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Course Description

The real estate professional needs to be aware of the accounting rules for real estate, in order to avoid
adverse reporting outcomes. Real Estate Accounting covers the accounting rules for every type of real
estate transaction, which can be used to structure real estate deals appropriately. The course covers
the accounting for retail land sales, real estate sales, property exchanges, and the sale of time-share
intervals. It also reveals the related financial statement presentations and accompanying disclosures.
In addition, it describes the accounting related to the rental of property, and investments in real estate
ventures. In short, this course is the go-to reference for discerning the proper accounting treatment for
a real estate transaction.

Program Delivery Method: NASBA QAS Self-Study (interactive)
Subject Codes/Field of Study
NASBA (CPA): Accounting

Course Level, Prerequisites, and Advance Preparation Requirements
Program level: Overview
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Course Content

Publication/Revision date: 8/18/2020.

Author: Steven M. Bragg, CPA.

Final exam (online): Fifty-five questions (multiple-choice).

Instructions for taking this course

Note: Downloading the PDF of this course will enable Bookmarks for easier navigation (on
the left side of the document window, open the bookmarks pane).

In order to receive CPE credit for this course, you must complete the course within one year of the
date of purchase. This includes achieving a passing grade of at least 70% on the final exam. Exams may
be retaken if not passed on the first attempt (no charge).

Complete the course by following the learning assignments and objectives listed below and studying
the review questions after each major section in the text. Once you have completed each learning
assignment and you are confident that the learning objectives have been met, answer the final exam
questions (online).

Instructions for Taking the Final Exam Online
e Login to your account online at www.bhfe.com.
e Go to "My Account” and view your courses.
e Select “Take Exam” for this course and follow instructions.

Have a question? Call us at 800-588-7039 or email us at contact@bhfe.com.

Learning Objectives

e Recognize the underlying principles of accounting, the nature of the accounting cycle,
and the types of organizations that can be used to engage in real estate transactions.
e Specify the types of project costs, as well as when and how to capitalize interest on a
real estate project.
e Identify the steps involved in accounting for an acquired income-producing property,
as well as the process flow for goodwill impairment testing. Also, recognize the alter-
native treatment of amortizing goodwill, and the circumstances under which it can be
used.
e Specify the criteria for determining a buyer's commitment to pay, and the types of
income recognition methods that can be used.
e Recognize the nature of a retail land sale, the manner in which income recognition
methods can be applied to these sales, and the calculation of the net sales figure
associated with a retail land sale.
o Identify the options available for valuing exchanged property, and the use of boot in
calculating profits.
o Identify the characteristics of time-share arrangements, as well as the calculation of
sale prices and the criteria for recognizing a time-share sale.
e Identify the main characteristics of lease accounting as it pertains to rental arrange-
ments.
e Recognize the nature of contingent rent agreements, lease incentives, and leasehold
improvements, and the accounting for them.
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e Specify the criteria for recognizing asset retirement obligations, as well as the rules
for calculating these obligations. Also, identify the criteria for recognizing environmen-
tal obligations.

e Identify the calculation requirements for the equity method of accounting, as well as
the origin of the costs used in the cost method, and the treatment of investor loans to
a venture.

e Recognize the types of entities that can be classified as common interest realty asso-
ciations, as well as the accounting for special assessments.

About the Author

Steven Bragg, CPA, has been the chief financial officer or controller of four companies, as well as a con-
sulting manager at Ernst & Young. He received a master’s degree in finance from Bentley College, an MBA
from Babson College, and a Bachelor’s degree in Economics from the University of Maine. He has been a
two-time president of the Colorado Mountain Club, and is an avid alpine skier, mountain biker, and certified
master diver. Mr. Bragg resides in Centennial, Colorado. He has written the following books and courses:

Copyright © 2020 by AccountingTools, Inc. All rights reserved.
Published by AccountingTools, Inc., Centennial, Colorado.

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or
by any means, except as permitted under Section 107 or 108 of the 1976 United States Copyright Act,
without the prior written permission of the Publisher. Requests to the Publisher for permission should be
addressed to Steven M. Bragg, 6727 E. Fremont Place, Centennial, CO 80112.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best efforts in
preparing this book, they make no representations or warranties with respect to the accuracy or complete-
ness of the contents of this book and specifically disclaim any implied warranties of merchantability or
fitness for a particular purpose. No warranty may be created or extended by written sales materials. The
advice and strategies contained herein may not be suitable for your situation. You should consult with a
professional where appropriate. Neither the publisher nor author shall be liable for any loss of profit or any
other commercial damages, including but not limited to special, incidental, consequential, or other damages.

® products, visit our Web site at www.accountingtools.com.

