in a Housing Credit property if their income is no greater than 80 percent of AMI as long as
the average income limit in the property is at or below 60 percent of AMI. This means, if an
owner allows households between 60 and 80 percent of AMI to rent units in the property, they
must also set aside units in that property for households at lower income levels in order to
maintain an average of no more than 60 percent of AMI. The Average Income Test preserves
rigorous targeting to low-income households, while providing more flexibility to the program
and greater income-mixing potential.

The flexibility of the Housing Credit has made it an attractive tool for meeting housing needs
across rural, urban, and suburban areas. It finances housing for low-income families with
children and for seniors, veterans, Native Americans, and people with disabilities. The Housing
Credit has been instrumental in the production of permanent supportive housing for persons

2 National Council of State Housing Agencies, State HFA Factbook: NCSHA Annual Survey Results 2024, October 2025.
3 U.S. Department of Housing and Urban Development, Office of Policy Development and Research, “Tenants in LIHTC Units as of
December 31, 2023.”
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experiencing homelessness, those recovering from opioid addictions, and other special needs
populations.

Why is the Housing Credit necessary?

The Housing Credit is necessary because our nation faces an affordable housing crisis, which is
growing more and more critical, brought on largely because of a lack of supply of affordable
housing. The Housing Credit, together with multifamily Housing Bonds, is the nation’s most
successful tool for encouraging private investment in the production and preservation of
affordable rental housing.

After historic increases in rents during the Covid-19 pandemic, the rate at which rents are rising
is finally beginning to lower and stabilize. However, asking rents remain well above pre-
pandemic levels and are unaffordable to a large segment of renters. In fact, nearly half of renter
households are cost burdened, spending more than 30 percent of their income on rent, while

26 percent are severely cost burdened, paying more than half of their income for housing.*
According to HUD’s “Worst-Case Housing Needs” report, 8.5 million very low-income renter
households had worst-case housing needs in 2023, meaning they did not receive government
housing assistance and paid more than half of their income for rent, lived in severely
inadequate conditions, or both — an unchanged high from 2021.°

Rent burden is directly related to a lack of supply, and sadly, we are facing a decline in the stock
of low-rent units. While some new rental housing has come online in recent years, with the
exception of developments financed with the Housing Credit, that new stock is by and large at
the luxury level. According to the Joint Center for Housing Studies at Harvard University, in
2024, there were 2.5 million fewer apartments with rents under $600, a 30 percent drop, than
between 2014 and 2024.°

Low-income renters who are unable to find affordable apartments are forced to pay a
significant portion of their income for housing — leaving little money left for other necessities
like food, transportation, child care, health care, and utilities.

The Housing Credit is an efficient and effective tool for providing affordable housing to the
people who need it most. The Credit accounts for the vast majority of the country’s new rental
housing affordable to low-income people, creating affordable housing opportunities for the
millions of families in our country today who otherwise pay an excessive portion of their
income for housing, live in substandard and overcrowded conditions, or face homelessness.
Our nation also relies on this program more and more to preserve the existing affordable
housing stock that is often desperately in need of recapitalization.

4 Joint Center for Housing Studies at Harvard University, “America’s Rental Housing 2026,” March 2026.
5 U.S. Department of Housing and Urban Development, “Worst-Case Housing Needs 2025.”
¢ Joint Center for Housing Studies at Harvard University, “America’s Rental Housing 2026,” March 2026.
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How much housing has been developed because of the Housing Credit?
By providing an incentive for private-sector investment, the Housing Credit has financed more
than four million apartments for low-income households, adding between 100,000 and 150,000
units to the inventory each year.”

What does the Housing Credit cost?
According to the Joint Committee on Taxation, the Housing Credit will cost $80.3 billion over
the five-year period from 2025 to 2029. For 2026, its estimated cost is $15 billion.®

Who administers the Housing Credit and oversees program compliance?
The Housing Credit is administered by state Housing Credit agencies, which are typically
housing finance agencies (HFAs). HFAs are state-chartered authorities established to help meet
the affordable housing needs of the residents of their states. Although they vary widely in
characteristics, such as their relationship to state government, most HFAs are independent
entities operating under the direction of a board of directors appointed by the state’s governor.
The Housing Credit, in addition to tax-exempt Housing Bonds and the HOME Investment
Partnerships Program, is at the center of HFA affordable housing activity.

Because the Housing Credit is devolved to state administration, Housing Credit agencies
oversee program compliance, ensuring properties are well maintained and owners and
managers adhere to all requirements, including tenant eligibility, rent limitations, and tenant
protections. If a state discovers noncompliance at a property, this is reported to the Internal
Revenue Service (IRS) so it can determine whether further investigation or even loss of credit
for the investor is warranted.

Who oversees the Housing Credit’s administration at the federal level?
The U.S. Treasury Department through the IRS oversees the Housing Credit program at the
federal level and issues program guidance and regulations. In addition to IRS oversight, state-
level administration and private-sector due diligence — under threat of severe tax penalty for
noncompliance — are hallmarks of the Housing Credit program and have eliminated the need
for extensive federal involvement and bureaucratic regulations. This oversight system
represents an unprecedented departure from previous federal housing programs and is an
essential element of the program’s success.

What is the Housing Credit’s economic impact?

