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Effective Date 
 
 The provisions of this Practice Guideline become effective on April 16, 2018. 
 
Affected REITs 
 
 This Practice Guideline is applicable to all publicly registered, non-listed real estate 
investment trusts (“NL REITs”). This Practice Guideline is not intended to be applicable to 
exchange traded real estate investment trusts.  
 
 
Introduction & Purpose 
 
 
 The REIT Committee of the Institute for Portfolio Alternatives (“IPA”) believes that 
uniformity, consistency and transparency in financial reporting among member companies is an 
essential component in the evolution and growth of the NL REIT industry and in providing the 
highest quality information to securities analysts, broker-dealer due diligence officers, investment 
advisors, and investors (collectively, “Stakeholders”). A fundamental component of such 
information relates to the evaluation of investment performance of NL REIT securities, individual 
NL REITs and the track record of investment offerings by NL REIT sponsors  
  

This Practice Guideline is the result of deliberations by the Financial Standards 
Subcommittee of the IPA Non-Listed REIT Committee (the “FSS”) in consultation with the Due 
Diligence Committee, Legal and Regulatory Committee and the Broker-Dealer Advocacy 
Committee of the IPA, and after consideration of comments received from the IPA membership. 
Members of the IPA Non-Listed REIT Committee sponsor NL REITs and account for in excess of 
85% of all investment funds raised by NL REITs since the year 2000. Members of the Due 
Diligence Committee represent or provide independent due diligence services to over one hundred 
broker-dealer organizations involved in the sale and monitoring of NL REIT investments. Members 
of the Legal and Regulatory Committee include many of the most active, nationally recognized 
legal practitioners in the real estate securities industry. Members of the Broker-Dealer Advocacy 
Committee represent broker-dealer organizations engaged in the sale and monitoring of NL REIT 
investment securities. This Practice Guideline was approved by each of the aforementioned IPA 
Committees and received final approval of the Board of Directors of the Institute for Portfolio 
Alternatives on April 16, 2018.  
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This Practice Guideline is intended to provide guidance to NL REIT management teams, 
advisors, and boards of directors with respect to the calculation and reporting of investment 
performance on a per-share basis for operational NL REITs and those which have experienced a 
liquidity event. The IPA intends to issue in the future a supplemental guideline related to the 
measurement and reporting of investment performance on a company level.  

 
Although this Practice Guideline is intended to provide uniformity and comparability to 

the reporting of investment performance, it recognizes that a mandatory and inflexible set of rules 
may not be applicable in all situations. Therefore, while the IPA recommends application of this 
Practice Guideline for all NL REITs, a specific company may present unusual circumstances and 
structures which lie outside of the guidance provided in this Practice Guideline. In such situations, 
the implementation of this Practice Guideline is left to the business judgment of the management, 
advisor and board of directors of each NL REIT consonant with the underlying principles of this 
Practice Guideline. Nothing in this Practice Guideline is intended or shall be construed to impose: 
(i) any legal or regulatory obligation to follow this Practice Guideline; or (ii) any liability under 
any securities laws or regulations or otherwise for failure to do so. NL REIT management teams, 
advisors and boards of directors should consult their individual legal and accounting professionals 
concerning specific implementation of this Practice Guideline and conformity of such 
implementation with securities laws and regulations and accounting standards. 

 
This Practice Guideline is not intended to, and does not, constitute legal or tax advice to 

any person or organization, nor does the IPA represent that this Practice Guideline has been 
approved by the Securities and Exchange Commission (“SEC”), the Financial Industry Regulatory 
Association, Inc. (“FINRA”), the Internal Revenue Service (“IRS”), the Financial Accounting 
Standards Board (“FASB”), the International Accounting Standards Board (“IASB”), the 
Department of Labor (“DOL”), the North American Securities Administrators Association 
(“NASAA”), or any other governmental, regulatory or self-regulatory organization for the purpose 
of fulfilling regulatory reporting requirements or guidelines. The management teams of NL REITs 
and their Stakeholders should consult their own legal, accounting and tax advisors in connection 
with the use of this Practice Guideline. 

  
 

Background 
 
 The determination of investment performance for any security requires data relating to the 
amount and timing of initial investment, cash distributions/dividends received by the stockholder 
during the holding period, and the value of the investment as of the end of the measurement period. 
NL REITs present unique challenges in connection with the uniform collection and processing of 
such data, particularly at the company level. These challenges derive primarily from the nature of 
NL REITs as start-up enterprises which raise capital and assemble portfolios over an extended time 
period, may undertake liquidity events which can involve protracted periods before complete 
liquidity or full value realization is achieved, and the fact that NL REIT ownership interests are not 
listed for trading on any formal exchange or included in formal quotation systems which represent 
active markets. Therefore, Stakeholders seeking valuation data with which to measure investment 
performance cannot do so through reference to quotations and trading prices in active markets but 
rather must obtain such valuation data based upon mechanisms other than trading market forces. In 
addition, NL REITs present certain unique valuation challenges during the time that they are start-
up enterprises, with initial public offerings usually in the form of blind pools which may require an 
extended period of time to fully assemble their investment portfolios and achieve stabilized 
operations. Finally, the introduction of multi-share class NL REITs and differences between NL 
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REIT distribution cost structures and those of other retail investments presents issues of 
comparability which must be appropriately addressed in any performance standard.  
  

 
The IPA recognizes the imperative to promulgate guidelines which will result in 

investment performance information which is transparent, uniform and consistent with the 
methodologies in common use today to assess investment performance. The reason: Since their 
emergence 200 investment in NL REITs has come to represent an important source of capital for 
the real estate industry. Since that time NL REITs have raised over $140 billion of equity capital 
and represent approximately 28% of all equity fundraising by publicly registered REITs both traded 
and non-traded. At the same time, these offerings have changed significantly in terms of size, length 
of the offering periods, availability of multi-share class offerings, use of follow-on offerings, 
frequency of valuations, liquidity provisions, and other attributes relative to the real estate 
partnerships of the 1990s. In addition, the evolution of brokerage and registered investment advisor 
services and their particular perspectives with respect to securities valuations, account statement 
reporting, and the presentation of client investment performance results, hold implications for the 
growth of distribution channels available for NL REITs. These changes and the proliferation of 
sponsors and investment programs present an increasing need for the industry to provide uniform 
and consistent comparative performance data and information. 

 
In April 2013 the IPA took a major step toward facilitating the generation of comparable 

investment performance assessments with the release of Institute for Portfolio Alternatives Practice 
Guideline 2013-01: Valuations of Publicly Registered Non-Listed REITs (“IPA Valuation 
Guideline”).  This guideline established for the first time in the NL REIT industry a uniform basis 
of valuation, definitions and methodologies for net asset value (“NAV”) determinations, a defined 
process to enhance the independence of valuations, standards regarding the frequency and timing 
of valuations, and expanded reporting and disclosure recommendations. Many of the 
recommendations of the IPA Valuation Guideline were subsequently incorporated by FINRA into 
NASD Rule 2340 and FINRA Rule 2310 relating to client account statement reporting and member 
firm participation in the offering of DPP and NL REIT securities. The amendments to NASD Rule 
2340 and FINRA Rule 2310 were approved by the SEC in October 2014 and became effective in 
April 2016. These new requirements for account statement reporting have resulted in valuation data 
being available to NL REIT stockholders significantly sooner than in the past (no later than two 
years and 150 days after the breaking of escrow). 

  
 The above factors all suggest that uniformity and transparency of the data, metrics and 
methodologies used to present the investment performance of NL REITs are of paramount 
importance to the quality of information provided to Stakeholders, the quality of investor and 
financial advisor decision-making, and the growth of confidence in the NL REIT industry. 
 
