Real Estate
Accounting

Obioma Anthony Ebisike



Table of Contents

Chapter 1 — Introduction to Real Estate ...........ccccceiiiiiiiiiiiiie e s s s s s s s s s s e s e e s e e e e e e s e e e e e e e e e e enes 1
LarNing ODJECHVES .....eiiiiiiiiiiiii ettt e ettt e e e e e e et bttt e e e e e e e anteeeeeaaa e e s e nnnbeeeeeeaeeeaannreeeeaaaeas 1
T a1 (o T U1 i o] o 1SS 1
Types Of REAI ESIAte ASSES ....coiii ittt e e e e ettt e e e e e e e ne e e e e e aaeeaanns 1
CoMMON INAUSETY TOIMIS. ..t e ettt e ettt e e e e e e ettt te e e e e e e e s e anbbaeeeeaaeeaanneebeeeeaaaeeaannnennas 5
REVIEW QUESHIONS ...ttt e e e e e e oo ettt e e e e e e e e abbeeeeaaaee e s e anbtaeeeaaaeeaaanrneneas 11
REVIEW ANSWETS ...ttt e oo oo et e ettt oo e e e e e e ettt e e e e eeeeetaan e e eeeeeentannaaeeeaeeennsnnnnaaaaaaaees 12
Chapter 2 — Basic Real Estate Accounting..........cocccimmmmmiiinniemr s s nnnnes 13
[T g1 Lo IO o] [=Tex 1)Y= SRR 13
T eTo 0T i o o 1SR 13
History of Double-Entry BOOKKEEPING ... ......ueiiiiaiiiiiiiiiiee ettt e e e e e e e e e e e e e e e nneeeeas 13
TYPES OFf ACCOUNES ...t e ettt ettt e e oo e et ettt e e e e e e s o a b tte e e e e e e e e aaanseeeeeeaaeeeaaannnsnneeaaaeaaanns 13
ACCOUNtING METNOAS ....ooiiiiiiiiiiiii 16
Recording of Business Transactions in the Accounting System ............cooocoiiiiiiiiiiiiiiii e, 17
Lo 10 T g = B =t 4 =TSP 17
BasiC ACCOUNTING REPOIS ... ..uuutiitiiiiiiittiieieiteetbbebe bbbttt e bbbt b et e e e st s st sssse s bbbbbbbeeeenennne 19
REVIEW QUESHIONS ...ttt e e e e e e oo ettt e e e e e e s e aebeeeeaaaeeesaanbtaeeeeaaeeaaannseneas 27
REVIEW ANSWETS ...ttt ettt e e e e ettt e e e e e e et ttta e e e e e eeeeetaan e e e eaeeaentann e aeeaaeeennsnnnnaaaaaaaees 28
Chapter 3 — Forms of Real Estate Organization............ccccciiiiiiemmnnnneerr e 30
=TT g1 To IO o] [=Tex V=L SRR 30
g (e T 0T i o] o 1SR 30
RS T0 L= @ T oY =] 1 o 30
Common and JOINt OWNEISNID ... e a e e e e e eas 31
L= T 1T £ o 1T LSS 31
JOINE VBNTUIES. ...ttt oottt e e e e e e e eet e e e e e e e e eeeeaaa e e e aeeeeeennnnns 32
L0704 o) 1 110 o 1= 33
Limited Liability COMPANIES. ........uiiiiiiiiiiii ettt e e e e e e e ettt e e e e e e e s e nnbaeeeeaaaaeeeaanneeees 34
Real Estate INvestMent TrUSES ......ooooiiii e e e e et eeeaeeees 34
REVIEW QUESHIONS ...ttt e e e e e oottt e e e e e e s e ae bt eeaaaeeesaanbbeeeeeaaeeaaannneeeas 36
REVIEW ANSWETS ... ettt e e oo e e ettt oo oo e e e e e ettt e e e e aeeeetaan e e eaaeeentannaeeeaeeenssnnnnaaaaaaaees 37
Chapter 4 — Accounting for Operating Property Revenues..........cccccoicimmmnncssssnes e 38
=TT g1 Lo IO o] [=Tex 1)Y= TP 38
g (e T U1 i o] o 1R 38
TYPES OF LEASES ...eieeiiiiiieii e ettt oottt e e e e e e ettt e e e e e e e e at e ee e e e e e e e e e e neeteeeeaaeeeaaannnrnneaaaeeeaannn 38
REVENUE RECOGNITION. ... .ttt et e bttt e bt e e e s e ennnen 41
[ Rl O Fo T 1= (o] o PP PPPPRPPPIRS 42
Additional COSt RECOVETIES .......ceeiiiiiiiiiieieeeee s 44
Operating EXPenSES GroSS-UP.....ccooiiiiiiiiiieeeeee e 44
1070 T01 11aTe =T o1l =T o | SRR 45
R a1y { = e o1 I o1 o Vo SRR 45
Modification of an Operating LEASE ............uuiiiiiiiiiiieie ittt e e e e e e e 48
Sublease Of OPErating LEASE .........ueiiii ittt e e e e e et e e e e e e e s ae e e e e e e e e e e anneeeees 50
REVIEW QUESHIONS ...ttt e e e e e e oo ettt e e e e e e e e abbeeeeaaaee e s e anbtaeeeaaaeeaaanrneneas 51
REVIEW ANSWETS ... ..ottt oo oottt e oo e e e et ttta e e e e e eeeeetaan e e eeaeeentannaeeeaeeennsnnnaaaaaaaees 52
Chapter 5 — Accounting for Operating Property EXpenSes ..........ccvvevvieiieieiesiessssssssssssssssssssssssssssssses 54
=TT g1 Lo IO o] [=Tex 1)Y= TR 54
g eTo 0T i o] o 1SR 54