For more information about AccountingTools

ISBN-13: 978-1-64221-011-8

Printed in the United States of America

v



Table of Contents

Chapter 1 - Introduction to Accounting 1
Financial ACCOUNTING BASICS .....ccuviitiiiiieiiiiiiie ettt ettt ettt et et et e et e stesaeessee st enseenseensesssensaensaenseensesnsesnnennes 1
AcCCOUNING FramMEWOTKS. .......eiiiiiiieiieiiciece ettt ettt et et e e beesaesseesseesseanseenseensensaensaenseensesnsesnnennes 2
The ACCOUNTING CYCLE ...eiuiiiiiiieiieiieeiieeeie ettt e st ettt et e et e s te e se e seesseessesasesseesseesseenseanseessesssenseenseenseensennsesnnenees 3
ACCOUNTING TTANSACLIONS ....etetietietieieete ettt ettt ettt e st e b et e e e e es bt shtesbeesb e e bt em et emteeateebe et e e beenbeenseenaesneenae 4
Types Of TranSaCtioN CYCIES .....eecuiiiiiiiiieiiieiie ettt ettt ete et e e rtte e taeeaeesbaeeteeesseeesseesnseeanseessseeenseesnseessseesnseennseens 4
SOUICE DOCUITIENIES ...ttt ettt ettt b e b e et e bt e et e s a e e sbee st e en bt eateea e e eb e e b e e bt embeembesetesaeesbeenbeenteenneans 5
DOUDIE ENtIY ACCOUNTINEZ ..ottt ettt sttt ettt st e bt e sb e e bt et e st e eat e e bt e b e e beenaeenseeseesaeenae 5
The ACCOUNTING EQUATION ..c..eeitiiitiitiiiieieee ettt st e ettt et et es e e bt et et e enbeentesaeesaeenae 6
JOUINAL ENETIES ...ttt ettt e b e bttt e st s b eesh e sb e e bt et eateea e e ebe e b e et e emaeenbeenaesaeenae 8
THE Led@Er COMCEPE ...cuvieutieiieeiieeiieetteete ettt te et e st e et e et et e esteesaesseeseenseensesssesasesseesseanseenseanseansenssensaenseenseensesnsesnnennes 9
Posting t0 the GENEral LEA@ET ......eoouieiiiieiiecieeeeie ettt e st e e et e e ssaessae s e eseensesnsesnnesseenseenseenseans 10
GENETAL LeAET OVEIVIEW. ... eevietieniieie e sitestte st et e et ete st e e st e e esseessessaesseesseanseenseanseassesseensaenseensesnsesssesseanseenseenseans 10
The ACCTUALS COMOEPL ...evveeeeerietietieie et eteette et et esteeeaesseesseesseesseansesssesseesseanseesseanseasseaseesaenseensesnsesnsesseenseenseanseans 11
The REaliZaAtion COMCEPL. . ccuveetietietieieetesteste st et eeteeteeteesteeseeseessesssesseesseasseesseanseassessaensaenseensesasesssesseanseenseensenns 12
AcCrual Basis Of ACCOUNTING .........ceiuieiiieiieiieeiiesttestieteesteeteste st e st eteesseessessaesseesseenseansesnsesssesseeseenseessesnsenseenseensens 13
Cash Basis OF ACCOUNTINEG......cccuuiiiiieriieiitieeitteeitieettesteeeteeseteeesteesteeeseessseeasseessseeasseessseesseesnsseesseessseensessnsesesseesnns 13
Real Estate FInancial STAteMENTS ... ...ccciuiiiiiiiieie ettt ettt ettt e b et et seeeseeesaeenbeeeeeneeens 14
REAL ESTATE ENEIEICS ....eutiieiietieitiet ettt ettt st ettt et e st e e e eb e sb e e b e e beeabeseeesetesbeenbeenteeneeane 17

NT0) (S0 53 (030 5 11103 1 sV o SO SURUUPRR 17
PaTNETSIID ..ottt e et e et e e be e ebee e bt eebee e baeentee e bb e et ee e taeentee e taeenbeeentaeeneeenraeeseeanns 18
L70) §'o 7o) 1 (o) s BRSSPSR 19
Limited Liability COMPAIY .....ceecieiieiieiieieeiestiesie et stesteste st eaeetesesessaesseeseesseansesssesssesseeseenseenseessenseessaenses 21
Real Estate INVESTMENT TTUSE .....ccviiiiiiiiriiitiiceite ettt ettt st ettt st be e eae e eneen 21
TIETEA PaArtNEISIIPS ....eeuvieeieeiieetietiete ettt ettt et e e e e e aae s e e saeesseanseesseesseasseeseeseenseensesnsesnnesseenseenseenseans 22
The FOLLOWING CRAPLETS ....ecuveevieiieiieie et ete ettt ettt et e et e it et e e beessessaesatesseanseesseesseassesseensaenseensesnsesssesseanseenseensenns 22

Chapter 2 - Initial Real Estate Costs 24
ReleVaANt ACCOUNTING SOUICES. ...cvvetieiieieriiertiestteteeteeteestesseeseesseansesssesseesseasseesseassesssesseesseensesnsesssesssesseesseesseensenns 24
(O 1 17212 15 o) o U USSR 24
Real Estate PreacquiSition COSES ........ciicieiierieriiertteteetesttesteeteesteesesteseeesseaseesseessesssesseesseesesnsesssesssesseesseesseensenns 24

