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As a leader in real estate financial reporting, KPMG LLP 
(KPMG) creates this report annually to assist real estate 
companies and funds with their financial accounting, 
regulatory, and compliance reporting requirements.

In addition to the technical guidance on current requirements, 
we also look ahead to highlight accounting rules that will 
continue to change existing U.S. GAAP requirements as 
well as offer some brief insight on the current regulatory 
environment facing our industry. 

We kick off this year’s report with commentary from 
Constance Hunter, KPMG’s chief economist, on what the 
economy’s sustained growth means for the real estate 
industry and examine disruptors such as labor shortages and 
e-commerce. Our Economic & Valuation Services group has 
supplemented these broad themes with data on several major 
markets and asset classes.

The heart of this report provides reminders for new 
accounting standards that became effective January 1, 2017 
and includes their effective dates.  We also look forward 
to new guidance published this year with our thoughts 
on implementation and observations to help simplify your 
reporting requirements.  Finally, we review the proposed 
guidance for evolving accounting rules that are under 
consideration for future adoption. 

This document is intended to provide our perspectives on 
how to address the key issues you will face, and we would 
be happy to discuss your specific situations or objectives in 
more detail. We look forward to continuing our work with you 
to effectively navigate this increasingly dynamic accounting 
and regulatory environment, as well as consulting with you 
regarding your broader business objectives.

Thank you.

Greg Williams 
National Sector Leader, Building, Construction and 
Real Estate/Asset Management 
KPMG LLP

© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The KPMG name and 
logo are registered trademarks or trademarks of KPMG International. NDPPS 716925



© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The KPMG name and 
logo are registered trademarks or trademarks of KPMG International. NDPPS 716925



Contents
A U.S. expansion reaches the 8th inning 2

Update on select assets and markets 5

Chicago 7

Los Angeles 9

New York 11

San Francisco  14

Washington, DC 16

Accounting reminders – effective in 2017 19

Consolidation 19

Disclosures for investments in certain entities that calculate net asset value (NAV) per share 22

Measurement-period adjustments in business combinations 22

Simplifications to equity method accounting 23

Accounting for share-based payments simplified 23

Looking ahead to new standards and guidance 25

Thoughts on implementation of the revenue recognition and lease standards 25

Implementing ASC Topic 606, Revenue Recognition 25

Preparing for ASC Topic 842, Leases 27

Equity investments and financial liabilities 31

Simplifying goodwill impairment accounting 32

Statement of cash flows: presentation and classification issues 32

Clarifying the definition of a business 33

Clarifying the scope of derecognition of nonfinancial assets 35

Changes to hedge accounting 35

Proposed guidance 37

Improvements to nonemployee share-based payment accounting 37

Focusing on material and more effective disclosures 37

Revamping income tax disclosures 37

© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The KPMG name and 
logo are registered trademarks or trademarks of KPMG International. NDPPS 716925



As most people know, baseball is a game of nine innings. 
In case of a tie game, overtime innings are played until 
there is a winner.

Indeed, this economic expansion may end up being 
one for the record books, logging in overtime innings to 
break previous records. The longest recovery in history 
spanned 40 quarters1 from 1991–2001, while the second 
longest lasted 35 quarters from 1961–1969. At its existing 
pace, an expansion for 33 quarters, the current recovery 
is a strong contender to break these two previous 
records. While expansions do not just die of old age, they 
do perish when shortages push prices to the point where 
demand ultimately falls. While KPMG’s economic analysis 
suggests a slowdown is likely to be a late-2018 or 2019 
event, the good news is that the economy is likely to 
heat up before it cools down.

There are several possible paths the final quarters of the 
recovery could take, many of which are mutually inclusive. 
In the course of heating up, labor shortages are likely to 
expand to more sectors and these bottlenecks could be 
sufficient to cause a rise in inflation and interest rates, 
which would ultimately slow demand and result in a 

modest business cycle recession. For commercial real 
estate, the most important factors are the path of 
interest rates, available labor in construction, and the 
level of foreign investment.

Are cap rates really too low? 
Recent cap rates look quite low on a historical basis. 
Fifteen-year cap rates are higher than current levels for all 
segments except hotels. Retail cap rates fell to 6.2%2 in 
August from a 15-year average of 7.1%. Meanwhile office 
rates are similarly below historical averages at 6.4% versus 
7.2% over the past 15 years. Industrial cap rates fell to 
6.1% in August down from the 15-year average of 7.6%. 
The multifamily segment, which has seen cap rates hold 
steady over the past year, had an August level of 5.4% 
versus 6.2% over the past 15 years. Only the hospitality 
sector exhibits higher cap rates, with a current rate of 
8.7% versus 8.1% over the past 15 years. It is important to 
note, however, that the hospitality market is impacted by 
services such as Airbnb and the increase in smaller hotel 
properties, which generally have higher cap rates. 

When considering current cap rates, it is useful to 
remember that in investing, everything is relative. 

Cap rates are 
a function 
of investor 
requirements for 
current returns 
and thus are 
also a function 
of interest rates, 
availability of 
buildings, and 
demand for 
buildings – both 
foreign and 
domestic, to 
name a few.

Graph 1 shows 
cap rates over 
the past 16 years 
adjusted for the 

A U.S. expansion reaches 
the 8th inning

Many expect overtime innings to extend the recovery and 
break records

1 Source: U.S. Bureau of Economic Analysis, Haver Analytics
2  Source: All Cap Rates are from Bloomberg and Real Capital Analytics, October 19, 2017

Source: KPMG Economics, Bloomberg, Real Capital Analytics
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10-year interest rate. When subtracting the 10-year rate 
from cap rates to account for the cost of funding, one can 
see at a glance that the adjusted cap rates are similar 
to their recent average levels. The average for office in 
this case is 4.1% versus 4.3% in August, while for retail 
the average is 4.0% versus 4.1% and for apartments 
the average is 3.1% versus 3.3%. The most significant 
disparity for 10-year rate-adjusted cap rates is for industrial 
buildings, where the 15-year average stands at 4.4% 
versus 4.0% for August.

Driving the growth in industrial properties is e-commerce 
demand for warehouses. According to Bloomberg 
Intelligence3, E-commerce makes up 30% of the 
demand for new industrial REITs. Bloomberg reports 
that industrial REIT like-for-like net operating income rose 
5.9% in the first quarter of 20174; this exceeds all other 
property types except data centers and single family rental. 
In addition to E-commerce, food and beverage, residential 
construction and auto manufacturing are also contributing 
to the strong industrial demand. Judging by the cap rates, 
investor demand is also quite high. 

Looking at the 
market as a 
whole, 10-year 
rate-adjusted cap 
rates are in line 
with historical 
averages, 
suggesting the 
current cap rates 
are not in fact 
low by historical 
standards when 
one considers 
the market 
for investable 
securities against 
which real estate 
is compared. 

Economic outlook
Looking ahead over the next 18–24 months, KPMG 
anticipates that the Federal Reserve will raise interest 
rates at a measured pace, with the next likely rate hike 
of 25 basis points coming in December 2017 or early 
2018. By the end of 2018 it is expected the Fed Funds rate 
will be just above 2.0% and the real question for the bond 
market and real estate investors is where will the 10-year 
yield be. Will global bond yields keep U.S. rates low, or 
will the economy produce enough economic activity 
to keep the 10-year yield moving higher? As noted, it 
is reasonable to expect the expansion to gain momentum 
over the next 6 to 18 months. Personal consumption 
expanded at 3.6%5 in 2015 and 2.8% in 2016 and with 
continued strong jobs growth it was on track to expand at 
3.0% in 2017. It is still too early to tell if Hurricanes Harvey 
and Irma put a dent in this trend for 2017, but judging by 
the first half of the year, momentum in consumer spending 
was gaining strength. If this strength continues it should 
support healthy consumption into 2018. 

3 Bloomberg Intelligence, August 17, 2017
4 NAREIT T-Tracker data
5 Source: U.S. Bureau of Economic Analysis, Haver Analytics 
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From a headline GDP perspective, this indicates that 
growth will continue apace, barring any significant 
shocks to the economy. Even the shocks of the recent 
storms, Harvey in Houston and Irma in Florida, are 
expected to have only a transitory negative impact on 
growth in the third quarter with a rebound already seen in 
retail sales.

This leads to the question on all economists’ minds: when 
do wages increase? So far there has been a great deal 
of reporting on labor shortages; however, it has yet to 
translate into broad-based wage increases. Nevertheless, 
wages have been ticking higher for certain sectors. 

Graph 2 shows year-over-year wage increase and absolute 
hourly wage levels by sector, along with the percentage 
of workers each category comprises. Construction wages 
(highlighted in light blue) rose 3.0% in September from the 
prior year6 which is only slightly above the 2.9% average 
wage increase. An August survey conducted by Autodesk 
and the Associated General Contractors of America 
reported that of the more than 1,600 survey respondents 
70% indicated they are having difficulty filling hourly 
craft positions that make up the bulk of construction 
jobs. However, shortage does not immediately translate 
into increased pay, shortages must be persistent and 
demand must continue in order for wage increases to 
be sustained. The same survey reported that half of 
construction firms report increasing base pay rates for 
craft workers because of the difficulty in filling positions. 
Twenty percent have improved employee benefits for 
craft workers and 24% report they are providing incentives 
and bonuses to attract workers. However, chronic labor 
shortages could have a negative economic impact if 
qualified workers cannot be found at any price. This 
would limit the ability to continue building and take a bite 
out of GDP.

Regional construction worker shortages
Indeed, shortages are greater in the West which has 
seen a significant building boom associated with the 
technology sector. 

The 2017 US Office Outlook Report by Jones Lang LaSalle 
showed that, in the fourth quarter of 2016, technology 
firms leased over 71% more square feet than finance 
and insurance firms and significantly more than 
other industries.

It would be difficult to expect the boom in technology to 
continue outpacing other industries forever. 

Yet if one looks at the pace of jobs growth in cities where 
technology jobs dominate such as San Francisco, Seattle, 
even Dallas, the pace of jobs growth does seem to 
somewhat justify lower cap rates of office buildings. The 
steady pace of jobs growth is an indicator that these cities 
are expanding and the need for office space is growing. 
However, given the late stage of the recovery and the 
tightening labor market, it is unlikely jobs will continue to 
grow at the level seen over the past several years. 

