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1 - Executive Summary
Purpose
01. The purpose of this Exposure Draft is to:

1. Enhance the REIS standards with expanded disclosure requirements around the
valuation of debt liabilities (“debt”) within the Fund Report ®.

2. Introduce the concept of REIS Net Asset Value (REIS NAV) — a separate required
calculation of Fair Value NAV to be included in the Fund Report.

3. Modify the REIS standards to maintain a requirement to value debt on open-end
funds and change the debt valuation requirement for closed-end funds and separate
accounts to a recommendation.

These changes were deemed necessary in order to:

1. Keep the REIS Standards current and to supplement changes made by Foundational
Standards Bodies @ that lacked specific guidance for the real estate industry (i.e.
U.S. GAAP (GAAP) for accounting).

2. Maintain REIS position that all debt should be valued while acknowledging the
optionality under existing GAAP by shifting the requirement outside the financial
statements as described above.

3. Continue to promote and enhance compliance and verifiability of the REIS
Standards.

The targeted effective date of the changes would be for Fund Reports issued for periods
beginning after December 15, 2010 (i.e., 2011 reporting).

Background

02. In August, 2008, the REIS Council assembled a task force to address whether or not the
requirement to value all debt liabilities was appropriate for all fund structures (i.e., open and
closed-end funds and single investor investment accounts). The task force surveyed ® the
industry and concluded that the valuation of debt should remain a REIS requirement for
open-end funds but should change from a requirement to a recommendation for closed-end
funds and single investor investment accounts. The task force also concluded that expanded
disclosures should be required in the audited financial statements in order to provide audit
assurance and further transparency surrounding divergent debt valuation practices. Before

(1) Definition of Fund Report in the Fund Reporting Standards (Chapter 4): ... as used herein, the term “Fund” includes all commingled funds
and single investor investment accounts. The term “Report” is intended to include the entire quarterly or annual reporting package
submitted to Fund investors.

(2) Foundational Standard Bodies are various regulatory, industry, or professional bodies with differing levels of standard-setting authority.
Within the REIS Standards, U.S. GAAP, USPAP (Uniform Standards of Professional Appraisal Practice) and GIPS (Global Investment
Performance Standards) are the Foundational Standards.

(3) The survey included 24 Plan Sponsors representing approximately $150 billion in U.S. Real Estate Private Equity Investments and 32
investment management firms representing $239 billion (NAV) in U.S. Real Estate Private Equity Investments
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03.

04.

05.

06.

07.

commencing the process to change the REIS standard, the survey participants asked for
industry clarification on “how” to value debt.

In January, 2009, the REIS Council assembled another task force to address the
aforementioned “how” to value debt issue. The task force discovered divergence in debt
valuation practices (e.g., gross method, net method, no valuation). The REIS Council
directed the task force to prepare a guidance document which would narrow industry
practices with respect to the differing debt valuation perspectives without indication of
preferred methodology. The guidance document ASC Topic 820 Implementation Guidance
for Real Estate Investments was issued in the third quarter of 2009. In addition to a
discussion of the different perspectives, the guidance document provided suggestions for
some expanded disclosures and performance attribution analysis that could be helpful to the
reader of the Fund Report.

In December, 2009, the REIS Council hosted an industry webinar to discuss the findings of
the two task forces and poll the participants  as to their positions on pertinent, related
topics. The answers to polling questions within the webinar reaffirmed the divergence in debt
valuation methodologies used by industry participants. In addition, webinar participants
were supportive of expanded disclosure requirements.

In March, 2010, the REIS Council approved a proposal to evaluate whether modifications to
the debt valuation standard within REIS are warranted. During its April meeting, the REIS
Board approved a prospectus to form a task force to prepare an exposure draft to enhance the
REIS standards with expanded disclosure requirements and performance attribution analysis
surrounding the valuation. The expanded disclosures include, but are not limited to:
identification of the methodology selected for debt valuation (gross, net or none); an
explanation of the valuation process and key valuation assumptions. The Task Force
determined that attribution analysis was too broad of an issue to address within the scope of
these revisions, but that it should be addressed by a more focused task force at a later date.

