
 
 

Growing Pains: Tax Credit Investing at 
an Awkward Age 
The tax credit investment market was created 31 years ago with passage, by the U.S. 
Congress, of the Tax Reform Act of 1986. The Act created the Low-Income Housing Tax Credit 
(LIHTC), the first and still the largest source of federal tax credit investments. For the first two 
decades of the market’s existence, tax credits remained a lesser-known, esoteric niche of the 
investment market. Tax credit investments were managed ad hoc by a small tribe of 
bootstrapped specialists at an even smaller confederation of institutional investors. 
 
In the past decade, a variety of factors have converged to raise the tax credit investment market 
out of its infancy. More investors are discovering the market’s attractive combination of solid 
security and strong yields, along with its unique opportunities to manage tax rates. And 
investors are becoming increasingly sophisticated in managing their tax credit investments for 
maximum benefit. 
 
They are also discovering the market’s particular complexities, most notably (but by no means 
exclusively) investors’ compliance requirements and the need for careful coordination among 
tax, accounting, treasury, and investment departments. These complexities increase 
exponentially as institutions buy more heavily into tax credit investments over time, with each 
new investment requiring -- in the case of LIHTC -- 10-15 years of administration. 
 
To date, management of the market’s complexity has not caught up to the growth and overall 
maturity of the market. Almost all investors in this space are still using the tools of the market’s 
infancy: digital spreadsheets, rigged into cumbersome, error-prone, user-developed applications 
(UDAs). And these tools both reflect and reinforce a management process that is wasteful and 
unwieldy, that is simply not up to the task of the market’s growth. It’s costing investors: in time, 
in costly errors, and in lost opportunities. 
 
These are the growing pains of our industry. We have grown so much, yet we don’t yet know 
how to coordinate our long limbs and muscular bodies with nimble grace and economy. We’re 
tripping over our own big feet. 
 
The tax credit investment industry desperately needs smarter technology and agile 
management processes that are equal to the tax credit investment market’s complexity and 
opportunities. Only then can we hope to grow out of this awkward age. 



 

Birth of a Marketplace at the Dawning of Excel 
If you want to celebrate the birthday of the tax credit investment market, light the candles on 
October 22. That’s the day on which Congress passed the Tax Reform Act of 1986. While 
eliminating many tax shelters, the Act created the Low-Income Housing Tax Credit. It also 
altered the Historic Tax Credit (HTC), first created by the Tax Reform Act of 1976, in a manner 
that made it less attractive to individual property owners and more available to institutional 
investors. 
 
The success of LIHTC has since led to a profusion of additional tax credit investments. At the 
federal level, the most notable are the New Markets Tax Credit (NMTC), the Renewable Energy 
Production Tax Credit (PTC), and the Renewable Energy Investment Tax Credit (ITC). Many 
states offer state-level tax credit investments comparable to these federal programs, as well as 
additional programs that exist only at the state level. Examples of the latter include film tax 
credits and enterprise zones. 
 
Coincidentally -- albeit conveniently -- Microsoft first released Excel in 1985, just one year prior 
to the market’s creation. Excel was not the first digital spreadsheet for microcomputers -- Lotus 
1-2-3 (released in 1983) and VisiCalc (1979) preceded it, and mainframe spreadsheets were 
available as early as 1969 -- but by the early 90s, Excel had dominated the market. 
 
At the time, these digital spreadsheets were revolutionary, automating labor-intensive manual 
accounting and bookkeeping previously performed on paper. This did not merely save time on 
already existing record-keeping functions. Because recalculations could be performed almost 
instantaneously, users could now examine various “what if” scenarios and perform more 
complex analyses. Intelligence that would once have been far too laborious to extract from the 
data was now readily available to inform decisions. 
 
Users soon began finding ways to put spreadsheets to work beyond their originally intended 
accounting and bookkeeping purposes, applying them to just about anything that could be 
represented as tabular data. And when the LIHTC market emerged, it was natural and even 
appropriate for tax departments to bring along the most innovative tools of the time in order to 
manage them. 
 
As the market grew, so also grew the software, with Microsoft, IBM, and others adding 
capabilities to their spreadsheet applications and users finding ways to put new features to work 
in ever more complex spreadsheets. 
 
Had digital spreadsheets not existed in 1986, the tax credit investment market could never have 
grown as quickly as it did, nor could investors have benefited from these investments as much 



as they did. The laborious work and costs of manually tracking, calculating, and analyzing these 
complex investments would have substantially lowered their net value to investors. 
Spreadsheets took away enough of the pain to make the investments worthwhile. Excel is the 
unsung hero of the market’s infancy and youth. 