6 U.S. Bureau of Labor Statistics
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According to the Atlanta Federal Reserve Jobs Calculator7 
in order to maintain the current unemployment rate of 
4.2%, the economy would need to add an average of 
113,000 jobs per month. Given that the six-month average 
is closer to 140,000, it is reasonable to expect either 
participation rates to rise or the unemployment rate to fall. 
At this level of employment growth, which is outpacing 
population growth, it is reasonable to expect wage 
pressures to continue slowly building, especially in sectors 
where labor shortages are mounting. So long as this occurs 
gradually, it will improve purchasing power and likely cause 
higher inflation. This would support the current slope of the 
yield curve and suggest that 10-year yields move up in line 
with hikes in the Fed Funds rate. 

Foreign investment levels
The high water mark for foreign investment in U.S. 
commercial real estate was 2015, when a total of $78.7 
billion entered the U.S. market. In 2016, foreign investors 
poured $55.1 billion into the market. So far 2017 is on 
track to come in below 2016’s level. One reason is 
new regulation in China that restricts foreign real estate 
investment loans. China has been the largest buyer of U.S. 
office buildings in recent years and this change in capital 
flows is likely to impact this market, with New York taking 
the brunt of the hit. Cap rates in New York office are the 
lowest in the country and it is very possible they could rise 
over the coming quarters if other investors do not step in 
and make up for lost Chinese purchases. The first half of 
2017 has seen Canada purchase 30% of U.S. commercial 
property, with China purchasing 21% and Singapore 
purchasing 15%. Continued steady growth of the U.S. 
economy and slightly higher inflation levels could increase 
overall demand for real estate, however, it is likely that 
2015 will remain the peak for this cycle. 

Summary
Global growth is supportive of a “last hurrah” or extra 
innings before the end of the game. Given the current 
momentum in the U.S. and global economy, we would 
expect the 10-year bond to be kissing 3.0% by this time 
next year. This suggests that fundamentals for real estate 
remain in place with the only wild card being slowing 
international investment in U.S. properties. 

7 Federal Reserve Bank of Atlanta, Jobs Calculator 
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Update on select assets 
and markets

Over the last few years, the U.S. real estate economy 
has been fueled by the influx of overseas investors in all 
asset categories and markets.  We are in the middle of 
unprecedented office space developments in New York 
City followed by increased residential assets rising in the 
major cities across the country.  While many analysts 
question the future of retail assets, we are beginning 
to see innovative ways developers are undertaking to 
reposition those assets to continue to attract foot traffic to 
retail destinations.

Office
The US national office market ended the second quarter 
2017 with a vacancy rate of 9.6 percent1. Capitalization 
rates have realized a slight increase to an average 7.35 
percent as of mid-year 2017, up from 7.23 percent in 
20162. CoStar reports a positive net absorption of 
16,687,228 square feet in the second quarter of 20173. 
REIS forecasts a decline in vacancy as well as a rise in 
asking rents from $32.56 per square foot in 2017 to $35.25 
per square foot in 20214. CoStar reports an average sale 
price of $265.07 per square foot for office transactions 
throughout the United States in the first quarter of 2017, 
up from an average sale price of $248.87 per square foot in 
the previous quarter5.

As of 2Q17, the largest office projects underway were 3 
World Trade Center, a 2,861,402-square-foot building in 
New York City with 37 percent of its space pre-leased, and 
30 Hudson Yards, a 2,600,000-square-foot facility that is 
100 percent pre-leased and also located in New York City6.

Multifamily
The US national multifamily market ended the second 
quarter 2017 with a vacancy rate of 4.4 percent7. REIS 
reports a positive net absorption of 30,092 units in the 
second quarter of 20178. REIS forecasts an increase in 
vacancy from 4.4 percent to 5.1 percent but still a rise in 
asking monthly rents from $1,336 in 2017 to $1,511 by 
20219. REIS reports an average sale price of $152,755 
per unit for multifamily transactions throughout the 
United States in the second quarter of 2017, up from an 

average sale price of $147,806 per unit in the second 
quarter of 201610. Capitalization rates have realized a 
slight compression to an average 5.7 percent, down from 
5.9 percent in the second quarter of 201611. As of 2Q17, 
CoStar reports 516,795 units remain under construction12. 

The following tables represent the historic vacancy and 
construction completion trends in the multifamily market as 
reported by Marcus & Millichap as of first quarter 201713.

1  The CoStar Office Statistics Report, National Office Market, 
Mid-Year 2017

2–3 Ibid.
4 Reis, Inc., Office Report, Metro: United States 2Q17
5  The CoStar Office Statistics Report, National Office Market, 

Mid-Year 2017

6 Ibid. 
7 Reis, Inc., Apartment Report, Metro: United States 2Q17
8–11 Ibid.
12 CoStar National Apartment, Metro Fundamentals Preliminary Data, 2Q17
13 Marcus & Millichap, The Multifamily Spotlight, 1Q17
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REIS, Inc. presented the following table in its 2nd Quarter 2017 United States Apartment Report.  
The table shows an upward trend in vacancy and positive asking rent growth looking forward14. 

Year Qtr Inventory 

SF/Units

Completions Inventory 

Growth %

Vacant 

Stock

Vacancy 

Rate

Vacancy 

Change 

(BPS)

Occupied 

Stock

Net 

Absorption

Asking 

Rent

Ask 

Rent 

% Chg

2012 Y 9,944,379 83,318 0.8% 462,205 4.6% -70 9,482,177 137,916 $1,107 3.5%

2013 Y 10,085,489 143,073 1.4% 438,861 4.4% -20 9,646,631 164,454 $1,146 3.5

2014 Y 10,273,116 189,776 1.9% 446,570 4.3% -10 9,826,548 179,917 $1,192 4.1%

2015 Q3 10,422,668 51,034 0.5% 439,976 4.2% 0 9,982,692 46,132 $1,248 1.8%

2015 Q4 10,479,242 57,125 0.5% 451,072 4.3% 10 10,028,172 45,480 $1,262 1.1%

2015 Y 10,479,242 209,355 2.0% 451,072 4.3% 0 10,028,172 201,624 $1,262 5.8%

2016 Q1 10,524,707 47,222 0.4% 450,235 4.3% 0 10,074,474 46,302 $1,273 0.9%

2016 Q2 10,580,855 57,586 0.5% 445,077 4.2% -10 10,135,779 61,305 $1,290 1.3%

2016 Q3 10,628,866 49,912 0.5% 438,863 4.1% -10 10,190,005 54,226 $1,306 1.2%

2016 Q4 10,686,106 58,523 0.5% 449,557 4.2% 10 10,236,551 46,546 $1,311 0.4%

2016 Y 10.686.106 213,243 2.0% 449,557 4.2% -10 10,236,551 208,379 $1,311 3.9%

2017 Q1 10,736,238 50,073 0.5% 464,785 4.3% 10 10,271,454 34,903 $1,318 0.6%

2017 Q2 10,772,959 37,633 0.3% 471,418 4.4% 10 10,301,546 30,092 $1,336 1.3%

2017 Y 10,974,234 288,981 2.7% 526,735 4.8% 60 10,447,499 210,948 $1,360 3.8%

2018 Y 11,176,457 202,223 1.8% 559,344 5.0% 20 10,617,113 169,614 $1,406 3.3%

2019 Y 11,285,288 108,831 1.0% 567,997 5.0% 0 10,717,291 100,178 $1,445 2.8%

2020 Y 11,355 70,043 0.6% 574,003 5.1% 10 10,781,328 64,037 $1,480 2.4%

2021 Y 11,430,456 75,125 0.7% 585,203 5.1% 0 10,845,253 63,925 $1,511 2.2%

Source: Reis, Inc., Apartment Report, Metro: United States 2Q17

Retail
The US national retail market ended the second quarter 
2017 with a vacancy rate of 4.8 percent, unchanged 
from the previous quarter15. CoStar reports a positive net 
absorption of 16,044,274 square feet in the second quarter 
of 2017 and a change in asking rents from $15.87 per 
square foot in first quarter 2017 to $16.13 per square foot in 
second quarter 201716. The average sale price was $156.78 
per square foot for retail transactions throughout the United 
States in the first quarter of 2017, down from an average 
sale price of $177.64 per square foot in the fourth quarter 
of 2016.

As of 2Q17, the largest retail projects underway were 
American Dream Meadowlands, a 2,069,000-square-foot 
building in New Jersey with 42 percent of its space pre-
leased; Suwanee Gateway, a 1,020,000-square-foot building 
in Atlanta that is 100 percent pre-leased; and The Shops & 
Restaurants at Hudson Yards, a 1,000,000-square-foot facility 
in New York City that is 100 percent pre-leased17.

14 Reis, Inc., Apartment Report, Metro: United States 2Q17
15 The CoStar Retail Statistics Report, National Retail Market, Mid-Year 2017
16 Ibid.
17 The CoStar Retail Statistics Report, National Retail Market, Mid-Year 2017
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Chicago
The Chicago office market ended the second quarter 
2017 with a vacancy rate of 13.5 percent18. Net absorption 
totaled negative 1,260,224 square feet in the second 
quarter of 201719, and asking rents averaged $30.55 per 
square foot for the metropolitan area20. REIS forecasts 
3.6 million square feet of deliveries to enter the market 
from 2018 to 2021. Looking forward, Chicago’s office 
vacancy rate is expected to trend downward, and demand 
will continue to outpace supply, resulting in positive 
absorption and continued asking rent growth21. CoStar 
reports an average sale price of $189.69 per square foot for 
office transactions in the Chicago market in the first quarter 
of 201722. The following details the three largest office 
transactions in Chicago between April 2016 and June 2017, 
as reported by CoStar23. 

18 The CoStar Office Statistics Report, Chicago Office Market, Mid-Year 
2017
19 Ibid.
20 Reis, Inc., Office Report, Metro: Chicago 2Q17

21 Ibid.
22 The CoStar Office Statistics Report, Chicago Office Market, Mid-Year 
2017
23 Ibid.

Price: $359,000,000
Price/SF: $376.88
Cap Rate: 5.9%
RBA: 952,559
Date: 3/15/2017
Year Built: 1990
Buyer: HNA Property Holding Group of China
Seller: CBRE Global Investors Ltd

Price: $340,100,000
Price/SF: $399.33
Cap Rate: 4%
RBA: 851,677
Date: 8/19/2016
Year Built: 1987
Buyer: Diversified Real Estate Capital
Seller: Hines REIT, Inc.

