T e |"I‘v .

g

§

B

g

[

=g

1|

-

-
-
-
.
Lo

-
ot

1ime e
11TV A e
PR AR SRR T
21 VA3 1 )
I VE I O IR

T

¥ '
ki 1t (D
e 2 o Vi e

Deloitte

2015 real estate industry update



Agenda

Standards Setting

Projects Impacting Real Estate

Regulatory Update

2 2015 real estate industry update — A landscape for change: Transforming for the future Copyright © 2015 Deloitte Development LLC. All rights reserved.



Disclaimer

» This presentation does not provide official Deloitte & Touche LLP
Interpretive accounting guidance

* The views expressed are solely those of the presenter and are not
formal Deloitte & Touche LLP positions

» Check with a qualified advisor before taking any action

» See slides at the end for additional resources available on these topics
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Over 40 FASB meetings and 30 IASB meetings
In addition, over 20 Joint FASB/IASB meetings
The majority of the FASB meetings included convergence topics

The Boards have also held several education sessions and roundtables and
have formed a transition resource group (TRG) to assist in transition questions
related to revenue recognition



Project Status

Revenue recognition (Issued) Converged

FI - classification and measurement Diverged

FI — impairment Diverged

Leases Partially Converged
Investment companies (Issued) Substantially Converged

Consolidation (Issued) Partially Converged



Convergence challenges

Mary Jo White (SEC Chair) — May 2014
“Considering whether to further i1 ncorporate
also been a priority for me. And, it continues to be. ”

Chris Cox (Former SEC Chairman) — June 2014
“Today there is a real rio sk that the contin
gotten far ahead of the accounting standards that are necessary to make it all work. That is
why, when | was SEC chairman, | worked to ensure that the U.S. was doing everything
necessary to make financial information from companies in different countries both
comparable and reliable. But that was several years ago. And a great deal has changed
since then. Today, | come to bury IFRS, not to praise them.”

Jim Schnurr (Chief Accountant of the SEC) — June 2015 :
“The staff has recently heard from a number
three key themes through those discussions: There is virtually no support to have the SEC
mandate IFRS for registrants. There is little support for the SEC to provide an option
allowing domestic registrants to prepare their financial statements under IFRS. There is
continued support for the objective of a single set of high-quality, globally accepted
accounting standards. ”
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Projects impacting the real estate industry

Almost Working On the

Project

Revenue recognition J

Lease accounting

Done On It Horizon

Financial instruments 1 classification
and measurement, impairment, hedging

Clarification on the definition of a
business

A\

Consolidations

Cash flows clarification (EITF)

AR NI AN
AN
{

Simplification projects:

- Discontinued operations

- Pushdown accounting

- Presentation of debt issuance costs

ANANANAY

- Accounting for income taxes

- Equity method of accounting “
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Joint leases project
Timeline

Q3 2010 2011-2013 2014 Q1 2016

Re-deliberations : _ :
Exposure Draft (ED) and 27 ED Re-deliberations Final Standard

e Standard has been drafted and 1 s
stage

 The Board still needs to deliberate effective date and transition
« Afinal standard is expected in Q1 of 2016 with effective date of 2019

« FASB and IASB will not be completely converged on subsequent
measurement of lessee accounting
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Leases project
Lessor accounting model

 Existing lessor accounting retained with minimal changes:

—Sales-type or Direct Financinglease:gener al |l y consi st
sales-type/direct-finance leases
—QOperatinglease:gener al ly consi st enteasesi t h

—Leveraged leases: existing structures will be grandfathered
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Lessee accounting model

Overview
» Almost all leases on balance sheet (except short-term leases)

Initial Measurement

* Introduces the right-of-use (ROU) asset approach under which a
lessee records:

- ROU asset — right to use the leased asset

* Presentvalueofl ease payments + | essee’s 1in

* Recognize lease incentives as a reduction in the right-of-use asset

- Lease liability — obligation to make lease payments

* Present value of lease payments



Lessee accounting model
Subsequent Measurement

« ROU asset
- Boards are not converged on the subsequent measurement:

FASB Approach IASB Approach

Dual-model approach — a lessee would apply Single-model approach — a
guidance similar to IAS 17 when determining if | lessee would account for all

a lease should be classified as a financing lease | leases as a financed purchase of
or an operating lease the ROU asset

Financing Lease Operating Lease

Consi stent Expense will be

capital leases - recorded on a
expense will be front- straight-line basis
loaded

» Lease liability
- Use the effective interest method



Leases project
Lessee accounting model

lllustrative Example:

$38,000 at a discount rate of 8%.

Both
Methods

Financing Approach

A lessee enters into a three-year lease and agrees to make the following annual payments at the end of each year: $10,000 in year 1,
$15,000 in year 2, and $20,000 in year 3. The initial measurement of the right-of-use asset and liability to make lease payments is

This table highlights the differences in accounting for the lease under the financing approach and straight-line expense approach:

Straight-Line Expense Approach

Reduction in *
Interest Amortization Total Lease Lease Right-of-Use
Lease Expense Expense Expense  Right-of-Use Expense Asset Right-of-Use
Liability <KX= <Y=> X+Y¥Y> Asset <l = — X Asset
0 $ 38,000 X $ 38,000 % $ 38,000
1 31,038 S 3,038 5 12,666 "’ $ 15,704 25,334 $ 15,000 $ 11,962 26,038
2 18,520 2,481 12,667 15,148 12,667 15,000 12,519 13,519
3 - 1,481 12,667 14,148 - 15,000 13,519 -
Total S 7000 533000 5 45000 5 45000 5 38000
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Lease classification

CLASSIFICATION CRITERIA

Lessorandlesseewouldaccount for as a financing | eas:eée

V
V
Vv
Vv

V

Transfers ownership by the end of the lease term
Includes a purchase option that the lessee is reasonably certain to exercise
Term is for the major part of the remaining economic life of the underlying asset

Present value of lease payments and the present value of any residual value
guarantees amounts to substantially all of the fair value of the underlying asset

The asset is of such specialized nature that it would have no alternative use to the
lessor at the end of the lease term

The required bright-line rules in current U.S. GAAP willbee | i mi nat ed,

“When deter mi ni ng dnereasoeable dpar@gshitofassessairtg the
criteria..woul d be to conclude both the ffol

1) 75% or more of the remaining economic life of the underlying asset is a major
part of the remaining economic life of the underlying asset.