 

OBJECTIVES OF THIS PRACTICE GUIDELINE 
 

This Practice Guideline is designed to accomplish the following goals: 
 
• Promote improved uniformity and consistency in the determination and reporting of per 

share investment performance by  NL REITs; 
• Establish standards and best practices with respect to the performance metrics reported and 

the calculation of such metrics; 
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• Enhance the disclosure of investment performance and of the methodology used to develop 
per-share performance data; 

• Enhance public confidence in the NL REIT industry by improving the transparency of 
performance reporting by NL REITs and their sponsors; 

• Assist securities analysts, broker-dealers and registered investment advisors who require 
reliable and comparable information for client account servicing, due diligence reviews, 
and ongoing monitoring of investment performance; and 

• Enable the provision of comparable investment performance measurement both during the 
operating period of NL REITs and upon consummation of any final full-cycle liquidity 
event. 

 
 

BACKGROUND ON PRACTICE GUIDELINE DEVELOPMENT 
 

 The provisions of this Practice Guideline are a result of extensive reviews by the FSS of 
accounting, performance reporting and valuation standards for pooled investments in general, and 
real estate investments in particular. In connection with its work to establish performance standards 
for NL REITs, the FSS reviewed the following standards and practices in the investment 
management and real estate industry: 
 

• Generally Accepted Accounting Principles (GAAP) established by FASB; 
• Global Investment Performance Standards (GIPS) promulgated by the CFA 

Institute; 
• Real Estate Information Standards (REIS) promulgated by the National Council 

of Real Estate Investment Fiduciaries (NCREIF) and the Pension Real Estate 
Association (PREA);  

• IPA Valuation Guideline; and 
• Performance measurement and reporting by the mutual fund and investment 

company industry. 
 

In addition, the FSS reviewed various metrics and methodologies utilized in the investment 
industry to create performance indices or other uniform measures of investment performance. Such 
reviews included the methodologies underlying the MSCI REIT Index, the S&P 500 Index, 
Morningstar Investor Return measures, and various measures used by major investment companies.  

 
 Although these resources informed the creation of this Practice Guideline, the unique 
attributes of NL REITs and their varied methods and structures for providing liquidity dictate 
guideline provisions which, while generally consistent with the goals and methodologies of the 
aforementioned resources, address appropriately these unique attributes.  
  
 The provisions of this Practice Guideline address investment performance measurement at 
the per-share level and are intended to measure performance from the perspective of the financial 
returns (realized and unrealized) received by stockholders of the NL REIT. This Practice Guideline 
is not intended to address investment performance at the property level, portfolio level, aggregate 
share class level, or company level, or measurements of relative risk and risk adjusted returns. In 
addition, this Practice Guideline is not intended to measure the overall investment performance of 
asset managers or advisors, either at the individual company level or on a composite basis over 
multiple investment product offerings. The IPA intends to issue in the future a supplemental 
guideline related to the measurement and reporting of investment performance on a company level.  
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PRACTICE GUIDELINE OVERVIEW 
 

This Practice Guideline provides recommendations relating to the determination and 
promulgation of investment performance information primarily on a per-share basis for NL REITs 
and is organized as follows:  

 
Section: 

1. Per Share Investment Performance of Operational NL REITs 
2. Per Share Investment Performance of NL REITs Following Liquidity 

Events 
  

Within each of these sections, the Practice Guideline provides direction 
regarding: 

• recommended performance measures; 
• definitions and guidance relating the calculation methodology 

for each measure; 
• the metrics to be used; and 
• any special considerations 

 
3. Recommended Supplemental Disclosures Relating to Risk 
4. Input Data Sources and Standards 
5. Initiation, Timing and Frequency of Performance Reporting 
6. Reporting of Performance and Recommended Disclosures 
7. Accessibility of Non-Public Performance Information for Broker-Dealer 

Confidential Use in Connection with Due Diligence 
8. Timing of Implementation 
 

The following paragraphs provide the specific guidelines with respect to each of these 
areas.  

 
 

1. PER-SHARE INVESTMENT PERFORMANCE OF  
OPERATIONAL NL REITs 

 
1.A. Performance Measures 
 

Guideline: The IPA recommends that the investment performance measures described 
below be developed and reported during the operational period of NL REITs. These performance 
measures relate to per-share level performance (as opposed to individual asset, portfolio, aggregate 
share class, or company level performance) and measure performance from the perspective of the 
financial returns (realized and unrealized) received by stockholders in the NL REIT.  
 
 The recommended investment performance measures are: 
  

• Period Specific Per Share Return 
o Average Annual Return Over One, Three, and Five Year Periods 

(or more extended periods for longer-life NL REITs) 
   

• Since Inception Per Share Return 
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o Average Annual Return 
o Cumulative Total Return 

These measures may have multiple bases as described herein to reflect: (i) performance 
with and without Sales Charges, as defined herein; and (ii) performance with and without 
distribution reinvestment. The IPA recommends that performance measures with distribution 
reinvestment be the primary metric disclosed, and performance measures without distribution 
reinvestment be disclosed on a supplemental basis at the option of the NL REIT. 
 
1.B. Definitions and Calculation Methodologies 
 

1.B.i. Period Specific Per Share Return Measures – These measures show compound 
average annual return per share for one-year, three-year and five-year periods (or more extended 
periods for longer-life NL REITs), ending on the most recent date of NAV determination. This 
Practice Guideline focuses on annual periods in conformity with the frequency of determinations 
of NAV recommended in the IPA Valuation Guideline.  However, shorter computational periods 
(e.g. quarterly or stub periods) may be used provided NAV’s conforming to the requirements herein 
are determined at the end of each such period.   

 
Commencement: The IPA recommends that the initial calculation of Period Specific Per 

Share Return Measures be performed with an “as of” date consistent with the “as of” date of the 
NL REIT’s first determination of its year-end NAV, that such calculation be performed and 
reported no later than 120 days following the “as of” date of the first year-end NAV determination, 
and that performance measures be calculated and reported annually for each calendar year 
thereafter, or if net assets values are available more frequently, on a calendar quarter basis 
thereafter. NL REITs which perform quarterly NAV determinations  prior to their first year-end 
NAV may commence reporting Period Specific Per Share Return Measures conforming to the 
requirements herein prior to the dates cited above but in no event later than 120 days following the 
“as of” date of the first year-end NAV determination.  (The determination of investment 
performance from inception through a reporting period is discussed in a separate section below.)  

 
Process: The two-step process to determine Period Specific Per Share Return is as follows: 

 
Step 1 – Determine the Per Share Total Return for the period to be included in the 

performance measure (e.g. one year, three year, five year) using the following formula: 
 

Per Share Rp = ENAVps – BNAVps + Dps  
         BNAVps 
 

where  Rp       = Return for the period 
    ENAVps  = NAV Per Share at end of the period 

BNAVps  = NAV Per Share at beginning of the period, or in the 
event returns are being calculated at a time when 
there had not yet been a NAV determination at the 
beginning of the period,  the Net Investment 
amount as defined and determined in conformity 
with the requirements of NASD Rule 2340.  

    Dps      = Distributions Per Share during the period 
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When Period Specific Per Share Returns are being calculated “With Distribution Reinvestment” 
then the above formula should be adjusted to eliminate the Dps factors and determine the ENAVps 
as the ending value of one original share multiplied by the sum of (a) one share plus (b) all shares 
or fractional shares acquired through a distribution reinvestment plan (“DRIP”) during the period 
in connection with the original share. When distributions are made in shares in lieu of cash, the 
value of such distributions recorded on the NL REIT’s audited financial statements should be used 
as the amount of the distribution. If no valuation is provided in the financial statements, then the 
average of the ENAVps and BNAVps may be used. 

