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About Us
NCREIF is a Not-For-Profit Premier Industry
Association

• Membership is comprised of Real
Estate Investment Managers,
Industry Consultants and Service
Providers, Investors and
Academicians.
• Leading source of institutional real
estate performance data and
information.
3

About Us
NCREIF Accounting Committee- Mission Statement

To enhance the consistency, transparency, and verifiability of accounting and reporting for institutional real estate assets held in a fiduciary
setting.

Reviews, develops, documents and promotes standards for accounting and reporting with the intention to supplement and in some cases,
clarify, but not replace other established standards from authorized bodies, including but not limited to US GAAP.

Monitors the actions of applicable standard-setting and supervisory agencies and works with the Reporting Standards Council to ensure
the entire organization is aware of these agencies’ activities and as appropriate assists the Reporting Standards Council in communication
with these agencies.

Provides members with tools and/or resources created through the collective efforts of the membership, and supports the activities of
other NCREIF committees by supplying information and research when appropriate.
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Accounting Committee Agenda
•
•
•
•
•
•
•
•

Welcome/Chair Intro
General Objectives of the Committee
How to ask questions on Webinar
Task Force Volunteers needed
Revenue Recognition - COVID-19
Guide for Disclosures of COVID-19 Related Rent Relief
Financial Technical Update, KPMG
Hot Topics
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Task Forces – Volunteers Needed
• Annual review and update of the NCREIF Accounting Fair
Value Manual – we are looking for volunteers. Email Benay
Kirk at benay.kirk@alterdomus.com
• COA Task Force – email Hunt Holsomback at
hholsomback@alvarezandmarsal.com
• Debt Mark to Market – email Ian Sivak at
ian.sivak@bakertilly.com
• TGER task force – email Benay Kirk at
benay.kirk@atlerdomus.com
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Revenue Recognition – COVID 19
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Application of Relief
Options

Description

Example

Fair Value Operating/Equity Model

Option #1

Rent/interest deferral

Landlord/lender defers rent/interest payments for April, May and June, and
requires the related obligations to be paid in full in subsequent periods
(within the current year).

Recognize rental/interest income for April, May and June by
recording a receivable to accrue the revenue. (receivable
relieved upon subsequent cash receipt)

Option #2

Rent/interest waiver

Landlord/lender waives rent/interest payments for April, May and June in
No income recognition for April, May and June (permanent
their entirety without any additional consideration from the tenant/borrower. reduction in income)

Option #3

Rent/interest waiver and term extension

Assess qualification for the Relief. No rental income
Landlord/lender waives rent/interest payments for April, May and June, and
recognition for April, May and June, recognize rent in the
instead requires the tenant/borrower to extend the lease/loan for a period
extended period. Interest income would be recognized if it is
equal to or longer than the waiver period.
still deemed to be receivable.

Option #4

Replacing periods of fixed rents in part or in
entirety with variable rents

Assess qualification for the Relief. No rental income should be
Landlord waives rent payments for April, May and June, and instead requires
recognized in April, May and June, unless agreed to in the new
the tenant to pay rent based on a portion of total tenant receipts for the
rent terms. Account for variable rents in accordance with the
remainder of the lease term.
new rent terms.

Add a COVID-19 Consideration: - Entities will need more focus on estimating the allowance for doubtful accounts.
Record reserves against accounts receivable for amounts not probable of collection.
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Accounting Treatment for Rent
Deferrals
Evolving Discussions & Industry Feedback

Areas of Consensus

Divergent Points of View

• Care and attention needs to be made to ensure
there is NO double counting of cash flows. Entities
need to focus on cash flows are treated in valuation
models based on which method people apply
regarding recording revenue)
• Collectibility is key and almost priority to assess
regardless of whether entities decide to continue
recording revenue or not related to deferrals.
• Most are thinking about “modifications” similarly
(i.e. examples that fall into categories 2-4 on slide
3.) Any kind of deferral that also comes with more
significant changes (i.e. extensions or other
changes in rent) seem to universally be viewed as
NOT qualifying for the FASB relief.

