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Accounting Committee Agenda
March 23
• Financial Technical Update – Lou DeFalco, PWC & Cindy Mai, PWC
• Hot Topics – Megan Hess, DWS
• Leasing Literature (ASC 842) - Robert Fraher, KPMG
• Derivatives (Debt Mark to Market) – Ian Sivak, Baker Tilly
• Deferred Maintenance – Megan Hess, DWS
• Escrow Deposits – Megan Hess, DWS
• Capitalized Interests – Megan Hess, DWS
• COVID Accounting – Mark Wojteczko, Deloitte
• Reporting Model – Sabeen Alwy, USAA Real Estate Company
• TGER – Benay Kirk, Alter Domus
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SPACs and Real Estate
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The rise of SPACs

●

In 2020, SPACs have raised $83.3 billion in
gross proceeds from 248 IPOs, which
represents a massive 320% increase in the
number of SPAC IPOs, more than 510%
increase in gross IPO proceeds, as compared to
2019. In 2019, there were 59 SPAC IPOs,
raising approximately $13.6 billion.*

●

SPAC activity continues in 2021: there were 252
SPAC IPOs in 2021, raising $79.0 billion,
representing 75% of the total US IPO proceeds
raised ($105.1 billion). *

●

Several prominent real estate firms - including
Simon Property Group, CBRE and Tishman
Speyer - have launched SPACs of their own.

●

SPACs real estate targets primarily include:
PropTech, distribution center, industrial,
vacation resort, senior housing, etc.

*Data source: SPAC Analytics (data through March 11, 2021)
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What makes SPAC so attractive?

While SPACs have been used for years as alternative investment vehicles, they have increased in popularity
as a way for private companies to access liquidity via the public market. The SPAC spree has been largely
driven by:
● The players: High-profile SPAC sponsors with experienced management teams are entering the SPAC
space.
● The private equity appeal: SPACs offer an exit opportunity for private equity owners looking to cash out
on their investment in the private company target in a shorter timeframe than in a traditional IPO.
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How does a SPA work?

•

A special purpose acquisition company (SPAC) is created with capital from its initial
investors and undergoes an IPO to raise additional capital, with the intention to acquire one or
more unspecified private companies.

•

A SPAC is formed by a management team, or a sponsor, with nominal invested capital
(commonly known as founder shares). The SPAC subsequently issues “units'' in an IPO,
which results in approximately 80% of the outstanding shares being held by public
shareholders and approximately 20% of the shares being held by the founders.

•

The IPO proceeds are placed into a trust account, the SPAC typically has 18-24 months to
identify and complete a merger with a target company (“de-SPACing”). After being acquired,
the private company becomes a public company (or a subsidiary of a public company).

•

If the SPAC does not complete a merger within the specified time frame, absent an extension,
the SPAC will liquidate and return the remaining IPO proceeds to its shareholders.
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SPAC life cycle

There are three distinct phases in the life of a SPAC:
1) SPAC formation and IPO, 2) SPAC target search and 3) the SPAC merger (de-SPAC).

PwC | Financial Technical Update

10

SEC financial statement filing
requirements (de-SPAC)
• SPAC must file a proxy on Schedule 14A (a proxy statement).
– If the SPAC registers securities as part of the merger transaction, it will file a joint registration
and proxy statement on Form S-4 (Form S-4/proxy statement) in lieu of a proxy statement.
• The SEC staff review follows the process of a typical IPO in that the SEC staff will review the
filing and issue comment letters.
• The financial statements of the target company need to be compliant with Regulation S-X and
SEC Staff Accounting Bulletins (SABs):
o Public company disclosures under US GAAP (e.g., EPS, segment disclosures)
o Public Business Entities (“PBE”) timeline required for accounting standards adoption
(e.g., ASC 606, Revenue, ASC 842, Leases, ASC 326, Credit Losses), unless the
Emerging Growth Companies (“EGC”) status and requirements are met.
o In general, 3 years annual audited FS + any applicable interim periods
• Audits in accordance with both PCAOB and AICPA standards (e.g., critical audit matters in
audits’ reports).
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Determining the accounting
acquirer

• The accounting acquirer is the entity that obtains
control of the reporting entity and may be
different from the legal acquirer.
• If the transaction is between entities under
common control, acquisition accounting would not
apply.
• If the SPAC merger is effectuated primarily by
transferring cash (or other assets or by incurring
liabilities), the SPAC is usually the accounting
acquirer (apply ASC 805, Business
Combinations).
• If the target company is the accounting acquirer,
the transaction is considered a reverse merger
(i.e., reverse recapitalization).
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COVID-19 rent
concessions and lessor
collectibility
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FASB relief for rent concessions

FASB Staff Q&A – Topic 842 and 840: Accounting for Lease Concessions Related to the
Effects of the COVID-19 Pandemic.

