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This EITF Snapshot summarizes the December 1, 2022, meeting of the Emerging Issues Task
Force ("EITF" or “Task Force"). Initial Task Force consensuses (consensuses-for-exposure)

are exposed for public comment upon ratification by the Financial Accounting Standards
Board (FASB). After the comment period, the Task Force considers comments received and
redeliberates the issues at a scheduled meeting to reach a final consensus. Those final
consensuses are then provided to the FASB for final ratification and, ultimately, issuance as an
Accounting Standards Update (ASU).

The official EITF minutes will be posted to the Deloitte Accounting Research Tool (DART) and
to the FASB's Web site (note that the official EITF minutes may contain details that differ from
those in this publication). EITF meeting materials (released before the meeting and used to
frame the discussion) are also available on those sites.

Issue 21-A, “Accounting for Investments in Tax Credit Structures Using
the Proportional Amortization Method”

Status: Final consensus.

Affects: Entities that invest in tax credit programs other than low-income housing tax credit
(LIHTC) investments.


https://dart.deloitte.com/
https://www.fasb.org/page/index?pageId=eitf/eitf.html
https://www.fasb.org/Page/PageContent?PageId=/eitf/materialsminutes.html

Background: Through the LIHTC program established by the federal government, tax credits
are awarded to developers of low-income housing. These developers often monetize the value
of tax credits with investors. For the investor to receive these tax credits, a limited liability
entity is typically established in which the developer acts as the general partner and the
investor acts as the limited partner.

In January 2014, the FASB issued ASU 2014-01" (codified in ASC 323-7402), which allows
investors to use the proportional amortization method to account for LIHTC investments if
the criteria in ASC 323-740-25-1 are met. ASC 323-740-35-2 states, in part, that “[u]nder the
proportional amortization method, the investor amortizes the initial cost of the investment

in proportion to the tax credits” received through the LIHTC investment. Further, the investor
recognizes the amortization and the tax credits on a net basis in its income statement as a
component of income tax expense from continuing operations. If the criteria in ASC 323-740-
25-1 are not met, the investor typically uses the equity method to account for its investment.

Since the issuance of ASU 2014-01, stakeholders have continued to support expanding the
proportional amortization method to investments in tax credit programs other than LIHTC
investments. At its September 22, 2021, meeting, the FASB decided to add a project on this
topic to the EITF's agenda. In this project, the EITF has considered whether such an expansion
is appropriate and has evaluated whether narrow clarifications should be made to the current
criteria in ASC 323-740-25-1 to permit entities to use the proportional amortization method to
account for investments in tax credit programs other than LIHTC investments.

At its June 16, 2022, meeting, the Task Force reached a consensus-for-exposure on the
accounting for tax equity investments.

In August 2022, the FASB issued a proposed ASU? based on the consensus-for-exposure that
the EITF reached at its June 2022 meeting.

Summary: At its December 1, 2022, meeting, the Task Force discussed the comment
letters received on the proposed ASU and reaffirmed the decisions reached in issuing the
consensus-for-exposure.

Specifically, the Task Force reaffirmed the following:

* The scope of the proportional amortization method will be expanded to include all
investments in tax credit programs that meet the criteria in ASC 323-740-25-1.

+ The FASB will retain criteria (a),* (b),> and (c)® from ASC 323-740-25-1 without making
any additional clarifications. Criterion (aa)’ will also be retained, but the final ASU will
clarify that the assessment is based on whether the investor can exercise significant
influence over the operating and financial policies of the underlying project.

«  When applying criterion (aaa)® in ASC 323-740-25-1, an investor will not automatically
be precluded from applying the proportional amortization method when refundable
tax credits exist. Accordingly, the final ASU will revise criterion (aaa) so that “projected
benefits” clearly refer to total return, including tax credits, other tax benefits, and

" FASB Accounting Standards Update No. 2014-01, Accounting for Investments in Qualified Affordable Housing Projects — a consensus of
the FASB Emerging Issues Task Force.

2 For titles of FASB Accounting Standards Codification (ASC) references, see Deloitte’s “Titles of Topics and Subtopics in the FASB
Accounting Standards Codification.”

> FASB Proposed Accounting Standards Update, Accounting for Investments in Tax Credit Structures Using the Proportional Amortization
Method — a consensus of the Emerging Issues Task Force.

4 Criterion (a) states, “It is probable that the tax credits allocable to the investor will be available.”

° Criterion (b) states, “The investor's projected yield based solely on the cash flows from the tax credits and other tax benefits is
positive.”