Treatment Of PreacqUiSTION COSES......c.viiuiiierieriieetieteetestestteteetestestesetesseesseesseessessaesseesseesesnsesssesseesseenseensenns 25
Operating and Non-Operating ClassifiCatiONS ...........c.eecverieriieriesieeiiesieeiest et et e eaeetesreeseesaesaesaesseesseenseenseens 26
Internally-Generated PreacqUiSTtiON COSES ........c.ieriieciieieerieriiertieteetestestesteeteesteesaesseesseeseesessesssesseesseenseensenns 26
REAI EStAte PrOJECT COSES ..iuviieiiiiiieeiieiitieetteeiteeettesteeeteesteeeteessteeesseessseeenseesnsseasseesnsseenseesnsseenseesnsseenseesnssesnseennes 26
Real Estate Taxes and Property INSUTANCE.........cuiiiuiieriieeiiieeiieeiteeieeeieeesite et eeteeeiaeeeeeetaeeeeeebeeesaesnsaeenseennns 27
Rl ESTAte INTEIEST COSES ..uvritientiitiiieiite ittt ettt ettt e b et et e satesbe et e e s et eeteebeeebeenbeenbeembeseteseeesbeenbeenseeneeans 27
Assets for Which You Must Capitalize INEIESt .........ccvieiuiieiieiiieeie et ete et eteeite e seee et eesaeeeraeeseeenns 28
Assets for Which You Do Not Capitalize INtEIESt.......c.ueerieerieeiiieiie et eie et etteeieeestee et e e eteeesaeesraeeeeeenns 28
The Interest CapitaliZzation PeTiod .........ccueeiiiiiiieiiie ittt ettt et sv e et e e s eaeesabeessbaensseessseeseas 28
The CapitaliZation RALE ........eciiiiieiieie ettt e st e st e st et e esteesae et aesseesseenseensesneesseasseenseensenns 30
Calculating Interest CapitaliZAtION..........c.eeierieriiesiieie et siesieeteete e ste st e et et e eseeesaessaesseesseeseensesssesseasseenseenseans 31
Impact of Financing on Property PUrChase PriCe..........cccvivirierieriiieiie ettt ettt enee e e 33
Costs Allocated to Real EState PrOJECES........cccierieriieriieieeieetieteeie ettt et e st e eseenbessaesseesseesseenseenseans 33
Real Estate Donated to the GOVETTIMENT..........cccuiriiriiriiiriiciietetee ettt sttt st eaeen 34
CRaNEES 1N ESTIMALES ...cuvieiiiiiiieitieeiiesieeete e st et e st e e sttt e s beestbeessaeessseesssaessseesssaensseessseesseessseensseensseensseesssennsss 35
Changes iN EXPECIEA USE .....eevuiiiiiieeiieeiieeitesteesit ettt steestteesaeestteessaeessseesssaessseessseessseessseensseessseensseessseenses 35
Project ADANAONIMENT ........ooitiiiiiieiie ettt etee et eee et e et e et eeteeeteeeteeestbeenseesssseenseeansaeanseeensseeseessseenseennns 35
REAL ESTAtE SEIINE COSES ..eutiitientiintiiie ittt ettt ettt ettt e e ettt s bt e st e e bt e st ea e ebeesb e e b e enbeembeseeeseeesbeenbeenseenteans 35
CapitaliZEd SEINE COSES . ccuviiiuiieiiieeiieiiieeite et eeteeste e sttt e sbeesteesbeessseesssaessseessseessseessseessseessseessseesssesssseessseensees 36
Capitalized AQVETHISING COSLS ...eevvieriieiiieiiiesteesiee st esttesteesteesaeessseessseessseessseessseessseessseessseessseessseessseessseensees 36
Selling Costs Charged t0 EXPENSE .......eeviiieriieiieie ettt ettt ettt eeseesete st e teenseensessaesseenseensesnsesnnennes 37
Real Estate RENEAL COSES.....coueiutiiiiiiiriiiteiieettet ettt sttt ettt st b et ebt oot et e b bt ebeeaeenn e 37



Real Estate INCidental OPErations...........c.eecuerierieriieiieieeitesieesteesteetestestesseeseesseessesssessaesseeseensesssesssesseesseesseensenns 37