Price: $303,597,000
Price/SF: $571.54
Cap Rate: 4.5%
Date: 6/27/2016
Year Built: 2015
Buyer: American Realty Advisors
Seller: Sterling Bay

Chicago

Chicago

Chicago

1. 181 Madison

2. 321 North Clark at Riverfront Plaza

3. 1K Fulton

© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The KPMG name and 
logo are registered trademarks or trademarks of KPMG International. NDPPS 716925



The Chicago multifamily market ended the second quarter 
2017 with a vacancy rate of 4.3 percent24. Net absorption 
totaled positive 422 units in the second quarter of 2017, 
and asking rents averaged $1,332 per month for the 
metropolitan area25. Looking forward, REIS forecasts 
13,475 units will enter the market between 2018 and 2021 
and, as a result, vacancy will rise slightly to 4.7 percent by 
202126. Despite the increase in supply and vacancy, REIS 
forecasts positive absorption and rising asking rents to 
an average of $1,514 per month during the same period. 
As of September 2017, CoStar reports 401 apartment 
transactions have occurred year-to-date in the Chicago 
market with a median sale price of $112,917 per unit27. 

The Chicago overall retail market (free-standing, malls, 
power centers, and other shopping centers) ended the 
second quarter 2017 with a vacancy rate of 6.8 percent28. 
Net absorption totaled positive 970,247 square feet in the 
second quarter of 2017, and asking rents averaged $15.78 
per square foot29. For the Chicago-area neighborhood/
community shopping center submarket, REIS forecasts 1.6 
million square feet of deliveries between 2018 and 202130. 
Looking forward, Chicago’s retail vacancy rate is expected 
to trend downward, and demand will continue to outpace 
supply, resulting in positive absorption and continued 
asking rent growth31. CoStar reports an average sale price 
of $233.62 per square foot for retail transactions in the 
Chicago market in the first quarter of 201732. The following 
details the three largest retail transactions in Chicago 
between April 2016 and June 2017, as reported by CoStar.

24 Reis, Inc., Apartment Report, Metro: Chicago 2Q17
25 Ibid.
26 Ibid.
27  The CoStar Apartment Overview Report, Chicago Apartment Market, Mid-

Year 2017

28 The CoStar Retail Overview Report, Chicago Retail Market, Mid-Year 2017
29 Ibid.
30 Reis, Inc., Retail Report, Metro: Chicago 2Q17
31 Ibid.
32 The CoStar Retail Overview Report, Chicago Retail Market, Mid-Year 2017

Price: $104,000,000
Price/SF: $1,688.31
Cap Rate: N/A
RBA: 61,600
Date: 12/1/2016
Year Built: 1970
Buyer: Acadia Realty Trust
Seller: Alecta Real Estate Investment

Price: $130,000,000
Price/SF: $579.83
Cap Rate: 5.5%
RBA: 224,204
Date: 4/29/2016
Year Built: 1925
Buyer: LaSalle Investment Management Inc.
Seller: Structured Development

Chicago

Chicago

1. Blackhawk On Halsted

2. 717 North Michigan Ave
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Los Angeles
The Los Angeles office market ended the second quarter 
2017 with a vacancy rate of 10.8 percent33. Net absorption 
totaled positive 571,782 square feet in the second quarter 
of 201734, and asking rents averaged $37.05 per square 
foot for the metropolitan area35. REIS forecasts 4.4 million 
square feet of deliveries to enter the market from 2018 
to 2021. Looking forward, Los Angeles’s office vacancy 
rate is expected to trend upward as a result of the excess 
new supply, resulting in minimal change in asking rents36. 
CoStar reports an average sale price of $274.12 per square 
foot for office transactions in the Los Angeles market 
in the first quarter of 201737. The following details the 
three largest office transactions in Los Angeles between 
April 2016 and June 2017, as reported by CoStar38.

Price: $93,979,500
Price/SF: $374.33
Cap Rate: N/A
RBA: 251,060
Date: 6/7/2016
Year Built: 2001
Buyer: Wheelock Street Capital
Seller: Intercontinental Real Estate 

Corporation

Price: $860,000,000
Price/SF: $1,042.17
Cap Rate: 4%
RBA: 825,200
Date: 4/10/2017
Year Built: 1990
Buyer: JMB Financial Advisors LLC
Seller: The Blackstone Group LP

Price: $513,150,000
Price/SF: $911.60
Cap Rate: 3.3%
RBA: 562,912
Date: 6/16/2016
Year Built: 1983
Buyer: Boston Properties, Inc.
Seller: The Blackstone Group LP

Chicago Los Angeles

Santa Monica

33  The CoStar Office Statistics Report, Los Angeles Office Market, 
Mid-Year 2017

34 Ibid.
35 Reis, Inc., Office Report, Metro: Los Angeles 2Q17

36 Ibid.
37  The CoStar Office Statistics Report, Los Angeles Office Market, 

Mid-Year 2017
38 Ibid.

3. River East Center 1. SunAmerica Center

2. Colorado Center

© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The KPMG name and 
logo are registered trademarks or trademarks of KPMG International. NDPPS 716925



The Los Angeles multifamily market ended the second 
quarter 2017 with a vacancy rate of 3.3 percent39. Net 
absorption totaled positive 1,148 units in the second 
quarter of 2017, and asking rents averaged $1,829 for 
the metropolitan area40. Looking forward, REIS forecasts 
21,332 units will enter the market between 2018 and 
2021, and as a result, vacancy will rise to 4.4 percent by 
202141. Despite the increase in supply and vacancy, REIS 
forecasts positive absorption and rising asking rents to 
an average of $2,072 per month during the same period. 
As of September 2017, CoStar reports 1,603 apartment 
transactions have occurred year-to-date with a median sale 
price of $229,250 per unit in the Los Angeles market42.

Price: $413,000,000
Price/SF: $824.45
Cap Rate: N/A
RBA: 500,943
Date: 10/14/2016
Year Built: 2009
Buyer: Edward J. Minskoff Equities, Inc.
Seller: Commingled Pension Trust Fund/JP 

Morgan Chanse

Price: $122,800,000
Price/SF: $833.41
Cap Rate: N/A
RBA: 147,346
Date: 6/20/2016
Year Built: 1990
Buyer: Retail Opportunity Investments, Corp.
Seller: Allen W. Osborne, III

Playa Vista

Westlake Village

39 Reis, Inc., Apartment Report, Metro: Los Angeles 2Q17
40 Ibid.
41 Ibid.
42  The CoStar Apartment Overview Report, Los Angeles Apartment 

Market, Mid-Year 2017
43  The CoStar Retail Overview Report, Los Angeles Retail Market, 

Mid-Year 2017

44 Ibid.
45 Reis, Inc., Retail Report, Metro: Los Angeles 2Q17
46 Ibid.
47  The CoStar Retail Overview Report, Los Angeles Retail Market, 

Mid-Year 2017

The Los Angeles overall retail market (free-standing, malls, 
power centers, and other shopping centers) ended the 
second quarter 2017 with a vacancy rate of 4.3 percent43. 
Net absorption totaled negative 7,353 square feet in the 
second quarter of 2017, and asking rents averaged $30.05 
per square foot44. For the Los Angeles-area neighborhood/
community shopping center submarket, REIS forecasts 
1.3 million square feet of deliveries between 2018 and 
202145. Looking forward, Los Angeles’s retail vacancy rate 
is expected to trend downward, and demand will continue 
to outpace supply, resulting in positive absorption and 
continued asking rent growth46. CoStar reports an average 
sale price of $277.52 per square foot for retail transactions 
in the Los Angeles market in the first quarter of 201747. 
The following details the three largest retail transactions 
in Los Angeles between April 2016 and June 2017, as 
reported by CoStar. 

3. Bluff Creek

1. North Ranch Shopping Center
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New York City
The New York City office market ended the second quarter 
2017 with a vacancy rate of 8.2 percent48. Net absorption 
totaled negative 628,949 square feet in the second quarter 
of 201749, and asking rents averaged $71.35 per square 
foot for the metropolitan area50. REIS forecasts 14.3 million 
square feet of deliveries to enter the market from 2018 
to 2021. Looking forward, New York City’s office vacancy 
rate is expected to trend upward, resulting in a minimal 
change in asking rents51. CoStar reports an average sale 
price of $770.83 per square foot for office transactions in 
the New York City market in the first quarter of 201752. 
The following details the three largest office transactions 
in New York City between April 2016 and June 2017, as 
reported by CoStar53.

Price: $83,000,000
Price/SF: $737.46
Cap Rate: N/A
RBA: 112,549
Date: 6/16/2016
Year Built: 1977
Buyer: Hooman Automotive Group
Seller: Black Equities Group, Ltd

Price: $2,210,000,000
Price/SF: $1,236.71
Cap Rate: 4.66%
RBA: 1,787,000
Date: 5/5/2017
Year Built: 1967
Buyer: HNA Group North America LLC
Seller: NY State Teachers Retirement System

Price: $122,000,000
Price/SF: $19,405.12
Cap Rate: N/A
RBA: 6,287
Date: 7/11/2016
Year Built: 1976
Buyer: LVMH Moet Hennessy Louis Vuitton, Inc.
Seller: Brooks Caddell Barton Trust

Culver City

New York

Beverly Hills

48  The CoStar Office Statistics Report, New York City Office Market, 
Mid-Year 2017

49 Ibid.
50 Reis, Inc., Office Report, Metro: New York 2Q17

51 Ibid.
52  The CoStar Office Statistics Report, New York Office Market, 

Mid-Year 2017
53 Ibid.

2. 420 N Rodeo Dr

3. 5748 Mesmer Ave

1. Park Avenue 245
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Price: $1,650,000,000
Price/SF: $916.67
Cap Rate: 4.7%
RBA: 1,800,000
Date: 5/20/2016
Year Built: 1960
Buyer: RXR Realty
Seller: AXA Financial, Inc.

Price: $1,767,913,114
Price/SF: $671.02
Cap Rate: N/A
RBA: 2,634,674
Date: 6/10/2016
Year Built: 1986
Buyer: Citigroup Inc.
Seller: SL Green Realty Corp.

New York

New York

The New York City multifamily market ended the second 
quarter 2016 with a vacancy rate of 3.8 percent54. Net 
absorption totaled a mere positive 86 units in the second 
quarter of 2017, and asking rents averaged $3,513 per 
month for the metropolitan area55. Looking forward, REIS 
forecasts 26,214 units will enter the market between 
2018 and 2021, and as a result, vacancy will rise to 
5.6 percent56. Despite the increase in supply and vacancy, 
REIS forecasts positive absorption and rising asking rents 
to an average of $3,870 per month during the same period. 
As of September 2017, CoStar reports 1,168 apartment 
transactions have occurred year-to-date with a median sale 
price of $253,304 per unit in the New York City market57.