Growth and Growing Pains 

Banks Build the Market and Other Investors Follow 
Banks were some of the first purchasers of tax credit investments. The Community 
Reinvestment Act of 1977 (CRA) had already required banks to invest in their local 
communities, including in low-income neighborhoods, and subsequent amendments gave the 
Act stronger enforcement mechanisms. 
 
As banks became confident in the security of LIHTC investments, they favored them as an 
efficient and responsible means of meeting their CRA obligations. Secondary mortgage markets 
Fannie Mae and Freddie Mac also entered and eventually dominated the market, owning about 
40% of the LIHTC market  prior to the 2007-08 housing collapse. 1

 
In 2008, when Fannie Mae and Freddie Mac were taken into the conservatorship of the 
Federation Housing Finance Agency (FHFA) and effectively left the market, yields increased as 
developers struggled to find buyers for an oversupply of tax credits. (Note that a recent decision 
will allow Fannie Mae and Freddie Mac to reenter the market, in a modest way, in 2017.)  2

 
The opportunity of these high yields attracted a new, more diverse group of investors  to the tax 3

credit investment market. Large insurance companies, which have predictable tax obligations 
even in poor-performing years, were some of the first to invest more heavily in tax credits. 
 
Companies with large reserves of cash on hand, such as are found most commonly in the 
technology sector, have more recently discovered tax credit investments. Google, for example, 
made headlines in 2011  with its investments in high-yield LIHTC investments in rural areas 4

underserved by big banks. 
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https://www.occ.gov/topics/community-affairs/publications/insights/insights-low-income-housing-tax-credit
s.pdf 
4 Terry Pristin, "Who Invests in Low-Income Housing? Google, for One", The New York Times, 25 
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These new entries into tax credit investments have reinvigorated the market, leading to an 
estimated $13 billion  in LIHTC equity raised in 2015. According to the Bipartisan Policy Center, 5

in its first 27 years LIHTC leveraged over $100 billion in capital investments, leading to 
construction of 2.6 million affordable homes.  Because the LIHTC allotments are tied to 6

population growth, the market continues to grow. 
 
Nevertheless, these new entries into the tax credit investment market have tended to adopt the 
tools of the original investors: spreadsheets updated, analyzed, and reported on through a 
labor-intensive, interdepartmental process. 

It Gets Complicated 
It is not only the market as a whole which has grown. As individual investors in the tax credit 
market have become more comfortable with the security of tax credits, they have invested more 
heavily in them, growing their own tax credit portfolios. And with these expanding portfolios 
comes much greater complexity. 
 
If an investor makes a single investment in a tax credit investment, administering it for the 
multi-year lifetime of the credit is probably manageable with a spreadsheet and good ongoing 
communications between departments. But institutional investors are increasingly making 
multiple tax credit investments year after year. 
 
Consider the complexities that come with even a single LIHTC investment. 
 
The tax department needs to forecast with some confidence the organization’s tax liability for 
the 10 years over which the tax credits will be received, along with planning prudent 
contingencies against the small possibility that these credits may be recaptured within the 
15-year compliance period. Tax credits not used in one year can be rolled over, but doing so 
reduces the effective rate of return. The tax department must then adjust not only to fluctuations 
in tax liability but to shifts in the delivery of the tax credits, which may be held up by delays in 
construction or difficulty in renting out the units. 
 
The same delays can impact when the treasury must have cash on hand for scheduled 
contributions. 
 
In the accounting department, reporting requirements have become more complex. In the wake 
of the Enron and other corporate accounting scandals, Congress passed the Sarbanes-Oxley 

5 Dirk Wallace and Michael Novogradac, "Tax Reform Could Significantly Affect LIHTC Equity Market", 
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http://bipartisanpolicy.org/look-housing-credits-success-its-27th-anniversary/ 



Act of 2002. The Act requires much greater transparency of publicly traded companies, and this 
increases the reporting burden for tax credit investors. 
 
On the upside, a recent Accounting Standards Update (ASU No. 2014-01) by the Financial 
Accounting Standards Board (FASB) allows many investors to use the proportional amortization 
method. While this may be advantageous for many investors , it must be applied retrospectively. 7

And this is only one of many rules changes that the typical investor will encounter over the 
lifespan of an investment. 
 
Finally, the investment department will want regular reports on the investment’s projected value, 
internal rate of return (IRR), net present value (NPV), remaining tax benefits, and overall 
exposure. As investors have bought up the surplus supply available after the housing crisis, 
yields for tax credit incentives have narrowed.  This has put a premium on managing these 8

investments efficiently and effectively. 
 