L@ 01T = ] 0o T 701 = 54



Table of Contents

REVIEW QUESTIONS ... .ttt ettt e e e e e s s s sttt s et s s st s s st s s s s s s s s s s s s e st e s s s s ssssnnesnnnnnn 61
REVIEW ANSWETS ...ttt e ettt oo oo et ettt oo oo e e e et ttta o e e e e eeeeetaan e e e aaeaentannaaeeeaaeennsnnnnaaaaaaaees 62
Chapter 6 — Operating Expenses Reconciliation and Recoveries.............cccceeeiiiiiiiicicinnnsnsssss s 64
=TT g1 Lo IO o] [=Tex V=L SRR 64
T (e T 0T i o] o 1SR 64
Most Common Recoverable Operating EXPENSES ........uuuuuuuiiiiiiiiiiiiiiiiiiiiiiiiiierereereeerererereeeererre. 64
Most Common Nonrecoverable Operating EXPENSES ........uuuuiuuiiiiiiiiiiiiiiiiiiiiiiiiiiiieerrereeereererreeeee. 64
Calculating Tenant Pro-Rata Share of EXPENSES..........uuuiiiiiiiiiiiiiiiee ettt e e e e e 65
REVIEW QUESTIONS ... .ttt ettt e e e e e s s s sttt s et s s st s s st s s s s s s s s s s s s e st e s s s s ssssnnesnnnnnn 67
REVIEW ANSWETS ...ttt e ettt oo oo et ettt oo oo e e e et ttta o e e e e eeeeetaan e e e aaeaentannaaeeeaaeennsnnnnaaaaaaaees 68
Chapter 7 — Lease Incentives and Tenant Improvements............cccooviiiiiiiiiicice s 69
=TT g1 Lo IO o] [=Tex V=L SRR 69
LEaSE INCENTIVES. ...ttt e oottt e e e e e e e e ettaa e e e e e e e e entan e e e e eaeeennenn e eaaaaaae 69
Tenant IMPrOVEMENES ... ettt e e e ettt e e e e e e e e ettt e e e e aeeeeeetn e e eeaaeeennnnnnnn 70
Tenant Improvement Journal ENtFES. ... ... e e 70
Further Comparison of Lease Incentives and Tenant Improvements..................uuvveviieieiieiiiiiiiiinnninnnn. 71
Differences in Cash Flow Statement Presentation..................uuuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeieiieeeeeeeeeeneee. 72
Demolition of Building IMProvemMeENt.............coii it e e e e e e e e neeeees 72
REVIEW QUESTIONS ... .ttt ettt e e e e e s s s sttt s et s s st s s st s s s s s s s s s s s s e st e s s s s ssssnnesnnnnnn 73
REVIEW ANSWETS ...ttt ettt e e e e ettt e e e e e e et ttta e e e e e eeeeetaan e e e eaeeaentann e aeeaaeeennsnnnnaaaaaaaees 74
Chapter 8 — Budgeting for Operating Properties ..........cccccooiiiimmmmnissrn s sssnnens 75
=TT g1 To IO o] [=Tex V=L SRR 75
What IS @ BUAGEL ... 75
