
What is a 4% Tax Credit?  

The Low-Income Housing Tax Credit 
(LIHTC) program, created under the Tax 
Reform Act of 1986 (Section 42 of IRS 
Code), is the federal government’s 
primary engine for building and 
preserving affordable multifamily 
housing. It is the nexus for financing the 
production of affordable multifamily 
housing across the United States, 
providing investors with two types of 
tax credits.:the 9% LIHTC is primarily 
used for the construction of new units, 
and the 4% LIHTC is primarily used in 
the preservation of existing affordable 
units.  The 4% LIHTC stands out as a 
high-volume powerhouse, allocated to 
developments receiving a Private 
Activity Bond (“PABs”) Volume Cap 
allocation in their state, combining the 
benefits of the tax credit with 
tax-exempt mortgage interest 
payments. Designed to incentivize 
private investment in affordable rental 
housing, the 4% credit provides a lower 
amount of subsidy per unit but a 
higher-volume overall investment 
opportunity compared to the more 
competitive 9% LIHTC program.

As the national housing shortage 
intensifies and 9% allocations remain 
limited, the 4% program has emerged as 
a vital, scalable solution for financing 
affordable housing. With this scalability, 
the 4% program is not only an important 
development tool but also an investment 
opportunity. While many institutional 
investors have historically accessed the 
sector through equity structures, IMPACT 
offers a differentiated approach, 
aggregating tax-exempt senior 
permanent mortgage loans used to 
finance 4% LIHTC developments into 
diversified pools. By navigating the 
financial and legal complexity of these 
structures in scale, IMPACT can deliver 
an institutional grade investment product 
that offers risk-adjusted tax-exempt 
current income. 

 How it Works

Reaching Tax-Exempt Status Through 
4% LIHTC

Allocation and Program Administration

The 4% LIHTC provides equity 
investors an approximately 30% 
present value subsidy in the form of an 
annual tax credit taken over a 10 year 
period, generating a stable and 
predictable source of capital. The 
program supports both the acquisition 
and rehabilitation of existing properties, 
as well as new construction when 
paired with supplemental subsidies, 
allowing sponsors to execute across a 
wide range of transaction types. While 
projects historically required at least 
50% of total development costs to be 
financed with tax exempt private 
activity bonds, the reduction of this 
threshold to 25% beginning in 2026 
materially expands the number of 
developments that can access the tax 
credits, alleviates bond volume cap 
constraints, and enables more efficient 
capital stacking. Although the credit 
carries a lower subsidy than 9% LIHTC, 
its non competitive structure, scalability, 
and repeatability make it particularly 
well suited for larger developments 
and preservation strategies that require 
multiple sources of capital. 

A defining feature of the 4% LIHTC 
program is its pairing with PABs issued 
by governmental entities, which are 
authorized under the Tax Reform Act of 
1986 to support qualified private use 
projects that deliver a public benefit. 
This structure enables private sector 
capital to participate in affordable 
housing production while limiting 
financial exposure for government 
issuers and expanding access to low 
cost financing. From a debt investor 
perspective, 4% LIHTC is attractive due 
to its ability to generate long-term stable 
cash flows that are federally tax-exempt 
and, in many cases, also exempt from 
state income tax. 

1 

MARKET COMMENTARY 
Q2:2026 

Liz Kang 
General Counsel 

4% Low Income Housing Tax Credit, 
The Quiet Powerhouse of Tax-Exempt Investments

While the LIHTC program is federally 
authorized, it is administered at the 
state level under guidelines 
established by the IRS, providing local 
oversight while maintaining a uniform 
federal framework. State housing 
finance agencies review developer 
applications, award tax credit 
allocations, and ensure alignment with 
state housing priorities through 
Qualified Allocation Plans that 
emphasize affordability, long term 
compliance, and targeted community 
needs. 

A typical 4% LIHTC transaction employs 
a multi layered capital structure that 
includes: 
• Tax exempt private activity bonds
• Equity generated through the sale of 

tax credits to institutional investors
• Supplemental gap financing from 

public sources 

This diversified financing approach is 
fundamental to achieving economic 
viability while reinforcing credit 
discipline and long term affordability 
outcomes.

Continued on page 2.