Initial RENAL OP@IATIONS. .. ccuvertietietieieeteetestesteesteeteeteestesseeseesseansesssesseesseenseesseassessseaseessaenseensesssesssesseesseesseensenns 38
REAL ESTATE AIMEGIITIES ....c.eeeteeitietietiete ettt sttt ettt ettt et e b e bt e bt s et e saeesbe et e e st e eateebeeebeenbe e bt embeseeeseeesbeenbeenteenteans 38
STATTUP COSES.veeiuvreeurieiitteetieeitteeitteseteeeteesteeeteessteeasseessseeasseesssaeasseesnsaeassaessseeasseesnseeasseesnseeassessnseesnsessnseensseessseenseens 39
Presentation and DiSCIOSUIE TOPICS .....ueicvieeriieiiiieeiieitteeitieesteeesteeeteeeteesteeeseessteeeseesssaeeseesssseesseessseesseesnsssesseesnns 39
Classifications within the Statement of Cash FIOWS.........ccooiiiiiiiiiiiiiie e 39
Public ComPany DiSCIOSUIES........ccuiiiiieeitieiitieeitieeitteeteesteeesteeesteeesteeeteeesteeeseeesseesssseeseesssseenseessseenseessseenseennns 39
Capitalized INTETESt DISCIOSUIES. ... .eeiviiriieriieitieeite et et e st e st e sveesteesbeeseseessbeessseessseessseessseensseessseensseessseensees 40
Imputed INtErest DISCLOSUIES .....cc.eevviiiiiieeieriieie et ettt ste it e bt et e aeseee st e st esseenseessessaesseesseensesnsesnsesseesseanseensenns 41
Chapter 3 - Purchase of Income-Producing Property 43
ReEIeVANT ACCOUNTING SOUICES......ccuieetieeiieeitieeitteetteetreeteeseteeesseesteeeseessaeaseesssseasseessseesseessssesseesnsssessessnsssssseesnns 43
Overview of Business COmDBINAtIONS. ..........eiiiirtieriiiiieieitiert ettt sttt ettt et et e st e sbe e be e teseeesaeesbeenbeeeeeneeans 43
Identifiable Assets and Liabilities, and Noncontrolling INterests ...........coceveerierieiinienienieeeeee e 45
Goodwill or Gain from Bargain PUICRASE ...........ccciiiiiiieiiiiiiecie ettt eaeestaeeaeesaaesnneenes 46
GOOAWIIL CalCULALION ...ttt ettt et b e bbbttt e st besbeebe e e eanennens 46
Bargain PUICRASE .....c.eoiiiiiiiecieie ettt et et e et e et e st e b e e b e enbeeaaesaeeene e seenseenseenaeesaenraenrenn 47
PUTCRASE OF ASSELS ..cueutitiiiiteeit ettt ettt b e bbbt b et et et et b e bt ebe oot et e st e ebesbeebeebeentenee 48
AmOrtization Of INtANZIDIES ........ccuieiiieiieieeieciesee ettt ettt e st et et e e b e e tesaeesaeesse e seenseensesnsessaenseensens 49
GOOAWIIL .ttt b ettt et b e bt bt e bbbt et et e st e bt s bt ebt e st et et e st e e b e sbeebeebeeneenee 49
GOOAWIIL AMOTEIZATION ....c..eieiiiiiieieterteet ettt ettt b e bbbt et ettt st e bt bt eb e et et et e st e ebesbeebeeaeennenee 52
Presentation and DiSCIOSUIE TOPICS .. ..ueicvieeriieiitieeitieiiteeiteeeseeeiteesteeeteesteeeteesteeaseessaeeseesnsseenseesnsseesseesnsssesseesnes 52
GENEIAL DISCLOSUIES ...ttt ettt ettt ettt e ettt sb e s bt et et e ea e et e e eb e e bt embeemteestesaeesbee et enteenteans 53
Identifiable Assets and Liabilities, and any Noncontrolling INterest..........c.cceveeverienienieniennenieiie e 53
Goodwill or Gain from Bargain Purchase ...........cocoooiiiiiiiiiiii e 54
GOOAWIIL DISCIOSUIES ....eeetieiietietiete ettt ettt ettt et e s bt et e bt ea e e b e eb e e st e e beemteeaaesaeesaeenaeenteenteans 54
Chapter 4 - Real Estate Sales 57
ReEIeVANT ACCOUNTING SOUICES......ccvieetieeiieeiieeiteeetteeteeeteeseteeesteesteeeseessaeaseessseeasseessssesseesssssesseesnsssensessssssesseesnes 57
Replacement of the Accounting Standards .............oouieiiiiirieniee ettt 57
Step One: Link Contract t0 CUSIOIMET.......ccuvieruieeriieeiieesteeeieeesteeeteeesteessteeeseessteeesseesssaeesseessseeassessseesssesssseessseens 58
Step Two: Note Performance OBIIZAtioNS ..........ceouiiiiiiiriieiieieee ettt ettt sttt e 58
Step Three: DeterMiNe PriCES .....cuiiiiiiiiieii ettt e et e et e et eebeesbeeesseesnsaeesseesnsaeenseesnseeenseens 58
Step Four: Allocate Prices t0 ODIIZAtIONS. .......ccueerueiierieriieiieieeteeieeteesteesieestesaeseesseeaeenseensessaesseeseessesnsesnsenees 59
Step Five: RECOZNIZE REVEINUE ........ociieiiiiiiiieiice ettt ettt sttt et esteensessaessa e seenseensesnnesns 59
What Constitutes @ Real EState SAE? .......c..coiiiiiiriiniiiiiiiiieeteesese sttt sttt 59
Full Accrual Method Revenue RECOZGNILION ........eecuieiieiieiieiieieeie ettt ettt e e e e b e ssaesnaesseenseenseenseens 60
Buyer’s COMMItMENt 10 PAY .....coouiiiiiiieiieieeiesiiee ettt ettt e e ebeesbessaesseesseeseenseenseensensaensaensens 61
Profit Recognition Not Using the Full Accrual Method...........ccoeviiiiiiiiiiiiiieiee et 63
Sale 1S NOt COMPIELEA ....eouiiieiiieiiieie ettt e et e et e et e e bt e steeesbeessbaeenseessseeesseesnsaeanseesnseesssaesnseesnseenn 63
Buyer’s Initial Investment Does NOt QUAlifY .......cooiiiiiiiiiieiieeie e et saeeetaeesene e 64
Buyer’s Continuing Investment Does Not QUalify.........ccooouiiiiiiiiiiiiiieieeeee e 64
Receivable is Subject to Future SUbOrdination...........ccoeouiiiiiiinieniieiieieceseeee e 64
Continuing Seller INVOIVEMENL.........cccuiiiiieiiieciieeiie ettt ete et e st e e sebeesbeessbeessbeessseessseessseessseensseessseensss 64
Decision Tree for Use 0f MEthOdS.......coueiuiiiiiiiiiiieienie ettt st aeen 67
Revenue and Profit Recognition MeEthOdS ...........eecuiiiieiiiieeiieiiee ettt sae e s e sseeseenee e 68
INStAllMEnt MEthOM. ......couiiiiiiiiiie ettt ettt ettt ae st be st bt eaneeens 68
COSt RECOVETY METIOM ...ttt ettt st e st et e et e ese e et ae et aesseesseenseensesneesseasseenseenseans 69
Reduced-Profit MEthOd .......cc.oiiiiiiiiiiect ettt st ettt st eae e eaeen 70
Percentage-of-Completion MEthOd..........c.ooviiiiiiieiieice ettt sttt e e saensaenseas 71
DEPOSIE METNOM .....eeeeiiii ettt ettt e e et e e beeestaeesaeeesbaeesseesasaeenseeensaeenseeensseeseeensaeeseeenns 72
FINANCING METNOA....... .ot iiiieiie et ettt e et e et e s beeesteeesbaeesseesssbeesseesssaeenseesnsseeseesnsseenseennns 73
LeaSING IMENOM ... ..eiiiiiiiieeie ettt e et e et e et e e bt e esbaeesaeeesbbeesseeensbeensaeensaeenseeenbaeeseeeraeeseeanns 73
Profit-Sharing MeEthod.........c.oooiieie ettt e et e et e et e e beeesbeesstaeesseessbaeesseesnsseeseesnsaeeseennns 74
Real Estate Project RECOVETADIIILY ......eeicvieiiiiiiieeiie ettt sttt e et e et eeteeentaeesbeesntaeeseesnsaeensnennns 74
Derecognition of Real EState Project COStS .....coiuiiiiiiiiiiiiieitieieee ettt ettt ettt s se e et ene 75
Real Estate HEeld-fOr-Sale .......c..oouiiiriiiiiiiie ettt st ettt st sttt 75

