Housing Tax Credits:

%’HINI&TENNESSEE .
Making Them Work for More Tennesseans

POLICY BRIEF

Housing costs are rising rapidly across Tennessee, making it harder for working families in every region of the state to
afford a place to live. As home prices and rents have increased, the federal Low-Income Housing Tax Credit (LIHTC)
program has become Tennessee's most powerful tool for building and preserving attainable rental housing, supporting
nearly 100,000 homes statewide over the past 40 years. A recent change to Tennessee law will help communities
strengthen the tool's impact.

Housing developed with tax credits
serve working Tennesseans across a wide range of incomes.

Eligibility for housing and rents are tied to local wages and family size.
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1 Parent, 2 Children 2 Parents, 1 Child 1 Person 2 Parents, 2 Children
Area Media&';,?,')“"y Income $65,800 $89,800 $114,800 $80,000
- of"fsl’,‘m‘:i;"f;’:’;::ily . $40,500 $47,340 $48,240 $48,000
Maximum Rent* $1,013 $1,184 $1,206 $1,200

Source: US Department of Housing and Urban Development Office of Policy Development and Research | *Maximum rent does not have utility allowance deducted.

KEY TAKEAWAYS

» Rising housing costs are a statewide economic issue—especially for working families and rural communities.

» LIHTC is an upfront financing tool that makes building projects possible. It does not increase operating income once
a property is built.

» Current policy creates uneven access to attainable housing, depending on local government capacity rather than need.

» Tennessee communities can now choose to exclude the value of LIHTCs from a property’s tax assessment, helping to
strengthen the development incentive.

How housing tax credits work—and why Tennessee's tax policy matters.
THINKTENNESSEE

/\ How the Low- -
o Income Housing % Tennessee taxes

Tax Credit works the tax credit
Rents and home prices have © Rents in LIHTC projects are determined by income ©) Tennessee includes the value
increased sharply across © Because rents are limited, projects cannot be of tax credits when calculating
Tennessee property taxes

financed like market-rate housing
© But tax credits do not increase the
operating income or project value

Over half of renters are cost-

burdened © Developers use federal tax credits to attract private

investment upfront, so housing can be built
Higher property taxes make
attainable housing harder to build
and operate

Working families are being
priced out in urban, suburban,
and rural communities

Tax credits help finance construction—they do not (S
increase operating income.
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Housing costs are rising faster than incomes across Tennessee.

Housing costs have risen sharply across the state, making it harder for working families to afford a place to live. Since
2014, home prices have more than doubled statewide, and median rents have increased by 25.8%—faster than both the
Southeast and the nation overall.?

As a result, nearly half of Tennessee renters statewide (44.3%) are cost-burdened, meaning they spend over 30% of their
income on housing.? In 25 counties—both urban and rural—more than 40% of renters are cost-burdened.®

There are 25 counties—in every corner of the state—where over 40% of renters are cost-burdened.
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The Low-Income Housing Tax Credit makes attainable housing possible by financing construction costs.

The federal Low-Income Housing Tax Credit (LIHTC) is a federal subsidy that is the primary tool used nationwide to
finance attainable rental housing. In Tennessee, it has helped build or preserve 97,800 homes since 1986.*

LIHTC works by helping projects raise upfront construction financing. Developers package future tax credits into a
capital stack for private investors in exchange for the funding needed to build the project.

The tax credit does not raise rents, increase annual cash flow, or provide ongoing income to the property. Once the
housing is built and operating, rents are set by the federal government and cannot rise with market demand.

LIHTC fills the financing gap at the front end, allowing projects to get built.
Attainable housing cannot be financed like market-rate housing because rents are limited.
Market-Rate Project LIHTC Project
Construction Cost = $38M Construction Cost = $38M
The tax credit does 100% B scnior Debt
pot mcreasde drental 90% B Preferred Equity
income and does not 80% B Common Equit
help cover operating . iy
costs once construction LIHTC (Equity)
is complete. 60% City Housing Fund
- 50% i

Rather, the tax credit is ’ Philanthropy
packaged into a capital 40%
stack for investors, and 30%
that financing allows 20%
builders to construct 10%
attainable housing units.

0%

Average Rent = $2,400 per unit Average Rent = $1,600 per unit

Sample capital stacks adopted from Colorado Division of Housing Affordable Housing Toolkit for Local Officials and SITG Capital. THINKTENNESSEE
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Tennessee's tax policy makes attainable housing harder to build.

Tennessee is one of only 10 states
that includes the value of the
LIHTC when assessing property
taxes. This effectively taxes the
tax credit—reducing its value and
increasing operating costs for
rent-restricted developments.
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i ) . the credit as ongoing taxable income increases costs
than similar-sized market-rate THINKTENNESSEE without increasing a project's ability to pay.

developments.®

Some local governments use Payments in Lieu of Taxes (PILOTSs) to reduce this burden.

LIHTC housing developers and local governments can enter into PILOT agreements where the government entity
temporarily takes ownership of the property. Instead of developers paying property taxes, they make payments
(typically less than what property taxes would be) to the local government.®

However, PILOTs require local capacity and resources in order to be implemented. As a result, many rural and suburban
communities lack access to this tool. In 2024, the 260 active housing PILOTs were located in just 18 counties.” As of 2026,
a city or county cannot enter into a PILOT that would abate the other’s taxes without both local governments agreeing.®

All of the five counties with at least 2,500 LIHTC units had an active PILOT in 2024.
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Counties with active housing PILOTs in 2024.*

Source: Tennessee Housing Development Agency; Tennessee Comptroller of the Treasury, State Board of Equalization | *Some housing PILOTs may support non-LIHTC projects.
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Now, Tennesseee communities can choose to exclude LIHTCs from a property’s tax assessment value.

A new law passed in 2026
allows the legislative body of Tax credits are excluded from a LIHTC development's

a Tennessee city or county property assessment in most of the country.
to adopt an ordinance or
resolution to exclude the
value of housing tax credits
from property assessments.’
Communities that adopt

this change will help reduce
operating costs and improve
project feasibility without
increasing rents or significantly
reducing local taxes. While
already the process in most
other states (all but 10),

this change will help make
Tennessee’s primary tool for
financing attainable housing
work as it was intended.

Tax credits included in
property tax valuation

Tax credits excluded
from property tax
valuation

Has broader property
tax exclusion

or reduction for
affordable housing

Undetermined/
In rulemaking
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