In addition to enhanced disclosures the Board agreed that the exposure draft would address
the industry’s desire to change the REIS standard from a requirement for all funds to value
all debt to one which would maintain the existing requirement for all open-end funds to value
debt, but would change from required to recommended debt valuation for closed-end funds
and single investor investment accounts.

During the course of its deliberations, the task force charged with drafting this exposure draft
concluded that although the proposed expanded financial statement disclosures would
provide further clarity surrounding debt valuation policies, procedures, and results (see
paragraph 06 above), REIS needed to facilitate comparability and transparency through the
development of a REIS NAV within the Fund Report, which is considered a non-GAAP
measure of net asset value. This reconciliation begins with an auditable starting point (i.e.

Q)

The approximate 170+ webinar participants were compromised of representatives from plan sponsors, consultants, investment managers
and academia from the real estate industry.
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GAAP NAYV) and ends with a fully valued NAV (i.e. REIS NAV). The results allow for the
option to value debt either within GAAP fair value financial statements or in another section
of the Fund Report.

The proposed revisions to REIS were made in order to: i) provide increased comparability
and transparency of information among and across Funds; ii) foster increased compliance
with the REIS standards; and iii) provide a mechanism to accommodate the flexibility
provided for in GAAP with respect to debt valuation (i.e. ASC 825: Financial Instruments).
In addition, The Fund Reporting Standards (Chapter 4) include required and recommended
standards which intend to promote comparability of results when measuring the impact of
valuing debt on net asset value.

Proposed Changes to REIS

Fair Value Accounting Chapter (Accounting Chapter) and Fair Value Accounting Policy
Manual (Manual)

08.

09.

10.

11.

The current Fair Value Accounting Chapter and Manual includes several references to the
requirement to value all debt in the financial statements on the investment or fund (hereafter
referred to collectively as “the investment”). The practice of valuing debt and recording the
effects within the net asset value of the investment has been a wholly required practice within
REIS regardless of investment strategy or product type.

It had come to the attention of the REIS Council and Board that some Funds, particularly
closed-end funds and single investor investment accounts, had not elected the Fair Value
Option for notes payable (effective for reporting periods beginning after 12/15/07) as
required within the REIS Standards. The Fair Value Option is a one-time election made on an
instrument by instrument basis.

The proposed changes to REIS which are contemplated within this exposure draft would
allow for the owner of the financial statements prepared for closed-end funds and single
investor investment accounts to choose whether to record debt at fair value in the financial
statements. The proposed changes do not remove the requirement to record debt at fair value
for open-end funds.

The proposed changes related to the issue surrounding the election can be found in the
following sections:

a. Chapter 2: Fair Value Accounting Standards — Section 2.02

b. Fair Value Accounting Policy Manual — Table of contents for “Fund Level
Accounting”

Fair Value Accounting Policy Manual — Section 2.03 (b)

Fair Value Accounting Policy Manual — Section 2.04 (c)

e. Fair Value Accounting Policy Manual — Section 3.09 (a)

Qo
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f. Fair Value Accounting Policy Manual — Section 4.04 (c)
g. Fair Value Accounting Policy Manual — Section 4.05 (a) & (b)

12. The proposed changes related to the issue of expanded disclosures within the financial
statements can be found in the following sections:

a. Chapter 2: Fair Value Accounting Standards — Section 2.02

b. Chapter 4. Fund Reporting Standards — Section 4.17

c. Fair Value Accounting Policy Manual Appendix 1: Illustrative Financial
Statements for Operating Reporting Model — Consolidated Statement of
Operations

d. Fair Value Accounting Policy Manual Appendix 1: Illustrative Financial
Statements for Operating Reporting Model — Consolidated Statements of Changes
in Net Assets

e. Fair Value Accounting Policy Manual Appendix 1: Illustrative Financial
Statements for Operating Reporting Model — Example disclosures

f. Fair Value Accounting Policy Manual Appendix 1: Illustrative Financial
Statements for Non -Operating Reporting Model — Example disclosures