vi



Presentation and DiISCIOSUIE TOPICS ......eiuerierieriiertieieeteeitesteeteesteetestesetesseeseesseessesssasseesseeseensesssesssesseesseenseasenns 76

Chapter 5 - Retail Land Sales 79
ReleVANt ACCOUNTING SOUICES . ...c.vvetieiieteeiierttesttesteeteeteestesseeseeseassessaesseesseanseesseassesssesseenseensesnsesssesssesseesseesseenseans 79
RELATT LANA ...ttt bbbttt b e bbbt e h ettt et b e a e eb et ene 79

FUll ACCTUal MEthod. ... .cveiuiiiiiieiieieere ettt ettt st b ettt st beebeeae e eneen 80
Percentage-of-Completion MEthod..........c.ooviiiiiieiieice ettt sttt eenaeeseensaenseas 82
INStAllMEnt MEthOM. ......coviiiiiiiee ettt st ettt et be sttt eaneeens 84
L1701 oy L1 (11 1 T T« TP 86
Presentation and DiSCIOSUIE TOPICS .....ueicvieeruieiiiieeitieiitreeiteeesteeesteesteeesteesteeesseesseeesseessaeeseesnsseeseessssesseesssseesseesnes 87

Chapter 6 - Nonmonetary Exchanges 920
ReleVANt ACCOUNTING SOUICES . ...c.vietieieeieeiertiestteteeteeteeseesseeseeseassesssesseesseasseesseassesssesssesseensesssesssesssesseesseesseenseans 90
Overview of NoNmonetary TTanSACTIONS ........cevuiertiereieieeireetiesteesteetestestesseesseesseessesssesseesseesseessesssesssesseesseesseenseans 90

Exchanges Involving Monetary COnSIACTAtION. .........ccvevueriierieriieriieteeteetesteesteesseetesaeseresseesseesseenseessesseessaenses 92
Exchanges of a Nonfinancial Asset for a Noncontrolling Ownership Interest ...........occeveevevenienieciecieeienieenn 94
SPIN-OTT TTANSACTIONS ...eeeuviiiiieeiieiiieeieeerieeectee st e eteesteeebeesbeeesbeessbaeesseessseeasseessseessseessseessseessseessseesnseensseessseensseens 95
LiKe-Kind EXCRANGES ......cccouiieiiiiiieeiieeieeeteestteettestteette st eeteesteeesaeesateeesseesssaeanseesnsaeanseesnsaeesseesnsseenseessesenseennns 95
Presentation and DiSCIOSUIE TOPICS .....ucicuieeriieiiiieeitieiiteeiteeeseeesteesteeeteesteeeteessteeeseeessaeeseesnsseenseesnsseesseesnsssesseesnns 96

Chapter 7 - Time-Sharing Activities 929
ReleVANt ACCOUNTING SOUICES. ...cvvetieieiieeiieriertteteeteeteestessteseeseassesssesstesseasseesseassesssesssesseeseensesssesssesseesseesseenseans 99
TIME-SHAre CHATACTEIISTICS. ¢ .evteuteutetirtirterie ettt ettt sttt ettt ettt bt bt s bt eb et et et st e bt s bt ebeest et et e naeebesbeebeeaeennenee 99
Criteria for REVENUE RECOGNITION ... .ceuiiiiiiiiiiiiietiet ettt ettt et st e st e b et et e e e nae 100