The New York City retail market ended the second 
quarter 2017 with a vacancy rate of 3.8 percent58. Net 
absorption totaled positive 122,796 square feet in the 
second quarter of 2017, and asking rents averaged $91.28 
per square foot59. Just 10,380 square feet of retail space 
was delivered in the New York City market during the 
second quarter of 2017, with 2,953,652 square feet still 
under construction60. CoStar reports an average sale price 
of $1,119.27 per square foot for retail transactions in the 
New York City market in the first quarter of 201761. The 
following details the three largest retail transactions in New 
York City that occurred between April 2016 and June 2017, 
as reported by CoStar. 

54 Reis, Inc., Apartment Report, Metro: New York Metro 2Q17
55 Ibid.
56 Ibid.
57  The CoStar Apartment Overview Report, New York Apartment Market, 

Mid-Year 2017

58  The CoStar Retail Overview Report, New York City Retail Market, 
Mid-Year 2017

59 Ibid.
60 Ibid.
61 Ibid.

2. 388 Greenwich St

3. 1285 Avenue of the Americas
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Price: $93,000,000
Price/SF: $5,636.36
Cap Rate: N/A
RBA: 16,500
Date: 11/4/2016
Year Built: 1854
Buyer: ASB Capital Management LLC
Seller: Thor Properties LLC

Price: $411,125,625
Price/SF: $3,750.29
Cap Rate: N/A
RBA: 109,625
Date: 6/20/2016
Year Built: 2017
Buyer: Macklowe Properties
Seller: CIM Group LP

Price: $81,500,000
Price/SF: $2,328.57
Cap Rate: N/A
RBA: 35,000
Date: 6/30/2016
Year Built: 1897
Buyer: Thor Properties LLC
Seller: 220 West 57th Street Limited Partnership

New York

New York New York

1. 432 Park Ave

2. 155 Mercer St

3. 218 W 57th St
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San Francisco 
The San Francisco office market ended the second quarter 
2017 with a vacancy rate of 7.0 percent62. Net absorption 
totaled positive 171,657 square feet in the second quarter 
of 201763, and asking rents averaged $58.55 per square 
foot for the metropolitan area64. REIS forecasts 2.9 million 
square feet of deliveries to enter the market from 2018 to 
202165. Looking forward, San Francisco’s office vacancy 
rate is expected to trend upward as demand will not keep 
pace with supply66. Despite upward trends in vacancy, 
REIS forecasts asking rents to continue to trend upwards 
and reach $66.34 per square foot in 202167. CoStar reports 
an average sale price of $637.15 per square foot for office 
transactions in the San Francisco market in the first quarter 
of 201768. The following details the three largest office 
transactions in San Francisco between April 2016 and 
June 2017, as reported by CoStar69.

Price: $510,000,000
Price/SF: $677.53
Cap Rate: N/A
RBA: 752,738
Date: 6/30/2016
Year Built: 1975
Buyer: The Blakstone Group LP
Seller: John Hancock Real Estate

Price: $475,400,000
Price/SF: $690.08
Cap Rate: 3.9%
RBA: 688,902
Date: 4/25/2017
Year Built: 1966
Buyer: Beacon Capital Partners
Seller: State Teachers Retirement System of Ohio

Price: $374,500,000
Price/SF: $1,256.19
Cap Rate: N/A
RBA: 298,124
Date: 8/25/2016
Year Built: 1908
Buyer: Phelan Building, LLC
Seller: Thor Properties LLC

San Francisco

San Francisco

San Francisco

62  The CoStar Office Statistics Report, San Francisco Office Market, 
Mid-Year 2017

63 Ibid.
64 Reis, Inc., Office Report, Metro: San Francisco 2Q17
65 Ibid.

66 Ibid.
67 Ibid.
68  The CoStar Office Statistics Report, San Francisco Office Market, 

Mid-Year 2017
69 Ibid.

1. Market Center

2. 44 Montgomery St

3. Phelan Building
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The San Francisco multifamily market ended the second 
quarter 2017 with a vacancy rate of 4.4 percent70. Net 
absorption totaled positive 806 units in the second quarter 
of 2017, and asking rents averaged $2,986 per month for 
the metropolitan area71. Looking forward, REIS forecasts 
8,138 units will enter the market between 2018 and 2021, 
and as a result, vacancy will rise to 5.4 percent72. Despite 
the increase in supply and vacancy, REIS forecasts positive 
absorption and rising asking rents to an average of $3,382 
per month during the same period. As of September 2017, 
CoStar reports 226 apartment transactions have occurred 
year-to-date with a median sale price of $419,286 per unit 
in the San Francisco market73.

The San Francisco overall retail market (free-standing, 
malls, power centers, and other shopping centers) ended 
the second quarter 2017 with a vacancy rate of 2.6 
percent74. Net absorption totaled positive 149,215 square 
feet in the second quarter of 2017, and asking rents 
averaged $39.83 per square foot75. For the San Francisco-
area neighborhood/community shopping center submarket, 
REIS forecasts 300,000 square feet of deliveries between 
2018 and 202176. Looking forward, San Francisco’s retail 
vacancy rate is expected to trend upward, but asking rents 
are also expected to increase77. CoStar reports an average 
sale price of $884.76 per square foot for retail transactions 
in the San Francisco market in the first quarter of 201778. 
The following details the three largest retail transactions 
in San Francisco between April 2016 and June 2017, as 
reported by CoStar. 

Price: $250,000,000
Price/SF: $948.26
Cap Rate: N/A
RBA: 263,640
Date: 1/24/2017
Year Built: 1900
Buyer: Blatteis Realty Co., Inc.
Seller: Macy’s, Inc.

Price: $140,600,000
Price/SF: $944.69
Cap Rate: N/A
RBA: 148,832
Date: 11/4/2016
Year Built: 1991
Buyer: Acadia Realty Trust
Seller: SPI Holdings

San Francisco

San Francisco

70 Reis, Inc., Apartment Report, Metro: San Francisco 2Q17
71 Ibid.
72 Ibid.
73  The CoStar Apartment Overview Report, San Francisco Apartment 

Market, Mid-Year 2017

74  The CoStar Retail Overview Report, San Francisco Retail Market, 
Mid-Year 2017

75 Ibid.
76 Reis, Inc., Retail Report, Metro: San Francisco 2Q17
77 Ibid.
78  The CoStar Retail Overview Report, San Francisco Retail Market, 

Mid-Year 2017

1. Macy’s Men’s Store – 120 Stockton

2. 555 9th St
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Washington, D.C.
The Washington D.C. office market ended the second 
quarter 2017 with a vacancy rate of 14.2 percent79. Net 
absorption totaled negative 208,026 square feet in the 
second quarter of 201780, and asking rents averaged 
$54.14 per square foot for the metropolitan area81. REIS 
forecasts 5.3 million square feet of deliveries to enter the 
market from 2018 to 202182. Looking forward, Washington 
D.C.’s office vacancy rate is expected to remain generally 
stable83. REIS forecasts asking rents to continue to trend 
upward and reach $58.71 per square foot in 202184. CoStar 
reports an average sale price of $348.69 per square foot 
for office transactions in the Washington market in the first 
quarter of 201785. The following details the three largest 
office transactions in Washington D.C. between April 2016 
and June 2017, as reported by CoStar86.

Price: $97,000,000
Price/SF: $584.86
Cap Rate: 5%
RBA: 165,851
Date: 10/25/2016
Year Built: 2007
Buyer: Equity One, Inc.
Seller: Fulcrum Capital Corporation

Price: $460,000,000
Price/SF: $710.71
Cap Rate: 5.11%
RBA: 647,243
Date: 5/3/2017
Year Built: 2008
Buyer: Morgan Stanley’s Prime Property
Seller: Fund LLC 

Paramount Group, Inc.

San Francisco

Arlington

79  The CoStar Office Statistics Report, Washington, D.C. Office Market, 
Mid-Year 2017

80 Ibid.
81 Reis, Inc., Office Report, Metro: District of Columbia 2Q17
82 Ibid.

83 Ibid.
84 Ibid.
85  The CoStar Office Statistics Report, Washington, D.C. Office Market, 

Mid-Year 2017
86 Ibid.

3. San Carlos Marketplace

1. Waterview Tower
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Price: $288,100,000
Price/SF: $581.21
Cap Rate: 4.66%
RBA: 495,688
Date: 10/20/2016
Year Built: 1982
Buyer: The Blackstone Group LP
Seller: Boston Properties, Inc.

Washington

The Washington D.C multifamily market ended the second 
quarter 2017 with a vacancy rate of 5.7 percent87. Net 
absorption totaled positive 942 units in the second quarter 
of 2017, and asking rents averaged $1,752 per month for 
the metropolitan area88. Looking forward, REIS forecasts 
11,840 units will enter the market between 2018 and 2021, 
and, as a result, vacancy will rise to 6.8 percent89. Despite 
the increase in supply and vacancy, REIS forecasts positive 
absorption and rising asking rents to an average of $2,005 
per month during the same period. As of September 2017, 
CoStar reports 121 apartment transactions have occurred 
year-to-date with a median sale price of $156,303 per unit 
in the Washington D.C market90.

The Washington D.C. overall retail market (free-standing, 
malls, power centers, and other shopping centers) 
ended the second quarter 2017 with a vacancy rate of 
4.1 percent91. Net absorption totaled positive 72,703 
square feet in the second quarter of 2017, and asking 
rents averaged $29.34 per square foot92. A total of 429,337 
square feet of retail space was delivered in the Washington 
D.C. market during the second quarter of 2017, with 
2,132,626 square feet still under construction93. CoStar 
reports an average sale price of $186.70 per square foot 
for retail transactions in the Washington D.C. market in 
the first quarter of 201794. The following details the three 
largest retail transactions in Washington D.C. between 
April 2016 and June 2017, as reported by CoStar. 

87 Reis, Inc., Apartment Report, Metro: District of Columbia 2Q17
88 Ibid.
89 Ibid.
90  The CoStar Apartment Overview Report, Washington NoVA-MD 

Apartment Market, Mid-Year 2017

91 The CoStar Retail Overview Report, Washington, D.C. Retail Market, 
Mid-Year 2017
92 Ibid.
93 Ibid.
94 Ibid.

3. Metropolitan Square

Price: $337,500,000
Price/SF: $531.45
Cap Rate: 7%
RBA: 635,058
Date: 12/29/2016
Year Built: 2003
Buyer: CalSTRS
Seller: The Blackstone Group LP

Rockville

2. GSK Global Vaccine Center
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Price: $87,000,000
Price/SF: $572.75
Cap Rate: N/A
RBA: 151,900
Date: 4/4/2016
Year Built: 1986
Buyer: Forest City Realty Trust, Inc.
Seller: Forest City Realty Trust, Inc.