Fund Reporting Standards Chapter and REIS NAV (Appendix 5)

13. All Funds would be required to report debt at value in the Fund Report within the REIS NAV
reconciliation (see appendix 5 added to REIS). The task forces concluded, based on the
survey and webinar polling mentioned above, that debt valuation is important information
which must be reported within the Fund report (but not necessarily within the financial
statements). The REIS NAV would allow for:

a. Disclosure of critical, comparable information to users of Fund reports and as
requested by industry participants;

b. The optionality to choose to value debt which is currently provided within
GAAP; and

c. Increased compliance with the REIS standards for investors who may have been
previously precluded from compliance because the Fair Value Option was not
exercised.

14. The additions to REIS related to the reconciliation of GAAP NAV to REIS NAV can be
found in the following sections:

a. REIS Chapter 4 — Added required element in “Fund Reporting Standards” chart

b. REIS Chapter 4 — Added section 4.17

c. Added Appendix 5 in its entirety (the appendix has been included in its entirety
on the following page)
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Appendix 5 - Reconciliation from GAAP NAV to

REIS NAV
Amount Per Share
NAV per GAAP Financial Statements $ 100,000,000 $ 40.00
Asset value adjustments
Adjustment for equity method joint venture assets carried at cost on the balance
sheet:
Carrying value (at share) $ 15,000,000
Fair value (at share) 17,500,000 2,500,000 1.00
Liability value adjustments
Liabilities on wholly-owned investments currently carried at cost on the balance
sheet:
Carrying value (at share) 16,250,000
Fair value (at share) 15,000,000 1,250,000 0.50
Adjustment for equity method joint venture liabilities carried at cost on the balance
sheet:
Carrying value (at share) 7,250,000
Fair value (at share) 7,500,000 (250,000) (0.10)
Portfolio-level liability adjustments
Portfolio-level liabilities currently carried at cost on the balance sheet:
Carrying value 10,000,000
Fair value $ 9,500,000 500,000 0.20
Other value considerations not contemplated in the GAAP financial statements
Partner specific value (e.g. contractual, tenant, relationship) 120,000 0.05
REIS NAV (all assets and liabilities at fair value) $ 104,120,000 $ 41.65

Notes:

e The Fund did not have access to the requisite information necessary to calculate the value of certain
investments and liabilities. These assets are known to be carried on a basis other that fair value. The
carrying value of these assets was $xx,xxx for the period ending June 30, 2009. The carrying value of these
liabilities was $xx,xxx for the period ending June 30, 2009.

e The Account/Fund did not have access to the information necessary to calculate the value of some of the
unconsolidated joint venture investments accounted for under the equity method. The net carrying value of
these investments was $xx,xxx for the period ending June 30, 2009.

Sample Disclaimer:

The Fund adopted REIS NAV, as defined by REIS, for computing net asset value because management believes
that, subject to the following limitations, REIS NAV provides a basis for comparing our performance and operations
to those of open-end funds, other closed-end funds and single investor investment accounts. REIS NAV is not
intended as an alternative to “GAAP Net Asset Value” as an indicator of our performance or to “Cash Flows from
Operating Activities” as determined by GAAP as a measure of our capacity to pay distributions. The estimated fair
values of the assets and liabilities may vary significantly from the prices at which such assets and liabilities would
sell or transfer, since market prices can only be determined by negotiation between a willing buyer and seller.
Therefore, the amounts ultimately realized from the disposition of the assets and liabilities within the Fund may vary
significantly from the REIS NAV presented.
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Other Proposed changes to REIS Materials

15. The proposed changes to REIS are intended to update only those sections and subsections
devoted to the valuation of debt. However, there are some miscellaneous conforming changes
that were made in order to make sure REIS is current with respect to recent industry updates
(e.g. FASB codification of FAS 167 to ASC 810).

