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What Does CohnReznick Think? In the absence of any extenuating factors, use of the practical expedient normally 
should provide amortization results which are substantially similar to those based on both the tax credits and other tax benefits.

Impairment
Investments in affordable housing projects are required to be tested for impairment when events or changes in circumstances 
indicate that it is more likely than not that the carrying amount of the investment will not be realized. Situations which 
might indicate that the investment will not be realized would include a determination that it is more likely than not that the 
expected tax credits and other tax benefits would not be received. Further, impairment could exist in situations where the 
investor decides to sell its investment on the market, rather than receive the tax credits and other tax benefits.

Other Matters
Other Transactions Between Investors and Investees 

Under ASU 2014-01, other transactions between the investor and the investee are not required to be considered when  
determining whether the condition have been met so long as the following conditions are met:

•	 The investor is in the business of entering into those other transactions.

•	 The terms of those other transactions are consistent with the terms of arm’s-length transactions. 

•	 The reporting entity does not acquire the ability to exercise significant influence over the operating and financial 
policies of the investee as a result of those other transactions.

Accordingly, a bank or other entity could provide the investee with a loan provided the above conditions were met.  
Other transactions could pose larger questions in situations where the investor is not in the business of entering into the  
other transactions. A common situation could be where the investor is not in the business of making loans and nevertheless 
advances funds to the investee. Such advances are not unusual. Usually they are limited to advancing funds which are  
expected to be repaid through remaining future capital installments of the original investment. Judgment will need to  
be applied in order to determine whether such advances truly represent other transactions between the investor in the 
investee. Arguably such advances could be viewed as part of the original investment and not as other transactions.

Reassessment of Investment Qualifications

Application of the proportional amortization method is made at the time of the initial investment. Investors are required  
to reevaluate the conditions upon the occurrence of either of the following:

•	 A change in the nature of the investment.

•	 The change in the relationship with the investee that could result in the investor no longer meeting the conditions.

The likelihood of either of the above occurring should be low. ASU 2014-01 provides an example of a change in the nature 
of the investment, illustrated by a situation where the investment is no longer in a flow-through the entity for tax purposes. 
Similarly, the change in the nature and investment could occur if the investor makes a decision to sell the investment before 
receipt of the tax credits.

Changes in the relationship with the investee generally would only occur if the general partner in the affordable housing 
project needed to be replaced as a result of performance issues or if the investor changes the nature and amounts of  
its investment. 

What Does CohnReznick Think? Small changes in the amount of the investment resulting from receipt of additional tax  
credits or from the application of tax credit adjusters should not result in any reassessment. However, if the investor is required to  
become more involved in the day-to-day operations of the affordable housing project or if the investor is required to provide  
additional subordinated financial support over and above its original investment, then a reassessment should be performed.
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Residual Values

Residual values are excluded from the projection of expected benefits in calculating the amount ofproportional amortization. Tax 
credit investments qualifying for the proportional amortization method should not have any expected significant residual 
values. Investors should be careful when considering this issue since significant residual value could result in failure to satisfy 
the substantially all condition. Gains or losses on sale of investments, if any, are included in earnings at the time of sale.

Early Adoption Considerations

Investors can early adopt the provisions of ASU 2014-01. However, application of the ASU must be made on a retrospective 
basis to all periods presented. Accordingly, investors will need to determine which investments qualify for the proportional 
amortization method. Additionally, investors will need to determine whether or not they will utilize the practical expedient 
(and whether it will produce substantially similar results). The principal consideration is the potential impact the proportional 
amortization method would have on the investor’s income statement, especially pre-tax earnings, as a result of reporting 
amortization of the investment as a component of its income tax provision. 

Disclosures

The disclosure requirements under ASU 2014-01 are fairly straightforward and should not present investors with any  
significant difficulties. Investors which have a mixed bag of investments, where some of the investments meet the  
conditions for application of the proportional amortization method while others do not, will face the most difficulty.

A brief summary of the disclosure requirements required under the Update is set forth below:

a.	 The amount of affordable housing tax credits and other tax benefits recognized during the year.

b.	 The net carrying value of the investment recognized in the balance sheet.

c.	 For qualified affordable housing project investments accounted for using the proportional amortization method,  
the amount recognized as a component of income tax expense.

d.	 For qualified affordable housing project investments accounted for using the equity method, the amount of  
investment income or loss included in pretax income.

e.	 Any commitments or contingent commitments, including the amount of equity contributions in the year or years  
in which such contingent commitments are expected to be paid.

f.	 The amount and nature of impairment losses during the year resulting from the forfeiture or ineligibility of tax credits 
or other circumstances.

Questions
Clients who have specific questions regarding the proposed Update may contact their CohnReznick partner for assistance. 
Other individuals that have specific questions regarding the proposed Update may contact Michael C. Beck at 404-847-9447.
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