Buyer’s Initial INVESTMENL .......ccuvieiiiiiiieeiie ettt seeeiee st eetee st e et eesbeeebeesebeeesseessseessseesssaeasseesnseessseesnseensseens 100
Buyer’s Continuing INVESTMENT .........eeiuieiiiiiiieiieit ettt ettt st e st ee b e et e e e setesseesbeesbeeneeeneeeneeens 102
SALES VALUE ...ttt st ettt et e a e e b e b e bt e bt et a e eht e e bt ettt ea et eneeebeenbeenbean 102
Revenue Recognition MEthods.........ooouiiiiiiiiiiiee et sttt et 103
FUull ACCrual MEthod. .....ccuoiuiiiiiiiiiiiiiene ettt ettt ettt st ettt ettt et sbesbeenaentens 103
Percentage-of-Completion MEthOd............oocuiiiiiierieieieee ettt ae e s ee s esseenseenne e 103
DEPOSIE MEINOM ...ttt ettt et e st e st e st e s st e st ense e st e esae st ee s e e seenseensesnsesneeeseeseenseenneans 104
(0T A AT < 113 T 1 NP 104
Additional Time-Share TraNSACLIONS ......c..ecuereiuiirieriiriertiste ettt ettt ettt et ettt besbe et e st et e b e stesbe bt sbe et eneenee 108
Additional Products and SEIVICES ........cceriririeiiriiriinierieeieeitet ettt ettt sttt st sa b et sbesbeeanetens 108
Treatment Of SEIING COSS ....cc.ueitiiiiiiiiie ittt ettt sttt e bttt et e s e e beesbeenbeebeenteeaeeseeenaee 109
Effects of BElow-Market FINANCING ......ccceiiiiieiiiieiiieeiie ettt st e etee st e et e sbeesaeesebaeenseesnsaessseesnseesnseess 110
Estimating Uncollectible RECEIVADIES .........c.oouiiiiiiiiieiiieee ettt 110
DEbt RESIIUCTUIIIES ...eeuteiteiiit ittt ettt ettt st st e s ae e bt et et e et e eh e e sb e e bt et e embesmbesaeesbeeseeeneeenseenneans 111
Deferral 0f RENTAl COSES .....oiuuiiiiiiiiiiieii ettt ettt ettt b e b e e bt et st e s aeesbeesbeenaeeneeeneeeas 111
UPZIAAE TTANSACTIONS ...c.uvveeerieiieeeieeetteetteeteeeteesteeeteessteeesseesseessseessseeesseessseeasseessseessseessseesssessnseesssessssesnssenns 112
RE10AA TTANSACLIONS ...cuveuvitiiieiieiieterteste sttt ettt sttt ettt b e bbbt e bt et et e bt she e bt e bt eusest et enbesbeebeebeennentens 112
Payments by Seller to SUPPOTt OPETAtIONS .........ccuerveruierieerieeieeiesiesttesteeteeteeaesseessaesseesseesessesseesseesseesseessenns 112
IMANAGEIMENE SEIVICES ...uveeuveeurerireriiestiesttetteteesesstesseesseeseassessesseesstasseenseenseasseassessseseenseesessesnsesssesseesseensesnsenns 113
Operation Of AffINItY PrOIamS.....cc.oeoiiiiiiieiieciet ettt sttt e e et eesteeeaessaesseenseenseensesneesns 113
HOIAING PEIIOM. ... ieiieiieie ettt ettt e st e st e s aee st enseenseenseesae st aenseenseenseensesnsesseesseenseanseansenns 113
TINPAITINEILE ..eevieiiieeieecteeete ettt ettt ettt e st e e sttt e steeestbe e steessaeensaeessaeessseessseesseensseensseensseansneensaeensseensseensnennes 113
Accounting Changes and E1Tor COTTECTIONS ......c.eiicuieeiiieiiiieeitieeieeeieeeieeeteesteeeteesbeeeseesseeesseesnseessseessesssseens 114
SPECIal-PUIPOSE ENEITIES ....vvieetieiiiieiieeiee ettt ette st e et e st eebee s beeesbeesabeessseessbaessseesssaeasseessseensseennsesnses 114
Assumptions and SAlES 0T DEDE ........cccuiieiiiiiieciie ettt st st e b e e staeebaesreeenree s 115
LLBASES ettt bttt sttt st e bt s bt ea e sa bt e eab et st e e et e st e e et e e sbeesaree s 115
Presentation and DiSCIOSUIE TOPICS .....ecicvireiieiiiieeiieiiteeeiteesteeeteesteeeteesteeebeessseeesseesssaeasseesssaessseessseesnseessesnseens 115

Chapter 8 - Rent Topics 118
ReIeVant ACCOUNTING SOUICES.......cuveetieiitieetieeiteeeteesiteeeteesteeeteesseeaseesseessseessseeasseessseeasseessseesssessseessseesssessssenns 118
TYPES OF LLASES ...vvieeuvieeiiieeieeetie et et e st e et e st e ettt e s beeeabeesabaeesbeesaseeasseessseeasseesssaeasseesasaeanseesnsaeasseesnsaennseesnsasnnsenns 118
s (e B 1T  N< o o  F OO OO PR PP 119
Types of Leases for Accounting TIEatMENL..........cc.eeruieriiiiiiieiieiieeee ettt sttt et s nae 119
Asset and Liability RecoO@nition (LESSEE) .....c.uiriiriiiiiieiieiieiieitiestieteee ettt sttt e ae 120

INTtIa] MEASUICIMEINL ......etiitiiiieiteietete ettt ettt ettt ettt st b e bt bt oot et e st e bt sbeeb e ebt e st et e st e e b e sbeebeeaeeneenee 121

vii



SROTT-TEITN LLEASES......veeeieeeeeeetiee ettt e e et e e e et e e e e eaaeeeeenteeseeaneeeeeaneeeeenseeeeenneeeennneeeeenneeeeennees 121