Request for Feedback

16. The REIS Council and Board are requesting feedback with respect to the notion of debt
valuation being required only in the case of open-end funds and recommended in all other
cases. The REIS Council is also requesting feedback as to whether the proposed
recommended practices in tandem with the additional required disclosures within Chapter 4
are an appropriate alternative approach to reporting value information. Finally, the REIS
Council and Board are requesting feedback as to whether the changes to the standards will
promote industry compliance and verifiability.
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2 - Background Information, Basis for Conclusions, and Alternatives
Considered

01. As described in the Executive Summary, the process of proposing these changes to REIS did
not come without a significant amount of thought, industry consensus, and consideration for
the multiple points of view prevalent in our industry. Underlying all of the debate of the
theories governing the fair value of debt, are the existing principles (both accounting and
other investor reporting) under which the real estate industry currently reports its net asset
value. The consistency, comparability, and verifiability of those principles have always been
of paramount concern to the industry and in many cases accounting rules and regulations
seem to move in a contradictory fashion to that goal. Moving to a verifiable set of consistent,
comparable and transparent standards will remain a goal of REIS and the proposed changes
in this exposure draft are intended to bring the industry closer to that goal despite the fact that
existing authoritative literature is rarely industry specific.

02. After the task forces (see Executive Summary) dedicated to the project had fully vetted the
current requirement to value debt within the REIS standards, the conclusions drawn were
determined to be an acceptable balance between promoting compliance and verifiability and
maintaining consistency in industry practices. While reviewing this document, it should be
recognized that the industry still remains divergent in its approach to carrying debt at fair
value, but the proposed changes described herein are a compromise among investors,
consultants, and investment managers as to the perceived best (or palatable) approach to
achieving consistency, comparability, and verifiability.

The bases for the proposed changes are as follows:

03. The issuance of the Fair Value Option (effective for reporting periods beginning after
12/15/07) highlighted the divergence in industry practice surrounding whether debt should be
valued. Prior to the issuance of the Fair Value Option, the REIS Standard had required all
debt to be valued, unless precluded by GAAP. Once the Fair Value Option was issued, there
was no longer preclusion from reporting debt at value within GAAP and a conforming
change was made to REIS to require election of the Fair Value Option. Subsequently, it came
to the attention of the REIS Board and Council that the REIS standard requiring election of
the Fair Value Option was not being followed uniformly. This exposure draft serves to
revisit the applicability of the REIS standard with respect to recording debt at fair value.

04. As industry specific guidance relating to debt valuation is not available within the REIS
Foundational Standards (i.e. GAAP), the Task Force has concluded that irrespective of the
determination that debt should or should not be valued, the industry would benefit from
additional disclosures surrounding this issue within the financial statements and through the
requirement to report REIS NAV.
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05. As noted below, there are two prevailing viewpoints on the requirement to elect the Fair
Value Option within the REIS standards.

a. Maintain existing standard. Supporters of this view argue that fair value financial
statements should carry all assets and liabilities at fair value. To treat them
differently would suggest the financial statements are not holistically presented at
fair value. REIS had always required debt to be carried at fair value (unless
precluded by GAAP); the issuance of the Fair VValue Option stood to support that
conclusion. By remaining consistent with the standard, compliance with REIS
promotes consistency, comparability and measurability in the financial statements
related to the valuation of debt. In addition, supporters of this view point out that
the comparability of key performance measures being reported under the REIS
standards (e.g., time-weighted returns, internal rates of return, investment
multiples, etc.), which use fair value GAAP NAV within the calculation, would
lack comparability. Therefore, to change the standard would only move in the
direction of less clarity, comparability, consistency, and measurability for users of
the reported information.

b. Optionality for closed-end funds and single investor investment accounts.
Supporters of this view argue that the owner of the financial statements should
have the ability to exercise the Fair Value Option or not. Not only can an
unqualified opinion be received on fair value financial statements that do not
value debt, but the investment manager is the best representative of the investors
and they should have the choice on presentation. The attempt by REIS to increase
compliance failed because the standards have been more stringent than what was
required within GAAP (i.e., a requirement in REIS vs. an option within GAAP). It
is further argued that this lack of compliance is also the driver for a lack of
comparability. Evidence suggests this prescriptive approach in REIS has stood to
lessen compliance and therefore, would lessen traction within the industry to
support REIS. Finally, REIS represents industry standards and the industry has
requested optionality — a viable alternative in GAAP. Financial statement and
other fund reporting disclosures should supplement the reported information and
not affect the financial results.