 
Step 2 – Determine the Per Share Average Annual Return for the period. Link 

geometrically the (annual/quarterly) periodic returns and compute the compound periodic growth 
rate during the performance period using the following formula: 
 
 
       Per Share Compound Annual Return = 

 {(1+R1)*(1+R2)*(1+R3)*....(1+Rn)]^(1/n)}-1  
 

where Rn = Per share return in the nth period  
   n = Number of periods included in the determination 

        of compound return 
 

The frequency of compounding should be disclosed and should conform to the frequency with 
which the NL REIT makes regular cash distributions to investors (i.e. NL REITs with a quarterly 
distribution policy should compound quarterly and then convert to a compound annual equivalent; 
NL REITs with a monthly distribution policy should compound monthly and then convert to a 
compound annual equivalent). In all cases the final period return should include the change in NAV 
which occurred between the beginning and end of the period of performance determination.  

 
Exhibits A1, A2 and B to this Practice Guideline provide numerical examples of the 

determination of Period Specific Per Share Returns both with and without distribution 
reinvestment.  
 
 Metric: Period Specific Per Share Returns should be expressed as a percentage of the 
beginning period value. 
 

1.B.ii. Since Inception Per Share Return Measures – Since Inception Per Share Return 
measures should include both an average annual return and a cumulative total return since 
inception.  

 
Commencement: The IPA recommends that the calculation of Since Inception Per Share 

Return Measures commence no later than at the time of the NL REIT’s first determination of year-
end NAV.  

 
Process: Since Inception Per Share Returns should be calculated consistent with the 

methodology used to calculate Period Specific Per Share Return, subject to the observations cited 
below.  

 
Three complicating factors can impact the determination of Since Inception Returns for 

NL REITs: (i) the capital formation period for NL REITs can extend for two or more years during 
which time the per share offering price may change; (ii) net asset valuations are not required to be 
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disclosed until two years and 150 days after the breaking of initial escrow; and (iii) the 
determination is likely to include a partial period (e.g. a period less than a full year).  

 
As a result, a representative Since Inception Per Share Return must address: (a) the timing 

of investment cash flows during the initial period of capital raising prior to the determination of 
NAVs; (b) the beginning valuation to be used in place of a NAV at inception; and (c) partial period 
calculations. Each of the considerations is discussed below. 

 
(a) Timing of Investment Cash Flows During the Initial Offering Period Prior to  NAV 
Determination:   
 
Per Share returns vary for investors in the NL REIT depending on: (i) the share class (where 
the NL REIT offers multiple share classes); (ii) the date of admission of each stockholder; and 
(iii) the price paid per share at the time of the investment.  
 
The IPA recommends the following protocols: 

 
(i) Multiple Share Classes – Per Share Returns should be calculated separately for 
each distinct share class. 
 
(ii)  Multiple Share Prices For A Specific Share Class – When the public offering price 
of shares of any specific share class are re-priced during the period during which returns 
are being determined Per Share Returns should be calculated and disclosed separately for 
each price tranche, with the exception of NL REITs which re-price daily or monthly and 
offer securities continuously (“NAV REITs”).    

 
(iii)  Multiple Admission Dates – Since Inception Per Share Return Measures for any 
class of shares which have been offered and subscribed to over an extended offering period 
vary depending on the date of admission. Therefore, Since Inception Per Share Return may, 
at the discretion of the NL REIT, be presented not only based on the initial admitted 
stockholder in the primary offering of the share class but also on a supplemental basis on 
the last admitted stockholder in the share class (excluding subsequent DRIP investment), 
provided the return for the initial admitted stockholder be the primary and predominant 
disclosure. 
 
Note:  Section 2.B.iii.(a) of this Practice Guideline provides a methodology for determining 
full-cycle investment performance using a representative start date reflecting the average 
period of time of share class investment based on the timing of stockholder purchases of 
the share class (the “Average Start Date”). This methodology may also be used, at the 
discretion of the NL REIT, to determine “Representative” Since Inception Per Share 
Returns.  

 
(b) Valuation At Inception:  The valuation at inception (“Valuation at Inception”), or the proxy 
for beginning NAV, may be determined both including any selling commissions, dealer-
manager fees and issuer offering and organization expenses (“With Sales Charges”) and  
excluding such distribution fees and expenses (“Without Sales Charges”).  Per Share 
Investment Without Sales Charges is intended to reflect the per share Net Investment amount 
reported in the issuer’s periodic filings with the SEC and on customer account statements in 
accordance with the definition of Net Investment set forth in NASD Rule 2340. 
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This Practice Guideline recommends the use of Since Inception Per Share Return Measures 
Without Sales Charges, supplemented with the presentation of such measures on a With Sales 
Charges basis. This recommendation is based on the fact that NL REITs are illiquid 
investments with typical holding periods of five or more years, or in the case of NAV REITs, 
indeterminate holding periods. Therefore, investment decisions to purchase NL REIT shares 
are made with the expectation that the front-end distribution charges are defraying the cost of 
an investment over a long-term holding period. In addition, the distribution costs incurred by 
investors in an NL REIT can vary based on a variety of factors such as: (i) breakpoint volume 
purchase discounts; (ii) the distribution channel through which the investment is made (e.g. 
fee-based advisory accounts vs. commission based accounts); and (iii) the particular share class 
purchased in a multi-share class NL REIT. Providing Period Specific and Since Inception Per 
Share Returns on a Without Sales Charges basis enables the analysis of investment 
performance independent of the distribution cost variables and therefore provides a more 
comparable assessment of investment performance among alternative NL REIT products and 
between NL REITs and other investments independent of the distribution cost structure 
selected.     
 
(c) Partial Period Considerations – If the period being measured includes a partial year then the 
appropriate adjustment to conform the period to the frequency of compounding should be 
utilized.  

 
Exhibits A1, A2 and B to this Practice Guideline provide numerical examples and formulas 

of the determination of Since Inception Per Share Returns both with and without distribution 
reinvestment. 

 
Metric: Since Inception Per Share Returns should be expressed as a percentage of the 

Valuation At Inception. In addition, Since Inception Per Share Cumulative Total Return may be 
expressed both as a percentage of Valuation At Inception and as a total dollar amount per specified 
dollar investment amount (e.g. per dollar invested, per $1,000 invested, etc.). 

  
1.C. Special Considerations   
 

The IPA may issue interpretive guidance from time to time as needed relating to the 
implementation of these Practice Guidelines in situations which present unusual circumstances.  

 
 
 
1.D.  Example Presentation of Operational Performance Measures 
 
 

The table below shows an example presentation of operation stage NL REIT performance 
assuming the NL REIT has two share classes, has re-priced its offering during the performance 
period, has chosen to show all returns solely for first stockholders (and not also for last or 
“Representative” investors), and all distributions have been reinvested. As noted above, NAV 
REITs would report performance of each share class without separate price tranches.   
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Per Share Investment Performance for XYZ REIT 
With Distribution Reinvestment 

 
 Return 

 With Sales Charges1 
 Return 

 Without Sales Charges1 

 Since Inception:  Since Inception: 
Share Class/ 
Investment 
With Sales 
Charges 

Average 
Annual 
Return 

Cumulative 
Total 

Return 

Share Class/  
Investment 

Without 
Sales 

Charges 

Average 
Annual 
Return 

Cumulative 
Total 

Return 

CLASS A   CLASS A   
$10.00 ___% ___% $8.90 ___% ___% 
$10.50 ___% ___% $9.35 ___% ___% 

 
CLASS T   CLASS T   

$9.35 ___% ___% $8.88 ___% ___% 
$9.82 ___% ___% $9.33 ___% ___% 
 

 
Per Share Periodic Return  

With Distribution Reinvestment 
 

 
 

Share Class 

1-Year 
Average Annual 

Return 

3-Year 
Average Annual 

Return 

5-Year 
Average Annual 

Return 
 
CLASS A    

    
CLASS T    

 
(1) Investment Without Sales Charges excludes front-end selling commissions, dealer-manager fees and 

issuer offering and organizational expenses in conformity with the definition of Net Investment set forth in 
NASD Rule 2340. 