Price: $44,600,000
Price/SF: $324.60
Cap Rate: 5.4%
RBA: 137,400
Date: 6/10/2016
Year Built: 2006
Buyer: Crow Holdings
Seller: Peterson Companies

Price: $78,000,000
Price/SF: $265.21
Cap Rate: 4.26%
RBA: 294,112
Date: 1/4/2017
Year Built: 1975
Buyer: Ashkenazy Acquisition Corporation
Seller: TIAA-CREF Investment Management, LLC.

Arlington Gainesville

Washington

1. Ballston Common Mall 3. Gateway Center Plaza I & II

2. Mazza Gallerie
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Accounting reminders – 
effective in 2017

Reminders for certain new guidance effective January 1, 
2017, for calendar year-end entities

Consolidation
The FASB’s updated consolidation standard12 improves 
upon targeted areas of the guidance and reduces 
the number of consolidation models. The updated 
consolidation standard is applicable to all reporting entities. 

The most significant change affects the consolidation 
of limited partnerships and their equivalents. The FASB 
decided that the VIE consolidation requirements should 
apply to all partnerships (and similar entities) when the 
limited partners do not hold substantive kick-out rights or 
participating rights. Therefore, the new standard eliminates 
the presumption in Subtopic 810-10 (formerly EITF 04-5) 
that the general partner controls, and therefore would 
consolidate a limited partnership. We expect the updated 
guidance to reduce the number of partnerships that will be 
consolidated. 

The updated standard impacts the following aspects of a 
consolidation analysis:

(a)  evaluating the power of limited partners and 
shareholders when determining if an entity is a VIE, 

(b)  determining whether a fee paid to a decision maker or 
service provider is a variable interest,

(c)  how to consider variable interests in a VIE held by 
related parties in the primary beneficiary analysis.

It also eliminates the VIE consolidation model based on 
majority exposure to variability that applied to certain 
investment companies and similar entities and changed 
the way the voting rights characteristic in the VIE scope 
determination is evaluated for corporations.

The primary objective of the new guidance for investment 
companies was to address concerns expressed by financial 
statement users about the possibility that the existing 
guidance could require investment managers and similar 
entities to consolidate certain investment funds that they 

manage. Another general objective of the proposals was 
to eliminate the inconsistency between how participating 
rights and kick-out rights are evaluated for VIEs versus 
other entities.

Evaluating power in limited partnerships and corporations
Limited partnerships and similar entities
The FASB decided to change the VIE criteria so that 
regardless of the sufficiency or other characteristics of 
its equity, a limited partnership or similar entity is a VIE 
unless substantive kick-out rights or participating rights are 
exercisable by either a single limited partner or a simple 
majority of all limited partner voting interests. Limited 
partner voting interests held by the general partner, entities 
under common control with the general partner, and other 
parties acting on behalf of the general partner are excluded 
from that analysis. The analysis is not affected by whether 
the general partner interest qualifies as an equity-at-risk 
interest. Entities for which investors are eligible to apply 
proportionate consolidation based on industry practice 
in the construction industry or extractive industries for 
undivided interests may continue to apply that method 
when applicable.

Changes to consolidation requirements for entities that are 
not VIEs 
The FASB decided to eliminate the consolidation guidance 
for limited partnerships and similar entities that are not 
VIEs. Under the new consolidation requirements, those 
entities will be evaluated for consolidation in generally 
the same way as corporations that are not VIEs. Limited 
partner substantive kick-out rights and substantive 
participating rights held through voting interests of 
partnerships and similar entities that are not VIEs will be 
considered fully the equivalent of the equity interests of 
corporations that are not VIEs. A substantive kick-out right 
unilaterally exercisable by a single limited partner generally 
will result in consolidation by that limited partner whereas 
a substantive participating right unilaterally held by a limited 
partner generally will not.

1

1 FASB Accounting Standards Update No. 2015-02, Consolidation (Topic 810): Amendments to the Consolidation Analysis
2  FASB Accounting Standards Update No. 2016-17, Consolidation (Topic 810): Interests Held through Related Parties That Are 

under Common Control
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Although the Board made this change in response to 
constituent concerns about the results of applying the 
previous VIE criteria to certain mutual fund structures, the 
changes are not restricted to mutual fund entities and may 
significantly affect previous consolidation conclusions in 
some cases.

Investment entities other than money market funds
ASU 2010-103 indefinitely deferred the effective date 
of the VIE consolidation requirements in ASU 2009-174 
for interests in entities that either have all of the 
characteristics of investment companies or that apply 
measurement principles for financial reporting purposes 
that are consistent with those that apply to investment 
companies based on acceptable industry practice if the 
reporting entity meets other conditions. The new guidance 
eliminates this deferral so that the same VIE consolidation 
requirements apply to all VIEs. 

Entities other than limited partnerships and similar entities
Under the new guidance, interest holders in 
non-partnerships will use the following two-step process 
to determine if they have the power through voting rights 
to direct the activities that most significantly impact 
economic performance: 

Step 1 – Determine whether the holders of the equity 
investment at risk have power through voting rights or 
similar rights to direct the activities that most significantly 
impact the entity’s economic performance. If so, the entity 
would not be a VIE if no other VIE characteristics are met. 
If the equity-at-risk holders do not have power to direct 
the activities that most significantly impact the entity’s 
economic performance, Step 2 is performed. 

Step 2 – If a decision maker whose fee is a variable 
interest has power to direct the activities that most 
significantly impact the entity’s economic performance 
through a contractual arrangement, the entity would be a 
VIE unless a single equity-at-risk holder has substantive 
kick-out rights or substantive participating rights over the 
decision maker and no other VIE characteristics are met. 

Variable interest determination 

Under the ASU’s provisions, fees paid to a decision 
maker or service provider do not represent a variable 
interest in a VIE if all of the following conditions are 
met: 

1)  The decision maker’s compensation is 
commensurate with the services provided;

2)  The arrangement includes only terms, conditions, 
or amounts that are customarily present in 
arrangements for similar services negotiated on an 
arm’s-length basis; and 

3)  The decision maker does not hold other interests 
in the VIE (including interests held through related 
parties) that individually or in the aggregate, absorb 
more than an insignificant amount of the VIE’s 
expected losses or receive more than an insignificant 
amount of the VIE’s expected residual returns. 

Fees paid to a decision maker or service provider
To limit the circumstances in which investment managers 
and similar entities are required to consolidate the entities 
that they manage, the FASB decided to eliminate some of 
the criteria under which their fees are considered a variable 
interest and limit the circumstances in which variable 
interests in a VIE held by related parties of a reporting 
entity require the reporting entity to consolidate the VIE.

The criteria do not apply to fees or payments in connection 
with agreements that expose the decision maker or service 
provider to risk of loss in the VIE, such as fees related to 
guarantees of the value of the assets or liabilities of a VIE, 
fees in relation to obligations to fund operating losses, etc. 
Those fees are automatically considered variable interests 
under the new guidance.

3 FASB Accounting Standards Update No. 2010-10, Amendments for Certain Investment Funds
4  FASB Accounting Standards Update No. 2009-17, Improvements to Financial Reporting by Enterprises Involved with 

Variable Interest Entities
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Primary beneficiary determination 
If a decision maker’s fee represents a variable interest in 
a VIE, the decision maker must determine whether it is 
the VIE’s primary beneficiary. Consistent with current U.S. 
GAAP, a variable interest holder is considered the primary 
beneficiary and consolidates a VIE when it has: (a) the 
power to direct the activities that most significantly impact 
the VIE’s economic performance (power) and (b) the 
obligation to absorb losses of the VIE that could potentially 
be significant to the VIE and/or the right to receive benefits 
from the VIE that could potentially be significant to the VIE 
(potentially significant variable interest).

The FASB decided to exclude fees paid to a decision maker 
or service provider from the potentially significant variable 
interest determination (criterion (b)) if: 1) The compensation 
is commensurate with the services provided, and 2) The 
arrangement includes only terms, conditions, or amounts 
that are customarily present in arrangements for similar 
services negotiated on an arm’s-length basis. 

Under current U.S. GAAP, fees paid to a decision maker or 
service provider are included in the potentially significant 
variable interest determination. The new consolidation 
guidance places more emphasis on variable interests 
other than fee arrangements because the FASB believes 
that these fee arrangements do not subject the decision 
maker to a risk of loss. Fees or payments in connection 
with agreements that expose the decision maker or service 
provider to risk of loss in the VIE (e.g., fees related to 
guarantees of the value of the assets or liabilities of a VIE, 
fees in relation to obligations to fund operating losses, 
etc.) are not eligible for the above exclusion and therefore 
are included in evaluating whether a decision maker has a 
potentially significant variable interest.

Variable interest held in a VIE by related parties
The new consolidation guidance does not change the 
related-party guidance for situations in which the power to 
direct the activities that most significantly impact a VIE’s 
economic performance is shared between two or more 
parties. However, it does change the way in which related 
parties are considered in determining whether a fee paid 
to a decision maker or service provider is a variable interest 
and the way in which related-party interests are considered 
in determining whether a single party with the power to 
direct the activities that most significantly impact a VIE’s 
economic performance (i.e., a single decision maker) has 
a potentially significant variable interest that results in 
the decision maker meeting both criteria to be the VIE’s 
primary beneficiary. The FASB also decided to change 
the current VIE guidance requiring an evaluation of which 

party in a related-party group that collectively meets the 
characteristics to be a VIE’s primary beneficiary should 
consolidate the VIE when none of the parties individually 
meets the characteristics to be the primary beneficiary.

Effective date
The new consolidation guidance became effective for 
public business entities for annual and interim periods in 
fiscal years beginning after December 15, 2015. For all 
other entities, the guidance became effective for annual 
periods in fiscal years beginning after December 15, 2016, 
and interim periods within fiscal years beginning after 
December 15, 2017. 
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Disclosures for investments in certain entities that 
calculate net asset value (NAV) per share
The new guidance5 eliminates the requirement to 
categorize investments in the fair value hierarchy 
disclosure if their fair value is measured at net asset value 
(NAV) per share (or its equivalent) using the practical 
expedient in the FASB’s fair value measurement guidance. 
Investments eligible for the practical expedient, but for 
which it has not been applied, will continue to be included 
in the fair value hierarchy.

Previously, categorization within the fair value hierarchy of 
an investment to which the practical expedient was applied 
depended on its redemption attributes. This was because 
redemption dates were often dependent on the nature of 
the underlying investments in the investment companies. 
For example, investment companies that hold very liquid 
investments (e.g., money market funds and publicly 
traded equity funds) often can be redeemed frequently. 
Investments in investment companies holding less liquid 
or illiquid investments (e.g., real estate funds) are generally 
redeemable less frequently, such as quarterly, annually, or 
only upon liquidation of the entity. 