Compliance and Oversight

LIHTC properties are subject to strict, 
long term compliance requirements 
designed to preserve affordability. The 
program includes an initial 15 year 
affordability compliance period, 
followed by an extended use period of 
at least an additional 15 years, with the 
exact duration governed by state 
policy. To qualify for and retain the tax 
credits, property owners must lease 
units to income qualified tenants, 
adhere to rent restrictions, and 
complete annual compliance 
certifications.  

The Case For Tax-Exempt Loans

 The IMPACT Opportunity

The Low-Income Housing Tax Credit 
has evolved into a cornerstone of 
affordable housing finance in the United 
States, offering a scalable and 
structurally disciplined way to attract 
private capital into affordable housing 
investment. Tax-exempt private activity 
bonds and loans make institutional  
investorsuniquely suited due to 
large-scale development and 
preservation efforts. The combination of 
federal tax advantages, state-level 
oversight, and long-term compliance 
requirements creates a durable 
structure that aligns investor incentives 
with public need.

and has developed a scalable 
mortgage loan strategy that 
aggregates loans into high-quality 
portfolios that can be securitized into 
tax-exempt securitization certificates. 
Because these underlying loans are 
tax-exempt, the associated interest 
can be passed through the entire 
capital stack when pooled and 
securitized, offering attractive yield 
potential while maintaining strong 
credit fundamentals. For investors, the 
diversified mortgage loan pools 
represent a powerful combination of 
consistent tax-exempt cash flow, 
exposure to essential affordable 
housing assets, and the potential for 
enhanced yields without 
compromising the credit profile. 

IMPACT’s strategy allows investors to 
participate in the affordable housing 
sector without needing to directly 
manage development risk or navigate 
the complexity of individual LIHTC 
equity deals. Instead, exposure is 
gained through structured, diversified 
portfolios that align with institutional 
investment standards.
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The 4% LIHTC framework provides 
meaningful risk reduction for investors. 
Since projects are subject to 
standardized federal rules and rigorous 
state-level underwriting, there is a built-in 
layer of discipline that helps reduce 
underwriting variability and execution 
risk. State agencies act as an additional 
credit screen, evaluating sponsor 
experience, project feasibility, and 
market demand before allocating credits 
or approving bond financing.

IMPACT recognizes the opportunity 
within the tax-exempt loan space, 

Failure to meet these requirements 
can trigger tax credit  recapture and 
financial penalties,  underscoring the 
importance of disciplined asset 
management and reinforcing the 
program’s durability as an institutional 
investment structure. 

Q1 2026 INVESTING HIGHLIGHTS 

IMPACT closed the first quarter of 2026 with the acquisition of three 
loans totaling $63.26 million, helping finance 573 affordable housing 
units. The transactions underscore IMPACT’s continued momentum
 in delivering large-scale capital solutions that advance 
affordable housing supply and investment.

$63.26M 
Invested in Q1

2
Photo credit: https://www.highpointatwynnewood.com/



3

• 

• 

MARKET COMMENTARY Q2: 2026 

SPOTLIGHT PROPERTY: HIGHPOINT AT WYNNEWOOD

SPOTLIGHT PROPERTY: FORTY SIX FLATS

Photo credit: 
https://www.realtor.com/rentals/details/2511-E-46th-St_Indianapolis_IN_46205_
M94859-13902

Property Description: Forty Six Flats is a 173-unit housing 
development for families in Indianapolis, IN that involved both 
adaptive reuse and new construction.. The sponsor, Partnership for 
Affordable Housing, is a nonprofit housing developer that 
exclusively focuses on affordable multifamily development in the 
state of Indiana. The sponsor has partnered with another local non 
profit called Aspire Indiana to offer social services such as social 
events, resident association memberships, housekeeping, financial 
literacy programs, resume workshops, and employment assistance.