Note: Since Inception Returns are based on returns to the first group of stockholders admitted to the NL 
REIT at the offering price indicated. For the Class A $10.00 Offering, such first stockholders were admitted 
on [date]; for the Class A $10.50 Offering such first stockholders were admitted on [date]; for the Class T 
$9.35 Offering, such first stockholders were admitted on [date]; for the Class T $9.82 Offering such first 
stockholders were admitted on [date].  

Per Share Periodic Return is based on distributions received or reinvested and the change in the per 
share net asset value during the time period indicated. Where the time period commences during the offering 
period, the change in per share net asset value is based on a starting value equal to Net Investment as defined 
in NASD Rule 2340. 
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2. PER SHARE INVESTMENT PERFORMANCE OF NL REITs  

FOLLOWING LIQUIDITY EVENTS 
 
 
2.A. Performance Measures 
 

Guideline: The IPA recommends that the following performance measures be developed 
following the execution of a liquidity event for NL REITs. These measures would be reported by 
the NL REIT if it remains a public reporting company following the liquidity event, and if it does 
not, should be made available by the NL REIT’s sponsor or advisor. These performance measures 
relate to per share level performance (as opposed to individual asset, portfolio, aggregate share 
class or fund level performance) and measure performance from the perspective of the totality of 
financial returns realized by investors in the fund.  
 
 The recommended performance measures are: 
  

• Full Cycle Per Share Return 
o Average Annual Return  
o Total  Return 

• Full Cycle Internal Rate of Return  
  

Certain of these measures may have multiple bases as described herein to reflect: (i) 
investment performance with and without Sales Charges; and (ii) investment performance with and 
without distribution reinvestment.  

 
Note: These measures may also be developed and reported, at the discretion of the NL 

REIT, at the aggregate company and aggregate share class level, as noted herein. 
 
 
2.B. Definitions and Calculation Methodologies 

 
2.B.i. Full Cycle Per Share Average Annual Return – The IPA recommends that the 

calculation of Full Cycle Per Share Average Annual Return be performed on a per share basis for 
each share class and, within a particular share class, for each distinct offering price tranche. As 
noted in the prior section, NAV REITs would not be deemed to have multiple price tranches within 
any particular share class. 

 
Process: In each case the methodology is identical to the methodology described above for 

the operational period Since Inception Per Share Returns except that the full cycle return will 
include the value per share received by the stockholder upon consummation of the liquidity event, 
referred to as the “liquidating distribution.” (See Section 2.C regarding Special Considerations in 
the determination of the value of final liquidating distributions.) As with the return metrics for 
operational NL REITs, Full Cycle Per Share Average Annual Return may be determined both with 
and without  distribution reinvestment.  

 
  Consistent with the performance measures determined during the operational period of the 
NL REIT, the IPA recommends that these per share measures be determined for each distinct share 
class, and within a share class based on the initial admitted stockholder in the primary offering of 
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the share class.  At the discretion of the NL REIT such measures may also be determined based on 
the last admitted stockholder in the share class (excluding subsequent DRIP investment) or the 
Average Start Date for such share class as described below, provided the return for the initial 
admitted stockholder be the primary and predominant disclosure.    
 
 Metric: Full Cycle Per Share Average Annual Return should be expressed as a percentage 
of Investment With Sales Charges and Investment Without Sales Charges. 
  
 2.B.ii. Total Return -- The IPA recommends that the calculation of Total Return be 
performed on a per share basis within any given share class, and on a supplemental basis, at the 
discretion of the NL REIT’s management, on an aggregate company basis and an aggregate share 
class basis for multi-share class NL REITs.  The IPA recommends that Total Return only be 
disclosed in conjunction with, and supplemental to, the disclosure of Full Cycle Per Share Average 
Annual Return or Full Cycle Internal Rate of Return. 
 
 
Process: The following paragraphs describe the process for calculating Total Return on a per share 
basis. Exhibit C to this Practice Guideline provides the methodology for determination of Total 
Return on a share class and aggregate company basis. 
 

(a)  Per Share Total Return -- Per Share Total Return relates the total cumulative cash 
distributions received per share in a particular share class to the original investment per 
share for that share class. Per Share Total Return determinations require separate 
calculations for each offering price tranche of a share class. The formula for Per Share 
Total Return is as follows: 

 
 

Per Share Total Return =  TCDip + LPip       
                           TCCip 

where 
 

TCDip     = total cumulative cash distributions received per class i 
share purchased at offering price p (excludes distributions 
reinvested via a DRIP) 

   LPip      = any non-cash consideration received per share of class i 
Shares purchased at offering price p in connection with a 
liquidation event 

   TCCip    =   investor capital contribution per class i share 
purchased at offering price p 

  
Per Share Total Return may be calculated assuming no distribution reinvestment or full 
distribution reinvestment. To calculate the Per Share Total Return assuming full 
distribution reinvestment, the “per share” returns would exclude all cash distributions 
which are reinvested in additional shares but would include the liquidating distribution paid 
on all shares purchased via the distribution reinvestment plan.) (See Exhibits A1 and A2.) 

 
 

Metrics: Per Share Total Return may be expressed either as a percentage or as a total dollar 
amount per specified dollar investment amount (e.g. per dollar invested, per $1,000 invested, etc.).    
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2.B.iii. Full Cycle Internal Rate of Return – The IPA recommends that the calculation 
of a Full Cycle Internal Rate of Return  (“IRR”) be performed on a per share basis and, on a 
discretionary basis, on an aggregate company and/or a share class basis for multi-share class NL 
REITs. (Exhibit D to this Practice Guideline provides the methodology for determination of Full 
Cycle IRR on a share class and aggregate company basis.) The following paragraphs describe the 
recommended methodology for: (a) determining Per Share IRR; (b)   the use of alternative bases 
upon which to establish investment amounts; (c) accommodating distribution reinvestments; and 
(d) alternative IRR functions available on computer programs. 

 
Process: IRR is the annualized implied discount rate (compound rate of return) that equates 

the present value of all cash inflows of an investment with the present value of all cash outflows 
and the realized (or unrealized) residual value of the investment. (This measure is referred to in the 
GIPS and REIS standards as a “money weighted return.”) Simply put, IRR represents the effective 
compound rate of return on the amounts invested.  This computational metric is particularly useful 
when the investment has multiple and non-simultaneous investment inflows and outflows. 

 
The standard formula for IRR is as follows: 
 
I = NCF1/(1+r)1 + NCF2/(1+r)2 + NCF3/(1+r)3 + NCF4/(1+r)4   +…. NCFi/(1+r)i 

 

where 
I  = the original investment amount 
 
NCFi   =  net cash flow in period i which is equal to the sum of (a) net cash outflows, 

representing returns to investors, in period i, less (b)  net cash inflows, representing 
equity investments coming into the fund  in period i.  NCF in the final period 
includes the realized or unrealized residual value of the investment. 

  
 r  = internal rate of return. 
 