• Example 1 from slide 3 – there are very
different views about whether revenue
should continue to be recorded.
• NOTE: a “simple deferral” can take many
different forms depending on the timing of
when the cash is expected to be collected.
• Often times, the timing of expected
collection may also influence the decision of
whether or not to record a trade receivable.
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Income Recognition Policy
Options for Deferred Rents
• Variable lease approach - Record $0 rent during the waived period
• Receivable approach – Record rent during deferral period
• No reserve for allowance for doubtful accounts
• Partial reserve for allowance for doubtful accounts
• Full reserve for allowance for doubtful accounts
10

Allowances for Doubtful
Accounts – Where do we start?
•
•
•
•
•

Hunt Holsomback, Alvarez & Marsal
Brett Cassabaum, Principal
Heather Hopkins, Clarion
Lori Lathem, Jamestown
Megan Hess, DWS
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Revenue Recognition Hot Topics
• How are rent deferrals and rents that are no longer probable
of collection are being modeled into the fair value cash
flows?
• Tenants use of unused Tenant Improvements Allowances to
cover rents
• How should funds account for lease receivables where it is
not probable that a lessor will collect their payments once
842 is adopted?
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Guide for Disclosures of COVID-19
Related Rent Relief
The Investors spoke and we listened
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Rent Deferral/Waiver Disclosures
Disclosure Considerations
• Provide investors with consistent, transparent and comparable data related to
COVID-19 impact
• Provide transparency around the financial impact of the unprecedented number
of rent deferrals and waivers granted
• Provide investment managers the flexibility to tailor the discussion points
14

Rent Deferral/Waiver Disclosures
The Guide
• The NCREIF PREA Reporting Standards Council in collaboration with the NCREIF
Accounting Committee developed a Guide for Disclosures of COVID-19 Related
Rent Relief.
• The Guide fosters transparency around the financial impact of the unprecedented
number of rent deferrals and waivers granted
• Recommended guidance within the Reporting Standards (i.e., not required for
compliance) for all funds and separately managed accounts
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Rent Deferral/Waiver Disclosures
Recommended Disclosures
• Clear and concise income recognition policy elections:
o Variable lease approach - Record $0 rent during the waived period
o Receivable approach – Record rent during deferral period
 No reserve for allowance for doubtful accounts
 Partial reserve for allowance for doubtful accounts
 Full reserve for allowance for doubtful accounts
• A general summary of the deferred and waived rents granted to tenants and impact on financial statements
• A general summary of collectability of deferred rents (AR, Allowance, Bad Debt) including management’s
policy for monitoring the collectability of the deferred rents
• Rent collection rates compared to pre-COVID-19 rates
• Any other accounting aspects during the COVID-19 period that would be useful (given the uncertainties and
negotiations)
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Polling Questions
Data to provide an understanding of how peers are
thinking about disclosures with polling responses.
Question #1: Do you plan to include the Guide to Disclosures in your quarterly report?
A.

We will include in Q2 report – 46%

B.

We will wait and include in the Q3 report – 20%

C.

We will send modified Disclosure separately to the investors – 19%

D.

We have no plans to provide the Disclosure to the investors – 15%
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Polling Questions
Data to provide an understanding of how peers are
thinking about disclosures with polling responses.
Question #2: Where do you plan to include the Guide?
A.

Manager letter in front of report – 22%

B.

Financial statement footnotes – 31%

C.

Manager letter in front of report and financial statement footnotes – 22%

D.

We will send the Disclosure separately to the investors – 9%

E.

We have no plans to provide the Disclosure to the investors – 16%
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Polling Questions
Data to provide an understanding of how peers are
thinking about disclosures with polling responses.
Question #3: What status will you consider the rents deferred for the disclosures for the Guide?

A.

Executed agreements only – 46%

B.

Executed and pending executed (verbal agreements) – 16%

C.

Executed, pending executed (verbal agreements) and initial discussions – 7%

D.

We have not decided yet – 25%

E.

We have no plans to provide the Disclosure to the investors – 6%
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Polling Questions
Data to provide an understanding of how peers are
thinking about disclosures with polling responses.
Question #4: What time frame will you disclose in the Guide?

A.

Deferrals/Waivers granted through 6/30/20 – 45%

B.

Deferrals/Waivers granted through report issuance date – 15%

C.

We have not decided yet – 32%

D.

We have no plans to provide the Disclosure to the investors – 8%
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Polling Questions
Data to provide an understanding of how peers are
thinking about disclosures with polling responses.
Question #5: Do you plan to charge and collect interest on deferred rents?

A.

Yes and we will include in the Disclosure – 6%

B.

Yes and we do not plan to include in the Disclosure – 3%

C.

No – 62%

D.

We have not decided yet – 26%

E.

We have no plans to provide the Disclosure to the investors – 3%
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Polling Questions
Data to provide an understanding of how peers are
thinking about disclosures with polling responses.
Question #6: Have you incurred expenses related to COVID-19 that will not be passed through to the tenants?

A.

Yes and we will include in the Disclosure – 11%

B.

Yes and we do not plan to include in the Disclosure – 25%

C.

No – 31%

D.

We have not decided yet – 31%

E.