¢ Criterion (c) states, “The investor is a limited liability investor in the limited liability entity for both legal and tax purposes, and the
investor’s liability is limited to its capital investment.”

7 Criterion (aa) states, “The investor does not have the ability to exercise significant influence over the operating and financial policies
of the limited liability entity.”

8 Criterion (aaa) states, “Substantially all of the projected benefits are from tax credits and other tax benefits (for example, tax benefits
generated from the operating losses of the investment).”
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https://fasb.org/page/document?pdf=ASU+2014-01_3.pdf&title=UPDATE%20NO.%202014-01%E2%80%94INVESTMENTS%E2%80%94EQUITY%20METHOD%20AND%20JOINT%20VENTURES%20(TOPIC%20323):%20ACCOUNTING%20FOR%20INVESTMENTS%20IN%20QUALIFIED%20AFFORDABLE%20HOUSING%20PROJECTS%20(A%20CONSENSUS%20OF%20THE%20FASB%20EMERGING%20ISSUES%20TASK%20FORCE)
https://www.fasb.org/Page/Document?pdf=Prop%20ASU%20-%20Investments%E2%80%94Equity%20Method%20and%20Joint%20Ventures%20(Topic%20323)%E2%80%94Accounting%20for%20Investments%20in%20Tax%20Credit%20Structures%20Using%20the%20Proportional%20Amortization%20Method%20(EITF%20Issue%2021-A).pdf&title=Proposed%20Accounting%20Standards%20Update%E2%80%94Investments%E2%80%94Equity%20Method%20and%20Joint%20Ventures%20(Topic%20323):%20Accounting%20for%20Investments%20in%20Tax%20Credit%20Structures%20Using%20the%20Proportional%20Amortization%20Method%20(a%20consensus%20of%20the%20Emerging%20Issues%20Task%20Force)%20
https://dart.deloitte.com/USDART/pdf/5610464f-07df-11ea-bcf6-038330b2caf3
https://dart.deloitte.com/USDART/pdf/5610464f-07df-11ea-bcf6-038330b2caf3

non-tax-related cash flows. Further, the final ASU will clarify that (1) the refundable

tax credits should be included in the denominator but not the numerator of the
calculation when criterion (aaa) is applied, (2) discounted amounts should be used in
applying the criterion, and (3) the discount rate to be used will not be specified but will
be based on a principle that the discount rate used should be consistent with the cash
flow assumptions used by the investor.

« An entity is permitted to elect the proportional amortization method on a tax-credit-
program-by-tax-credit-program basis for tax credit investments that meet the criteria
in ASC 323-740-25-1.°

+ Areassessment of whether a tax credit investment meets the criteria for the
proportional amortization method will be required only upon a change in (1) the
nature of the investment or (2) the relationship with the project sponsor.

 Entities will be required to apply the flow-through method to account for the tax credit
itself when tax equity investments qualify for, and are accounted for by using, the
proportional amortization method.

« The disclosure requirements will apply to all investments in tax credit programs for
which an entity elects the proportional amortization method. In addition, while the
preexisting disclosure objective in ASC 323-740-50-1 will be retained, conforming
amendments will be made. Further, the level of disclosure required by ASC 323-740-
50-2 will be enhanced (e.g., the specific line items presented and discussion of any
significant modifications to the investment).

The Task Force also reached a consensus that the following LIHTC-specific amendments that
are unrelated to investments that qualify for proportional amortization will be made in the
final ASU:

» LIHTC investments to which the cost method was previously applied under ASC
323-740-25-2A (as illustrated in ASC 323-740-55-7) must make the transition to ASC
321.

+ The equity method analysis in Example 1 in ASC 323-740-55-8 will be eliminated
because it was inconsistent with the determination of equity method impairment
under ASC 323. LIHTC investments that were using the method in Example T must
begin applying the guidance in ASC 323-10 upon transition.

+ Entities will be required to apply the guidance in ASC 323-740-25-3 (on delayed equity
contributions) only to investments for which the proportional amortization method
is applied. Therefore, LIHTC investments that do not apply proportional amortization
must discontinue that accounting upon transition.

Effective Date and Transition: The Task Force reached a final consensus that an entity
will be required to (1) apply either the modified retrospective'® transition method or the
retrospective transition method and (2) comply with the disclosure requirements in ASC
250-10-50-1 and 50-2; however, an entity will not be required to justify the change on the
basis of preferability. The Task Force reached a final consensus that the effective date of the
amendments resulting from this Issue will be as follows:

s Public business entities — Fiscal years beginning after December 15, 2023, including
interim periods within those fiscal years.