2) 90% or more of the fair value of the underlying asset amounts to substantially
alloft he fair value of the underl ying

2015 real estate industry update — A landscape for change: Transforming for the future Copyright © 2015 Deloitte Development LLC. All rights reserved.

16

o

n,
| ¢

a S



Leases project
Initial direct costs

The Boards decided that only incremental costs would qualify for capitalization
o Costs would be incremental if they would not have been incurred absent the

lease being obtained. For example:
« Commissions paid upon execution of a lease would be incremental
(internal or external)
» Salaries of internal leasing and supporting departments would not be
Incremental
Lessees:
* Include initial direct costs in initial measurement of ROU asset and amortize
ratably over the lease term as part of total lease cost

Lessors:
« Direct financing lease — defer and include in lease receivable

» Sales-type lease — recognize as expense at inception

* Operating lease — defer and recognize as expense over lease term (same
basis as income)
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Leases project
Interesting tidbits from draft of the standard

» Straight line rent for operating leases

— During redeliberations the FASB and IASB Boards decided that a lessor would
recognize rental income on a systematic basis that is not straight line if that
basis was more representative of the pattern in which income is earned from
the underlying asset

— A lessor would be expected to recognize uneven fixed lease payments on a
straight-line basis when the payments are uneven for reasons other than to
reflect or compensate for market rentals or market conditions (for example,
when there is significant front loading or back loading of payments or when
rent-free periods exist in a lease)

— If rent steps are only intended to reflect market rent increases (inflation), can we
avoid straight lining?
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Interesting tidbits from fatal flaw - continued

» Sale leaseback transactions
— If the transfer of the asset is determined not to be a sale, the seller-lessee shall
not derecognize the transferred asset (accounted for as a financing liability) and
the buyer-lessor shall not recognize the transferred asset (accounted for as a
receivable)

— Required consistency between seller-lessee and buyer-lessor accounting does
not existin current GAAP-asset can be on both part

» Lessee ground lease capitalization

— Existing GAAP allows payments for ground leases to be capitalized during the
construction period if the project will be sold or rented

— Draft of the standard does not explicitly allow capitalization of ground lease
payments under Topic 970 (both NAREIT and Deloitte requested clarification in
the final document)



Leases project

20

Effective date

Annual periods beginning after 12/15/2018 (FY 2019) for public
entities with one year deferral for nonpublic entities (FY 2020)

Early adoption permitted (not linked to revenue or any other
standards)

Transition

Modified retrospective approach

Recognize and measure leases at the beginning of the earliest period
presented.

Optional practical expedients (must elect all or none):
Need not reassess whether a contract is or contains a lease
Need not reassess lease classification
Need not reassess initial direct costs for existing leases
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Revenue Recognition



ASU 2014-09 Revenue (Issued May 28, 2014)

Overview

Core principle: Recognize revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration the entity
expects to be entitled in exchange for those goods or services

Identify the Allocate the Recognize
performance transaction revenue as the
obligations price to entity satisfies a
in the performance performance
contract obligations obligation

(Step 2) (Step 4) (Step 5)

Identify the
contract
with a
customer

(Step 1)

This revenue recognition model is control based which differs from the risks and
rewards approach applied under current U.S. GAAP.
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Revenue ASU
Scope

23

Appli es to an endustamgrSs s contracts

Applies to a transfer or sale of nonfinancial assets (such as real estate)
that do not meet the definition
substance nonfinanci al assets”

Partial sales of nonfinancial assets should be evaluated based on
control of the partial interest sold

Does not apply to:
 Lease contracts (ASC 840),
* Insurance contracts (ASC 944),
« Certain financial instruments and other contractual rights or obligations,
Guarantees (other than product or service warranties), and
« Nonmonetary exchanges to facilitate a sale to another party

2015 real estate industry update — A landscape for change: Transforming for the future Copyright © 2015 Deloitte Development LLC. All rights reserved.
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Potential effects on real estate
Elimination of bright-line tests

» Prescriptive guidance provided by ASC 360-20 (Sales of Real Estate) and
ASC 605 (Construction) will be lost:

-—-Buyer’s financi al c o mmi t meQGuarantee buyer return
— Collectibility of transaction price - Partial sales
— Continuing involvement by seller - Condominium sales

— Sales to limited partnerships/joint ventures

 Collectibility threshold was changed

Must be probable (not necessarily reasonably assured) that the entity will ultimately
collect the consideration it is entitled to receive

* Will likely result in more transactions qualifying as sales of real estate with
gains being accelerated
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Effective date deferral

FASB approved deferral of effective date by one year

* Public companies — Reporting periods beginning after December 15,
2017 (FY18), but can elect to adopt under original guidance (FY17)

* Nonpublic companies — option to defer additional year (FY19)

IASB also deferred effective date by one year, but companies can early
adopt

25 2015 real estate industry update — A landscape for change: Transforming for the future Copyright © 2015 Deloitte Development LLC. All rights reserved.