We have no plans to provide the Disclosure to the investors – 2%
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Rent Deferral/Waiver Disclosures
Disclosure Guidelines
The disclosure guideline has been posted on the NCREIF PREA Reporting
Standards website:
https://reportingstandards.info/
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Accounting and
Financial Reporting
Update

NCREIF Virtual Summer Conference 2020 Accounting Committee Meeting

Introductions

Tom Ehmann

Jamie Weisman

Partner, Audit
KPMG LLP
Chicago
tehmann@kpmg.com

Partner, Audit
KPMG LLP
Chicago
jsmith2@kpmg.com

Agenda
Accounting Standards Updates (ASUs) Status
Accounting and financial reporting
impacts of COVID-19 – Financial reporting
considerations
Accounting and financial reporting
impacts of COVID-19 – Specific account
considerations
Accounting and financial reporting
impacts of COVID-19 – Other
considerations

Accounting Standards
Updates (ASUs)
Status

ASU 2020-05 – Effective date deferral
(Leases)The ASU defers – by one year – the effective date of ASC 842 for private
entities as follows:
Previous effective date for
calendar year-end private
entities

New effective date for
calendar year-end private
entities

Annual periods

January 1, 2021

January 1, 2022

Interim periods

January 1, 2022

January 1, 2023

ASU 2020-05 – Effective date deferral
(Revenue)
The ASU defers – by one year – the effective date of ASC 606 for private entities
that have not yet issued (or made available for issuance) financial statements
reflecting adoption of ASC 606 as of June 3, 2020.
Previous effective date
for calendar year-end
private entities

New effective date for
calendar year-end
private entities

Annual periods

January 1, 2019

January 1, 2020

Interim periods

January 1, 2020

January 1, 2021

ASU 2016-13 – Effective date (Credit
Losses)
Effective date
for calendar
year-end SEC
filers (non
SRC)
ASU 2016-13, Measurement of
12/15/19
Credit Losses on Financial
Instruments (including ASU 1810, 18-19, 19-04, 19-05, 19-10,
and 19-11)

Effective date for
calendar year-end
private entities
12/15/22

This Topic does not apply to receivables arising from operating leases accounted for in
accordance with Topic 842

LIBOR – What’s the big deal?
At the end of 2021, banks will no longer be required to report information that is
to determine LIBOR!
Click to edit Master used
text styles
Second level
— Third level
- Fourth level
— Fifth level
Sometimes referred to as the world’s most important number,
LIBOR’s days are now numbered.
— “Rigging” scandals in 2012 and changes in the interbank market since
the financial crisis have prompted this change

There are numerous risks and challenges with LIBOR’s demise
— Globally, LIBOR underpins an estimated $350T
(yes, that’s a “T” for “trillion”!) of loans and derivatives
— The move away from LIBOR may cause market instability
— Post LIBOR there may be a disconnect between banks’ assets and liabilities
— The uncertainty around LIBOR creates potential risks to the safety and soundness of
the financial system.

So what will happen to contracts and derivatives that reference LIBOR?

ASU 2020-04: Reference Rate Reform
On March 12, 2020, the FASB issued ASU 2020-04 providing temporary optional guidance to
ease the potential burden in accounting for reference rate reform
It is anticipated that companies will modify their agreements (e.g. derivatives, loans, leases,
receivables) that reference interest rates that are expected to be discontinued
─ In addition to LIBOR, some other interest rates are expected to be discontinued – e.g. other
interbank offered rates (IBOR) or rates that are calculated using an IBOR as an input
─ Ordinarily, US GAAP requires companies to perform detailed analyses to determine how to account
for a contract modification
─ ASU 2020-04 allows companies to avoid performing some of those detailed analyses when the
modification is related to replacing an interest rate that is expected to be discontinued
Example disclosures by public companies in Form 10-Q:
“We have elected to apply the hedge accounting expedients related to probability and the assessments
of effectiveness for future LIBOR-indexed cash flows to assume that the index upon which future hedged
transactions will be based matches the index on the corresponding derivatives. Application of these
expedients preserves the presentation of derivatives consistent with past presentation. We continue to
evaluate the impact of the guidance and may apply other elections as applicable as additional changes
in the market occur.”

ASU 2020-04: Key provisions and optional relief
─ Provides companies with optional guidance to ease the potential accounting burden
associated with transitioning away from reference rates that are expected to be discontinued.
─ A company can elect to apply the optional relief if contracts or transactions reference LIBOR
or another rate that is expected to be discontinued due to reference rate reform, if certain
criteria are met.