Investments measured using the practical expedient 
that were redeemable at NAV on the measurement date 
before the new guidance were categorized as Level 2. 
Investments that were redeemable in the future only 
upon liquidation of the entity, or with unknown future 
redemption dates, were categorized as Level 3. 

For investments measured using the practical expedient 
that were redeemable at a future date before liquidation, 
reporting entities needed to determine if the investment 
was redeemable in the near term, in which case it was 
categorized as Level 2. However, near term is not defined 
in the FASB’s guidance about the fair value hierarchy, 
resulting in differing interpretations (e.g., as the ability 
to redeem quarterly or semiannually). This resulted in 
diversity in practice. 

Reporting entities are required to adopt the new guidance 
retrospectively. The guidance became effective for public 
business entities in fiscal years beginning after December 
15, 2015 and interim periods within those fiscal years. The 
effective date for all other entities is fiscal years beginning 
after December 15, 2016, and interim periods within those 
fiscal years. 

Measurement-period adjustments in 
business combinations
The new guidance6 eliminates the requirement to 
retrospectively adjust the financial statements for 
measurement-period adjustments that occur in periods 
after a business combination is consummated.

The measurement period is a reasonable time period after 
the acquisition date when the acquirer may adjust the 
provisional amounts recognized for a business combination 
if the necessary information is not available by the end 
of the reporting period in which the acquisition occurs. 
This may occur, for example, when the purchase price 
allocation is not complete for a purchase near the end of 
the acquirer’s reporting period.

The measurement period ends as soon as the acquirer 
receives the information it was seeking or learns that 
more information is not obtainable. But in any event, the 
measurement period cannot continue for more than one 
year from the acquisition date. 

Under previous GAAP, measurement-period adjustments 
were calculated as if they were known at the acquisition 
date and were recognized by revising information for 
prior periods. The new guidance will continue to require 
measurement-period adjustments to be calculated as if 
they were known at the acquisition date, but the acquirer 
will recognize them in the reporting period in which they 
are determined. Prior-period information is not revised.

An entity will apply the changes prospectively to 
adjustments of provisional amounts that occur after the 
effective date. The guidance became effective for public 
business entities for interim and annual periods in fiscal 
years beginning after December 15, 2015. All other entities 
are now required to apply the new standard for fiscal years 
beginning after December 15, 2016 and interim periods in 
fiscal years after December 15, 2017. 

5  FASB Accounting Standards Update No. 2015-07, Disclosures for Investments in Certain Entities That Calculate 
Net Asset Value per Share (or Its Equivalent)

6  FASB Accounting Standards Update No. 2015-16, Simplifying the Accounting for Measurement-Period Adjustments
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Simplifications to equity method accounting
As part of its simplification initiative, the FASB issued 
new guidance7 that eliminates the requirement for an 
investor to retroactively apply the equity method when 
its increase in ownership interest (or degree of influence) 
in an investee triggers a change from cost method to 
equity method accounting. The Board also decided to 
require entities that have an available-for-sale equity 
security that becomes eligible for the equity method of 
accounting to recognize the unrealized holding gain or 
loss in accumulated other comprehensive income through 
earnings at the date in which the investment qualifies for 
use of the equity method.

The new standard became effective for all entities in fiscal 
years, and interim periods in those fiscal years, beginning 
after December 15, 2016. The new guidance should 
be applied prospectively to changes in ownership (or 
influence) after the adoption date.

Accounting for share-based payments simplified
In March 2016, the FASB issued new guidance8 intended 
to improve the accounting for share-based payment 
transactions. Under the new guidance: 

 — Incremental current and deferred tax benefits or 
deficiencies of share-based payments at settlement or 
expiration are recorded through the income statement 
instead of equity and are treated as discrete items 
when computing the estimated annual effective 
tax rate.

 — Excess tax benefits are classified as an operating 
activity in the statement of cash flows.

 — Entities may elect an accounting policy to either 
estimate the number of forfeitures (current U.S. GAAP) 
or account for forfeitures when they occur.

 — Entities can withhold up to the maximum individual 
statutory tax rate without classifying the awards as a 
liability. The cash paid to satisfy the statutory income 
tax withholding obligation is classified as a financing 
activity in the statement of cash flows.

 — Nonpublic entities are allowed to use a practical 
expedient to determine the expected term of certain 
share-based awards.

7 FASB Accounting Standards Update No. 2016-08, Simplifying the Transition to the Equity Method of Accounting
8 FASB Accounting Standards Update No. 2016-09, Improvements to Employee Share-Based Payment Accounting

The new guidance is effective for fiscal years beginning 
after December 15, 2016 and interim periods within those 
years for public business entities. It is effective for all 
other entities for fiscal years beginning after December 
15, 2017 and interim periods within those years beginning 
after December 15, 2018. Early adoption is permitted 
in any interim or annual period provided that the entire 
ASU is adopted.
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Thoughts on implementation of the revenue 
recognition and lease standards
In a recent speech on accounting change, SEC Deputy 
Chief Accountant Sagar Teotia made several observations 
related to the adoption of the new standards. 

 — Now is the time to make implementation efforts a 
priority.

 — Internal controls over financial reporting will most likely 
change and require time to implement.

 — The SEC staff expects to see increasingly informative 
SAB 74 transition disclosures in the period prior to 
adopt of the standards.

 — New required disclosures are an important aspect of 
adoption and may be time consuming.

 — The SEC staff is available for pre-filing consultations 
and will accept reasonable, thoughtful judgments.

 — Audit committees set the tone for successful 
implementations and should be actively engaged.

Many companies have made meaningful progress toward 
implementation of the new standards, but significantly 
more work remains to ensure that their efforts are 
successful. Implementations are time-consuming, and 
require adequate time to identify accounting questions, 
make reasonable and thoughtful judgments, and 
implement effective internal controls. 

Looking ahead to new 
standards and guidance2

Implementing ASC Topic 606, Revenue Recognition
The effective date for the standards on revenue recognition 
(and other income from sales of nonfinancial assets to 
noncustomers – see additional discussion to follow) is 
not expected to be a simple exercise. Those standards 
replace, among other things, most of the guidance on 
profit recognition for real estate sales that currently exists 
under U.S. GAAP. The impacts to individual real estate 
companies vary widely depending on the nature of their 
businesses and how they contract with their customers 
and buyers.

In September 2017, KPMG published a Revenue 
Recognition handbook which illustrates how the new 
standard applies to common transactions, provided 
examples about common scenarios, explains our emerging 
thoughts on key interpretative issues, and compares the 
new requirements to current U.S. GAAP. KPMG has also 
published a Q&A specifically for real estate companies.

       

Topic 606 is effective for public business entities for 
interim and annual periods in fiscal years beginning 
after December 15, 2017. For all other entities, the new 
standard is effective for fiscal years beginning after 
December 15, 2018, and interim periods in fiscal years 
beginning after December 15, 2020. Early adoption 
is permitted.

Many public companies’ private, equity method 
investees and acquired business will not be required 
to use public companies’ adoption dates for revenue 
and leases.9

9  On July 20, 2017, the SEC staff observer at the FASB’s Emerging Issues Task Force meeting announced that the SEC 
staff will not object if a public business entity (PBE) that otherwise would not meet the definition of a PBE except for a 
requirement to include its financial statements or financial information in another entity’s filing with the SEC, uses private 
company adoption dates for the new standards on revenue recognition and leases.
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If a calendar year-end public business entity adopts Topic 606 in accordance with the mandatory 
effective date, then the following are the relevant dates.

To minimize business disruption and improve the chances of a smooth transition, financial reporting 
executives are advised to prioritize their immediate implementation goals. For revenue recognition, 
companies need to conclude their assessment activities as soon as possible design required 
changes to processes and systems, and begin the implementation of those changes. 

Beginning of earliest period 
presented

Jaunary 1, 2016

Effective date
(date of initial application)

Jaunary 1, 2018Jaunary 1, 2017 December 31, 2018

Comparative period Comparative period
Current period

(Year of adoption for 
public companies)
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Example implementation plan for Topic 606
The diagram below represents an example implementation plan that a company may employ. It is 
broken down into phases; and suggested activities within those phases.

Transition adjustment activities
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—  Business & Sales
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Calculate the 
transition adjust-
ment and perform 
tests to ensure 
accuracy of results

Report the 
transition 
adjustment 
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Preparing for ASC Topic 842, Leases 
In February 2016, the FASB issued ASC Topic 842, Leases that will cause lessees to recognize 
most leases on-balance sheet. This will increase the lessees’ reported assets and liabilities. Lessor 
accounting remains similar to current U.S. GAAP, but with some important changes. Well before 
the new standard becomes effective, lessees and lessors will need to assess how widespread its 
effects will be so they can plan for necessary business and process changes.

Topic 842 requires a modified retrospective transition approach, with application in all comparative 
periods presented. Entities will apply the new guidance at the beginning of the earliest period 
presented in the financial statements.

Topic 842 is effective for public business entities for interim and annual periods in fiscal years 
beginning after December 15, 2018. For all other entities, the new standard is effective for fiscal 
years beginning after December 15, 2019, and interim periods in fiscal years beginning after 
December 15, 2020. Early adoption is permitted.

If a calendar year-end public business entity adopts Topic 842 in accordance with the mandatory 
effective date, then the following are the relevant dates.

Beginning of Earliest period 
presented

Jaunary 1, 2017

Effective date
(date of initial application)

Jaunary 1, 2019Jaunary 1, 2018 December 31, 2019

Comparative period Comparative period
Current period 

(Year of adoption for 
public companies)

KPMG observation – Revenue

Preparing disclosures, designing and implementing internal controls, and finalizing accounting 
conclusions continue to take much longer than companies anticipated. With only a few months 
before the effective date, revenue standard implementation efforts must be prioritized.

The SEC staff will particularly focus on SAB 74 disclosures for the new revenue standard 
in upcoming 10-Q and 10-k fillings, and expects them to be highly informative and reflect 
the status of the company’s implementation process. The SEC staff also expects to see a 
materiality assessment that encompasses all aspects of implementation, including internal 
controls and disclosures.

Companies should not wait to engage their audit committees, external auditors or the SEC staff 
on their difficult accounting judgments. The volume of consultations within accounting firms and 
with the SEC is expected to increase as the deadline approaches. Companies that delay these 
discussions may not give themselves, their audit committees or external auditors enough time to 
reach appropriate accounting conclusions in difficult areas judgment before the adoption deadline.
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The standard includes certain transition practical expedients to ease the burden of adoption on preparers.

