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The FASB recently issued ASU 2023-02, Accounting
for Investments in Tax Credit Structures Using the
Proportional Amortization Method (a consensus of the
Emerging Issues Task Force), which allows an entity to
elect to use the proportional amortization method to
account for qualifying equity investments in tax credit
structures that meet specified criteria, without regard
to the underlying tax credit program. Previously, this
method of accounting was only available for qualifying
equity investments in low income housing tax credit
(LIHTC) structures.

In addition to expanding the scope of the proportional
amortization method, the amendments also impact the
accounting for existing equity investments in LIHTC
structures that were not previously accounted for using
the proportional amortization method.

Proportional amortization method

Under the proportional amortization method, the initial
cost basis of a qualifying equity investment must be
amortized in proportion to the income tax credits and
other income tax benefits received. In addition, the
amortization of the investment’s cost basis and the
income tax credits is presented net in the income
statement as a component of income tax expense
(benefit).

The amendments in ASU 2023-02 comprise a
consensus reached by the FASB’s Emerging Issues
Task Force (EITF), which was subsequently ratified by
the FASB, to amend existing guidance so that equity
investors in a tax credit structure, regardless of the

related tax credit program, may now elect to use the
proportional amortization method to account for their
tax equity investments if certain conditions are met.

The election is made on a program-by-program basis.

An equity investor in a tax equity structure may only
apply the proportional amortization method if all of the
following conditions in ASC 323-740-25-1 are met:

1. Itis probable that the income tax credits that will be
allocated to the investor will be available.

2. The investor does not have the ability to exercise
significant influence over the operating and
financial policies of the underlying project.

3. Substantially all of the projected benefits are from
income tax credits and other income tax benefits.
Refundable tax credits must be included in total
projected benefits but must be excluded from
income tax credits and other income tax benefits.

4. The investor’s projected yield, based solely on the
cash flows from the income tax credits and other
income tax benefits, is positive.

5. The investor is a limited liability investor for both
legal and tax purposes, and the investor’s liability
is limited to its capital investment.

The amendments also require entities using the
proportional amortization method for qualifying
investments to apply the delayed equity contribution
guidance in ASC 323-740-25-3, which requires that a
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liability be recognized for delayed equity contributions
that are either (1) unconditional and legally binding, or
(2) contingent upon a future event once that contingent
event becomes probable.

If the proportional amortization method is not applied,
entities are no longer permitted to use the guidance on
delayed equity contributions, which impacts investors
in LIHTC structures who may have applied the delayed
equity contributions guidance without electing the
proportional amortization method before adopting the
new amendments.

The amendments further require an entity to disclose
information about all investments that generate income
tax credits and other income tax benefits from a tax
credit program accounted for using the proportional
amortization method in accordance with ASC 323-740,
including investments within that elected program that
do not meet the conditions to apply the proportional
amortization method.

The amendments require that an entity disclose
information in annual and interim reporting periods,
including

1. The nature of its tax equity investments

2. The effect of its tax equity investments and related
income tax credits and other income tax benefits
on its financial position and results of operations

The following scenario is an abbreviated version of
the example in ASC 323-740-55-2 through 55-5 that
illustrates how to apply the proportional amortization
method. Assume the following facts:

e The purchase price of 5 percent equity investment
in a limited partnership interest in the project is
$100,000.

e The total projected income tax credits and other
income tax benefits to be received over the 15-
year period equal $120,000.

Based on this scenario, the table in the next column
shows income tax credits and other income tax
benefits received within each year.

For the years shown, the net amount presented in the
income tax expense (benefit) line item would equal

¢ $1,818 for each of the first three years, equal to
$10,909 in income tax credits and other benefits
minus $9,091 of amortization during each year

e $365in Year 14, equal to $2,183 in income tax
credits and other benefits minus $1,818 of
amortization

Net Income . Net

. Proportional .

investment tax e investment

. . amortization .
beginning credits / . ending
) amount

balance benefits balance
1 $100,000 $10,909 $9,091 $90,909
2 $ 90,909 $10,909 $9,091 $81,818
3 $ 81,818 $10,909 $9,091 $72,727
14 $1,818 $ 2,183 $1,818 $
15 $ 0 $ 0 $ 0 $

Total $120,000 $100,000

1 The proportional amortization amount is calculated as follows: $100,000 initial
investment amount x [income tax credits and other benefits received during the
year + total anticipated income tax credits and other benefits over the life of the
investment of $120,000].

e 3$0in Year 15, equal to $0 in income tax credits

and other benefits minus $0 of amortization

Application of other GAAP

As a result of the amendments, the guidance in

ASC 323-740 applies only to tax equity investments
accounted for using the proportional amortization
method. Equity investors in qualifying LIHTC structures
who previously could apply ASC 323-740, even if the
proportional amortization method was not applied, are
no longer able to do so upon adoption of the new
amendments.

Therefore, absent an election to apply the fair value
option, investors in equity investments in tax equity
structures to which the proportional amortization
method is not applied now need to determine whether
the guidance in either ASC 323, Investments —

Equity Method and Joint Ventures, or in ASC 321,
Investments — Equity Securities, is applicable and
apply that guidance in its entirety, including the
impairment guidance. Under either Topic, investment
income, gains and losses, and tax credits must be
presented gross on the income statement, rather than
netted in the income tax expense (benefit) line item.

Effective date and transition

For public business entities, the amendments are
effective for fiscal years beginning after December 15,
2023, including interim periods within those fiscal



years. For all other entities, the amendments are
effective in fiscal years beginning after December 15,
2024, including interim periods within those fiscal
years. All entities are permitted to early adopt the
amendments in any interim period as of the beginning
of the fiscal year.

Entities must transition to the new guidance on
either a modified retrospective or a retrospective
basis. An investor who has not previously applied
the proportional amortization method to LIHTC
investments (and, therefore, can no longer apply
the guidance in ASC 323-740 after adopting the
amendments) may elect a prospective approach
rather than its general transition method.
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