06. The Task Forces dedicated to the preparation of this exposure draft generated a third and
final perspective which constituted a compromise between those who would recommend a
change to the REIS standard and those who opposed it. The REIS Council and Board are
requesting feedback on this perspective through this exposure draft.

a. Regardless of approach, the Task Forces concluded that expanded financial
statement disclosures were critical. As deliberations continued, the Task Forces
noted that the disclosures available within the confines of GAAP were insufficient
to provide the necessary information for investors to assess the value of debt in
the financial statements.
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b. Those who support optionality were unable to find an allowable approach under
GAAP that provided all the necessary information requested by investors. GAAP
does not allow for the preparer to disclose or reconcile (as is suggested with the
REIS NAV) to what could be construed as an “alternate” NAV to the one reported
in the financial statements.

c. Investors were generally supportive of external calculations of the measurement
of effects of valuing debt as long as the information allowed them to assess the
effect of those adjustments on the NAV as presented within the financial
statements. Since investors were not getting detailed information necessary to
assess the effect of valuing debt in the financial statements, compliance through
non-GAAP related reporting was viewed as an acceptable alternative in achieving
the goal. Furthermore, investment managers who support GAAP optionality could
now comply with REIS via the proposed REIS NAYV calculation (see Appendix
5). Where GAAP NAV is the equivalent calculation of REIS NAV, no
reconciliation would be required. If there is no need to perform a reconciliation,
the investor report must indicate that GAAP NAYV is the equivalent of REIS NAV
in order to verify that the calculation was considered.

07. This exposure draft proposes a requirement within the REIS Standards for a reconciliation of
GAAP Net Asset Value to REIS Net Asset Value.

a. The fundamental premise for requiring reconciliation of GAAP NAYV to REIS
NAYV is the need for such information to be available to fair market value
reporting entities (e.g., ERISA plans) who are investors in various structures of
real estate investment vehicles (i.e. open-end funds, closed-end funds, and single
investor investment account vehicles). Several of these investors have standard
reporting requirements that dictate debt be recorded at fair value and therefore,
are required to obtain this data as part of their audit process.

b. GAAP will not allow for the presentation of multiple NAVs within the financial
statements. By providing a mechanism to reconcile GAAP NAV to REIS NAV,
REIS could maintain the spirit of the original standard of fair value reporting of
debt in REIS, but allow for the GAAP option desired by many of the financial
statement owners. The use of a non-GAAP measure and its corresponding
reconciliation, is similar to other real estate companies that have adopted the
NAREIT FFO measurement.

c. This result described in (b.) was especially important for funds that could no
longer elect to fair value their debt because the deadline for the one-time election
(as provided for in the Fair Value Option) had passed; hence precluding REIS
compliance for those funds.
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d. The Board and the Council recognized that the data necessary to value debt can be
valuable to specific investors who represent a large portion of the market capital
invested in commercial real estate. This debt valuation information can be applied
to more than just financial reporting purposes (e.g. risk management, leverage
effectiveness). As a result, a required reconciliation approach, to provide that
information to those who might require it, was deemed a necessary compromise
between investor needs and GAAP limitations.

e. The Task Force assumed that although there is no current requirement to reconcile
GAAP NAYV to REIS NAYV, the data necessary to complete this reconciliation is
readily available via existing standards within GAAP and REIS and therefore,
could be completed with a modest amount of additional effort.

f. Finally, in the spirit of continuing towards the path of industry convergence with
other international reporting organizations, the reconciliation format suggested
would be somewhat similar to one already recommended by the INREV NAV;
also a non-GAAP measure of net asset value (INREV is the European Association
for Investors in Non-listed Real Estate Vehicles). As investors continue to invest
across borders, standardization of these requirements and recommendations make
consistent investor reporting an obtainable goal.