Transition options

» Full Retrospective Approach

— Restate prior periods in compliance with ASC 250

— Available practical expedients include ability to use hindsight
* Modified Retrospective Approach

— Apply revenue standard to contracts not completed as of effective date
and record cumulative catch up

— Public entity example:

J cumulative catch-up

January 1, 2018 2018 2017 2016
Initial Application Year Current Year Prior Year 1 Prior Year 2
New contracts New ASU
Existing contracts New ASU + cumulative Legacy GAAP Legacy GAAP
catch up
Completed contracts Legacy GAAP Legacy GAAP
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Revenue ASU

Transition Resources Group (TRG)

— FASB and IASB jointly formed group

— TRG does not issue guidance, but informs the IASB and FASB about potential
Implementation issues

— Members include financial statement preparers, auditors and users
representing a wide spectrum of industries, geographical locations and public
and private companies and organizations

— Meets quarterly and is co-chaired by Vice Chairmen of the IASB and FASB
(30+ topics discussed as of July 2015)

— Any stakeholder can submit a potential implementation issue for discussion at
TRG meetings. Issues discussed to date include:

— Principal or agent considerations

— Whether certain amounts billed to customers are revenue or reduction of costs

- Determining whether goods or services ar
— Timing of collectibility assessment

— Variable and noncash consideration

— A number of these have been taken up by the FASB as potential amendments

27 2015 real estate industry update — A landscape for change: Transforming for the future Copyright © 2015 Deloitte Development LLC. All rights reserved.



Consolidations



ARB 51: Consolidated Financial Statements (August 1959)
- Focused consolidation on equity-based majority voting interests
- Things were simpler then!

FIN 46(R): Consolidation of Variable Interest Entities (December 2003)
- Defined tests to identify controlling financial interests beyond equity
ownership and voting.
- Variable interest entities (VIES) consolidated by the party expected to
absorbamaj ori ty of t he e rahd/otrgcéive amaopty c t
of expected residual returns

EITF 04-5: Determining Whether a General Partner, or the General Partners as
a Group, Controls a Limited Partnership or Similar Entity When the Limited
Partners Have Certain Rights
- If within the scope of voting interest model, general partners are presumed
to control a limited partnership unless the LPs have substantive ability to
dissolve partnership/remove GP or substantive participating rights



FAS 167. Amendments to FIN 46(R)
- Variable interest entities consolidated by enterprise that has:
- Powertodirectt he activities that most
economic performance
- Obligation to absorb losses that could be significant to the VIE or the
right to receive benefits from the entity that could be potentially
significant to the VIE.
- Eliminated the quantitative approach for primary beneficiary analysis
under FIN 46(R)
- Deferred for investment companies (fund managers) pursuant to ASU
2010-10

ASU 2015-02: Amendments to the Consolidation Analysis
- Eliminates deferral of FAS 167 for investment companies
- Limited partnerships (and similar entities like LLCs) must be evaluated to
assess whether they are VIESs.
- Modifications to evaluation of decision maker fees
- Maodifications to evaluation of related parties



ASU 2015-02, Amendments to Consolidation Analysis

Overview

Key areas affected by the ASU include:

— Limited partnerships will be VIEs, unless the limited partners have
either substantive kick-out or participating rights

— Amends the guidance on when fees paid to a decision maker or
service provider are a variable interest

-Reduces the |Ii kelihood that 1 nter
related parties or de facto agents will result in consolidation

— For entities other than limited partnerships, clarifies how to determine
whether the equity holders (as a group) have power over the entity

— The ASU did not change disclosure requirements, however more
entities will now be VIEs and require extensive disclosures (ASC 810-
10-50-2Ato 22)
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Determining whether an entity is a VIE
Entities that are limited partnerships

e The ASU significantly changes the evaluation to determine if limited
partnerships or similar entities are VIES

« Alimited partnership would be considered a VIE unless a simple majority
or lower threshold (including a single limited partner) of the limited
partners have substantive kick-out rights or participating rights

— Analysis excludes rights held by the general partner, entities under
common control with the general partner, and other parties acting on
behalf of the general partner

« Limited partnerships that do not have kick-out or participating rights,
but historically were not considered VIEs, will need to be evaluated
under the VIE consolidation model (i.e. operating partnerships in an
UPREIT structure)
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Determining whether an entity is a VIE
Limited partnership example

A limited partnership is formed to acquire a real estate property. The partnership
has a general partner that holds a 20 percent limited partner interest in the
partnership; eight unrelated limited partners equally hold the remaining equity
interests. Profit and losses of the partnership are distributed in accordance with the
partners’ ownership interests.

The general partner is the asset manager and has full discretion to buy and sell
properties, manage the properties, and obtain financing. In addition, the general
partner can be removed without cause by a simple majority of all of the limited
partners (including the limited partner interests held by the general partner). The
removal rights are held by all the partners in proportion to their partnership
interests.

Step 1: Is the entity a VIE?
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Determining whether an entity is a VIE
Limited partnership example

A limited partnership is formed to acquire a real estate property. The partnership
has a general partner that holds a 20 percent limited partner interest in the
partnership; eight unrelated limited partners equally hold the remaining equity
interests. Profit and losses of the partnership are distributed in accordance with the
partners’ ownership interests.

The general partner is the asset manager and has full discretion to buy and sell
properties, manage the properties, and obtain financing. In addition, the general
partner can be removed without cause by a simple majority of all of the limited
partners (including the limited partner interests held by the general partner). The
removal rights are held by all the partners in proportion to their partnership
interests.

Step 1: Is the entity a VIE?

ASU requires us to assume that the GP would not remove itself so their limited
partner interest is excluded from the assessment. Based on facts above, the
required vote to remove the GP is 6 of 8 of the unrelated limited partners. As this is
greater than a simple majority the kick-out rights would be ignored and the limited
partnership would be considered a VIE.
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Determining whether an entity is a VIE

Limited partnership example

A limited partnership is formed to acquire a real estate property. The partnership
has a general partner that holds a 20 percent limited partner interest in the
partnership; eight unrelated limited partners equally hold the remaining equity
interests. Profit and losses of the partnership are distributed in accordance with the
partners’ ownership interests.

The general partner is the asset manager and has full discretion to buy and sell
properties, manage the properties, and obtain financing. In addition, the general
partner can be removed without cause by a simple majority of all of the limited
partners (including the limited partner interests held by the general partner). The
removal rights are held by all the partners in proportion to their partnership
interests.