The following table outlines the key provisions of optional relief for each type of eligible
contract or transaction:

ASU 2020-04: Effective date and transition
─ The ASU applies to all entities.
─ Will generally no longer be available to apply after December 31, 2022 (i.e. a ‘sunset
provision’).
─ FASB indicated that it will monitor developments in the marketplace and consider whether
those developments warrant an extension of the sunset provision.
The following table summarizes the effective date, transition and sunset provisions:

Accounting and
financial reporting
impacts of COVID-19
Financial reporting
considerations

SEC regulatory relief
The SEC has issued several orders and guidance providing temporary relief

The staff of the SEC’s Division of Investment Management has prepared responses to questions
about investment funds and advisers affected by COVID-19, which can be found at:
https://www.sec.gov/investment/covid-19-response-faq.
— Inadvertent receipt of client securities when an adviser’s personnel may be unable to access
mail or deliveries
— Compliance when a pooled investment vehicle is unable to distribute its audited financial
statements by the applicable deadline due to certain unforeseeable circumstances
— Inability to complete surprise examinations
— Custody of certain privately issued securities that are evidenced by physical certificates

Subsequent events
Events occurring after the balance sheet date but before the financial statements are issued (or
available to be issued for non-SEC filers) require disclosure or possibly recognition.

Recognized (Type
1) subsequent
event

Nonrecognized
(Type 2)
subsequent event

Definition

Financial statement effects

•

Conditions that existed as of the date
of the balance sheet, including
estimates

•

Financial statements adjusted for any
events or changes in estimates

•

Subsequent events affecting the
realization of assets (e.g. receivables
or inventories) or settlement of
expected liabilities recognized if
culmination of conditions that existed
over period of time

•

Conditions that did not exist at the
date of balance sheet, but arose after
balance sheet date and before
financial statements are issued
(available to be issued)

•

Disclose nature of event and estimate of
its financial effect (or statement that
such an estimate cannot be made) if
financial statements would otherwise be
misleading

•

Examples include changes in fair value
or foreign exchange rates after
balance sheet date

Subsequent events assessment example
Is COVID-19 a recognized or nonrecognized subsequent event?
Subsequent
events period

Going concern 12-month
look-forward period

Jan 30, 2020

Mar 11, 2020

Mar 27, 2020

Mar 31, 2020

May 15, 2020

May 15, 2021

WHO1
announces
COVID-19 as a
global health
emergency

WHO1
declares
COVID-19 a
pandemic

CARES Act
enacted

Reporting
date

Q1 financial
statements
issued

End of going
concern lookforward
period

Note 1: World Health Organization

• For companies whose fiscal year is other than December 31, 2019 and interim financial
reporting
• A current period event
• Further developments before issuance of financial statements could be
recognized or nonrecognized subsequent events
• Disclosure considerations
• Impact on going concern assessment

Subsequent events – Disclosures
Examples

Companies
affected
differently by
each event

Disclosures
should be
holistic

Quantitative
disclosures of
estimated
financial effect
required if can
be made

Restaurant company operating in US identifies the US government lockdown
order as a relevant subsequent event to disclose
Car manufacturer operating production line in Wuhan, China identifies
Wuhan’s January lockdown as a relevant subsequent event to disclose

Company discloses potential upside effect of government aid package in
addition to potential downward effects of COVID-19 on debt covenants.

•

Not appropriate to disclose forward-looking statements – e.g. “We
expect the fair value of our investment to recover in the near future.”

•

Instead, Company could say: “The fair value of our investment as of this
date has dropped by xx% since [reporting date]. We are uncertain if
those values will rebound in the near future.”

Going concern
A company must have the ability to meet its obligations as they come due within one year after the
financial statements are issued (available to be issued) – i.e. the look-forward period.
Step 1
Assess if substantial
doubt is raised:

Is it probable that the entity will not
be able to meet its obligations?

No

Yes

Step 2
Assess if substantial
doubt exists:

Yes

No financial reporting
implications

Disclose that management’s
plans alleviate substantial
doubt that was raised

Is substantial doubt alleviated by
management’s plans?

No

Disclose that substantial doubt exists.
Continue to apply going concern basis of
accounting until liquidation imminent

COVID-19 impact
For many companies, a detailed going concern analysis may not have been necessary previously –
historically profitable business, ready access to financial resources and no significant short term obligations;
however, these quantitative and qualitative factors may have changed as a result of the COVID-19 outbreak.