08. The Task Force resolved that the REIS guiding principles to provide transparent, consistent,
comparable and compliable information in Fund Reports would not be compromised by the
changes proposed within this exposure draft. Moreover, these changes would serve to
enhance understanding of diverging practices by:

a. Requiring expanded disclosures for all funds within the financial statements

b. Requiring debt valuation in open-end funds where the industry already fully
supported the notion and recommending, but not requiring debt valuation for
closed-end funds and single investor investment accounts.

c. Requiring all funds to reconcile GAAP NAV to REIS NAV in the Fund Report
(essentially reporting the impact on NAV had the Fund recorded debt at fair
value) to accommodate investor needs for that information and foster
comparability between funds.
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3 - Questions for Consideration by Respondents

General Information for Respondents

01. Members of NCREIF and PREA, and other interested parties are encouraged to send written
comments on all matters proposed in the Exposure Draft. Comments are requested from
those who agree with the proposed changes and those who do not agree. Comments are most
helpful if the section and paragraph numbers are referenced within the response. (e.g., 3.01
for this paragraph). Respondents should explain their answers where they feel further
clarification is needed and where the exposure draft requests an explanation. Finally,
respondents should suggest alternative approaches, supported by specific reasoning where
deemed necessary.

02. The standard:
Current (Chapter 2 paragraph .02): “In order to be in compliance with the REIS

Standards, the Fair Value Option under ASC 825-10 must be elected for all notes
payable (including portfolio level debt).”

Proposed: “In order to be in compliance with the REIS Standards, the Fair Value Option
under ASC 825-10 must be elected for all notes payable for open-end investment vehicles
while such election is recommended for all notes payable within closed-end and single
investor investment account investment vehicles.”

The following questions, which reference specific paragraphs within REIS, are to be
considered in your firm’s response to the Exposure Draft:

03. Do you think that the change to REIS described in §3.02 (above) is appropriate?
O VYes O No

Please explain the reason(s) for your answer.

04. Do you think the proposed standard is appropriate for the Operating Model (The Operating
Model is defined within Fair VValue Accounting Standards)?
O VYes O No
Please explain the reason(s) for your answer.

05. Do you think the proposed standard is appropriate for the Non-operating model (The Non-
operating Model is defined within Fair Value Accounting Standards)?

O VYes O No

Please explain the reason(s) for your answer.
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06. The exposure draft proposed the following changes to the REIS Fund Accounting and
Reporting Standards:

a. Required enhanced financial statement disclosures
(REIS Chapter 2.02 and Chapter 4.17)

b. Required REIS NAYV for Fund Reporting
(REIS Chapter 4.18)

Do you agree that these changes to REIS should be made?
O VYes O No

If not, please explain why?

07. Do you agree that the form of the required REIS NAYV reconciliation (shown on page 7 and
also in Appendix 5) is acceptable?
O VYes O No

If not, what changes would you make?

08. It has been suggested that information necessary to calculate the proposed REIS NAV
reconciliation is readily available to the preparers of financial statements.

a. Do you agree that the information necessary to complete the reconciliation is readily
available?
O VYes O No

Please comment and specifically provide some background as to the availability of
data and information necessary to complete the reconciliation.

b. Do you think that preparation of this reconciliation would require an amount of
time/resources that would render it unfeasible for your firm?
O VYes O No
Please explain your answer.
09. Do you agree that the proposed changes to REIS promote compliance and verifiability of
reporting within the institutional real estate investment industry?
O VYes O No

Please indicate why you do or do not agree in your response.
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10. Will you prepare, or require the preparation of, the annual REIS NAV calculation in your
fund reports?
O VYes O No

If no, please explain.

Do you think the calculation should be performed quarterly?
O VYes O No

11. What additional applications might there be for the REIS NAV calculation; including but not
limited to performance measurement? Please provide commentary on why these applications
would be helpful or not helpful.

12. Are there any other issues, suggestions, or comments you think need to be made with respect
to this exposure draft that were not mentioned above?
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4 - Proposed Real Estate Information Standards changes including appendices
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