
 
 

See Appendix A-1 for Analyst Certification, Important Disclosures and non-US research analyst disclosures. 
Citi Research is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its research reports. As a 
result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only 
a single factor in making their investment decision. Certain products (not inconsistent with the author's published research) are available only on Citi's portals.  
 

 

  

30 Sep 2016 14:30:53 ET │ 7 pages     REITs 
North America 

 

 Mysterious Ways 
Alert: Clarity Around the SEC’s Pro Rata Share Disclosure Rules 
 

 The Publication of “Pro Rata” Financial Statements is No Longer Allowed ― 
Statements made by a member of the SEC’s Real Estate Group within the 
Corporate Finance division at a NAREIT conference earlier this week regarding the 
elimination of pro rata financial statements and other pro rata disclosure from 
supplemental packages caused an uproar among many REIT financial officers and 
members of the investment community. The issue relates not only to the elimination 
of this crucial disclosure that allows the investment community greater 
transparency into REIT performance (especially those with JVs and funds), but that 
the SEC is planning to enforce these rules with comment letters following Q3 
earnings starting in the next few weeks. In follow-up, we’ve had several 
conversations with contacts at NAREIT, the SEC, and Goodwin Procter to better 
understand the new rules and offer our thoughts, potential solutions and need for 
more time to enforce. Following those conversations and a communication issued 
by NAREIT today, there is at least a short term solution to at least have the pro rata 
information in – just not totaled.  That said, there will likely be items that evolve, and 
further discussions / stakeholder engagement will be necessary to not eliminate key 
information. We provide our thoughts and clarity around the guidance herein. 

 Some Background on the SEC’s Guidelines ― In May 2016, the SEC’s Division 
of Corporation Finance issued updated Compliance & Disclosure Interpretations 
(C&DIs) regarding the use of non-GAAP financial measures and prominence 
requirements. These changes came from the Corporate Finance Division’s Office of 
the Chief Accountant – so the guidelines are SEC-wide and apply to all companies, 
not just REITs. Many REITs made changes to Q2 disclosure to comply, based on 
their interpretation of the guidance. This week, the further clarification around the 
C&DI was provided, extending to the elimination of pro rata financial statements. 
The SEC’s primary concern with the presentation of these statements is the 
combination of consolidated GAAP information with non-GAAP pro rata adjustments 
– i.e. an income statement and/or balance sheet showing the total sum by line item 
(the combination of consolidated, minus non-controlling interest in consolidated, 
plus REIT share of unconsolidated). For REITs that disclose a full pro rata financial 
statement (ex: SPG, GGP, MAC, KIM, PLD, DLR, AKR, DDR and many others that 
have pro rata info), the primary issue is the showing the sum total of all. The 
concern surrounds the lack of control over JV assets, hence the equity method.  We 
disagree with the elimination of this info, as it is critical to REIT analysis.   

 Near Term Solution ― While we voiced our displeasure with the decision, having 
come from the highest levels of the commission (not from the Real Estate group) it’s 
not likely to be overturned anytime soon without significant discussions from 
financial statement users, preparers and creators.  For now, based on NAREIT’s 
memo – it appears at least the information can be included – just not totaled. See 
further thoughts and details herein.   
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 Near Term Solution (continued) ― NAREIT responded with further clarification, 

suggesting that while the combination of GAAP and non-GAAP information cannot 
be presented as combined in the supplemental, that REITs can (on separate pages) 
provide the components for users to do the calculations themselves. For example, 
the consolidated GAAP income statement and balance sheets must stand alone, as 
always. Any presentation of non-controlling interest or pro rata share of JV 
adjustments can be presented by line item, but must be on a separate page and 
cannot be combined with the GAAP line items anywhere in the supplemental. So 
REITs are allowed to have separate pages showing a full JV IS and BS on a pro 
rata basis – the info cannot be presented alongside the GAAP financial statements. 
This allows financial statement users to do the pro rata math themselves by line 
item, which (while more work for us) is better than not having the information at all.  

 Beyond Financial Statements – Clarity, but Still Some Questions ― In addition 
to financial statement disclosure, this guidance also applies to any “combined” pro 
rata disclosure anywhere in the supplemental. For ex, the disclosure of a total pro 
rata debt number is not allowed – REITs can show total cons. debt in accordance 
with GAAP, but then any minority interest or JV share adjustments must be 
presented on a different page, and the “share of total debt” must not be disclosed at 
all. At the asset level, however, share of debt should be ok. Pretty much the rule of 
thumb is that non-GAAP pro rata adjustments can be disclosed, but that adjustment 
cannot be shown alongside or combined with a GAAP IS or BS line item. Here’s 
where it gets fuzzy: Occupancy, ABR and releasing spreads are often shown on a 
pro rata basis – it’s unclear whether the rules would apply there. SS NOI is not a 
GAAP number, but it’s unclear if showing this on a pro rata basis is allowed. Net 
debt to EBITDA is also often provided on a pro rata basis – rightly so in our view 
given the tendency for higher leverage among JV assets – these types of ratios will 
not likely be allowed to be shown on a pro rata basis. Companies can provide the 
pieces for investors to get there themselves, but not likely the pro rata ratio. We 
asked many of these questions to the SEC, and we expect they will revisit and 
provide further clarity and guidelines around these and other performance metrics 
and non-GAAP disclosure in the coming months. 

