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a. “Nature of the investment activities. The investment company’s entity’s only substantive
activities are investing in-multiple-investments for returns from capital appreciation and/or
investment income (such as dividends or interest) er-beth.

aa. Express business purpose. The express business purpose of the investment eempany entity
is investing to provide returns from capital appreciation and/or investment income (such as
dividends or interest) erboth.”

Question 7:

The implementation guidance in this proposed Update specifies that when evaluating whether
substantially all of the parent entity's business activities are investing in a real estate property or
properties, the parent entity would not consider real estate properties held indirectly through
investments in which the parent entity does not have a controlling financial interest. Should the
evaluation of an entity’s business activities consider properties held through noncontrolling financial
interests (for example, investments in which the entity can exercise significant influence)? Why or why
not?

As stated in our response to Question 2, we believe fair value accounting should be optional as opposed
to required for investments in real estate assets. However, if the Board continues to pursue the proposed
[PE model, we believe noncontrolling financial interests should be considered in evaluating whether an
entity’s business activities meet the express business purpose requirement. Entities may hold
investments indirectly for specific reasons (e.g., regulatory or other reasons). If the core business
activities of an entity or structure is in line with the stated objective in the proposed amendments, we do
not believe an entity should be precluded from applying fair value accounting as an IPE. Since an IPE
investee entity would generally measure substantially all of its underlying investments at fair value, an
investor wno appiies e equity method of accounting for its noncontrolling interest would essentially
record the same accounting effect as if it the entity had met the IPE criteria. Therefore, we do not
believe the level of ownership warrants a different method of accounting.

Question 8:

To be an investment property entity, the proposed amendments would require that the express business
purpose of an entity is to invest in a real estate property or properties for total return with an objective
to realize capital appreciation, for example, through disposal of its real estate property or properties.
Real estate properties held by an entity for either of the following purposes would not meet this
criterion:

a. The entity’s own use in the production or supply of goods or services or for administrative purposes

b. Development for sale in the ordinary course of business upon completion (such as land developers
and home builders).

Should an entity whose express business purpose is to hold real estate properties for the reasons listed
above be excluded from the amendments in this proposed Update? If not, why? Is the express-business-
purpose criterion operational? Please describe any operational concerns.

Question 9:
To meet the express-business-purpose criterion, the implementation guidance in this proposed Update
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would require that an investment property entity have an exit strategy to dispose of its real estate
property or properties to realize capital appreciation to maximize total return. An entity that invests in
a real estate property or properties to collect rental income long term and does not have an exit
strategy for its real estate property or properties would not be an investment property entity under the
proposed amendments. Should those entities be excluded from the amendments in this proposed
Update? If not, why? Is the exit strategy requirement operational? Please describe any operational

concerns.

If the Board chooses to pursue the proposed IPE model, then we agree that entities who engage in real
estate holdings for purposes other than to maximize total return (e.g., use in the sale or production of
own goods and services or construction and development) should be excluded from the scope of the
proposed guidance.

We believe that an exit strategy should be an indicator in evaluating whether an entity is an IPE as
opposed to a requirement. Given the nature of investments in real estate, an exit strategy is one of
several ways to achieve capital appreciation. Returns may also be earned by repositioning properties,
changing their use, or entering into new arrangements (e.g., leases). Therefore, we do not believe that
an entity should be precluded from applying fair value accounting as an IPE solely because it lacks a
defined exit strategy.

Question 10:

To be an investment property entity, the proposed amendments would require an entity to have investors
that are not related to the entity’s parent (if there is a parent) and those investors, in aggregate, must
hold a significant ownership interest in the entity. Is this criterion appropriate? If not, why?

Question 11:

To be an investment property entity, the proposed amendments would provide an exemption from the
unit-ownership and pooling-of-funds criteria for a subsidiary entity that (a) has a parent entity that is
required to account for its investments at fair value with all changes in fair value recognized in net
income in accordance with U.S. GAAP or (b) has a parent entity that is a not-for-profit entity under
Topic 958 that measures its investments at fair value. Should this exemption be available only to a
subsidiary entity with a parent entity that is (a) required to account for its investments at fair value in
accordance with U.S. GAAP or (b) a not-for-profit entity under Topic 958 that measures its investments
at fair value? If not, which entities should be permitted to apply the exemption and why?

As noted in our response to Question 7 above related to the proposed ICE amendments, we believe fair
value is the most relevant measurement attribute for an entity or structure whose core business purpose
is investing for total return (capital appreciation). If the Board pursues the proposed IPE model, then
we do not believe that a wholly owned IPE should be precluded from applying fair value accounting.
Similar to our recommendation for the proposed ICE amendments, we encourage the Board to include
the pooling of funds concept as an indicator rather than a requirement when performing the IPE analysis.
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Question 14:

The proposed amendments would require an investment property entity to evaluate whether an interest
in (a) another investment property entity, (b) an investment company as defined in Topic 946, or (c) an
operating entity that provides services to the investment property entity should be consolidated under
Topic 810. Should an investment property entity consolidate controlling financial interests in those
entities? If not, why? Should an investment property entity consolidate controlling financial interests in
other entities? If yes, why?

Question 15:

The proposed amendments would prohibit an investment property entity from applying the equity
method of accounting in Topic 323 unless the investee is an operating entity that provides services to
the investment property entity. Is that exception to the equity method of accounting requirements in
Topic 323 appropriate for investment property entities? If not, why?

If the Board continues to pursue the proposed IPE model, then similar to our responses to Questions 12
and 13 above related to the proposed ICE amendments, we do not believe that an IPE should apply
consolidation accounting when it holds a controlling financial interest in another IPE or ICE. As stated
above, the primary focus of investors in such entities is NAV as opposed to transparency into the
subsidiary’s underlying investment holdings and obligations. Generally, the investee’s underlying
investments are recorded on a fair value basis. Requiring an IPE to gross up its financial statements for
controlling financial interests in underlying investees would provide minimal incremental value to
investors in such entities. We, therefore, recommend the Board revise the proposed amendments to
permit a parent IPE to apply fair value accounting to its investment in a wholly owned IPE or ICE.

We agree that an [PE should apply fair value accounting when it has significant influence over another
IPE or ICE rather than the equity method of accounting as we believe fair value to be the most relevant
measurement basis for these investments.

If the Board chooses to maintain the proposed IPE model, we recommend allowing a non-IPE parent to
retain the specialized accounting of an IPE or ICE subsidiary consistent with the current U.S. GAAP
requirement for investment companies. As discussed in our response to Question 18 related to the
proposed ICE amendments, we believe there is nominal benefit in requiring a parent entity to apply
consolidation accounting when the nature and activities of the overall structure is consistent with the
proposed business objective. We, therefore, ask the Board to permit both a non-IPE and IPE parent to
retain fair value accounting in consolidation.
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