 

(a) Per Share IRR -- Per Share IRR will vary for investors in the NL REIT depending on the 
share class (where the NL REIT offers multiple share classes), the date of admission of each 
stockholder and the price paid per share at the time of the investment. The IPA recommends 
the following protocols for determining Per Share IRRs: 

 
o Multi-Share Classes – Per Share IRR should be calculated separately for each distinct share 

class based on the net cash flows (“Net Cash Flows”) associated with  investment in an 
individual share of such class. 

 
o Multiple Share Prices For A Specific Share Class – When the shares of any specific share 

class are re-priced during the primary offering period Per Share IRR should be calculated 
separately for each offering price tranche within such share class where practicable. (For 
example, performance for share offerings re-priced annually could be separately reported 
for each pricing tranche, whereas such reporting would be unduly cumbersome for share 
offerings re-priced daily.) As noted previously, NAV REITs which offer securities 
continuously and re-price daily or monthly would not be deemed to have multiple price 
tranches within any particular share class. 
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o Multiple Admission Dates –The calculation of a Per Share IRR for any class of shares 
which have been offered and subscribed to over an extended offering period can be 
determined for: (i)  the initial admitted stockholder in the primary offering of the share 
class; (ii) the last admitted stockholder in the share class (excluding subsequent DRIP 
investment); and (iii) for a “Representative” stockholder in the share class, provided the 
return for the initial admitted stockholder be the primary and predominant disclosure. The 
use of a Representative investor basis requires the determination of the Average Start Date 
which reflects the overall timing of equity capital contributions to the share class.      

 
Determination of Average Start Date: This Practice Guideline calls for the calculation of a 
weighted average duration of equity investment (“Wtd DEI”) to determine the Average 
Start Date for the measurement of Representative Full Cycle Internal Rate of Return for 
each share class.  The inputs for the determination of Wtd DEI include equity fundraising 
via offerings   during the measurement period (based on dates of admission) and the number 
of days such new investment was held in the NL REIT until the end of the investment 
period being evaluated (e.g. the date of the first NAV). The formula for determining Wtd 
DEI is as follows: 

 
  Wtd DEI =   [(E1*n)+(E2*(n-1))+…….(En*(1))] 

SE 
where 

En = equity raised (based on Gross Offering Proceeds) during the nth 
period (e.g. month) since the initial breaking of escrow 

n = the number of days or months from the date of admission of such new equity  
until the end of the investment period being evaluated (e.g. the  date of initial 
determination of NAV). 
SE = total equity raised during the period (E1+E2+E3+E4…..+En) 

 
The resulting value (denominated as “days/months per dollar”) represents the average 
dollar-weighted period of time of investment. To determine the Average Start Date, 
subtract the Wtd DEI day/month count from the ending date of the period (date of 
determination of initial NAV): 

 
 Average Start Date =  Date of Initial NAV Determination – Wtd DEI .   
 

Exhibit E provides a detailed illustration of the calculation of Wtd DEI and 
Average Start Date. 

 
Once Average Start Date has been determined for the specific share class, the investment 
and Net Cash Flows associated with investment at such date are used to determine per 
share IRR.  

 
 

(b)     Investment Amounts With and Without Sales Charges - When determining Per Share 
IRRs, the investment amounts (proceeds from issuance of new shares) should be determined 
including  any selling commissions, dealer-manager fees and issuer offering and organization 
expenses (“Investment IRR With Sales Charges”) and excluding such distribution fees and 
expenses consistent with the definition of Net Investment set forth in NASD Rule 2340 – 
“Investment IRR Without Sales Charges”).  
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(c)          Distribution Reinvestments – The IPA recommends Per Share IRRs be determined 
primarily with the assumption of distribution reinvestment, and on a supplemental basis 
without distribution reinvestment.   
 
(d)       Alternative IRR Functions -- The IPA recommends use of the XIRR function in 
Microsoft Excel applied to quarterly cash flows and liquidating and special cash distributions 
when calculating Per Share IRRs. The XIRR function uses both the cash flow amount and the 
exact date of such cash flow as inputs, so the periodicity of cash flows is daily and the XIRR 
program annualizes the result where the holding period is greater than one year. (If the holding 
period is less than one year, the XIRR result must be “de-annualized” using the ratio of holding 
period days divided by 365 as the exponential adjustment to the factor (1 + IRR).)      

 
 
2.C. Special Considerations 
 
 Considerations which may impact investment performance measurements for NL REITs 
that have performed a liquidity event include: (i) a mid-period liquidity event; (ii) the nature of the 
liquidity event; (iii) performance gross and net of distribution costs; (iv)performance with and 
without distribution reinvestment; and (v) continuing performance tracking for NL REITs after 
conversion to perpetual life entities or listing.  
 

2.C.i.    Mid-Period Liquidity Event – See Section 1.B.ii.(c) for discussion of Partial Period 
considerations and calculations 
 

2.C.ii.   Nature of the Liquidity Event – NL REIT liquidity events may be accomplished in a 
variety of ways including sales of individual properties/assets, groupings of properties/assets or the 
entire portfolio, mergers (cash, stock or a combination) and listings of the equity securities of the 
NL REIT.  The IPA provides the following guidance with respect to determining investment 
performance based upon these various types of liquidity events: 

 
(a) Property/Asset Sales – Liquidity events resulting from individual and grouped 

property/asset sales involve multiple events which result in special distributions of capital gains, 
whereas a portfolio sale results in a single event and typically a singular final distribution. 
Regardless of the form of property/asset sale, Full Cycle Average Annual, Total Return and IRR 
measures are calculated using the methodologies described above. Where Period Specific Returns 
include special distributions of capital gains, the IPA recommends that the return data be 
accompanied by disclosure quantifying the portion of the Period Specific Return from such special 
distribution/of returns. 

 
(b) Mergers -- Liquidity events resulting from mergers may involve the valuation of 

securities received as part of the consideration paid to the NL REIT.  Where such securities are 
traded in formal markets and may be liquidated by the NL REIT’s stockholders upon 
consummation of the merger transaction, the valuation ascribed to such securities should be based 
on the same methodology used for establishing terminal value in listings (as described below) – the 
volume-weighted average closing price of the securities during the 30-day period following 
consummation of the merger transaction or otherwise following issuance of the securities to the 
NL REIT stockholders. Where such securities are not traded in formal markets, the valuation 
ascribed to such securities should be based upon the valuation ascribed to such securities or other 
forms of consideration in the merger agreement or, in the absence of such disclosure, such other 

15



 
        
  
   

documentable valuation process deemed appropriate which results in a reasonable estimate of the 
fair market value of such securities as of the closing date of the merger. 

 
(c) Listings -- Liquidity events resulting from the listing of an NL REIT’s shares pose 

unique issues with respect to the measurement of investment performance. Listings may be 
accompanied by a variety of transactions, including: (i) concurrent or precedent tender offers for 
its own shares by the NL REIT; (ii) tranching of the original NL REIT shares into distinct classes 
with different liquidity horizons; (iii) temporary supply-demand imbalance due to the provision of 
liquidity to a large group of investors after an extended period of illiquidity; (iv) concurrent 
underwritten offering of securities by the NL REIT; and (v) indeterminate nature of the timing of 
liquidation of the listed shares by original NL REIT stockholders and changes in market conditions 
and share prices of the listed NL REIT during the period of liquidation of the listed shares. The IPA 
provides the following guidance with respect to each of these issues. 

 
(i) Tender Offers by the NL REIT -- Concurrent or precedent tender offers for its own 

shares by the NL REIT are analogous to share redemptions and represent a cash outflow 
for the NL REIT and, depending on the pricing of such tender offer, a potential increase in 
the per share residual value received by stockholders.  Therefore, tender offers will affect 
the aggregate cash flows and residual value of the NL REIT and its shares but are not 
deemed to constitute a separate component of the liquidity event or investment 
performance (i.e. the investment performance of those stockholders who tender shares in 
the liquidity event is not included in the measures of investment performance for the NL 
REIT or of its stockholders who continue to hold shares through the consummation of the 
liquidity event). 