Going concern

1

•

Assess if
substantial
doubt is raised

2
Assess if
substantial
doubt exists

Determine if it is probable (i.e. likely) the company will be unable to meet
its obligations
•

Based on known and reasonably ‘knowable’ conditions and events that exist
when financial statements are issued (available to be issued)

•

Identify quantitative and qualitative factors and assess in aggregate

•

When substantial doubt raised, can be alleviated if management has
mitigation plans in place that are expected to be successful

•

Consider if plans probable within look-forward period
•

Plans will be effectively implemented; and

•

Plans will mitigate relevant conditions or events that raise substantial doubt

COVID-19 impact
COVID-19 outbreak presents challenges that may make it difficult to rely on past history to
establish future success. It may also be difficult to establish a plan’s future success when critical elements of
management’s plan depend on events outside management’s control – e.g. availability of credit lines,
general market rebound, ability to secure other sourcing. Consequently, alleviating substantial doubt when
raised may prove challenging for some companies.

Going concern
Disclosures if substantial doubt exists
Disclosures required if substantial doubt is raised about the company’s ability to continue
as a going concern:

Conditions and events
that raised substantial
doubt

Significance of
conditions or events in
relation to company’s
ability to meet its
obligations

Management’s plans
that eliminated (or are
intended to alleviate)
substantial doubt

— Fact that substantial doubt exists should be explicitly disclosed
— May be appropriate to disclose potential effect of known conditions and events occurring
beyond one year
•

Often required disclosures under other US GAAP (e.g. loss contingencies, risks and
uncertainties or SEC rules and regulations)

Risks and uncertainties
Topic 275 requires disclosures about risks and uncertainties that could significantly affect the
amounts reported in the financial statements in the near term.

Estimates
— Qualitative disclosures of estimates when known information available before financial
statements are issued (available to be issued) indicates that:
•

Reasonably possible effect on financial statements that existed at reporting date will
change in near term (i.e. one year of balance sheet date); and

•

Effect of change would be material

— Identify estimates and explain reason for the uncertainty
— Other topics (e.g. Topic 820 (fair value measurement), Topic 450 (contingencies) and Topic 855
(subsequent events)) may also require quantitative disclosures

COVID-19 impact
The COVID-19 outbreak has created uncertainty for revenue forecasts, sourcing and workforce
availability, credit ratings, etc. but also volatility in stock and commodity prices, interest and currency
exchange rates. Estimates based on such metrics may be subject to change in the near term, and those
changes could be material to the financial statements.

Risks and uncertainties
Examples of financial statement estimates potentially affected by COVID-19
Inventory

•
•
•
•

Debt

Assessment to determine if covenants or loan default is expected or cross-default
provisions could be triggered

Loans and
receivables

Uncertainty surrounding current expected credit loss estimates (post-ASU 2016-13)
and loss reserves subject to changes in credit risk from customers or other debtors
negatively affected (pre-ASU 2016-13)

Insurance
recoveries

The timing of recognizing insurance recoveries can be subject to uncertainty based
on the terms of the agreement as well as timing of payments and collectibility

Fair value
measurements

General uncertainty surrounding discount rates, growth rates, etc.

Long-lived assets

Impairment evaluations of goodwill, tangible and intangible assets, and equity
method investments.

Inventory write-downs
Purchase commitments
Idle plant capacity, abnormal manufacturing overhead costs and price variances
Temporary LIFO liquidation

Risks and uncertainties
Examples of financial statement estimates potentially affected by COVID-19
Revenue
recognition

•
•
•

Leases

Collectibility of the lease payments (and any amount necessary to satisfy a residual
value guarantee) may not be probable

Cash flow hedge
accounting

Future forecasted transaction may not be probable.

Compensation
and benefits

Targets may not be met for bonus plans and liability-classified share-based payment
arrangements based on achieving certain targets

Deferred taxes
and valuation
allowances

Deferred tax assets may not be utilizable if revenue forecasts change, and timing of
reversal may be uncertain.

Variable consideration, including effect of price concessions, right of return, etc.
Customer credit risk
Breakage

Risks and uncertainties
Vulnerability from concentrations
— When company exposed to risk of loss greater than it would have had risk been mitigated
through diversification
— Requires disclosure if existed at balance sheet date and is reasonably possible could have severe
impact in near term
•

Also consider known information available before financial statements are issued
(available to be issued)

— Example concentrations:
Volume of business
with particular
customer, supplier,
lender, etc.

Revenue from
particular product
or service

Available sources of
supply of materials,
labor, etc.

Market or
geographic area
company conducts
operations

COVID-19 impact
While we do not expect that in the short term the COVID-19 outbreak will change existing
concentrations, it is possible that a company needs to revise (and disclose) which of those existing
concentrations create vulnerability.