Components Of @ BUAGEL ...ttt e e e e e e st e e e e e e e nnee s 75
REVIEW QUESTIONS ... vttt ettt ee e e e e s s s ettt ettt s s s s s s s s s s s s s s st s s s s ssessnnssnnnnnn 78
REVIEW ANSWET'S ...ttt oottt oo e et ettt oo oo e e e et ttta e e e e eeeeataan e e eaeeeentan e eeeaeeennsnnnaaaaaaaaees 79
Chapter 9 — Variance ANalYSiS.......ccooriiiiiiimminiiiii s sssss s s sss e ssss s s s s sas sn s nnnnns 80
=TT g1 Lo IO o] [=Tex 1)Y= TR 80
g (e T U1 i o] o 1R 80
Sample Operating Property Variance ANalYSiS ..........c..uuiiiiiaiiiiieiiie e 80
Salient Points 0on @ Variance ANAIYSIS ...........ueiiiiiiiiiiiiei et e e a e e 82
REVIEW QUESTIONS ... .ttt ettt e e e e e s s s sttt s et s s st s s st s s s s s s s s s s s s e st e s s s s ssssnnesnnnnnn 83
REVIEW ANSWETS ... ..ottt oo oottt e oo e e e et ttta e e e e e eeeeetaan e e eeaeeentannaeeeaeeennsnnnaaaaaaaees 84
Chapter 10 — Market Research and Analysis...........cccommriiiemr s e 85
=TT g1 Lo IO o] [=Tex 1)Y= TR 85
Market RESEAICH DEfINEM ... ..uuuiiiiiiiiiiiiiiiiieiiieeiiiiteee et eeee et eesseeseeseeeeeeseesssssssssssssssssssssssssssensnnnnnnes 85
Market ANalysisS DEfiNEM ...........uiiiiiiiiie ettt e et e e e e e e st ae e e e e e e e e nneeees 85
Market Research: PractiCal PrOCESS. ... ...t e e e e e e aaaeees 85
REVIEW QUESTIONS ... uutteitiiiiieieiieiieeeteieate ettt et ee s e e e e s s sttt e s s s st s s s s s s s s st s s s s s s s s s sssssssssnnssnnnnnn 91
REVIEW ANSWETS ... ettt e e oo e e ettt oo oo e e e e e ettt e e e e aeeeetaan e e eaaeeentannaeeeaeeenssnnnnaaaaaaaees 92
Chapter 11 — Real Estate Valuation and Investment Analysis.........ccccooiiiimmmmiciieeees 93
=TT g1 To IO o] [=Tex V=L SRR 93
What Is Real Estate Valuation?..........ccooiiiiiiiiieee 93
Approaches to Real Estate Valuation .......... ..o 93
REVIEW QUESTIONS ... uvviiiiiiiiiiieeiieeiieeeeettt ettt e seasees s sttt et e s s st st s s e s s s s s s s s s s s s s s s s s s e s ssseensensnnnnnn 100
REVIEW ANSWETS ...ttt e e e e et ettt a e e e e e e e ettta e e e e eeeeetana e e eeaeeeessan e e eaaaaeennsnnnnaeenn 101
Chapter 12 — Financing of Real Estate ...........ccccciiiieiminiicernr s 103
=TT a1 To IO o] [=Tex 1)Y= PRSP 103
T (e T U1 i) o 1P 103