Step 1: Is the entity a VIE? Yes

Step 2: Primary beneficiary evaluation (who consolidates?)
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Who should consolidate?
VIE model

A reporting entity is required to consolidate a VIE if it has both:
a. Power over the significant activities of the VIE and

b. An obligation to absorb losses or the right to receive benefits that could be
potentially significant to the VIE

eEconomi c exposure includes a repor
VIE together with its indirect interests on a proportionate basis

Fees pai d to a VIE's decision make
of t he deci si on maker’'s economi c e

— They are commensurate with the services provided; and
— They include only customary terms and conditions
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Determining whether an entity is a VIE

Limited partnership example

A limited partnership is formed to acquire a real estate property. The partnership
has a general partner that holds a 20 percent limited partner interest in the
partnership; eight unrelated limited partners equally hold the remaining equity
interests. Profit and losses of the partnership are distributed in accordance with the
partners’ ownership interests.

The general partner is the asset manager and has full discretion to buy and sell
properties, manage the properties, and obtain financing. In addition, the general
partner can be removed without cause by a simple majority of all of the limited
partners (including the limited partner interests held by the general partner). The
removal rights are held by all the partners in proportion to their partnership
interests.

Step 1: Is the entity a VIE? Yes
Step 2: Primary beneficiary evaluation (who consolidates?)

In the primary beneficiary evaluationtheg e ner al partner woul c
direct the activities of the VIE unless a single unrelated variable interest holder has

the unilateral ability to remove the general partner. Based on the facts above the

20 percent interest 1s significantenefalnc
partner would consolidate.
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Variable interest entities
Disclosures

Relevant disclosures (See ASC 810-10-50 for a full list):

. Significant judgments and assumptions made

. Nature of restrictions on assets of consolidated VIEs

. Nature of and change in risks associated with being involved with the VIE

. How the involvement with the VIE impacts financial position, financial performance, and
cash flows

. Carrying amounts and classification of th
financial position

. Lack of recourse if creditors of the consolidated VIE have no recourse to the primary
beneficiary

«  Terms of arrangements

. Maxi mum exposure to | oss and comparison t
variable interest in the VIE

. Information about liquidity arrangements, guarantees or other commitments
. Financial or other support provided to the VIE during periods presented
. Qualitative and quantitative information

38 2015 real estate industry update — A landscape for change: Transforming for the future Copyright © 2015 Deloitte Development LLC. All rights reserved.



Who should consolidate? (cont.)
Voting interest model

Limited partnerships:

« A general partner will not consolidate a partnership that is not a
VIE (because general partner is just an agent)

o Alimited partner is required to consolidate a partnership that is
not a VIE if the limited partner has the substantive ability to

unilaterally dissolve the partnership or remove the general partner
without cause

All other entities:
* No change from current guidance

« Ownership of more than 50 percent of the outstanding voting
shares of another entity would generally result in consolidation
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ASU 2015-02, Amendments to Consolidation
Analysis (cont.)

» Effective date and transition

— Effective for public business entities for annual periods beginning
after December 15, 2015 (FY16). One year deferral for nonpublic
entities

— Early adoption is permitted but guidance must be applied as of the
beginning of the annual period containing the adoption date

— Transition—either full retrospective or modified retrospective adoption
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Financial Instruments



Financial instruments
Classification and measurement

42

Convergence abandoned

Approach retains existing U.S. GAAP with limited changes
— Equity instruments accounted for at fair value through earnings

— Financial liabilities — fair value option retained with changes in FV
attributabletot he or gani zrmskrecogmizedin OCl mstead

of net income

— Entities other than public — exempt from disclosing fair value of
financial instruments measured at amortized cost

Final ASU anticipated in Q1 2016
Effective date:

— Public: fiscal years beginning after December 15, 2017 (FY 2018)
— All other entities: fiscal years beginning after December 15, 2018 (FY

2019)

— Early adoption upon issuance for fair valued financial liabilities (credit
risk through OCI) and non-public fair value disclosure exemption

2015 real estate industry update — A landscape for change: Transforming for the future
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Financial instruments
Impairment

43

Convergence abandoned

Current expected credit loss model (CECL) applies to instruments
carried at amortized cost (like loans and held-to-maturity debt
securities)

Requires impairment to be recorded on financial assets on the basis of
the current estimate of contractual cash flows not expected to be
collected at the reporting date

No impairment allowance is recognized on a financial asset in which the
risk of nonpayment is greater than zero yet the amount of loss would be
zero (i.e. where fair value of collateral is greater than carrying amount of
the loan)

Recent updates to expand definition of purchased credit impaired
assets — initial recognition is still grossed up by expected credit loss
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Impairment - continued
« Final ASU anticipated in Q1 2016

o Effective date:

— Public entities that meet the definition of an SEC filer: fiscal years
beginning after December 15, 2018 (FY 2019)

— All other entities: fiscal years beginning after December 15, 2019 (FY
2020)

— Early application permitted for all other entities for fiscal years
beginning after December 15, 2018 (FY 2019)
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Financial instruments
Hedging

45

Purpose of the projectist o S I g imprdve theadactsibny
usefulness of financial instrument reporting for users of financial
statements. [The FASB believes] that simplification of the accounting
requirements for financial instruments should be an outcome...”

Hedge accounting — areas of focus:

— Hedge qualification and documentation requirements

— Hedge effectiveness testing

— Presentation of ineffectiveness

— Disclosures

FASB Staff is drafting decisions to date — expected to expose in Q1 2016
Transition and comment period have not been discussed
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Clarification - the
Definition of a Business



Current definition of a business is too broad (a business consists of inputs and processes
applied to those inputs that have the ability to create outputs) and scopes in items that are
clearly assets, like single family homes with short-term in-place leases

Contingent Not recognized until the Recognized at the acquisition
Consideration contingency is resolved date fair value while changes in
estimate are trued-up through
earnings after the acquisition date

Acquisition-related Capitalized Expensed
costs
Initial measurement Allocated cost on a relative fair Measured at fair value-requires
value basis-purchase accounting precision
IS much easier
Goodwill N/A Recognized as an asset
Bargain purchase gain N/A Recognized immediately in

earnings as a gain



PRINCIPLE : To be considered a business, an acquired set must include both inputs and processes that together
substantively contributt® the ability to create outputs.