Risks and uncertainties
Other risks and uncertainties
— Consider discussing other risks and uncertainties arising from COVID-19 outbreak and plans to
address risks
•

Specific-risk reduction techniques

•

Contingency and continuity plans

•

Business interruption insurance

— Consider whether disclosures are needed in interim financial statements

COVID-19 impact
Impact of COVID-19 likely requires broad disclosures, including in interim financial
statements. Given how fast the COVID-19 outbreak situation is changing, companies should

consider the need to repeat and update those disclosures at each interim period in 2020 to
provide transparency and fairness of presentation.

Unusual items
Financial effects of unusual (or infrequently occurring) events or transactions need to be
presented as a separate component on the income statement and disclosed.

Unusual

Infrequency
of occurrence

Situation when underlying event has a high degree of abnormality and is not
related to ordinary activities of company
Event that would not reasonably be expected to recur in the foreseeable
future

COVID-19 impact
We believe most companies will consider the COVID-19 outbreak an unusual event. However,
further judgment is needed to define which financial effects, if material, should be presented as a separate
component of income from continuing operations or disclosed in the financial statements.
We believe a reasonable approach would be to include direct and incremental costs or gains associated with
the COVID-19 outbreak – e.g. asset impairment, incremental operating expenses such as severance costs or
business interruption insurance recoveries. Normal recurring expenses that would be incurred regardless of
COVID-19 – e.g. regular payroll costs, overheads or depreciation expense – are typically not direct and
incremental.

Accounting and
financial reporting
impacts of COVID-19
Specific account
considerations

Defaulted capital commitments
When market conditions decline, there may be increased instances of investors defaulting on
their capital commitments
— An investment fund’s legal documents typically include contractual remedies when an investor
is in default of its capital commitments. Examples may include:
•

facilitating a secondary market sale of the defaulting investor’s existing capital account to
other investors or a third-party;

•

charging interest on the defaulted capital call;

•

withholding future distributions to cover unpaid commitments;

•

forfeiting a portion or all of the capital account of the defaulting investor; and

•

accelerating payment of the investor’s remaining capital commitment.

— Transfer of equity interests between the defaulting investor to the other investors, the forfeiture
of capital should be recorded as a capital redemption from the defaulting investor with a
corresponding capital contribution to the other investors. No income effect to the investment
fund.
— Similarly for interest received for defaulted capital calls. The receipt of such interest should be
recorded as a capital contribution to the defaulting investor’s capital account rather than
interest income
— A secondary market sale is not a recognized transaction to the investment fund.

Affiliates reimbursement of investment losses
During volatile market conditions, an affiliate (i.e. adviser, trustee, or a sponsor) may voluntarily
compensate an investment fund for losses incurred
Subtopic 946-20 specifically discusses circumstances where an affiliate may make payments to
reimburse an investment fund related to investment losses for either of the following reasons:
•

losses from a portfolio investment resulting from events outside the control of the
investment fund or its affiliate (such as a sudden default by an issuer)

•

losses from a portfolio investment that violated the investment guidelines of the
investment fund (such as investment guideline violations resulting from style drift).

— Such payments are reported as a separate line item in the statement of operations as part of
the net realized and unrealized gains (losses) from investments [946-20-45-1]
— An investment fund may receive other payments by affiliates for reasons other than those
described in Subtopic 946-20. When the reason for the payment and the nature of the
relationship indicates that the payment benefits the affiliate’s shareholder relationship with the
investment fund by enhancing or maintaining the value of the its investment, such payments
are in substance a capital contribution to the investment fund. [AAG-INV 7.139 and 7.143, SAB
Topic 5T]
— Regardless of the classification of payments by affiliates, the amounts and the circumstances for
the payments should be disclosed in the notes to the financial statements, including the impact
of such payments to the investment fund’s total return in the financial highlights disclosures
[946-20-50-2]

Debt balance in excess of real estate value
When market conditions decline, the value of real estate may drop below the outstanding debt
balance (i.e. underwater mortgage)
— Operating vs. non-operating presentation considerations when an underwater mortgage exists
— ASC 825-10-25 permits all entities to choose, at specified election dates, to measure eligible
items at fair value (“the fair value option”). Such election shall be applied instrument by
instrument, shall be irrevocable, and shall be applied to an entire instrument. An entity may
choose to elect the fair value option for an eligible item only on the election date (as specified
in ASC 825-10-25-4)
— Any guarantees of the mortgage loan should be considered as well
— See ASC 460, Guarantees for guidance

Debt modifications (borrower accounting)
Accounting for a debt modification depends on whether it represents a TDR, and whether the
modified debt has substantially different terms.