AMI Restrictions: 10 units are restricted to households making 50% 
AMI and 163 units restricted to 60% AMI 
Sponsor: Partnership for Affordable Housing, Inc.  
Governmental Support: $500,000 from the Indiana Housing & 
Community Development Authority (IHCDA) Development Loan 
Fund, $500,000 from the IHCDA Tax Credit Assistance Program, 
$2,750,000 City of Indianapolis—the American Rescue Plan Act 
(ARPA) 

Amenities: Common laundry room, community room, 
on-site management, computer room, elevators, 
playground, controlled security access, high speed 
internet 

IMPACT Financing: $16,940,000 MM Tax Exempt Loan

Originator: Merchants Capital Corporation (Merchants Bank of 
Indiana)

SPOTLIGHT PROPERTY: 

Address: 2511 East 46th Street, Indianapolis, IN 46205 

Property Description: Highpoint at Wynnewood is a newly 
constructed, 220-unit affordable housing development for 
families located in Dallas, Texas. Sitting approximately 5 
miles from the Dallas Central Business District, this 
property is in a central location for working families. The 
property provides a variety of supportive services based 
on a survey of resident needs, including after-school 
programs, health screenings, family counseling, computer 
education, emergency assistance, adult education 
program, recreational activities, financial planning, literacy 
courses, and social events.  

AMI Restrictions: 35 units are restricted to 
households making 30% AMI and 185 units restricted 
to 60% AMI

Sponsor: Pivotal Housing Partners

Amenities: Activity room, business center, 
community room with kitchen, 2 Fitness centers, 
storage units and a swimming pool and pool house

IMPACT Financing: $26,300,000 Tax-Exempt 
Loan

Originator: Bank of America

Address: 1805 South Zang Boulevard, Dallas, TX 
75224 

Photo credit: https://www.highpointatwynnewood.com/



THANK YOU to all our investors, owners, employees and 
lending partners for supporting our mission and vision. 

For more information, please contact us at 
info@impactcapital.net 

450 Sansome Street 
Suite 1000 
San Francisco, CA 94111 
415-981-1074 

Disclaimer: This post is not an offering document for any securities. It is also not an offer of, or an 
agreement to provide, advisory services directly to any recipient. The information presented is 
intended to describe certain views of the author and Impact Community Capital LLC. The information 
presented in this post may contain statements of opinion, forward- looking statements and relies on 
certain assumptions. Any such opinions, forward-looking statements and assumptions may be 
inaccurate, and there can be no assurances that the examples included herein will reflect actual 
investment outcomes. Neither the author nor Impact Community Capital LLC intends or assumes 
any obligation to update or revise these opinions, forward-looking statements and assumptions in 
light of developments which differ from those anticipated. Past performance may not be indicative of 
future results and there can be no guarantee as to the return or volatility of any particular impact 
investment or set of impact investments. All investments carry a risk of loss that investors should be 
willing and able to bear. Use of this document is subject to the terms and conditions set forth on 
Impact Community Capital LLC’s website and can be accessed at http://impactcapital.net/terms. 
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A D D I T I O N A L  I M PAC T  U P DAT E S

We are pleased to announce the promotion of Andrew Zimmerman to Chief 
Investment Officer. 

In this role, Zimmerman will lead the firm’s overall investment strategy, portfolio 
management, and capital deployment efforts, ensuring continued alignment 
between IMPACT’s disciplined investment philosophy and its long-term growth 
trajectory.

If you're interested in learning more about Andrew's promotion, check out these 
places:
• Businesswire
• Chief Investment Officer Magazine
• City Biz
• Eagle Tribune
• Yahoo Finance

Photo credit: https://www.realtor.com/rentals/details/2511-E-46th-St_Indianapolis_IN_46205_M94859-13902

https://impactcapital.net/news/2021/12/fundfire-affordable-housing
https://www.businesswire.com/news/home/20260427528745/en/IMPACT-Community-Capital-Names-Andrew-Zimmerman-as-Chief-Investment-Officer
https://finance.yahoo.com/markets/stocks/articles/impact-community-capital-names-andrew-153000753.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAALlRSxXTZ3cbbkP4akN2g8KLbcgTr8KkkA3f1xQFYYcId5X4YNB5UA5Sv4KiSb5E0T7fmhYgUS37K1XsH2jwMcM9oqhQ6OFcLRKlmWc8GyuUAp9yE1mpsBzj8SiN-MhlPUqIUgcCUe9IKNOAR8RDmufHU_C2f3PDSu692dL9Qi6Y
https://www.eagletribune.com/region/impact-community-capital-names-andrew-zimmerman-as-chief-investment-officer/article_fb0f311e-7ce5-50bd-9b0d-99bd1016aea6.html
https://www.citybiz.co/article/838772/impact-community-capital-names-andrew-zimmerman-chief-investment-officer/
https://www.ai-cio.com/news/104418/