   
(ii) Tranching of NL REIT Shares --  To mitigate the potential supply-demand 

imbalance at the time of initial listing, a NL REIT may divide its shares into distinct classes 
with different liquidity horizons. For example, the common shares may be divided into A, 
B, C, and D tranches, with the A tranche immediately tradable upon listing, and the B, C 
and D tranches tradable 90, 180 and 270 days respectively after listing.  The IPA 
recommends that such tranching be treated as a multi-step liquidity event, with each 
tranche’s value (and therefore the return to stockholders for that tranche) established based 
on the closing price of the security as of the day prior to the first day on which such tranche 
becomes freely tradable. 

 
(iii)  Listing and Temporary Supply-Demand Imbalance – The provision of liquidity to 

a large group of stockholders after an extended period of illiquidity is likely to result in a 
temporary supply-demand imbalance for shares of the stock in trading markets, which in 
turn results in trading prices below the intrinsic value which the shares would transact at in 
a balanced market. The period of time necessary for this imbalance to be corrected and the 
shares to attain their fully distributed fair market value is dependent on a host of variables, 
including factors specific to the NL REIT (e.g. its investment performance prior to listing, 
financial condition, leverage, portfolio quality, distribution policies, management, etc.), 
factors specific to the stockholder (e.g. desire for liquidity, availability of alternative 
investments, perceptions of outlook for real estate in general and the NL REIT, its portfolio 
and its management in particular) and general economic, capital market and real estate 
market conditions. Such a wide array of variables is difficult, if not impossible, to precisely 
quantify.  
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 One challenge when seeking to reflect accurately the investment performance of the NL 
REIT which achieves liquidity through listing is to formulate a protocol which provides sufficient 
time for the initial supply-demand imbalance to be corrected and the market price to reflect the 
share’s intrinsic value while at the same time not crediting or penalizing investment performance 
for events that occur after the listing. 

 
 Based on studies of after-market performance of NL REITs which have listed, the IPA 
recommends the following protocol to establish the residual value realized by investors in 
connection with listing as a liquidity event: The terminal value received by investors from the NL 
REIT listing shall be deemed equal to the volume-weighted average closing price of the shares 
during the 30-day period following the date of initial listing of shares. This value will be assumed 
to have been realized upon the date of the listing for the purpose of calculating full cycle investment 
performance. If the listing is accompanied by a concurrent tender offer by the NL REIT, then the 
volume weighted average closing price should be determined during the 30-day period following 
the closing of the tender offer.   

 
 (iv) Concurrent Underwritten Offering – An NL REIT may accompany its initial listing with 

a concurrent underwritten offering. Such an offering could be intended to reduce overall leverage, 
help generate a buy-side for the NL REIT’s shares, generate more analyst coverage of the REIT, 
or achieve other benefits. This Practice Guideline accommodates the use of the share price in the 
underwritten offering as the liquidating distribution, but also provides the aforementioned 
methodology as an alternative. The IPA recognizes that underwritten offerings are typically priced 
at a discount to intrinsic estimated share value and therefore do not necessarily reflect the 
liquidation proceeds which may be achieved by the NL REIT’s original stockholders when the 
shares achieve their fully distributed value. The underwritten price should only be used, however, 
if such determination to use the underwritten price is made prior to the commencement of the 30-
day pricing period for the averaging protocol above.  

 
(v) Changes in Share Price During Indeterminate Period Prior to Liquidation By Original 

Stockholders – As previously observed, the timing of liquidation of the listed shares by original 
NL REIT stockholders is indefinite and changes in market conditions and share prices of the listed 
NL REIT during such periods will influence the actual returns achieved by the original 
stockholders. The IPA recognizes that any protocol for establishing the liquidation proceeds 
received by stockholders in a listing is somewhat subjective. The method recommended above is 
based on extensive research by the IPA and is deemed an appropriate and reasonable approach to 
reflect the full-cycle investment performance of the NL REIT.   

 
2.C.iii.  Distribution Reinvestment -- Per Share Return measures can be determined with and 

without the assumption of distribution reinvestment. Where distribution reinvestment is assumed, 
the declared and paid distribution (a positive number in the IRR calculation) would be offset by the 
reinvestment of such amount (a negative number). Therefore, no Net Cash Flow would occur 
during the period, but the share holdings (and distributions thereon) would be increased in the 
following periods and the liquidation returns would include proceeds on the original shares and on 
all shares purchased via the DRIP. 
 
 
 
 
2.D.  Example Presentation of Performance Measures Following Liquidity Events 
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The table below shows an example presentation of full-cycle investment performance 
assuming the NL REIT has two share classes which were each re-priced during the offering period,  
has chosen to show all Average Annual and Total Returns solely for first stockholders (and not last 
or “Representative” investors), and all distributions have been reinvested. As noted previously, 
NAV REITs which offer securities continuously and re-price daily or monthly would report 
performance without separate price tranches. 

 
Full-Cycle Per Share Investment Performance for XYZ REIT 

With Distribution Reinvestment 

Investment 
 With Sales Charges1  

Investment  
Without Sales Charges1 

 
 
 

Share 
Class / 

Offering 
Price 

Since 
Inception 
Average 
Annual 
Return 

Since Inception 
Cumulative 
Total Return 

First 
Investor  
Internal 
Rate of 
Return 

Since 
Inception 
Average 
Annual 
Return 

Since Inception 
Cumulative 
Total Return 

First  Investor 
Internal Rate of 

Return 

CLASS  A 
   $ 10.00 % % % % % % 
   $ 10.50 % % % % % % 
CLASS T 
   $   9.35 % % % % % % 
   $   9.82 % % % % % % 
(1) Sales Charges include front-end selling commissions, dealer-manager fees and issuer offering and organizational 
expenses in conformity with the definition of Net Investment set forth in NASD Rule 2340. 
 
Note: Since Inception Returns are based on returns to the first group of stockholders admitted to the NL REIT at the 
offering price indicated. For the Class A $10.00 Offering, such first stockholders were admitted on [date]; for the 
Class A $10.50 Offering such first stockholders were admitted on [date]; for the Class T $9.35 Offering, such first 
stockholders were admitted on [date]; for the Class T $9.82 Offering such first stockholders were admitted on [date]. 

 
 
 
 

3. RECOMMENDED SUPPLEMENTAL DISCLOSURES RELATING TO RISK 
 

 
Guideline:  The IPA recommends that investment performance reporting include or reference 

disclosures that can assist the user in evaluating the risk incurred to achieve the reported investment 
performance.  The disclosures will vary from fund to fund based upon the particular objectives, 
investment strategy, and target portfolio of the NL REIT. Quantifying a singular “risk adjusted 
return” metric is beyond the scope of this Practice Guideline. However, the IPA believes that 
qualitative and descriptive disclosures relating to factors deemed to reflect the primary risks of the 
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investment which typically are included in the NL REIT’s prospectus may be beneficial to the 
interpretation and comparison of investment performance among NL REITs and their advisors and 
sponsors. By way of example, such prospectus disclosures typically include, but are not limited to, 
the intended type of assets to be purchased, the type and durations of targeted leases, the anticipated 
target credit worthiness of lessees, the stage of development or occupancy of assets when 
purchased, and the anticipated and/or maximum degree of financial leverage.  

 
Each NL REIT is encouraged to consider the applicability of including the following items 

relating to the relative risk of the investment, as applicable, in summary disclosures or by reference 
to its filings:  

 
 

• Portfolio investment strategy;  
• Portfolio composition based on primary property type(s); 
• Nature and credit quality of tenants 
• Average leverage of the company during the performance period; and 
• Average proportion of fixed rate debt (including fully hedged debt) and variable rate 

debt financing. 
 
In addition, the IPA recommends that the following qualifications and limitations disclosures 

accompany investment performance reporting proximate to the relevant performance measure(s): 
 

• The returns shown are historical and are based on past performance. Past performance 
is not indicative of future results. 