Each of these departments must be sure it is working with the most current data, and must 
reliably share and report its own best data and analyses with the other departments. 
 
Now take all these complexities and multiply them in an institution that invests in multiple tax 
credit investment funds each year and continues to do so for, say, ten years in a row, such that 
the portfolio includes scheduled contributions and benefits on multiple floating timelines, 
purchased over a decade’s worth of tax liability projections, many of the credits first acquired 
under accounting standards that have since been revised, and purchased at a wide variety of 
effective yields during fluctuations in the tax credit investment market. 
 
The work of orchestrating all this can quickly become a heavy burden for all involved 
departments, taking the time of skilled people away from higher value tasks as they work to 
update data, rework calculations, and prepare reports. 

Spreadsheets Split at the Seams 
Investors have attempted to manage this complexity with ever more elaborate arrangements of 
spreadsheets, extended and linked into ad hoc user-developed applications (UDAs), the bane of 
any organization’s IT department. 
 
UDAs can make sense when an organization or an entire industry is testing the waters of 
something new, when purpose-built software solutions are often nonexistent and too costly to 

7 Ernst & Young, "A new method of accounting for investments in qualified affordable housing projects", 
To the Point, 
http://www.ey.com/publication/vwluassetsdld/tothepoint_bb2690_affordablehousing_16january2014/$file/t
othepoint_bb2690_affordablehousing_16january2014.pdf 
8 Novogradac & Company, "LIHTC Pricing Trends", Affordable Housing Resource Center, 
https://www.novoco.com/resource-centers/affordable-housing-tax-credits/data-tools/lihtc-pricing-trends 



develop. But they simply don’t scale well to a large tax credit investment portfolio. UDAs come 
with a host of costs and risks that make them inappropriate for mature markets and committed 
investors. 

Labor-Intensive 
When investors manage their tax credit portfolios with UDAs, very valuable people are kept 
busy gathering and relaying data, manually preparing reports, and otherwise wasting their time 
on rote tasks when they could be doing higher value work instead. As Robert Kugel, Senior VP 
and Research Director at Ventana Research writes, “time spent in handling basic tasks in 
spreadsheets prevents people -- often very skilled people -- from performing more valuable work 
that requires their insight and judgment.”  9

Prone to Costly Errors 
In our development work at Community Investment Solutions, we have yet to find a tax 
investment portfolio spreadsheet that did not have at least one error in data, formulas, or both, 
and often those errors had costly potential consequences. This despite the likelihood that 
investors, well aware of how costly such errors can be, are probably spending substantial time 
checking for those errors. The problem is not in the people, but in the process and technology. 
 
Outside of tax credit investing, errors attributed wholly or in part to spreadsheet errors have 
made international headlines. 
 

● JPMorgan Chase’s $6 billion “London Whale” credit default swap trading loss in 2012 
was eventually attributed in part to spreadsheet errors.  10

● A wave of austerity measures across Western Europe were justified in part by a study 
published in 2010 by economists Carmen Reinhart and Kenneth Rogoff. Doctoral 
student Thomas Herndon later showed that their findings were flawed in part because of 
a spreadsheet error.  11

● In 2008, Barclays mistakenly bought up 179 contracts from failing Lehman Brothers 
because of a reformatting error when converting a spreadsheet to a PDF.  12

9 Robert Kugel, "Treasury is More Effective with Technology", LinkedIn Pulse, 
https://www.linkedin.com/pulse/treasury-more-effective-technology-robert-kugel 
10 Linette Lopez, "How The London Whale Debacle Is Partly The Result Of An Error Using Excel", 
Business Insider, 
http://www.businessinsider.com/excel-partly-to-blame-for-trading-loss-2013-2?utm_source=scoopinion 
11 Peter Monaghan, "'They Said at First That They Hadn't Made a Spreadsheet Error, When They Had'", 
The Chronicle of Higher Ed, http://www.chronicle.com/article/UMass-Graduate-Student-Talks/138763/ 
12 John Carney, "Barclays Spreadsheet Error Results In Lehman Chaos", Business Insider, 
http://www.businessinsider.com/2008/10/barclays-excel-error-results-in-lehman-chaos 



Cumbersome and Slow 
While digital spreadsheets unlocked insights that would have been too laborious to analyse in 
the days of paper-based accounting, they are far too slow for the real-time intelligence that 
investors need today. 
 
Reports generated from UDAs still require human analysts to gather the latest data from various 
departments, update it manually in spreadsheets, then deliver it to the directors and executives 
who need it. This process must be repeated regularly throughout the lifetime of the investment. 
External reporting deadlines become a recurring pressure point, and closing the books is always 
a hassle. 
 