Package of transition practical expedients (all or 
nothing)

Use of hindsight (elect on its own or with the package 
of transition practical expedients)

An entity may elect not to reassess: 

 — whether expired or existing contracts contain leases 
under the new definition of a lease;

 — lease classification for expired or existing leases; and

 — whether previously capitalized initial direct costs 
would qualify for capitalization under Topic 842.

An entity may use hindsight:

 — in determining the lease term, and in assessing 
the likelihood that a lessee purchase option will be 
exercised; and

 — for lessees, in assessing the impairment of right-of-use 
assets.

An entity’s selection of the transition practical expedient 
alternatives will have a significant impact on the 
implementation steps required.

What’s your plan for Topic 842?
An entity should begin its implementation of Topic 842 
by reviewing its contractual arrangements to identify a 
complete population of leases. Identifying leases becomes 
much more important under Topic 842 as lessees will be 
required to recognize ‘lease liabilities’ and ‘right of use 
assets’ on the balance sheet for each lease with a term 
that is longer than twelve months. 

We expect that most companies adopting Topic 842 
will elect the package of transition practical expedients, 
which permits an entity to not reassess whether expired 
or existing contracts contain leases and how those 
leases are classified. However, the transition practical 
expedients do not provide a pass for entities with respect 
to arrangements that are not accounted for as leases today 
even though they meet the current (Topic 840) definition of 
a lease. A company may not have identified and accounted 
for all leases under current US GAAP, perhaps because 
the lease would have qualified as an operating lease with 
no balance sheet impact and the pattern of expense 
recognition would have been similar whether treated as a 
lease or not. Because all leases (with a term that is longer 
than twelve months) must be capitalized on the balance 
sheet upon adoption of Topic 842, these arrangements 
may now have a greater impact on the financial statements 
and must be considered.

As a result, even if the package of transition practical 
expedients is elected, entities will nonetheless need 
to assess the completeness of their population of 

existing leases under the current Topic 840 definition of 
a lease to be able to account for a complete population 
of leases during transition to the new standard. 
Accordingly, all companies should include steps in their 
implementation plans to verify the completeness of their 
existing lease inventories. 

For that reason, processes and controls to identify lease 
arrangements will be important during and after the 
implementation of the new standard as companies operate 
under the new guidance. Many contracts convey the right 
to use property, plant or equipment for a stated period of 
time (meeting the current Topic 840 and new Topic 842 
definitions of a lease), but are not explicitly identified as 
‘lease agreements.’ Examples include service contracts 
(including IT services), dedicated supply agreements, 
advertising, and construction contracts. The search 
for these types of leases may require time-intensive 
contract reviews and cross-functional teams that include 
experienced accounting personnel.

If an entity does not elect the package of transition 
practical expedients, management will be required to take 
additional implementation steps in its transition to Topic 
842 that include (a) assessing whether existing contracts 
are or contain a lease under the new Topic 842 definition of 
a lease, (b) determining the classification of existing leases 
as of their commencement date under the Topic 842 
guidance, and (c) reevaluating the capitalization of initial 
direct costs for existing leases. Because we believe that 
most entities will elect the package of transition practical 
expedients in their implementation of Topic 842, the 
following implementation plan steps are presented under 
the assumption that the entity has elected the package of 
transition practical expedients.
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Example implementation plan for Topic 842
The diagram below represents an example implementation plan that a company may employ. It is 
broken down into phases; and suggested activities within those phases.
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Equity investments and financial liabilities
The FASB issued a new accounting standard10 that will 
significantly change the income statement impact of 
equity investments held by an entity and the recognition 
of changes in fair value of financial liabilities when the fair 
value option is elected. 

Under the new standard, entities must measure equity 
investments with readily determinable fair values at fair 
value and recognize changes in fair value in net income. 
For equity investments without readily determinable fair 
values, entities have the option to either measure these 
investments at fair value, or at cost adjusted for changes 
in observable prices minus impairment. Changes in 
measurement under either alternative must be recognized 
in net income. Because entities must recognize changes 
in the measurement of equity investments in net income, 
income statement volatility will increase.

Entities that elect the fair value option for financial 
liabilities must recognize changes in fair value attributable 
to instrument-specific credit risk in other comprehensive 
income (OCI) so that changes in an entity’s credit risk will 
not affect earnings when the fair value option is elected.

Entities must also assess valuation allowances for deferred 
tax assets related to available-for-sale debt securities in 
combination with their other deferred tax assets.

The new standard is effective for public business entities 
for fiscal years beginning after December 15, 2017, 
including interim periods within those fiscal years. For all 
other entities, it is effective for fiscal years beginning after 
December 15, 2018, and interim periods in fiscal years 
beginning after December 15, 2019.

Early adoption of the standard is permitted for non-public 
business entities for fiscal years beginning after 
December 15, 2017, including interim periods within 
those fiscal years. Early adoption of the standard by public 
business entities is restricted to only certain amendments 
within the standard.

Entities must apply the standard using a cumulative-effect 
adjustment to the balance sheet as of the beginning of 
the fiscal year of adoption. The provisions related to equity 
investments without a readily determinable fair value 
are applied prospectively to equity investments as of the 
adoption date.

10  FASB Accounting Standards Update No. 2016-01, Recognition and Measurement of Financial Assets and Financial Liabilities

KPMG observation – leases

While many companies have rightly dedicated resources to, and focused more of their attention on, the 
implementation of the revenue standard, management teams should not lose sight of the amount of time and effort 
the leases standard implementation may require.

Getting started now, rather than waiting until revenue implementation efforts are complete, with lease identification, 
impact assessments and design and implementation of new process and controls will reduce surprises and increase 
implementation quality. For example, new processes and controls to identify lease modifications and events that will 
trigger reassessments of impairments may need to be designed and implemented.

Giving renewed focus to current lease disclosures as part of the current annual financial reporting cycle also has the 
potential to significantly help companies’ implementation efforts. And even though the mandatory adoption date is 
one year later than the revenue standard, companies should similarly be engaging their audit committees now and 
should not wait to identify and consult with their external auditors and, potentially, the SEC staff on complex lease 
accounting issues.
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Simplifying goodwill impairment accounting
In January 2017, the FASB issued new guidance11 to simplify the subsequent measurement of 
goodwill by removing the second step of the goodwill impairment test. An entity that has not elected 
Accounting Standards Update No. 2014-02, Accounting for Goodwill, would perform its annual or 
interim goodwill impairment test by comparing the fair value of a reporting unit to its carrying amount. If 
the reporting unit’s carrying amount exceeds its fair value, the difference, up to the carrying amount of 
the goodwill allocated to the reporting unit, would be recognized as an impairment in goodwill.

11 FASB Accounting Standards Update No. 2017-04, Simplifying the Test for Goodwill Impairment
12 FASB Accounting Standards Update No. 2016-18, Restricted Cash
13 FASB Accounting Standards Update No. 2016-15, Classification of Certain Cash Receipts and Cash Payments

Current Requirements ASU 2017-04

Indicators of impairment at an interim date require a 
quantitative test for goodwill impairment

No change

Optional Step 0 allows qualitative assessment of whether 
it is more likely than not that goodwill is impaired (annual 
test only)

No change

Step 1 of the goodwill impairment test identified potential 
impairment

Single-step test identifies and measures impairment

Step 2 of the goodwill impairment test measures the 
impairment

Eliminated

Qualitative assessment identifies impairment for reporting 
units with zero or negative carrying amounts. When 
impairment is identified, perform Step 2 to measure the 
impairment.

Replaced. Entities must disclose the amount of goodwill 
allocated to each reporting unit with zero or negative 
carrying amounts and the related reportable segment.

The new guidance is effective for annual and interim 
periods in fiscal years beginning after December 15, 2019 
for public business entities that file with the SEC, and 
for annual and interim periods in fiscal years beginning 
after December 15, 2020 for public business entities that 
do not file with the SEC. For entities that are not public 
business entities, the new guidance will be effective 
for annual and interim periods in fiscal years beginning 
after December 15, 2021. Early adoption is permitted 
for goodwill impairment tests with measurement dates 
after January 1, 2017.

Statement of cash flows: presentation and 
classification issues 
Restricted cash presentation
In November 2016, the FASB issued new guidance12 
requiring that the statement of cash flows explain the 
change in the total of cash and cash equivalents, including 
amounts generally described as restricted cash and 
restricted cash equivalents.

When these total amounts as of the beginning or end of 
any period presented are included in more than one line 
item within the statements of financial position, companies 
should disclose the amounts and line items in which cash 

and cash equivalents, and amounts generally described as 
restricted cash or restricted cash equivalents, are reported 
in each statement of financial position presented. The new 
guidance also requires an entity to disclose the nature of 
restrictions on cash and cash equivalents.

The new guidance is effective for public business entities 
in interim and annual periods beginning after December 
15, 2017. For all other entities, it is effective for annual 
periods beginning after December 15, 2018, and interim 
periods within fiscal years beginning after December 15, 
2019. The new guidance requires retrospective application. 
Early adoption is permitted and transition disclosures are 
required in the first interim and annual period of adoption.

Classification of certain cash receipts and cash payments
The FASB issued new guidance13 addressing eight cash 
flow issues that are expected to reduce diversity in 
practice and improve financial reporting. Those issues most 
relevant to the real estate industry include:

Debt Prepayment or Extinguishment Costs. The new 
guidance states that cash payments for debt prepayment 
or extinguishment costs should be classified as cash 
outflows for financing activities.
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Settlement of Zero-coupon Bonds. The new guidance 
states that the portion of the cash payment at settlement 
attributable to the accreted interest should be classified 
as a cash outflow for operating activities. The portion of 
the cash payment attributable to the principal (i.e., original 
proceeds received) should be classified as a cash outflow 
for financing activities. At settlement, entities should 
classify the entire cash payment associated with other 
bonds issued at a discount as a cash outflow for financing 
activities. In addition to zero-coupon bonds, the scope 
of this issue includes bonds issued at a discount with an 
insignificant cash coupon.

Contingent Consideration Payments Made after a Business 
Combination. The new guidance states that cash payments 
made after a business combination for the settlement of a 
contingent consideration liability should be separated and 
classified as:

 — A cash outflow for financing activities for the portion 
of the total cash payment not to exceed the amount 
of the contingent consideration liability recognized as 
the acquisition-date fair value (including measurement 
period adjustments). This classification presumes the 
amount is not paid at the time of purchase or soon 
before or after the business combination occurred. 
Otherwise it would be classified as a cash outflow for 
investing activities.