FINANCE LLRASES......cutemtitiiertietieitet ettt sttt ettt b e bbbt ea b et et e s bt sb e bt e bt e bt et et e b sbeebeebeennentens 121
OPETALING LLEASES ...eecvvieiiieiiieiiieeteeste e et estt e e sttt e sttt eseteestbeessaeetaeessaeesaeessseesseensseensseessesnsseanssesnsseenssessseensnennes 122
Optional Lease PAYIMENLS ......cccviieiiiiiiiiiieiiieeie et ste ettt ste ettt e staeestaeesaaeestaeessseesaeessseessseesssesnsaeesseeesseensnennes 123
Right-0f-Use ASSEt IMPAITINENL.......eciciiieiieiiieeitiecieeeite st e etee st eeteesreeeteesbeessaeessbeessseesssaeasseesnseesssessnseensseens 123
SUBLEASES ..ottt ettt h et ettt e et s et e s he et e e et e a et ea e e bt e bt e b e et e ea bt eh e e eheeeh e e bt et e enteeneeebeenbeenbean 124
DIBIECOZNITION ...ttt ettt h ettt ettt sa e e s bt e sb e et e e st eateeaeeeb e e bt e bt emteembesatesbeeseeenaeenseenteans 124
Lease Recognition TOPICS (LESSOT) ..ceuuiiuiiiiiiiiitieitieit ettt ettt sttt ettt et eaee b e b et eemaessaesaeenae 124
Direct FINANCING LEASES ....veeuviriieiiiiieiieti ettt stte ettt ettt e st e st e st e ste e st enaeesseesaessaeseenseensesnsesnsesseesseeseansennsenns 124
OPEIALING LUEASES ...eevvieuiieiiieiieeiiestiesttete ettt et e et e et et e esteeabeeseessee s eenseensesasesseesseenseanseenseenseessensaenseenseensesnsesnsennes 125
Variable Lease PAYIMENLS. .......cueiiiiiiiieiecie ettt ettt et e teete s ae st esaeesseesseenseensesssesseeseenseensesnsesnsennes 126
LeaSE MOMITICALIONS ...ttt ettt ettt ettt b e bbbt st et bt bt ebeeaeea b et et et naeebeebeebeeneennen 126
LESSEE IIMPACE ...ttt st e e st e st e st e e sabee s et e e eabeesabeeeabeesabeesabeesabeeeabee s 126
LLESSOT TIMIPACT ...ttt sttt st e et e st e s it e sab e e sabeesabeesabeesabeesabeesabeesaseesabeesaseens 128
CONTINEZENT RENE.....iiiiiiiiiieeieeciee ettt e st e e et e e sbeeeabeesabeeeaseessseessseesssaeasseesssaeasseessseeanseessseennsenns 129
LEASE TNCOITIVES ....eeutieiieiiieiie ettt ettt et ettt b e b et et et e s et e e bt e sb e et e em bt eatees et ebeenbee b e enbeenbesnaesneenae 130
LeaSehold TMPIOVEIMENLS. ... .ccectiiiiieeiieeieeetiesteeeteesteeeteesbeeebeessseeesseessseeasseesnseeasseesnseeasseesssaessseesnsesnnseesssesnnsenns 130
| (5128 [ B 2 1L USSR 131
SErAIGNE-LANE RENT ....ccuiiiiiiiiiieciie ettt e et e st e et e e s beeesbeessbeessbeessseeassaessseessseessseensseesssaensseensseensses 132
Operating EXPEnSE ISSUES ... ..oouiiitieiiiiiiieee ettt ettt e bttt et e e e st e st e bt et e embeesaesaeenaee 132
Sale and Leaseback TTANSACLIONS ........cc.ueoiiieriirtiririieiieieeit ettt sttt ettt ettt sb e eb et eae et et et see b e s bt ebe et enaenee 134
Chapter 9 - Asset Retirement and Environmental Obligations 137
ReleVant ACCOUNTING SOUICES.......cueeitieiiieetieiiteeeteesiteeeteesteeeteesseeasseesseessseessseessseessseessseessseessseesssessssesssesasseens 137
Overview of Asset Retirement ODLIZatiONS .........cccviiiiieeiiieiiieeciieeieeecteeeieeeiee st e e teesteeebeestaessseesnseeenseesnseessseess 137
The Initial Measurement of an Asset Retirement ObIiZation ..........cceevieriiiiiiiiiienieieeeeee e 138
Subsequent Measurement of an Asset Retirement ODIiZation............c.eeverierieriiecieeieeieseesieeie e ees 139
Settlement of an Asset Retirement ODlIGAtiON. ........c.eecuirieriieriieiieie ettt ettt esesaesseesseesseenseenseens 140
Overview of Environmental ODIIZAtIONS ..........ccveruieriieriieiieieeiesieeseesteestesaeseesstesseesseesseessesssessaesseensesnsesssesnsenses 141
Measurement of Environmental Obligations ...........c.ccveruieiiieiiiieriesieie ettt ae et e e ensesnaesnnesns 143
Recoveries Related to Environmental ODLIGAtIONS ...........ecuievereierieriieieeie e see et eee e eaeseaesseesseeseensesnnesnneses 145
Presentation and DISCLOSUIE TOPICS ...c..veuerieriierieriiertiete et etesttesteesteesteetesaesseesseesseenseenseessesssesseenseenseensesnsesnsesses 145
Asset Retirement ObIIZAtIONS ........covuiiiieiiiiieieeiee ettt ettt sb et e e eateseeseeesbeeneeeneeeneeeas 145
Environmental OBLIZAtIONS ........eiiuiiruiiiieiieie ettt ettt sttt ettt ettt e sb e b e e bt e tesatesaeesbeesbee et eneeeneeans 146
Chapter 10 - Real Estate Ventures 149
ReleVant ACCOUNTING SOUICES. .....ueruierieeieeiertestesttesttesseeteessesseesseeseesseassesssesseesssenseenseenseessesssesseesseensessessesnsesses 149
Accounting for an Interest in @ Real EState VENtUIe.........cccoevuieriieiieieeiesieeeie et 149
CONSOIIAALIONS ...ttt ettt b et b ettt s bt bbbt ebeea s et et e bt s bt e bt e bt eb b et et et e naeebeebeeneeneennen 150
ConSOlIAAtION EXAMPIES ...cuviieiiiiiiieiieiiieeiie et eetee st e e st e et eesteeeteesbeeesbeessseessseesnseeanseesssaessseesnseasnseesnsesnnsenns 152
Recognition of Noncontrolling INEIEST .........couiiiiiiiiiiiee ettt sttt 152
Sale Of Shares DY SUDSIAIATY ....cccuvieeiiiiiiieeiie et eiee et ettt e et e st eetee s beeebeesbeessseesnseeasseesssaensseessseessseennsesnsss 152
Share of Accumulated Other Comprehensive INCOME...........oecvieiiiieeciieiiiieeiie ettt eveeseveesve e 153
Full Consolidation EXAMPIE ........cccuiiiiiiieiiieiiieciiecieeeiee sttt e e s veeeaeesteeenaeessbeessseesnsaeenseesnseasssessnseesnsenns 154
Equity Method Of ACCOUNTING ......eocviiiiiiieiieeie ettt ettt ettt et ebeetesae st e sseesseesseenseensesssesseeseenseensesnsesnnennes 155
COSE IMETNOM ...ttt ettt b e bt bt e bt ea et et b e bt bt e bt eh b et et bena e b bt bt et enten 158
Changing MEthOAS. ........eeovieiieieeieciee ettt ettt et et e et s e e te e st eseesseeseesseessteseenseenseenseassenseenseenseensennsesnsesnes 159
Transactions with @ Real EState VENTUIE .........cccoiriiiiiiiiieiieener ettt s 159
CONIIDULIONS ..ttt ettt ettt ettt et st be bt eb e st ea e et sb e bt s bt ebtea e e st et e s et e bt eb e eb e est e st et e st e e besbeebeeaeensenee 159
LLOGIS .ttt ettt a et e et b ettt et s saeesaeenaeenneeaneeas 159
Purchase of Real Estate from @ VENTUIE ........cccuiiiiiiiiiiiieieee ettt ettt st st 160
Sale of an Investment in a Real EState VENTUIE ........c.coouiiiiiiiiiiiieiieieceecee e 160
ReEal EState SYNAICAION ...eeivieiiieiiieeiieciteette et e et e stee et eesteeebeesbeeesbeessteeasseesnseeasseesssaeanseesssaessseesnseennseesssesnnsenns 160
SYNAICALION ACHVITIES .. eeevieetieeitieeeteeeeiteeteeeiteeetteeteeteesteesbeessteeasseesssaeasseessseessseessseessseesssasasseessseessseesnsesnsses 161
Syndicator Risks and REWATAS ........c..cccieeiiiiiiiiiiiie ettt teeste e sbeessbeessbeeenseesssaessseesnsaennnes 161
Income Recognition DY SYNAICALOTS .....ccueiiiiiiriiiieii ettt ettt ettt s seee e 161
Acquisition, Development, and Construction AITANZEMENLS .........c..ccverrrerreerreerrerirereereeerereseeseseesseesseessesssessennes 163