• Investment Return Without Sales Charges measures do not reflect the impact of 
distribution costs (selling commissions, dealer-manager fees, offering and 
organizational costs). Had such distribution costs been included, the investment 
performance results shown would be lower.  

• Per Share Returns reported during the operational period are based in part on estimates 
of the NL REIT’s NAV and as such include subjective determinations of value and 
constitute unrealized returns. Upon liquidation of the NL REIT or redemption of shares 
market conditions may cause the values actually realized to be higher or lower than the 
values used in the determination of investment performance. 
 
   

Discussion: The IPA believes absolute and relative investment performance is best assessed in 
connection with the degree of risk assumed in the investment. Institutional real estate investors and 
advisors differentiate risk in part by categorizing the investment based on the type of real estate 
property (e.g. retail, office, multi-family, hospitality, etc.), credit quality of the tenants, and the 
company’s portfolio investment strategy (e.g. core, core-plus, value-add, opportunistic, etc.). 
Portfolio leverage and the susceptibility of financing costs to changes in general interest rate levels 
are also deemed risk factors which are useful in evaluating investment performance.  
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4. INPUT DATA SOURCES AND STANDARDS 
 

The following data inputs should be sourced from and/or consistent with the financial 
statements of the NL REIT developed in accordance with U.S. Generally Accepted Accounting 
Principles (GAAP) and filed periodically with the Securities and Exchange Commission: 

 
• the amount, pricing and timing of equity investments (share purchases); 
• the amount and timing of cash and/or share distributions; 
• the amount pricing and timing of distribution reinvestments; 
• the amount, pricing and timing of share redemptions; 
• the volume of outstanding shares; 
• the amount and timing of distribution costs (sales commissions and dealer manager 

fees) and other offering and organizational costs incurred by the NL REIT; 
• the Net Investment amount to be reported on customer account statements as 

disclosed by the NL REIT; and 
• the NAV disclosed by the NL REIT. 

 
The requirements for other inputs are as follows: 

• NAV inputs should be developed and disclosed in accordance with the IPA Valuation 
Guideline. 

• Data relating to the amount, timing and value of consideration to be received in a 
merger should be derived from publicly filed documents (where available) and/or from 
the formal agreements relating to such merger transaction. 

• Daily trading prices and volumes and related weighted averages should be obtained or 
derived from a nationally recognized source for such data.   

 
 

5. INITIATION, TIMING AND FREQUENCY OF 
PERFORMANCE REPORTING 

 
 Guideline:  The IPA recommends that investment performance reporting for operational 
NL REITs be performed with an “as of” date consistent with the “as of” date of the NL REIT’s first 
determination of its year-end NAV, that such calculation  ne performed no later than 120 days 
following the “as of” date of the first year-end NAV determination, and that performance measures 
be calculated and reported annually for each calendar year thereafter, or if net asset values are 
available more frequently, on a calendar quarter basis thereafter.  
 
 The IPA recommends that investment performance results for NL REITs following 
liquidity events be reported by the NL REIT if it remains a public reporting company following the 
liquidity event or, if it does not, should be made available by the NL REIT’s sponsor or advisor no 
later than 120 days following the date at which the value of the final amount of the liquidating 
distribution is determined.  
 

Discussion: The investment performance measures for NL REITs recommended herein 
cannot be calculated prior to the determination of the NL REIT’s NAV. NASD Rule 2340 and 
FINRA Rule 2310 allow broker-dealers to report Net Investment (as defined therein) on customer 
account statements up to 150 days after the second anniversary of initial breaking of escrow, at 
which time the IPA Valuation Guideline calls for the determination of an initial NAV. Therefore, 
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Period Specific and Since Inception Performance Measures can commence upon the initial 
determination of NAV.  However, for some NL REITs’ equity fundraising increases significantly 
in the months prior to the closing of the initial offering or the determination of an initial NAV is 
made during the primary offering period, resulting in a substantial proportion of equity investment 
not yet having been deployed prior to the valuation date. In such instances, the NL REIT may 
choose to commence periodic investment performance reporting (e.g. for a one-year, three-year or 
five-year trailing period) with the second year-end determination of NAV.  

 
Finally, the IPA considers 120 days after the availability of the data required for calculation 

as a necessary and reasonable period to allow for determination and sponsor/management reviews 
of the investment performance results and preparation of accompanying disclosure. 

        
 

6. REPORTING OF PERFORMANCE AND RECOMMENDED DISCLOSURES 
 

Guideline: The IPA recommends that (i) the primary performance measures described 
herein be reported in the Form 8-K filed with the Securities and Exchange Commission and/or in 
Annual Reports or special supplements sent to investors or as otherwise permitted under regulatory 
requirements; and (ii) such reporting be accompanied by disclosure text sufficient to allow 
investors, financial advisors, broker-dealers and other Stakeholders to understand the nature of the 
performance measures, the methodology used to calculate such measures, and the limitations and 
qualifications relating to such measures. The IPA also recommends that the NL REIT accompany 
its disclosure of investment performance with a summary of the NL REIT’s sales charges, and 
valuation policies and procedures, including the role of third-party valuation experts, with a 
reference to where Stakeholders can obtain a detailed description of such sales charges, policies 
and the most recent valuation results. Where investment performance measures have been 
developed by the NL REIT and the NL REIT also discloses data on its distribution rate in marketing 
and sales materials, the IPA recommends that such disclosure be accompanied either by summary 
investment performance information for the same period, if available, or a reference indicating 
where investment performance information may be obtained.  

The IPA recommends the following disclosures in connection with the reporting of 
investment performance. The IPA also recommends that NL REITs either maintain a written 
investment performance determination policy which can be provided to broker-dealer due diligence 
personnel and other selected Stakeholders in accordance with policies established by the NL REIT, 
or provide sufficient disclosure in connection with the reporting of investment performance to 
enable users of such information to understand the nature of the performance measure(s), the 
process and methodology used, the date(s) of the data and information utilized to generate the 
performance measure(s), the role of independent  service providers, if any, in the determination of 
investment performance, any relevant qualifications and limitations of the performance measures 
or methodology, and any material variations from the recommendations of this Practice Guideline.  
 

Each NL REIT is encouraged to consider the applicability of including the following items 
in summary disclosures or by reference to its filings relating to the disclosure of investment 
performance:     
 

• the process by which the investment performance measures were determined and 
reviewed; 
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• the roles of the NL REIT’s management, advisor, sponsor and/or any third-parties 
in connection with the determination of investment performance;  

• the identification and role of third-party valuation expert(s) in connection with the 
estimation of any valuations used to determine investment performance, including 
information relative to any potential conflicts of interest (see below);  

• the “as of” date of the asset valuations underlying NAV, and the “as of” date of 
the NAV used to establish the investment performance data, including 
confirmation of an absence of material changes in asset valuations between the 
date of such valuations and the date of determination of the NAV used to determine 
investment performance; 

• the identification, if appropriate, of any material or extraordinary change in 
investment performance since the prior reporting of investment performance and 
a brief description of the reasons for such change; 

• a general description of the methodology used to value the NL REIT’s real estate 
and real estate-related investments and determine NAV with a reference to more 
complete descriptions in filed documents; 

• a general description of each performance measure reported and the methodology 
used to calculate such measure; 

• a tabular presentation of all the investment performance measures reported; 
• disclosure of the limitations inherent in any investment performance presentation 

and any specific limitations and qualifications relating to the investment 
performance data disclosed by the NL REIT consistent with regulatory 
requirements; 

• disclosure that the investment performance measures have been determined and 
disclosed in accordance with the provisions of this Practice Guideline; and 

• if an NL REIT discloses investment performance which is determined prior to the 
establishment of the NL REIT’s initial NAV(and therefore utilizes Net Investment 
for the beginning value and the ending value), and if all or a portion of the cash 
distribution per share is sourced from offering proceeds or borrowings, then the 
following disclosure should be provided prominent and proximate to such 
investment performance data: “IMPORTANT – Part of the cash distribution per 
share and investment return for the period includes a return of capital. Any 
distribution that represents a return of capital reduces the estimated per share value 
and the investment return.”   

