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noncontrolling financial interest do not count toward the "substantially all" test. We do 
not believe that the level of ownership (i.e., a controlling interest versus a noncontrolling 
interest) in a real estate property should result in a different conclusion with respect to the 
"substantially all" test. Furthermore, we believe that, at a minimum, mortgage loans 
secured by a first mortgage interest in a real property should be included in the 
"substantially all" test. These particular exclusions, which are common investment 
strategies for real estate companies, could result in the IPE conclusion changing over time 
as the composition of investments changes. We believe that such changes would be 
inappropriate and misleading to investors. Furthermore, we do not support the entity 
based approach contained in the Proposed ASU, but believe that if the FASB continues to 
pursue an entity based model, the types of investments noted above should count towards 
the "substantially all" criteria. 

• The Proposed ASU requires that controlling financial interests in any entity that is not an 
IPE, an investment company, or an entity that provides services to an IPE be treated as an 
investment and recorded at fair value, with changes in fair value recognized in net 
income as opposed to being treated as a consolidated subsidiary. We believe this 
requirement is inconsistent with the existing objectives of GAAP, introduces additional 
consolidation guidance for IPEs, and would be misleading to investors. This is yet 
another point for which there is not convergence between the Proposed ASU and lAS 40. 

• The Proposed ASU requires that in order for an entity to be an IPE, an "express business 
purpose" must be communicated to investors indicating that the purpose of the entity is to 
invest in real estate property or properties to maximize total return, including an objective 
to realize capital appreciation. Based on a review of publicly filed information for the 
largest publicly traded REITs in the U.S., we have noted that the majority of such REITs 
do not explicitly state that they seek capital appreciation. However, we believe that such 
REITs typically actively manage such real property portfolios through a variety of asset 
management activities. The objective of such asset management activities is to maximize 
the total return (returns generated by operating cash flows from the property and 
increases in the fair value of the property) from each property. We believe that there is a 
direct relationship between the operating cash flows from a property and the fair value of 
a property as a common method to calculate fair value for a property is to capitalize a 
property's annual net operating income ("NOI") at a market capitalization rate. 
Investment analysts typically evaluate a real property portfolio and estimate its fair value 
based on the NOI that the portfolio is generating or expected to generate, and the current 
investor yield requirements. Such estimates of the fair value of a real estate portfolio are 
incorporated into the analyst's estimate of net asset value of the entity as well as the 
target stock price of the entity. Accordingly, real property assets do not need to be sold 
in order to impact total returns to investors. Furthermore, the value of real property 
assets can be monetized in other ways in addition to sales, such as refinancing secured 
debt on the property or contributing the property to a joint venture. We do not support 
the entity based approach contained in the Proposed ASU, but believe that if the FASB 
continues to pursue an entity based model, the criteria surrounding "express business 
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purpose" should be modified to reflect the full spectrum of ways that companies that 
invest in real estate can maximize and/or monetize the total returns associated with the 
portfolio. 

Thank you for the opportunity to comment on the proposal. 

Sincerely, 

Health Care REIT, Inc. 

P~l D. Nlmgester, Jr. ror V1l President 

/I 
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d Chief Financial Officer 
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