Need an ad hoc analysis, prompted by an executive’s or director’s question? Cue an 
interdepartmental scramble or a missed opportunity when the analysis proves too 
time-consuming to undertake. 
 
Tax credit investments have floating timelines, as the schedule of capital contributions and 
credits shift due to building delays, occupancy shortfalls, and other factors. Each change sets 
off a wave of manually entered changes. 
 
There are similar reverberations each time the accounting rules for tax credit investments 
change, with multiple headaches as investors update formulas while, hopefully, preserving “as it 
was” records for archival purposes. 

Poorly Governed and Validated 
UDAs are, by definition, created and readily altered by the employees using them. As such, they 
have limited governance and their data is generally poorly validated. Even an investor with a 
well crafted workflow process has little assurance that this process will be diligently followed. 
Frontline latitude to alter UDAs almost guarantees that inconsistencies will find their way into the 
system. 

Siloed 
Though we are in the age of readily available cloud-based databases, tax credit portfolio data is 
commonly siloed in each department and shared via email attachments. This leads to conflicting 
versions of formulas and data, and it greatly slows analysis and reporting. 
 
Institutional knowledge is siloed not only in departments but in individuals, and something as 
predictable as employee turnover can lead to errors and lost data over the many years a tax 
credit investment is held. 



We Can Do Better 
The current UDA system used throughout the industry is not merely straining; it’s tearing apart 
at the seams. We all know that UDAs are inadequate, that they are inefficient and wasteful and 
error prone and a headache. But they have had organizational inertia, and there hasn’t been a 
purpose-built application available. 
 
No matter how sophisticated, spreadsheet-based UDAs are simply inadequate to the task of 
managing a mature tax credit portfolio. No number of labyrinthine links among spreadsheets 
can make them so. No workflow process can overcome their limitations. We need a better way. 
 
In more mature investment areas, such as bonds, investors have purpose-built technology tools 
with which to manage their holdings. We haven't had that in tax credit investments. We need it. 

A Mandate for Mature Portfolio Management 
Technology 
We need to leave behind the byzantine UDAs and labor-intensive processes of our market’s 
heady youth. We need to graduate to technology and automated processes better suited to our 
market’s size and sophistication. We need to develop centralized, integrated processes, 
enabled and enforced by mature portfolio management technology, purpose-built for the tax 
credit investment market.  
 
Don’t correct the errors; prevent the errors. Create a process that keeps data current and 
accurate from the beginning and every step along the way. Use software with well designed 
workflow management to assure accuracy and enforce adherence to a good process from the 
beginning. Build for real-time data and instant analysis. Automate everything. 
 
To fully mature this marketplace, we have to graduate from the ad hoc UDA solutions of the 
past and, unfortunately, present. They are not adequate to the present task and woefully 
insufficient to unlocking future growth. We need to replace our UDA-managed systems with a 
purpose-built software solution that: 
 

● Validates and imports data directly into a single, centralized, cloud-based database for 
real-time visibility across departments 

● Controls and provides appropriate access for multiple user roles 
● Automatically calculates amortization using any valid method 
● Automatically creates journal entries according to GAAP and STAT at both state and 

federal levels 
● Automatically calculates expected and actual IRR and NPV 



● Aggregates data at multiple levels for analysis and reporting 
● Provides custom, self-service reporting for effortless real-time intelligence 

 
A mature software solution that meets these criteria will enable and enforce a workflow that is 
far more efficient, much less prone to costly errors, well governed, centralized, agile, and 
intelligent. It will free up the time of talented people to do higher value work and equip 
decision-makers with the insights and analysis they need to make better decisions about their 
tax credit investments. 
 
As an industry, we're growing up. It's a pain sometimes. But purpose-built software that 
empowers an integrated and centralized process can take away the pain, leaving us with a 
mature, well managed market of high yield, low risk investments that enable us to invest in our 
communities while managing our tax rates. 
 
It’s an awkward age we’re in, but, with the help of today’s best technology, we can get through 
this. The benefits for our industry and the communities we support through our investments will 
make it all worth it. 
 
About Community Investment Solutions (CIS) 
Community Investment Solutions creates purpose-built technology that empowers customers to 
invest intelligently in their communities.  
 
About Tax Credit Investment Technology (TCIT) 
Developed by CIS with the guidance of some of the largest tax credit investors in the industry 
and in consultation with regulatory bodies, TCIT automates the accounting, reporting, and 
management of Low-Income Housing Tax Credits, Historic Tax Credits, Renewable Energy Tax 
Credits, and New Market Tax Credits. 