Is substantially all the fair value of tlEEquiredassetsoncentrateth a single tangible or Ves

identifiable intangible asser group of similarassets? >
No
Is the set currently producing outputs?
(a) Does the set AV N?S
include anorganized Doesthe set includeubstantive processether than customeontracts (like The
workforcethat has leases)lists or other similar arrangementsd determine if the acquired acquired
the skills, Yeg Processes are substantive an entity would consider the presence of the set is ar
knowledge or * following factors: Noj asset.
experience necessary | a. The acquired process processearecritical to the ability to create
to manageand outputs
perform the acquired b. Thepresence of anrganized workforcthat has the necessary skills,
proces8 knowledge, or experience to complete the processes critical to the
AND outputs
(b) Does the set C. Thg presence of a fully functiori.glfrastructurahgt is currently being
includerightsor utilized tq perform p.rocegses critical to thg ap!llty to cream;pu.tg
access tepecific d. Theacquired proceds unique, scarce or significant to the ability to
goods or services that generate aeturn _ o
a markeparticipant e. The process cannot be replaceq without significant cost, effort, or delay
couldprovide to in the ability to continue producimmutputs
customers Lle Yes

< The set is @usiness. >




Asset or entity-based guidance

Other phases of the project will address the existing accounting differences between asset-
based and business-based guidance that include:

 The measurement and timing of gain or loss recognition on sales of assets when
continuing involvement exists, including sales of partial interests

 FASB tentatively decided that a gain should only be recognized if the legal entity that
holds the in substance nonfinancial asset is deconsolidated by the seller and the other
criteria for gain recognition in ASU 2014-09, Revenue from Contracts with Customers,

are met
e The unit of account for the control assessment in ASU 2014-09 would be the partial
interest
 The measurement of retained interests that occur when a company sells a partial
interest in an asset

« The FASB decided that when an entity sells a part of a nonfinancial asset, any
noncontrolling interest retained by the seller in the entity that holds the nonfinancial

asset should be measured at carryover basis

Under these tentative conclusions current differences between accounting for partial sales of
businesses and nonfinancial assets could still exist.

Considering amending the new revenue standard to remove the concept of in substance non-
financial assets
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FASB Simplification
Initiative



Completed projects

51

ASU 2014-02, Accounting for Goodwill

ASU 2014-03, Accounting for Certain Receive-Variable, Pay-Fixed Interest
Rate Swaps Simplified Hedge Accounting Approach

ASU 2014-08, Reporting Discontinued Operations and Disclosures of
Components of an Entity

ASU 2014-10, Elimination of Certain Financial Reporting Requirements —
eliminated concept of development-stage entities

ASU 2014-17, Business Combinations, Pushdown Accounting

ASU 2015-01, Simplifying Income Statement Presentation by Eliminating the
Concept of Extraordinary Items

ASU 2015-03, Simplifying the Presentation of Debt Issuance Costs

ASU 2015-04, Practical Expedient for the
Defined Benefit Obligation and Plan Assets

ASU 2015-11, Simplifying the Measurement of Inventory

ASU 2015-17, Balance Sheet Classification of Deferred Taxes
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» Gives an acquired entity the option of applying pushdown
accounting in its stand-alone financial statements upon a change-
iIn-control event

« SEC rescinded SAB Topic 5.3J, whic
views on the application of pushdown accounting

« Therefore, all entities — regardless of whether they are SEC
registrants — will now apply this ASU for guidance on the use of
pushdown accounting

* Reduces complexity that existed under prior pushdown accounting
practices

* Issued in November 2014 and effective immediately
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Background

» Under current accounting, debt issuance costs are recorded as a deferred charge, an asset

* New guidance would alleviate complexity and reduce costs by aligning the presentation of
debt discount/premium and issuance cost

Provisions

» Debt issuance costs should be presented in the balance sheet as a direct deduction from the
face amount of the note

» Amortization of debt issuance costs would be reported as interest expense
» Does not change the recognition and measurement guidance
* Revolving-debt arrangements:

— ASU does not address accounting for revolving debt arrangements

— Policy election by the entity will be required

- SEC through EITF stated it would not obj
an asset (ASU 2015-15)

— Costs amortized over life of the arrangement

Effective date and transition

» Public and nonpublic — retrospective application for annual periods beginning after December
15, 2015 (Fiscal 2016)

« Early adoption is permitted




Organizations that present a classified balance sheet are required
to classify all deferred taxes as noncurrent assets or noncurrent
liabilities

Removes requirement to bifurcate between current and noncurrent
Issued in November 2015

Effective date:

» Public: annual periods beginning after December 15, 2016 (FY 2017)

* Nonpublic: annual periods beginning after December 15, 2017 (FY
2018)

« Early adoption is permitted
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Equity method of accounting

No longer moving forward in project and further outreach to be performed:

* |n situations where entities acquire an equity method investment, current GAAP
requires basis differences to be amortized through equity in earnings

* Proposal eliminates the requirement and related disclosures for an entity to
account for the i nvestment “basis dif"

consolidated subsidiary
NAREI Toés | et daedAugust 4F2815:B

“ N A R bélidves that accounting for basisd i f f e r earecfatisfully
represents the investor’s economiTos t h
achieve simplification to a significant degree, NAREIT proposes that the

l nvestor’'s aggregate basis difference
the economic life of the primary assets held by the investee. ”

“ e FASB might consider the deliberations on the FASB Accounting for Goodwill
Pr o) e c tcouldbe pamllels between how goodwill (and other intangible
assets) might be amortized and how basis differences in the equity method of
accounting are treated. ”
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Equity method of accounting — continued

Tentative decisions made;

 Removes the requirement to retroactively account for an investment that
becomes newly qualified for use of the equity method because of an increased
ownership interest

» Unrealized holding gains or losses in AOCI related to an AFS security that
becomes eligible for the equity method will be recognized in earnings at the
date the investment qualifies for use of the equity method

» Applied prospectively after the effective date

» For all entities — effective for fiscal years beginning after December 15, 2016
(FY 2017). Early adoption permitted upon issuance