 What About FFO and Calls? ―These pro rata disclosure rules do not apply to the 
reconciliations to FFO. According to the SEC, REITs’ pro rata adjustments (i.e. pro 
rata D&A) in reconciling to “NAREIT FFO” are allowed to be presented as before. 
Additionally, for now at least, pro rata adjustments made in reconciling to “Core 
FFO” (i.e. pro rata debt extinguishment charges) are also allowed. It would appear 
that these rules do not apply to quarterly earnings calls. REITs are still allowed to 
discuss pro rata numbers as before – i.e. pro rata debt and EBITDA.  

 The Implications of a Comment Letter ― If the SEC finds that a company’s 
disclosure is not compliant with SEC rules and guidelines including the most recent 
C&DI, it can issue a “comment letter” asking for added, changed, or removal of 
disclosure. There is then correspondence between the company and the SEC staff 
until the issue is resolved. It’s our understanding after speaking with the SEC and 
Goodwin Proctor, that an outstanding comment letter relating to supplemental 
disclosure would not inhibit a REIT’s ability to issue debt or equity under a shelf, 
given that REITs are accelerated filers and the 8-K supplemental furnished to the 
SEC is not incorporated into the S3 registration document (unlike the 10Q or 10K). 
The company’s council may question whether it’s a good idea to issue while a 
comment letter is still outstanding, but there’s no restriction. The process would be a 
request for how the company plans to revise its disclosure under the new guidance 
– so in the case of a comment letter received following Q3 results, the SEC will not 
likely ask a company to revise its Q3 disclosure, but explain how the disclosure will 
change with Q4 results. Notably, these new rules apply whether or not a REIT 
furnishes its supplemental as an 8K with the SEC. 
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Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision 
Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available to ‘wholesale clients’ only as 
defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 
240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments 
Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is 
regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-
74200.  The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated 
by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank 
NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng 
Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by 
Komisja Nadzoru Finansowego.  Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made available in the 
Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the general 
banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service 
for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this 
report within the territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of 
the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka 
Street, 125047 Moscow.  The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets 
services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, 
Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are 
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup 
Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. 
Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this 
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 
289).  This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent 
research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you 
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as 
defined under the Securities and Futures Act (Cap. 289).   Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company 
registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is 
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The investments and services 
contained herein are not available to private customers in South Africa.  The Product is made available in the Republic of China through Citigroup Global 
Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) 
Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable 
laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory 
Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third 
parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic 
of China, neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of 
the securities in the Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale 
of a security or financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public 
information on such security or the financial products or any registered prospectus.  The Product is made available in Thailand through Citicorp Securities 
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand.  399 Interchange 21 Building, 18th Floor, Sukhumvit Road, 
Klongtoey Nua, Wattana ,Bangkok 10110, Thailand.  The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets 
Board.  Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the "Materials") are 
communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and 
licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied 
upon or distributed to Retail Clients. A distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector 
covered is made available on request.  Financial products and/or services to which the Materials relate will only be made available to Professional Clients 
and Market Counterparties.  The Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised by the Prudential 
Regulation Authority (“PRA”) and regulated by the Financial Conduct Authority (“FCA”) and the PRA.  This material may relate to investments or services of 
a person outside of the UK or to other matters which are not authorised by the PRA nor regulated by the FCA and the PRA and further details as to where 
this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The 
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and 
Exchange Commission. 388 Greenwich Street, New York, NY 10013.   Unless specified to the contrary, within EU Member States, the Product is made 
available by Citigroup Global Markets Limited, which is authorised by the PRA and regulated by the FCA and the PRA.  
The Product is not to be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.  
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get 
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount 
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject 
to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, 
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the 
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 
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Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes the Firm’s estimates, data 
from company reports and feeds from Thomson Reuters. The printed and printable version of the research report may not include all the information (e.g., 
certain financial summary information and comparable company data) that is linked to the online version available on the Firm's proprietary electronic 
distribution platforms. 
© 2016 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service 
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. The research data in this report is not intended 
to be used for the purpose of (a) determining the price or amounts due in respect of one or more financial products or instruments and/or (b) measuring or 
comparing the performance of a financial product or a portfolio of financial instruments, and any such use is strictly prohibited without the prior written 
consent of Citi Research. Any unauthorized use, duplication, redistribution or disclosure of this report (the “Product”), including, but not limited to, 
redistribution of the Product by electronic mail, posting of the Product on a website or page, and/or providing to a third party a link to the Product, is 
prohibited by law and will result in prosecution. The information contained in the Product is intended solely for the recipient and may not be further distributed 
by the recipient to any third party. Where included in this report, MSCI sourced information is the exclusive property of Morgan Stanley Capital International 
Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, redisseminated or 
used to create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the entire risk of any use 
made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim 
all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting 
any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any 
liability for any damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. The 
Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Except to 
the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the 
Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data 
and information contained therein. Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your 
convenience and information and the content of the linked site does not in any way form part of this document. Accessing such website or following such link 
through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such 
referenced website. 
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST  
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