1. See next slide for guidance on unamortized amounts as well as fees paid to the creditor and to third parties.
2. If the carrying amount of the old debt is greater than the undiscounted cash flows of the restructured debt, the carrying amount is
adjusted to those undiscounted cash flows. This results in an EIR of zero and recognition of a gain.

Debt modifications (borrower accounting)
Determine whether debtor is experiencing financial difficulties
— Indicators include:
•

Debtor is currently in default on any of its debt

•

Declared (or in process of declaring) bankruptcy

•

Significant doubt as to whether debtor will continue to be a going concern

•

Debtor’s securities have been delisted from exchange (or are in process or under threat of
delisting)

•

Forecasts that entity-specific cash flows will be insufficient to service debt (both principal and
interest)

•

Cannot obtain funds from sources other than the existing creditors at an effective interest rate
equal to the current market interest rate for similar debt for a nontroubled debtor

— Evidence debtor is not experiencing financial difficulties if:
•

Debtor is currently servicing the old debt and can obtain funds to repay the old prepayable debt
from sources other than the existing creditors (without regard to the current modification) at an
effective interest rate equal to the current market interest rate for a nontroubled debtor; and

•

Creditors agree to restructure the old debt solely to reflect a decrease in current market interest
rates for the debtor or positive changes in the creditworthiness of the debtor since the debt was
originally issued

Debt modifications (borrower accounting)
Determine whether creditor granted a concession

Debtor’s effective borrowing
rate on restructured debt

Effective borrowing rate of
old debt immediately before
restructuring

Effective borrowing rate of restructured debt calculated as follows:
— Project all cash flows under the new terms; and
— Solve for discount rate that equates present value of cash flows under the new terms to the
debtor’s current carrying amount of the old debt.

Debt modifications (borrower accounting)
The appropriate accounting treatment for remaining unamortized amounts and fees paid to the lender
and to third parties generally is different depending on the outcomes.
Substantial modification
(extinguishment
accounting)

Nonsubstantial
modification
(modification
accounting)

Troubled debt restructuring

Unaccreted/
unamortized
discounts,
premiums and
debt issuance
costs

Include in gain or loss
on extinguishment of
original debt

Continue to
accrete/ amortize
using new
effective interest
rate (EIR)

Carrying amount of old debt is:
— Greater than undiscounted cash flows of
new debt: Include in gain on restructuring
— Less than undiscounted cash
flows of new debt: Continue to accrete/
amortize using new EIR

Fees paid to or
received from
lenders

Include in gain or loss
on extinguishment of
original debt

Increase or
decrease debt
discount or
premium and
accrete/ amortize
using new EIR

Expense as incurred

Fees paid to third
parties

Capitalize and amortize
as part of net carrying
amount of new debt

Expense as
incurred

Expense as incurred

Cash Equivalents
Cash equivalents are short-term, highly liquid investments that are (1) readily convertible to
known amounts of cash and (2) so near maturity that a change in interest rates would present
an insignificant risk of a change in value.

Money market
funds

•

Type of mutual fund with relatively low risks that invests in highquality, short-term debt securities

•

Generally qualifies as cash equivalent

COVID-19 impact
If there are increased credit and liquidity concerns associated with a money market fund,
especially if there is a significant decline in net asset value, the fund may no longer have the attributes to be
considered a cash equivalent.
If a money market fund restricts or suspends redemptions, it is no longer highly liquid and therefore does
not meet the definition of a cash equivalent.

Valuation of deferred taxes

Deferred tax assets are recognized for all deductible temporary differences and operating loss
and tax credit carryforwards
Based on all
available
evidence, positive
and negative
Complex.
Requires
judgments and
estimates

A valuation
allowance on
deferred tax
assets is:
Required to be
evaluated at each
period-end
Generally,
recorded with an
offsetting entry
to the P&L

Required if it
is >50% likely that
some portion or
all of the deferred
tax assets will not
be realized

Sufficient to
reduce the
deferred tax
assets to the
amount that is
more likely than
not to be realized

Sources of taxable income
Future reversals of existing taxable temporary
differences

Objective

4.006, 4.009 –
4.019 and 4.034 –
4.038

Taxable income in prior carryback years (if
carryback is permitted)

Objective

4.006 and
4.052 – 4.056

Future taxable income exclusive of reversing
temporary differences and carryforwards