Expected I ssuance Q1 16
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Statement of Cash
Flows Clarification —
EITF Update



EITF Issue 15-F: Statement of cash flows
Background

« ASC 230 does not contain an overall principle for the classification of
cash payments and receipts

« Some guidance is provided for the classification of cash payments and
receipts from financing and investing activities

« Operating activities are not clearly defined

» As a result, diversity in practice exists for the classification of certain cash
payments and receipts

The misapplication of ASC 230 is one of the most common causes of
financial statement restatements
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Issue 15-F: Statement of cash flows
Issues discussed and tentative decisions made

Issue 1: Debt prepayment and extinguishment costs:

Cash payments for debt repayment or extinguishment costs (including
costs paid to third parties) should be classified as cash outflows from
financing activities

Issue 2: Settlement of zero-coupon bonds:

The portion of the cash payment attributable to the accreted interest
should be classified as a cash outflow from operating activities and the
portion of the cash payment attributable to the principal should be
classified as cash outflow from financing activities

Issue 3: Contingent consideration payments in a business combination:
Payments (subsequent to the initial recording) should be classified:

> As financing outflows up to the fair value amount of the contingent
consideration liability recognized at the acquisition date

o As operating activities for any excess cash payments (i.e., those above
the fair value amount at the date of the acquisition)
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Issues discussed and tentative decisions made - continued

Issue 5: Proceeds from the settlement of insurance claims:

Proceeds received from the settlement of insurance claims should be
classified based on the nature of the insurance coverage

Building Investing activities
Manufacturing equipment  Investing activities
Inventory Operating activities
Business interruption Operating activities

Issue 7: Distributions received from equity method investees:

Cash dividends received are returns on investment (i.e., operating
cash inflows) unless the amount of cumulative dividends received
exceedsthee nt isthya’rse of t he | n\wamngsxela’ s
which case they are returns of investment (i.e., investing cash

iInflows).
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The remaining issues (Restricted cash - Issue 4)

Tentative decisions made;

 Changes in restricted cash balances - Changesthata f f ect an
cash and cash equivalents balance would be classified as investing
activities

Discussed without tentative decisions being made:

» Definition of restricted cash

 Treatment of cash payments (receipts) that directly impact restricted
cash

» Expected to discuss these remaining items during their March 2016
meeting
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PCAOB Update



Overview of PCAOB Auditing
Standard 18, Related Parties



Summary
Background and timing

To strengthen auditor performance requirements in three critical areas that
historically have represented increased risks of material misstatement:

1. Related parties and relationships and transactions with related parties
2. Significant unusual transactions
3. Financial relationships and transactions with executive officers

PCAOB
Objective

Effective for audits of fiscal years beginning on or after December 15, 2014,
including reviews of interim financial information within these fiscal years
( t h #his year for most of us!)

Effective
Date
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Summary
Key changes

e Ali gns the timing and focus of t|
with other risk assessment procedures

» Additional procedures to understand related party relationships and
transactions and to identify/assess risk

e Understand and evVv alpwadses andaontalg e 1

* |Inquiries of a broader range of people, and more in-depth
inquiries of management, others within the company, and the
audit committee

Related

» Additional procedures to respond to identified risks and evaluate
management’'s identification of r ¢

* Required procedures to test accuracy and completeness of related
party listing

« Additional procedures when previously undisclosed related parties
are identified

« Enhanced focus on evaluating the accounting for and disclosure of
related party relationships and transactions

 Adds new communications with the audit committee

Parties
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Other PCAOB Projects



Audit quality indicators

« PCAOB Concept Release on Audit Quality Indicators (AQIS)
« The PCAOBSs objective is to develop a portfolio of AQIs that may
provide new insights about
1. How to evaluate the quality of audits
2. How high-quality audits are achieved
« The PCAOB believes that the use of AQIs would help:
Inform discussions between audit committees and audit firms
Improve audit execution
Encourage audit firm competition based on audit quality

A

Increase transparency of audits
. Currently 28 AQIs grouped into three categories: audit professionals,
audit process, and audit results



Proposed disclosures about certain audit participants

« PCAOB is seeking input on their efforts to increase the information
available about certain audit participants specific to:
— The name of the engagement partner on the current-year audit
— The names, country locations of headquarters, and extent of participation of other

public accounting firms participating in the audit

* Firms would be required to disclose such information on a form filed
with the PCAOB rather than i1includ
previously proposed

* Information provided in the form would be available for public review
via a searchable database on the



SEC Update and
Comments on Real
Estate Companies



SEC update

Disclosure effectiveness project
e Concept release anticipated

 Focus on:
— Material and relevant matters
— Reduce or eliminate redundant disclosures
-—-Tai |l or disclosures to your con
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SEC reguests comments on Regulation S-X

Mary Jo White (SEC Chair) -

72

“This is an important step in our review of the disclosure requirements
that apply to publicc o mp a n i e are.ntéfésted in feedback from
Investors, companies, and other market participants to help us evaluate
potential changes to Regulation S-X that would benefit both investors
andcompani es’”’

Comments on the release were due by November 30, 2015

Focuses on financial information of entities other than the registrant: S-X
3-05, 3-09, 3-10, 3-14, etc.

Overall themes for these requirements:

— Challenges faced in preparation and benefit to users

— Alternatives to replace or adjust the requirements

— If replaced, make enhancements to other related sections in a filing
See Deloitte Heads Up for additional information
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http://www.iasplus.com/en-us/publications/us/heads-up/2015/issue-35

SEC review process

73

About 9,000 registrants
* Focus on 2,500 registrants that comprise 98% of market cap

All issuers reviewed at least 1 out of every three years

FY08 FYO09 FY10 FY11 FY12 FY13
38% 40% 44% 48% 48% 52%

Continuous reviews of large financial services registrants
Use of data analytics in the review of filings

Staff is listening to analyst/earnings calls, reviewing press releases and
websites and issuing comments

Comments are posted to EDGAR 20 days after completion of review (was 45
days)
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“ larriving at Funds from operations, you start with Net income attributable to

common shareholders. As a result, it appears Funds from operations is actually

Funds from operations attributable to just common stockholders instead of all

equity shareholders. In future periodic filings pleasere-t i t | e “ Funds f
to the more appropriate “Funds from ope
sharehol ders” .7

“ Ifuture filings, pleaser evi se your disclosure to id
“ F F-Qattributableto[ t he Cotpany] ” .