The election is available provided the rent concessions are:
• Related to the effects of the COVID 19 pandemic and
• Do not result in a substantial increase in the rights of the lessor or the obligations of the lessee

Both lessee and lessor can elect to either account for the concession as a:
• Lease contract modification or
• A payment adjustment based on an existing contractual right
Election has to be applied consistently to leases with similar characteristics and in similar
circumstances

Disclosures should be provided about material concessions and the accounting effects
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FASB relief for rent concessions

Rent concessions and FASB relief update:
• Time window of continued application of the
FASB relief
• Rents concessions for new leases entered
post-pandemic
• Rolling concessions (e.g., one concession
received in Q4’2020 and another one in
Q1’2021)
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Lessor collectibility assessment

Overview of the ASC 842 collectibility assessment
Assessing collectability is a binary evaluation on a lease by
lease basis:
– If collection is probable for effectively all (e.g., >95%)
of the lease payment owed, you accrue for all rents
under the lease
– If collection is not probable, you go to a cash basis of
accounting
○ Probability is defined as >75%

Lessors may also apply a pooled ASC 450 general reserve
on lease payments determined to be probable of collection:
– Changes in amounts reserved under an ASC 450
general reserve can be recorded to either lease
revenue or a separate bad-debt expense line item
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Lessor collectibility assessment
(continued)

Practical Example of ASC 842 collectibility assessment

Example of assessment: assume $100 of future payments due under the lease:
• 50% probability of collecting $80 = cash basis
• 50% probability of collecting $98 = cash basis
• 80% probability of collecting $88 = cash basis
• 75% probability of collecting $95 = accrual basis

If in future periods the assessment of collectability goes from not probable,
to probable, assuming the lease is unmodified, the landlord can revert back
to accrual accounting with a one time increase in revenue and accrued
rents. If the lease is modified, the adjustment occurs from the date of
modification.
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COVID-19 government
assistance

18

Government assistance

Overview
• In response to the spread of COVID-19, governments are

providing reliefs to lessors, financial institutions and other
entities.
• Examples of government assistance:
– Paycheck Protection Program (PPP)

– Department of Health and Human Services (HHS) relief
to senior living providers

– Other industry-specific loans
• There is no standard in US GAAP that directly addresses

the accounting for government assistance received by a
for-profit entity.

How should government assistance be accounted for?
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Government assistance
recognition model

Recognition Models
• Companies should evaluate the nature of the assistance

received in determining the appropriate recognition
model, for example:
– Assistance in the form of a below-market rate loan is

accounted for under the guidance of ASC 470, the
debt standard
• Apply IFRS standard, IAS 20, Accounting for

Government Grants and Disclosures of Government
Assistance in the absence of relevant US GAAP.
• The lack of clear guidance and diversity in practice in the

accounting underscores the importance of clear and
transparent disclosure in the financial statements,
regardless of which policy is applied.
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LIBOR transition
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ASU 2020-04: Reference Rate Reform (Topic 848)
Background
• In 2017, the United Kingdom’s Financial Conduct Authority
announced that it would no longer persuade or compel banks to
submit the London Interbank Offered Rate (LIBOR) as of the end
of 2021
• Working groups were convened globally to identify and introduce
alternative reference rates to the market - many of which are
based on observable and liquid transactions
• Reference rate reform has the potential to create challenges
when accounting for contract modifications and certain hedging
relationships
• On March 12, 2020, the FASB issued ASU 2020-04, Reference
Rate Reform (Topic 848), Facilitation of the Effects of Reference
Rate Reform on Financial Reporting. This was followed by ASU
2021-01, Reference Rate Reform (Topic 848): Scope, on January
7, 2021.

• In late 2020, key regulators agreed on a winddown schedule that
called for no new loan or other LIBOR-based products after
December 31, 2021 and cessation of LIBOR publication for nonUS LIBOR at that time. Most US-based LIBOR will continue to be
published until June 30, 2023 to provide more time for current
LIBOR instruments to be renegotiated or to runoff.
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Concerns about the sustainability of
LIBOR and other interbank offered rates
(IBORs) globally has led to an effort to
identify alternative reference rates

In the United States, the Secured
Overnight Financing Rate (SOFR) was
identified as the preferred alternative
reference rate to US dollar LIBOR

Many instruments that reference
IBORs will have to be amended
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Reference Rate Reform (Topic 848): Market Updates

Cessation of LIBOR
• On March 5th, the Intercontinental Exchange Inc. announced
that it will cease the publication of one week and two month
USD LIBOR settings on December 31, 2021.
• In addition, it already announced its intention to cease all
GBP, EUR, CHF and JPY LIBOR settings on December 31,
2021
• However, it will continue to publish all other USD LIBOR
settings (one day, one month, three month, six month, and
twelve month) until June 30, 2023.
• While US Regulators have come out in support of the
announcement, they have made it clear that they are
encouraging no new contracts to be written referencing USD
LIBOR after December 31, 2021 and the additional period
until June 30, 2023 is for existing contracts to mature
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Multiple dimensions of change
A successful business impact assessment analyzes asset management
organizations across the following key dimensions:
The Dimensions of Change
Commercial & Financial