viii



Participating MoOTrtZage LOAMNS. .......cc.eeiuirieiieiie ettt ettt ettt et ebeetesaesseesseesseesseenseensessaensaenseenseensesnsesnsennes
Real Estate INVESMENT TTUSES ....c.eeiuiiriiiieiieiieeiestieit ettt ettt et e e e tesae st e sseesseenseenseessesssesseeseenseensesnsesnsennes
Presentation and DiSCIOSUIE TOPICS .....ucivieeiieiiiieeiieeiteeeieesteeeteesteeeteesbeeeseessseeasseessseessseessseessseesnseessseessesnseens

Chapter 11 - Housing Associations
Common Interest REalty ASSOCIAtIONS........c.eicuerieriieriietieteeteettestte st et e te e seesste st esseesseesseesaesseenseenseensesnsesnsesses
Issues Specific to Cooperative HOUSING ASSOCIAIONS ......ccuieverereriieniierteeieeieseesiteseeesseesseesessaesseesseenseesesssesnnennes
Presentation and DiISCLOSUIE TOPICS ......eeverrieriierieriieriteste et etesttesteesseesteetesaesseesstesseesseanseessesssessaenseensesnsesnsesnsesses

Common Interest Realty Association Presentation REqUITEMENtS...........cecvevvevierininenenienieieneneseseeeeeeenee
Common Interest Realty ASSOCIation DISCIOSUIES........cciviiriieriiierieeiiieste et este et e sreeeeesre e eaeeseneeseeensneenes
Cooperative Housing Association Presentation REqUITEMENtS..........ocvierieeiiienieeiiienie e e eee e eieeesene s
Cooperative Housing Corporation DISCIOSUIES ........cccuiiivieriieiiienieeiiiesie et esreesieeeseeesiaeessneessaeesseesssseessnesnes

Answers to Chapter Questions

Glossary
Index

1X



Preface

There are many kinds of real estate transactions, each of which must be accounted for in its own unique
way. These events include the sale of time-share intervals, the purchase of income-producing property, the
construction of a new facility using debt financing, property swaps, and the sale of land. Real Estate Ac-
counting shows how to properly account for each of these transactions and many more, as well as how to
disclose them in one’s financial statements.

The book is divided into two sections. In Chapters 1 through 6, we focus on the main real estate activ-
ities of building or buying property, followed by its sale to a third party. In Chapters 7 through 11, we deal
with more specialized topics. These topics include time-sharing activities, rental transactions, asset retire-
ment obligations, real estate ventures, and housing associations.

You can find the answers to many questions about real estate accounting in the following chapters,
including:

Which preacquisition costs can I capitalize?

How do I capitalize the cost of interest into a real estate project?

Do I recognize goodwill when buying an income-producing property?
What are the criteria for using the different income recognition methods?
How do I account for an exchange of property?

How do I account for the sale of a time-share interval?

What types of leases can be offered to a prospective tenant?

How do I account for asset retirement obligations?

How does an investor account for an interest in a real estate venture?

Real Estate Accounting is designed primarily for professionals, who can use it as a reference tool for deter-
mining the most appropriate accounting treatment of different real estate transactions.

Centennial, Colorado
August 2020
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