i



Table of Contents

T[T PP P TP PP PP PP PO P PP PP PPPPPPPPPPR 103
(D=t o]l e 0= g o1 o e [T T PP PP TP PP PPPPPPPPPPPPIRt 103
Other FINGNCING SOUICES ..ottt e ettt e e e e e s et ee e e e e e e e e s annnbbneeeaaeeeaanns 105
BN o1 o) T o= o PP PUERR 105
(D=t o] Q=TT o g =T o £ T PP P PP P PP PP PP PPPPPPPPPPRt 106
T =T g Ter g Yo [ O oL £ PRSP 108
Relationship Between a Note and @ MOrtgage...........uuuuueuuiiiriiiiiiiiiiiiiiiiiiiiiiiiieeseeeeeeeeeeeeeeeeeeeeeeeeeeenee 109
Accounting for FINANCING COSES ... et e e e e e e eeeaaens 109
REVIEW QUESHIONS ...ttt e e e e e ekttt e e e e e e e s nate e e e e e e e e e s s aanabseeeeaaeeaaannnnneeas 110
REVIEW ANSWETS ...ttt e et e oo e e et ettt a e e e e e e e ettta e e e e e eeeeneanaa e e e eeeeeessnn e e eaaaaeennsnnnnaaenn 111
Chapter 13 — Accounting for Real Estate Investments and Acquisition Costs..........cccceeeeeeeeeeeeenn. 112
T T a1 To IO o] [=Tex 1)Y= PR 112
T (e T 0T i) o 1P 112
Methods of Accounting for Real Estate INVeStments ... 112
Purchase Price Allocation of Acquisition Costs of an Operating Property...........cccoooiiiieiiiiiiiiiiiinne. 115
REVIEW QUESHIONS ...ttt e oo e e ettt e e e e e e s e nab e e e e e e e e e e s s aanbbbeeeeaaeeaaannnnnneas 119
REVIEW ANSWETS ...ttt e e e e et ettt e e e e e e e e ettt e e e e e eeeeetaaa e e eeeeeeessan e e eaaaeeeensnnnaeenn 120
Chapter 14 — Accounting for Project Development Costs on GAAP Basis............cccoeveieirinninneennnnns 121
T T a1 To IO o] [=Te1 1)Y= PRSP 121
Stages of Real Estate Development Project ... 121
POStdeVelopMENT STAGE ... ... . it a e et e e e e e eees 126
REVIEW QUESHIONS ...ttt e e e e et ettt e e e e e e e s e aabe e e e e e e e e e s e e anbtsaeeeaaeesaannnnnneas 127
REVIEW ANSWETS ...ttt et e e e e et ettt oo e e e et ettt e e e e e eeeeeeaaa e e eeeaeeessan e e eaaeaeeensnnnnaaenn 128
Chapter 15 — Development Project Revenue Recognitions........ccccccveevvveiiiiiessessessseessse s e e e e e s e e e 129
=TT g1 To IO o] [=Te1 1)Y= PRSP 129
T (e T 0T i) o 1P 129
LU | oo U = T 1Y 1= 1 o o PSSR 129
[T oo ] L Y/ =1 1 T Yo PSP 132
Installment MEthOd ... ..o e et e e e e e e ettt a e e e e e e eeeeennnns 133
(= To [0 Tot=To Bl o 1001V F=1 { Vo Yo PPNt 135
Percentage-of-Completion Method..............ooiii e 136
CoSt RECOVENY MELNOM ...ttt e e e e s e e e e e e e e e e annbbreeeaaaeeaannns 145
REVIEW QUESHIONS ...ttt e e e e et ettt e e e e e e e s e aabe e e e e e e e e e s e e anbtsaeeeaaeesaannnnnneas 146
REVIEW ANSWETS ...ttt e e e e et ettt a e e e e e e e ettta e e e e eeeeetana e e eeaeeeessan e e eaaaaeennsnnnnaeenn 147
(00 =T o =T g Ty T T L1 148
=TT a1 To IO o] [=Tex 1)Y= PRSP 148
T (e T 0T i) o 1P 148
AUAIE OVEIVIEW ...ttt ettt e e e e e e e e e e e e e e et e e e e e e e e e e e e e e e e e e aaaaaaas 148
TYPES OF AUAIES ...ttt ettt et e e e e e e e e et bttt e e e e e e s anntbaeeeeaaeesaannseneeaaaeeaaannn 152
REVIEW QUESHIONS ...ttt e e e e ettt et e e e e e e e e nabe e e e e e e e e e e e aantbbeeeeaaeeaaannnnnneas 155
REVIEW ANSWETS ...ttt oot e e e e ettt e oo e e e e eettta e e e e e eeeeetaaa e e e eaeeeetsan e e eaaeaeeensnnnnaeenn 156
L€ o =TT 1 157
L T =N 163

il