 
This Practice Guideline also calls for the following information to be disclosed 

concerning potential conflicts of interest with respect to the engagement of any third-party 
expert(s): 

 
• any prior engagement of the third-party experts or their affiliates by the NL REIT, 

its advisor, or their affiliates during the past two years, and any pending or 
anticipated engagement of the third-party expert(s) or their affiliates; 
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• the presence or absence of any contingent payment relating to the provision of 
services or specific findings; and 

• any interest in the NL REIT owned by the third-party expert or affiliates. 

 
  If a NL REIT encounters a situation that is not addressed specifically by this Practice 
Guideline or the treatment of which is open to interpretation, the IPA recommends that additional 
disclosures be provided in order to present all information relevant for the reader to understand the 
process of determining investment performance, the investment performance data and its 
comparability with data provided by other NL REITs pursuant to this Practice Guideline. 
 

7. ACCESSIBILITY OF NON-PUBLIC PERFORMANCE INFORMATION 
FOR BROKER-DEALER CONFIDENTIAL USE 

IN CONNECTION WITH DUE DILIGENCE 
 

Guideline:  The IPA recommends that: (i) an NL REIT’s engagement of any third-party 
experts to assist with the determination of investment performance provide for broker-dealer 
personnel or designated due diligence representatives or consultants (“Due Diligence 
Representatives”) to have access to the final reports rendered by such experts to the NL REIT or 
its advisor; and (ii) the NL REIT, or as appropriate the NL REIT’s sponsor or advisor, allow 
reasonable access by Due Diligence Representatives to review supporting materials related to the 
determination of investment performance and deemed relevant to evaluating the nature and quality 
of the investment performance data and reporting, (i) and (ii) subject to the following provisions: 
 

• the broker-dealer and its Due Diligence Representatives enter into mutually 
satisfactory non-disclosure agreements with the NL REIT and any third-party 
expert assisting the NL REIT to develop investment performance data; and 
 

• the broker-dealer and/or its Due Diligence Representatives acknowledge their 
observance of the proscriptions on use and communication of non-public 
information as set forth in SEC Regulation FD. 

 
 
 

8. Timing of Implementation 
 
 The provisions of this Practice Guideline are effective as of the effective date set forth at 
the beginning of this Practice Guideline, subject to the recommendations regarding the timing of 
commencement of investment performance reporting set forth herein.  
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EXHIBITS & SUPPLEMENTAL MATERIALS 
 
 

Exhibit A: Example of Period Specific and Since Inception Per Share Return Calculations 
  With Distribution Reinvestment  

1. Spreadsheet Example 
2. Formula 

 
Exhibit B: Example of Period Specific and Since Inception Per Share Return Calculations 
 Without Distribution Reinvestment 
 
Exhibit C:  Formulas for Determination of Total Return on a Share Class 
 and Aggregate Company Basis 

 
Exhibit D:  Methodology for Determination of Internal Rate of Return on a Share Class 
 and Aggregate Company Basis 
 
Exhibit E: Example of Determination of Weighted Average Duration of Equity 
  Investment and Average Start Date 
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 Exhibit A1 
Period Specific and Since Inception Per Share Return Calculations 

With Distribution Reinvestment 
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Exhibit A2 
Period Specific and Since Inception Per Share Return Calculations 

With Distribution Reinvestment 
 

Formula 
 
 

Per Share Cumulative Total Return  
 
 TR = [((1+Rc)*(Vc/Vo)-1] 
 
where 
 
 Vo = beginning security value 
 Vc = current NAV 
 
 Rc = (1+D1/P1)*(1+D2/P2)*…..* (1+Di/Pi)  =   
  additional cumulative DRIP shares purchased per original share 
   
 where 
 
  Di = distributions reinvested in period i 
  Pi = reinvestment price per share  
 
 
Compound Average Annual Return 
 
 (TR+1)^(365/TDH)-1 
 
 where 
 
 TDH = Total days during the holding period 
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Exhibit B 
Period Specific and Since Inception Per Share Return Calculations 

Without Distribution Reinvestment 
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Exhibit C: 
Formulas for Determination of Total Return on a Share Class 

and Aggregate Company Basis  
 

 
Aggregate Company Total Return - Aggregate Company Total Return relates the total 
cumulative cash outflows received by all fund investors to the total cumulative cash investment 
inflows and is expressed as a percentage. The formula for Aggregate Company Total Return is as 
follows: 
 
 

Aggregate TR =  TCD + TSR + LP       
              TCC 

where 
 

   TCD     = total cumulative cash distributions to investors 
(excluding distributions reinvested via a DRIP but 

including all cash distributions in connection with 
liquidations) 

   TSR   = total cumulative cash paid to redeem investor shares 
   LP      = any non-cash consideration received by investors in 

 connection with a liquidation event 
TCC    =   total original capital contributions from investors 

 (excluding distributions reinvested via a DRIP) 
 
 
 
Share Class Total Return -- Share Class Total Return relates the total cumulative cash 
distributions received by all investors in a particular share class to the total cumulative cash 
investment inflows for that share class and is expressed as a percentage. The formula for Per Share 
Total Return is as follows: 
 
 

Per Share TR =  TCDi + TSRi + LPi       
              TCCi 

where 
 

   TCDi     = total cumulative cash distributions to class i shares 
(excluding distributions reinvested via a DRIP, but 

including all cash distribution in connection with 
liquidations) 

   TSRi   = total cumulative cash paid to redeem class i shares 
   LPi      = any non-cash consideration received by class I shares in 

 connection with a liquidation event 
TCCi    =   total original investor capital contributions for class i 

shares (excluding distributions reinvested via a   DRIP) 
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Exhibit D: 
Methodology for Determination of Internal Rate of Return on a 

 Share Class and Aggregate Company Basis 
 
 
Aggregate Company IRR -- The Net Cash Flow for each period in the IRR calculation equals the 
sum of: (i) aggregate distributions to investors (including distributions in the form of shares) plus 
amounts paid to repurchase shares from existing investors; reduced by (ii) proceeds from the 
issuance of new shares and from distribution reinvestments. The IRR calculation should begin with 
the initial capital contribution to the NL REIT upon the breaking of initial escrow and end with the 
final liquidating distribution.   
 
 
Aggregate Share Class IRR – This calculation is identical to the method of determination for 
Aggregate Fund IRR except that the inflows and outflows used are those for the subject share class 
rather than the entire fund. 
 
Note: Due to the inclusion of all cash flows of the NL REIT in the determination of Aggregate 
Company and Aggregate Share Class IRRs, actual distribution reinvestments are accounted for in 
the calculations. 
 
 
IRR Function -- Given the potential multiplicity of investment cash flows and the frequency and 
timing of inflows and outflows in NL REITs, the IPA recommends the use of the XIRR function 
of EXCEL for the calculation of IRRs on a share class and aggregate company basis. The XIRR 
function uses both the cash flow amount and the exact date of such cash flow as inputs, so the 
periodicity of cash flows is daily and the XIRR program annualizes the result where the holding 
period is greater than one year. (If the holding period is less than one year, the XIRR result must 
be “de-annualized” using the ratio of holding period days divided by 365 as the exponential 
adjustment to the factor (1 +IRR).) 
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Exhibit E 
 

Example of Determination of Weighted Average Duration of Equity 
Investment and Average Start Date 
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