The Housing Credit is a vital tool for local economic growth. The National Association of Home
Builders (NAHB) estimates that every 100 new Housing Credit units built support 190 jobs and
generate $7.9 million in tax revenue and $21.6 million in wages and business income. NAHB

7 National Council of State Housing Agencies, State HFA Factbook: NCSHA Annual Survey Results 2024, October 2025.
8 Joint Committee on Taxation, “Estimates of Federal Tax Expenditures for Fiscal Years 2025 —2029.”
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estimates that every 100 units rehabilitated with the Housing Credit support 131 jobs and
generate $5.1 million in tax revenue and $14.5 million in wages and business income.’

Does the Housing Credit leverage other funding?

A unique feature of the Housing Credit is its ability to leverage private equity, which investors
contribute upfront in exchange for credits against their future tax liability. In addition, virtually
every state combines the Housing Credit with other federal and state housing subsidies to make
housing affordable to extremely low-income families, the elderly, and special needs
populations. More than half of Housing Credit apartments are financed using tax-exempt
multifamily Housing Bonds annually, allowing them to achieve lower interest rates on project
debt than would otherwise be available.

Would the private sector finance affordable housing without an incentive
like the Housing Credit?

No. Unlike many other tax expenditures, which subsidize activity that would occur at some
level without a tax benefit, virtually no affordable rental housing development would occur
without the Housing Credit. It simply costs too much to build housing to rent it at rates low-
income people can afford absent an incentive such as the Credit. In addition to leveraging
private-sector equity, the Housing Credit encourages lenders to finance affordable housing
developments when they may be otherwise disinclined to do so.

Doesn’t the Housing Credit just enable corporate investors to reduce

their tax liability?

Investors only receive Housing Credit benefits for making investments they would not
otherwise make absent the Credit. Substantially all the net economic benefit of the program
goes to low-income families, not corporations. In contrast to other corporate tax expenditures,
Housing Credit investors are only the intermediaries who enable private resources to be used to
deliver affordable rental housing to low-income and special needs populations, housing which
would not be built without the Credit.

How well do Housing Credit properties perform?

With strong state agency underwriting, strict compliance enforcement, and due diligence from
the private sector, the inventory of Housing Credit properties overall has an outstanding
performance track record according to all commonly used real estate metrics. Less than half of
one percent of Housing Credit developments have ever resulted in foreclosure, an unparalleled
record compared to market-rate multifamily properties and other real estate assets.'® States
underwrite Housing Credit properties with a slim margin, careful not to over-subsidize any
particular project.

9 Unpublished report prepared by the National Association of Home Builders for Enterprise Community Partners, 2023.
10 CohnReznick, “Affordable Housing Credit Study,” 2025.
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In addition to affordable housing, what other benefits does the program
provide?

In addition to providing shelter, the safe, sustainable, and affordable rental housing
opportunities made possible by the Housing Credit lead to improved child well-being,
enhanced educational achievement, improved health outcomes, increased employment access,
proximity to transportation options, community revitalization, and reduced dependence on
emergency services and institutional care.

How did Congress recently expand production with the Housing Credit?
In 2025, Congress made two critical enhancements to the Housing Credit that significantly
expanded its production capacity by:
1. increasing 9 percent Housing Credit authority by 12 percent and
2. lowering the bond financing threshold to 25 percent for properties financed with the
4 percent Credit and multifamily housing bonds.

Together, these changes will result in as many as 1.22 million additional affordable homes
tinanced with the Housing Credit over 10 years."

How can Congress further strengthen the Housing Credit program?

Despite the Housing Credit’s successes, the unmet need for affordable rental housing continues
to far outstrip the available resources. This imbalance between demand and supply has become
even more pronounced in recent years as the overall number of renters has increased and
incomes have stagnated. Moreover, as the federally subsidized affordable stock ages, we have
become more and more dependent on the Housing Credit to meet preservation needs in
addition to financing new construction.

More can be done to strengthen the Housing Credit and ensure we optimize the historic
investment the federal government has made in this program in the One Big Beautiful Bill Act
of 2025. Congress should further increase 9 percent Housing Credit authority by 50 percent to
meet affordable housing needs for the most vulnerable populations and difficult-to-reach
communities.

Congress should also make low- or no-cost changes to the program’s underlying structure and
requirements to streamline administration, enhance flexibility, and improve efficacy.

The Affordable Housing Credit Improvement Act — bipartisan and bicameral comprehensive
legislation supported unanimously by the key affordable housing advocacy organizations —

11 Novogradac, Notes from Novogradac blog post, “Senate Finance Committee Releases FY 2025 Budget Reconciliation Bill That
Includes Permanent LIHTC Expansion, Novogradac Estimates 1.22 Million Additional Affordable Rental Homes over 2026 — 2035,”
June 26, 2025.
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would make common-sense program simplifications and adjustments based on decades of
experience with the program.

Lastly, it is essential Congress ensure owners of and investors in Housing Credit properties
maintain their commitment to project affordability restrictions by closing the qualified contract
loophole, a problem in the statute that allows owners to opt out of the affordability
requirements to which they agreed after as few as 15 years, and protecting the nonprofit right-
of-first refusal, which is under threat by some private equity firms that seek to extract profits
from mission-driven nonprofit owners, threatening the long-term financial viability of
properties.

For more information on how Congress can further strengthen the Housing Credit, contact
NCSHA'’s Jennifer Schwartz at jschwartz@ncsha.org.
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