 — A cash outflow for operating activities for the amount 
paid in excess of the amount of the contingent 
consideration liability recognized as the acquisition-date 
fair value (including measurement period adjustments).

Distributions Received from Equity Method Investees. 
The new guidance requires an accounting policy election 
to use either the cumulative-earnings approach or the 
look-through approach for all investees.

Under the cumulative-earnings approach, all distributions 
received from the investee are presumed to be returns on 
investment and classified as operating inflows. However, 
if the investor’s cumulative distributions, excluding 

distributions in prior years that were determined to be 
returns of investment, exceed the investor’s cumulative 
equity in earnings, the current period distribution up to this 
excess is considered a return of investment and classified 
as investing inflows. 

Under the look-through approach, distributions received are 
classified based on the specific facts and circumstances. 
If the entity does not have the information necessary 
to evaluate the specific facts and circumstances of 
a distribution received from an investee, it applies 
the cumulative-earnings approach to determine 
the classification.

For public business entities, the guidance is effective for 
annual periods beginning after December 15, 2017, and for 
interim periods beginning after December 15, 2017. For all 
other entities, the guidance is effective for annual periods 
beginning after December 15, 2018, and for interim periods 
beginning after December 15, 2019. Full retrospective 
transition for all eight cash flow issues is required, with a 
provision for impracticability. Early adoption is permitted; 
however, an entity must adopt all issues at the same time.

Clarifying the definition of a business
In January 2017, the FASB issued new guidance14 that 
provides a new framework for determining whether 
transactions should be accounted for as acquisitions (or 
disposals) of assets or businesses. The guidance states 
that an integrated set of activities and assets (a set) is a 
business if it has, at a minimum, an input and a substantive 
process that together contribute to the ability to create 
outputs. The guidance creates an initial screening test that 
reduces the population of a potential business before an 
entity analyzes whether there is an input and a substantive 
process in the set.

14 FASB Accounting Standards Update No. 2017-01, Clarifying the Definition of a Business
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The following is an overview of the new guidance:

Is substantially all of the fair value of the gross assets acquired concentrated in a single (group of similar) identifiable 
asset(s)?

If yes, the set is not a business. If no…..

Evaluate whether an input and a substantive process exist….

Does the set have outputs?

If yes…

The set is a business if it includes:

 — Organized workforce with skills, knowledge, or 
experience critical to continue producing outputs;

 — Process that cannot be replaced without significant 
cost, effort, or delay; or

 — Process that is considered unique or scarce.

If no…

The set is a business if it includes:

 — Employees that form an organized workforce with 
skills, knowledge, or experience to perform an 
acquired process (or group of processes) that is critical 
to the ability to create outputs; and

 — Input(s) that the workforce could develop or convert 
into outputs.

Fewer real estate transactions will qualify as business acquisitions under the new guidance than 
qualify today, but it may be difficult to determine whether assets are combined or considered similar 
in applying Step 1 as described above (also referred to as the screening test). See below for a real 
estate example that illustrates the definition.

Example
Facts

 — REIT acquires 10 single-family homes in the Washington, D.C. metro area. The acquisition includes the land, 
building, property improvements, and in-place leases.

 — Each single-family home has a different layout (e.g., floor plan, square footage, and design). The lessees are a 
similar class of customers.

 — No workforce or other assets are acquired in the transaction.

Analysis
Step 1: REIT identifies the single assets in the set and concludes that the land, building, property improvements, and 
in-place leases at each property are considered a single asset. The building and property improvements are attached 
to and cannot be physically removed and used separately from the land without incurring significant costs or reducing 
their fair value. The in-place lease intangibles for each home are required to be combined with the leased asset for 
the screening test. 

REIT concludes that the 10 homes are a group of similar assets based on the nature of the homes (single-family) 
and similar risks associated with managing this portfolio of homes. That is, the risks of operating the homes and 
managing the tenants are not significantly different. 

Because there are no other assets in the set, REIT concludes that the fair value of the gross assets acquired is 
concentrated in a group of similar identifiable assets (the 10 homes) and Step 1 is met.

Step 2 is not necessary.

Conclusion
The acquired set meets the initial screening test (Step 1). Therefore, the acquired set is not a business.
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The new guidance is effective for public business entities 
for annual and interim periods in fiscal years beginning 
after December 15, 2017. For all other entities, it is 
effective for annual periods in fiscal years beginning after 
December 15, 2018, and interim periods in fiscal years 
beginning after December 15, 2019. Entities may early 
adopt the new guidance and apply it to transactions that 
have not been reported in financial statements that have 
been issued or made available for issuance. No transition 
disclosures are required. 

Clarifying the scope of derecognition of 
nonfinancial assets
In February 2017, the FASB issued new guidance15 
that clarifies that the guidance in ASC Topic 610-20 on 
accounting for derecognition of a nonfinancial asset and 
an in-substance nonfinancial asset applies only when the 
asset (or asset group) does not meet the definition of a 
business and is not a not-for-profit entity. An in-substance 
nonfinancial asset is defined as one that is included in a 
contract or consolidated subsidiary in which substantially 
all of the fair value (excluding cash and cash equivalents) is 
concentrated in nonfinancial assets.

The new guidance applies to transfers and nonmonetary 
exchanges of interests in a subsidiary that contains only 
nonfinancial assets and in-substance nonfinancial assets 
when the seller retains a noncontrolling equity interest. 
The seller will account for the noncontrolling interest as 
noncash consideration and measure it at fair value. The 
guidance eliminates the partial profit recognition models in 
real estate and nonmonetary transactions guidance when 
a seller retains a noncontrolling interest in the transferred 
asset. A seller will recognize its full gain in earnings when 
it loses its controlling financial interest and would not 
recognize a gain in earnings when it retains a controlling 
financial interest.

Because Subtopic 610-20 applies when real estate (or 
in-substance real estate) does not meet the definition of 
a business based on the new guidance that clarifies the 
definition of a business, we believe most noncustomer real 
estate sales will fall within its scope. Additionally, sales of 
noncontrolling ownership interests accounted for under the 
equity method that are considered in-substance real estate 
under current U.S. GAAP will now be accounted for under 
transfer and servicing guidance regardless of whether the 
buyer is a customer or noncustomer.

The guidance is effective for public business entities for 
annual and interim periods in fiscal years beginning after 
December 15, 2017. For all other entities, it is effective for 
annual periods beginning after December 15, 2018, and for 
interim periods beginning after December 15, 2019.

The new guidance is effective at the same time as the 
new revenue recognition standard. An entity applies 
the guidance using a full retrospective or modified 
retrospective approach regardless of which approach 
it chooses for adopting the new revenue recognition 
standard. At adoption, an entity must apply the new 
definition of a business to determine which transactions 
are in the scope of the new guidance, regardless of the 
entity’s transition method. The earliest an entity may 
apply this guidance or the new revenue recognition 
standard is for annual and interim periods beginning after 
December 15, 2016.

Changes to hedge accounting
In August 2017, the FASB issued new guidance16 that 
changes the recognition and presentation requirements of 
hedge accounting including eliminating the requirement 
to separately measure and report hedge ineffectiveness, 
and presenting all items that affect earnings in the same 
income statement line as the hedged item.

The guidance also provides new alternatives for applying 
hedge accounting to additional hedging strategies, 
measuring the hedged item in fair value hedges of 
interest rate risk, reducing the cost and complexity of 
applying hedge accounting by easing the requirements 
for effectiveness testing, hedge documentation and 
application of the critical terms match method, and 
reducing the risk of material error corrections if a company 
applies the shortcut method inappropriately.

The new guidance is effective for public business entities 
for annual and interim periods in fiscal years beginning 
after December 15, 2018. For other entities, it is effective 
for annual periods in fiscal years beginning after December 
15, 2019, and interim periods in fiscal years beginning after 
December 15, 2020. Early adoption is permitted at any 
time. If adopted at a period other than the beginning of a 
fiscal year, cumulative effect adjustments are reflected as 
of the beginning of the fiscal year.

15  FASB Accounting Standards Update No. 2017-05, Clarifying the Scope of Asset Derecognition Guidance and Accounting for 
Partial Sales of Nonfinancial Assets

16 FASB Accounting Standards Update No. 2017-12, Targeted Improvements to Accounting for Hedging Activities
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Proposed guidance3

Improvements to nonemployee share-based 
payment accounting
In March 2017, the FASB proposed an ASU to simplify the 
accounting for share-based payments to nonemployees. 
The proposed ASU would align the accounting for 
employee and nonemployee share-based payments. 
The proposed guidance would eliminate, other than for 
attribution, the current guidance for equity-based payments 
to nonemployees. Attribution, which represents how the 
equity-based payment cost is recognized over the vesting 
period, would continue to be applied for nonemployee 
awards as if the company issuing equity had paid cash for 
the goods and/or services.

Comments the proposed ASU were due to the FASB on 
June 5 and will be considered at a future meeting.

Focusing on material and more effective disclosures
The FASB issued two exposure drafts as part of its 
Disclosure Framework project that would provide more 
flexibility and discretion for entities to provide material 
information in the notes to the financial statements. Some 
believe that disclosures described in FASB accounting 
standards must be provided even if the related information 
is not relevant, resulting in disclosure overload. Others 
believe not enough relevant information is provided. 

The Board proposed amendments to Materiality (as 
described in FASB Concepts Statement 8) that would be 
aligned with the legal concept of materiality. Under the 
proposal, the FASB would observe the U.S. Supreme 

Court definition of materiality (that can change based on 
executive, legislative, and judicial actions) for purposes 
of evaluating when disclosures should be provided. The 
U.S. Supreme Court defines a fact as material “if there is 
a substantial likelihood that the disclosure of the omitted 
fact would have been viewed by a reasonable investor 
as having significantly altered the total mix of information 
made available.” 

The proposed changes would apply to all entities and 
would be effective upon issuance. Prospective or 
retrospective application would be permitted.

Revamping income tax disclosures
As part of its broader disclosure framework project, the 
FASB proposed improvements to disclosures about 
income taxes to test the effectiveness of its proposed 
framework. The proposal aligns with the FASB’s proposed 
changes to the definition of materiality.

The proposed changes would require disaggregated 
disclosure about domestic and foreign income (loss) 
from continuing operations before income tax expense 
(benefit), income tax expense (benefit) from continuing 
operations, and income taxes paid. The FASB believes that 
disaggregated disclosure would help financial statement 
users better assess an entity’s expected future cash flows.
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