« All other entities — Fiscal years beginning after December 15, 2024, including interim
periods within those fiscal years.

9 Atits March 24, 2022, meeting, the EITF preliminarily decided that the proportional amortization method would have to be applied
as a policy to all tax credit investments that qualified. However, at its June 16, 2022, meeting, the EITF redeliberated the accounting
policy election related to the proportional amortization method and reversed the preliminary decision made at its March 24, 2022,
meeting.

0 The proposed ASU originally referred to this approach as the modified prospective method. This terminology has been changed to
modified retrospective to better reflect the mechanics of this transition method.
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In addition, for all entities, early adoption will be permitted, including early adoption in any
interim period as of the beginning of the fiscal year that includes that interim period.

Regarding the removal of the above LIHTC-specific provisions, the Task Force reached a
consensus that the amendments would be applied by using either (1) the entity’'s general
transition method (i.e., modified retrospective or retrospective) or (2) a prospective transition
method. An entity can select a different transition method for each of the removed LIHTC-
specific provisions; however, the method selected must be applied consistently.

Next Steps: FASB ratification is expected at the Board's January 2023 meeting, after which a
final ASU will be issued.

Administrative Matters
The next EITF decision-making meeting is tentatively scheduled for March 30, 2023.



Dbriefs for Financial Executives

We invite you to participate in Dbriefs, Deloitte’s live webcasts that give you valuable insights into important
developments affecting your business. Topics covered in the Dbriefs for Financial Executives series include financial
reporting, tax accounting, business strategy, governance, and risk. Dbriefs also provide a convenient and flexible way to
earn CPE credit — right at your desk.

Subscriptions

To subscribe to Dbriefs, or to receive accounting publications issued by Deloitte's Accounting and Reporting Services
Department, please register at My.Deloitte.com.

The Deloitte Accounting Research Tool

Put a wealth of information at your fingertips. The Deloitte Accounting Research Tool (DART) is a comprehensive online
library of accounting and financial disclosure literature. It contains material from the FASB, EITF, AICPA, PCAOB, and SEC,
in addition to Deloitte’s own accounting manuals and other interpretive guidance and publications.

Updated every business day, DART has an intuitive design and navigation system that, together with its powerful search
and personalization features, enable users to quickly locate information anytime, from any device and any browser.
While much of the content on DART is available at no cost, subscribers have access to premium content, such as
Deloitte's FASB Accounting Standards Codification Manual. DART subscribers and others can also subscribe to Weekly
Accounting Roundup, which provides links to recent news articles, publications, and other additions to DART. For more
information, or to sign up for a free 30-day trial of premium DART content, visit dart.deloitte.com.

The purpose of this publication is to briefly describe matters discussed at the most recent meeting of the
Emerging Issues Task Force. This summary was prepared by Deloitte’s National Office. Although this summary
of the discussions and conclusions reached is believed to be accurate, no representation can be made that

it is complete or without error. Official meeting minutes are prepared by the Financial Accounting Standards
Board staff and are available approximately three weeks after each meeting. The official meeting minutes
sometimes contain additional information and comments; therefore, this meeting summary is not a substitute
for reading the official minutes. In addition, tentative conclusions may be changed or modified at future
meetings.

EITF Snapshot is prepared by members of Deloitte’s National Office as developments warrant. This publication
contains general information only and Deloitte is not, by means of this publication, rendering accounting,
business, financial, investment, legal, tax, or other professional advice or services. This publication is not a
substitute for such professional advice or services, nor should it be used as a basis for any decision or action
that may affect your business. Before making any decision or taking any action that may affect your business,
you should consult a qualified professional advisor. Deloitte shall not be responsible for any loss sustained by
any person who relies on this publication.

The services described herein are illustrative in nature and are intended to demonstrate our experience
and capabilities in these areas; however, due to independence restrictions that may apply to audit clients
(including affiliates) of Deloitte & Touche LLP, we may be unable to provide certain services based on
individual facts and circumstances.
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Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by
guarantee ("DTTL"), its network of member firms, and their related entities. DTTL and each of its member firms
are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not provide
services to clients. In the United States, Deloitte refers to one or more of the US member firms of DTTL, their
related entities that operate using the “Deloitte” name in the United States and their respective affiliates.
Certain services may not be available to attest clients under the rules and regulations of public accounting.
Please see www.deloitte.com/us/about to learn more about our global network of member firms.
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