Subjective

4.006 and
4.039 – 4.051

Tax-planning strategies

Subjective

4.006 and
4.057 – 4.106

A combination of the other
three sources

Most subjective source –
requires greater level of
judgment

https://frv.kpmg.us/reference-library/2020/accounting-for-income-taxes.html

REIT considerations
REITs in the hospitality and assisted-living spaces often use the so-called
“RIDEA structure,” whose cornerstone is a lease to the REIT’s TRS (i.e., an intercompany
transaction)
— Like all intercompany transactions, transfer pricing considerations are critical in determining the
terms of these leases
— Over the last three months, these REITs have reacted to the uncertainty generated by Covid-19
in a number of different ways, including:
— Short-term rent forbearance
— Rent forgiveness
— “Wait and see”
— Lease amendments or resets
— With four months (and, unfortunately, counting) of experience living with Covid, and some
progression through various phases of reopening, many REITs have determined that the time is
now to make decisions about TRS leases
— Importantly, the Covid impacts by property type and geography are significantly varied and
therefore some level of property specific review is considered a best practice

Accounting and
financial reporting
impacts of COVID-19
Other considerations

CARES Act
• Income taxes
―The Act provides income
tax relief by:
• allowing carryback for net operating
losses (NOLs);
• temporarily increasing NOL offset to
income from 80% to 100%;
• temporarily increasing the interest
deductibility threshold from 30% to
50%;
• accelerating refunds of alternative
minimum tax (AMT) carryforwards;
and
• expanding access to bonus
depreciation.

Key impacts
― Recognize the effects on reporting in the
interim period that includes the March 27
enactment date.
― New provisions may have an ongoing
impact as judgments and estimates
change.

CARES Act
• Government assistance
―The Act provides direct
assistance through new
and repurposed existing
programs for companies
and not-for-profit (NFP)
entities. Among them:
•
•
•
•
•

Paycheck Protection Program (PPP)
Pandemic relief for aviation workers
Grants to healthcare providers
Industry-specific loans
Loans for ‘mid-sized’ businesses and
others not eligible for PPP or industryspecific loans

Key impacts
Applicable accounting guidance
― NFPs
- Non-exchange transactions >
ASC 958-605 (NFPs – revenue
recognition)
- Exchange transactions > ASC 606
(revenue recognition)
― All other entities
- Payment for goods/services provided by
the company > ASC 606
- For other consideration received,
multiple approaches are available
Loan forgiveness
― Account for loan obtained under the
PPP under ASC 470 (debt)
― Apply grant accounting

CARES Act
Payroll taxes

Mortgage relief

― The Act permits:

― A borrower with a federally backed
mortgage loan experiencing financial
hardship due to COVID-19 may request
forbearance on the loan.

- Payroll tax deferral; and
- Payroll tax credit.

Key impacts

Key impacts

— Continue to accrue payroll tax liability
and recognize related payroll tax expense
in the period incurred.

— Lenders accounting for borrower
forbearance requests will generally need
to adjust their interest income
recognition for the modified loan terms.

— Generally recognize the credit consistent
with other government grants.

COVID-19: Joint statement on the
importance of disclosures
On June 23, 2020, the SEC staff released CF Disclosure Guidance Topic No. 9A (a supplement
to Topic No. 9) to provide companies affected by COVID-19 with additional disclosure
considerations and guidance. (see https://www.sec.gov/corpfin/covid-19-disclosureconsiderations)
The SEC stressed the importance of disclosures relating to operations, liquidity, and capital resources,
including the impacts of government financial assistance and going concern.
The staff’s guidance provides a list of illustrative questions (not meant to be all inclusive) for companies to
consider when assessing and disclosing the ongoing impact of COVID-19 to operations, liquidity, and capital
resources. Some example questions include (not exhaustive):
Operations, Liquidity and capital resources
─ What are the material operational challenges that management and the Board of Directors are
monitoring? How has the company altered operations, such as implementing health and safety policies
for employees or customers?
─ How is the company’s overall liquidity position and outlook evolving? Are any decreases in cash flow
from operations having a material impact on the company’s liquidity position and outlook?
Government assistance – CARES Act
─ How does a CARES Act loan impact liquidity and capital resources? Do the terms and conditions of the
CARES Act loan limit the company’s ability to seek other financing sources?
Going concern
─ Are there conditions or events that give rise to substantial doubt about the company’s ability to
continue as a going concern (e.g., labor challenges, work stoppages, defaults on obligations)?

Question
and answer
session
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General
Hot Topics
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General Hot Topics
• Lease Literature/Ground Lease
• Sales – Unrealized flipped to realized when there was a
previous quarter of unrealized that was not in the PY
report. Is it treated the same for separate accounts and open
end funds?
• Preferred Equity/Synthetic debt loans within JV agreements
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Upcoming:
Next Webinar: September 23, 2020
Fall Conference: November 2-5, 2020
Miami, Fl
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