“Pl ease tell us the nature of the | ine
your FFO reconciliation. Additionally, please tell us how this adjustment is
consistent with NAREIT defined FFO.”

“I't appears that the measure you refer
stockholders. In future periodic filings, please revise your disclosure to refer to this
measure as FFO attributable to common stockholders. Additionally, please revise
future periodic hatumgsotft ot lcd aadijf ys.t men
related to noncontrollingi nt er"est s . ”
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« SEC staff has indicated that there are variations in the securities to which the
reported FFO is applicable (e.g. all equity securities, all common shares, etc.).

« Particularly important in the GAAP earnings to NAREIT-defined FFO
reconciliation.

» Following are examples that help illustrate transparent labeling vs. labeling that
lacks transparency:

lllustration | - Transparent

GAAP Net Earnings Applicable to Common Shares $8,000
dd Back Real Estate Depreciation 4,000
NAREIT FFO Applicable to Common Shares $12,000

lllustration Il - Lacks Transparency

GAAP Net Earnings *$8,000
dd Back Real Estate Depreciation 4,000
NAREIT FFO *$12,000

*amount is applicable to common shares, but not labeled "applicable to common shares"
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Inconsistencies between earnings release and filings

“ Waote your use of FFO and NOI in your earnings releases and
presentations. Please tell us if you consider these measures to be key
performance indicators. To the extent these measures are considered to be

key performance measures, in future filings please include the measures as
well as the required disclosure in accordance with Item 10(e) . ”
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“Please tell us how you complied with Rule 12-28 of Regulation S-X, or tell
us how you determined it was not necessary to disclose the aggregate
cost for Federal income tax purposes of your real estate assets. ”
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Capitalized leasing costs

Y adisclose that you capitalized internal leasing related costs. Please tell
us the amount of internal costs you capitalize to deferred leasing costs and
real estate investments for all periods presented. ”
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Accounting policy footnotes vs. MD&A

“Pl ease note that the accounting p
should generally describe the method you use to apply an accounting
principle;, whereas the discussion i n Mar
Anal ysi s ..s houl ahalysis of theeuncertaigtiesunvolved in
applying a principle at a given time or the variability that is reasonably

likely to result from its application over time. ”
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Deloitte publications and resources

» Subscribe to free publications:
— Heads Up — periodic updates of accounting developments

— Accounting Roundup — monthly summary of standard-setting and
regulatory projects

— Roadmap — interpretive accounting manual on particular accounting
topics
— Numerous other publications at www.deloitte.com/us/subscriptions

» Register to receive notifications for free Dbriefs webcasts
(eligible for CPE)

— Register at www.deloitte.com/us/dbriefs

» Subscribe to our online library of accounting and financial disclosure
literature (Technical Library: The Deloitte Accounting Research Tool)

— See more information at www.deloitte.com/us/techlibrary
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Tax Agenda

» Legislative Update

* Proposed Regulations - Disguised Payments for Services
A Recent Case — Investor/Dealer

 New Tax Return Due Dates

 New IRS Partnership Audit Rules

 Proliferation of REITs
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Legislative Update



Addressing Expired Tax Provisions for 2015
Legislative Update

« Tax incentives retroactively extended for 2014 only

— Expired again January 1, 2015, including 15-year recovery period for
leasehold improvements, bonus depreciation, S corp./ REIT built-in gain
period, Work Opportunity Tax Credit

 What does this development mean for 2015, 2016 and beyond?

— Actions to resolve and pass extenders are either imminent or enacted as of
this writing.
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FIRPTA Reform Pending

Legislative Update - continued

« Senate Finance Committee approved FIRPTA changes in February

— Increase from 5 to 10 percent the amount a foreign investor can invest in a
publicly traded REIT before being subject to FIRPTA

— Partially offset by increasing the general rate of withholding tax for foreign
dispositions of US real property interests from 10 to 15 percent

« Ways and Means Committee members introduced similar proposals and added
exemption for foreign pensions

e Bipartisan support for FIRPTA reform is significant, but will it find the right
legislative vehicle?
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International Only Reform — How Did We Get Here?
Legislative Update - continued

 White House has made clear that comprehensive tax reform is off the table,
which means revenue offsets such as carried interest are also likely off the
table until after the next presidential election

e “Business only” tax reform is difficu
passthroughs

« The major funding source for the Highway trust fund — fuel taxes — is projected
to be insufficient to keep pace with current spending patterns; the six-year
shortfall is estimated at about $90 billion

o Taxwriting committee staff look at continued inversion transactions, foreign
acquisitions of U.S. based companies and the OECD BEPS process as
evidence that international tax rules should be addressed sooner rather than
later
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2016 Presidential Politics Taking Center Stage

Sanders

« Repeal
deferral

« Per-
country
FTC

87

Democrats

Clinton

« Increase
progressivity

» Tax carried
interests as
ordinary

« Increase
capital gains
on short-term
investments

« Impose bank
fee

« Financial
transactions
tax
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Reform the Income Tax

Bush

*28%/
20% top
ind./corp.
rates

« Internation
al reforms

- Full
expensing

« Disallow
deduction
for interest

« Cap
itemized
deduction
s

» Tax
carried
interest as
ordinary

Rubio Christie

«35%/ «28%/
25% top 25% top
ind./ corp. ind./corp.
rates rates

« Eliminate « Stated
tax on goal of
investmen revenue
tincome neutrality

- Disallow
deduction

for interest

« Full
expensing

« Territorial
system

Huckabee

« National
Sales Tax
(“Fair

. ¥ F

Repeal & Replace the Income Tax

Paul, Cruz, Carson

« Flat Tax (Carson has suggested a 10% rate)