Contracts Discovery

Profitability and strategic
opportunities:
● Development of new lending
products
● Investment in new products
● Change in market liquidity
● Asset / liability mgmt
● Mgmt fee structure
● Investment mandates

Contract inventory, risks, and
remediation:
● Discovery and centralized
digitization of contracts
● Analysis of contract language
● Control (Taker / Influencer /
Driver)
● Current approach to new
contract drafting
● Approach to contract
negotiations

Technology, Systems &
Processes
System requirements and process
changes:
● Internal / external platforms
● Vendor readiness
● Insource / outsource model
● UAT design
● Operational procedures
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Communications &
Outreach
A robust communication
strategy:
● Internal Education approach
● Inbound inquiries from
counterparties / investors
● External communication
strategy

Valuation & Risk
Management
Implications to valuation and
broader risk management:
● Internal and external models
● Asset / liability mgmt
● Pricing and valuation policies
● Liquidity / risk measures

The dimensions of change
should be considered
through the following lens:
Products
Derivatives
Bonds and Notes
Loans and other
debt instruments
Securitized
products
Value Chain

Tax & Accounting
New standards, treatments, and
reporting implications:
● Proposed / issued guidance from
IRS and FASB
● Relevant hedge accounting
impacts
● Current tax and accounting
policies
● Financial Statement disclosure

Investors
Fund(s) and
Investment Board
Financial Instruments
Internal and External
Parties
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How other organizations are mobilizing

Mobilized a LIBOR Transition Program, including working groups to respond
to regulatory inquiries, consultations, and follow industry dialogue

Governance and
Program Management

Educating the Board, executive management and other key stakeholders,
and beginning client outreach and education efforts

Client Strategy, Outreach &
Communications

Conducting impact assessments across key business areas and functions,
with larger firms moving into detailed planning and requirements definition

Impact Assessment

Defining business strategy and developing new RFR products

New Benchmark Markets
and Product Transition

Centrally identifying and inventorying affected contract types, digitizing
contracts, and updating fallback language in new deals

Contract Remediation

Testing the ability of existing operational and IT infrastructure to
transact new/updated reference rates

Systems and Process
Change
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Summary of ASUs for
calendar-year-end
non-PBEs
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ASUs effective in 2021 and early
adoptable for calendar-year-end
non-PBEs
Effective in 2021 for non-PBEs

Standards early adoptable for non-PBEs

• Cloud Computing (ASU 201815)
• Collaborative Arrangements
(ASU 2018-18)
• Consolidation: VIE Related
Party (ASU 2018-17)
• Episodic Television Series
(ASU 2019-02)
• Hedging Targeted
Improvements and Technical
Corrections (ASU 2017-12)
• Franchisors Revenue Practical
Expedient (ASU 2021-02)

• Accounting Alternative for Evaluating Goodwill Triggering
Events* (not yet issued)
• Leases (ASC 842)
• Credit Losses (ASC 326)

• Goodwill and Other (ASU 2017-04)
• Insurance (ASU 2018-12)
• Defined Benefit Plan Disclosure Requirements (ASU 201814)
• Simplifying the Accounting for Income Taxes (ASU 2019-12)

• Clarifying the Interactions between Topics 321, 323, and 815
(ASU 2020-01)
• Convertible Debt (ASU 2020-06)
• Codification Improvements - Nonrefundable Fees and Other
Costs (ASU 2020-08)

• Codification Improvements (ASU 2020-10)
*Effective for annual reporting periods beginning after December 15, 2019. Early application would be
permitted for financial statements that have not yet been issued or made available for issuance.
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Other resources
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Other resources

Resources
PwC’s COVID-19 CFO Pulse Survey

Emerging stronger from COVID-19: What US business
leaders should know

Business resiliency at PwC

Thought leadership
PwC accounting podcasts:
Accounting for leases and changes in real estate due to
COVID-19
Dealing with government grants? Here’s what you need to
know
Special purpose acquisition company (SPAC) mergers: Why
are companies looking to them when going public?
Bidding farewell to LIBOR: What you need to know

PwC COVID-19 Navigator

In depth:

The Navigator is an interactive tool we’re offering free of
charge to help organizations better understand where they
are on their path toward COVID-19 preparedness and
response across six focus areas.

Domestic SPAC mergers - financial reporting and
accounting considerations
FAQ on accounting for COVID-19 and market volatility
CARES Act: Accounting for the stimulus
In the loop: Are you ready for your stakeholders to ask about
the coronavirus?
Responding to COVID-19: Consideration for corporate
boards
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