Tax

Kasich

« Lower
corporate
and
individual
rates

Trump

+ 25% / 15%
top
ind./corp.
rates

« Cap
itemized
deductions

» Tax carried
interest as
ordinary

+ 15%
corporate
rate

* 10%
deemed
repatriation

» Phase-in
cap on
business
interest
expense
deductibility

Fiorina

« Few details
to date

« Calls for
tax reform
that
simplifies
the tax
code
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Tax Reform--What Real Estate Might Worry About

« Carried Interest

* Interest Expense Generally

 Mortgage Interest

e Depreciable lives

« Like Kind Exchanges

o Capital Gains—rate and required holding period

 REIT status and/or conversion
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Proposed Regulations -
Disguised Payments for
Services



Management Fee Waiver Arrangements

Disguised Payments for Services

* On July 23, 2015, proposed regulations were published that treat certain
arrangements, including some management fee waiver arrangements, as
payments by partnerships for services.

« Management fee waiver agreements are primarily used in private equity.

« Manager (which may or may not also be a partner) agrees to forgo fees for
services, and the manager or an affiliate (sometimes the general partner, but not
always) receives a share of future partnership income and gains equal to the
waived fees.
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Is the Arrangement Properly Characterized as a
Payment for Services?

Disguised Payments for Services — continued

Significant entrepreneurial risk (facts and circumstances
presumption)

The service provider holds, or is expected to hold, a

transitory partnership interest or a partnership interest for
only a short duration.

The service provider receives an allocation and distribution
In a time frame comparable to the time frame that a non-
partner service provider would typically receive payment.
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Is the Arrangement Properly Characterized as a
Payment for Services?

Disguised Payments for Services — continued

The service provider became a partner primarily to obtain tax benefits that
would not have been available if the services were rendered to the partnership
in a third party capacity.

The value of the service provider
profits is small in relation to the allocation and distribution.

The arrangement provides for different allocations or distributions with respect to
different services received, the services are provided either by one person or by
persons that are related under sections 707(b) or 267(b), and the terms of the
differing allocations or distributions are subject to levels of entrepreneurial risk
that vary significantly.
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Impact to Real Estate Industry

Disguised Payments for Services — continued

« Carried interests / profits interests

e LTIPs

- Key question — what is the level of entrepreneurial risk assumed by the service
provider / partner?

- First example in regulations details services provided to a real estate partnership.
Due to the | ack of entrepreneuri al ri sk
partnership income is considered a payment for services.
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A Recent Case —
Investor/Dealer



e 2015 Tax Court Memorandum case— Fargo v. Commissioner

» Selected facts
— Land leasehold and medical building originally acquired in 1988, reorganized in 1991

— Original plan was residential development and sale; development activity, consisting
primarily of “soft costs, was sporadic

— Medical building leased continuously until sale in 2002

— No active and continuous sales efforts
— Unsolicited offer from buyer

e Deci sion was that taxpayer’s primary I
despite rental activity for at least 10 years. Gain was ordinary. Analysis may be
challenged based on these facts

« Key takeaway—unambiguous documentation of intent upon acquisition, during
holding period and at point of sale are important

— Tax return presentation, financial statement presentation, investment committee and
board minutes, etc.



New Tax Return Due
DEIER



Effective for taxable years beginning Effective for taxable years beginning
before Dec. 31, 2015

after Dec. 31, 2015

Original Extended Original Extended
Form 1065 April 15 Sept. 15 March 15 Sept. 15
Form 1120-S March 15 Sept. 15 March 15 Sept. 15
Form 1120-REIT & March 15 Sept. 15 April 15 Sept. 15;
Form 1120 Oct. 15 for taxable
years beginning
after Dec. 31, 2025
Form 1041 April 15 Sept. 15 April 15 Sept. 30
Form 990 May 15 Aug.15/Nov. 15 May 15 Nov. 15
FBARSs June 30 Not Available April 15 Oct. 15

Enacted by H.R. 3236, the Surface Transportation and Veterans Health Care Choice Improvement Act of 2015
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New IRS Partnership
Audit Rules



» Historical approach to IRS partnership audits
— Partnership items reviewed at the partnership level
— Adjustments passed out to partners
— Partners required to amend prior year returns for any adjustments

— TEFRA partnerships-1 RS aut omatically pushed out
returns for certain partnerships with more than 10 partners

— Electing Large Partnerships — adjustment items went to current partners

* New approach to IRS partnerships audits
— Partnership items reviewed at the partnership level

— Tax penalties and interest computed and assessed at the partnership level unless
electing out

— Tax computed at highest marginal rate

— Reductions in assessed tax for tax exempt partners, tax rate adjustments for character
of income



* Electing Out
— Certain partnerships with 100 or fewer partners may elect out of the new rules entirely

* Alternative approach

— Partnership may elect to pass out the adjustments to the partners

— Partners remit the additional tax, penalties and interest with the return for the year in
which they receive the adjustment (versus the year under review).

» Effective Date
— Effective for tax years beginning after December 31, 2017.

— Partnership may elect to apply rules for any tax year beginning after the date of
enactment (November 2, 2015)

e Other

— Partnership identifies designated representative, partner or non-partner, who has broad
power to resolve partnership audit and resolution is binding on all partners.

— Partners are not subject to joint and several liability for liabilities determined at
partnership level.



Proliferation of REITs



Proliferation of REITs

 REITs increasing —
— Number of publicly traded REITs has increased almost 24% since 2012

— Market cap of all REITs approaching $1 trillion

— REITs own approximately $2 trillion of commercial real estate assets*

* Drivers
— International investors
U Sale of shares of domestically controlled REITs not subject to US tax
— Non-traditional REITs
U Organic business transformed to REIT format with no tax burden
— Companies spinning off real estate into REIT
U Establish a “yieldco” that | eases

*www.reit.com/data-research/data/industry-snapshot
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About this presentation

This presentation contains general information only and Deloitte is not, by means of this presentation, rendering accounting,
business, financial, investment, legal, tax, or other professional advice or services. This presentation 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 presentation.
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