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Introduction

This comprehensive bookkeeping guide provides the essential framework for tracking
personal business expenses. It equips one with the knowledge to assist real estate
investment clients in managing the expenses they can claim on properties. It’s aninvaluable
resource for both personal financial management and offering expert advice to real estate
investors.
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Chapter 1: Basic Accounting for Realtors

1.1 Introduction to Accounting

What is Accounting?

Accounting is the systematic process of recording, summarizing, and reporting financial
transactions. For realtors, accounting helps manage income, track expenses, and provide a clear
picture of business performance.

Importance of Accounting for Realtors:

e Helpstrack commissions from sales

e Ensures compliance with tax regulations

e Facilitates financial planning and decision-making

e Improves efficiency by identifying where money is spent

Key Accounting Terms:

e Assets: Anything of value that you own. For realtors, this includes cash in bank, office
equipment, and potentially owned properties.

e Liabilities: Debts or obligations owed to others. This could be business loans or
outstanding bills.
Equity: The net worth of the business (Assets - Liabilities)
Revenue: Money earned from sales, including commissions
Expenses: Costs incurred to run the business, such as marketing and office supplies

1.2 The Accounting Equation

The accounting equation is the foundation of accounting. It’s expressed as:

Assets = Liabilities + Equity

PGL3 Services | Accounting, Finance, and Business Solutions
Streamlined Finances. Strategic Growth.
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Example:

If a realtor has $10,000 in office equipment (Assets) and owes $4,000 on a business loan
(Liabilities), the equity in the business would be $6,000 (Assets - Liabilities = Equity).

1.3 Double-Entry Bookkeeping

In accounting, every transaction affects at least two accounts, ensuring that the accounting
equation always balances.

e Debits and Credits: Every transaction has a debit (what you receive) and a credit (what you
give). For example, when you buy office supplies with cash, you debit "Office Supplies" and
credit "Cash."

Example:
When a realtor pays for advertising:

° Debit Advertising Expense (increase)
° Credit Cash (decrease)

1.4 Financial Statements Overview

Profit and Loss Statement (Income Statement):

The Profit and Loss (P&L) Statement, also known as the Income Statement, is a key financial
report that summarizes a business's revenues and expenses over a specific period, usually a
month, quarter, or year. It shows the net profit or loss by subtracting total expenses from total
revenue. The P&L helps business owners and investors assess the profitability of the business and
identify trends in revenue generation and expense management.

For realtors, the P&L provides insight into how well the business is performing. Revenue includes
income from commissions, sales, and any other sources related to real estate transactions.
Expenses typically include advertising costs, office rent, utilities, marketing, professional fees, and
vehicle expenses. By subtracting these expenses from the total revenue, the statement shows
whether the business made a profit or incurred a loss during the reporting period. A positive net
income indicates profitability, while a negative figure highlights a loss, helping business owners
adjust strategies for improvement.

www.pgl3services.com | contact@pgl3services.com | & (888) 980-7453
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A key benefit of the P&L is its ability to provide a real-time snapshot of the business’s financial
health. Realtors can use it to track income trends (e.g., sales commissions during peak selling
seasons) and identify areas where they may be overspending. The P&L is also vital for preparing tax
returns since it summarizes the income and deductible expenses for the year.

Balance Sheet:

The Balance Sheet provides a snapshot of a business's financial position at a specific pointin time
by listing its assets, liabilities, and equity. It is structured around the fundamental accounting
equation:

Assets = Liabilities + Equity.

e Assets are resources owned by the business that provide future economic benefits, such
as cash, property, equipment, or accounts receivable (money owed by clients).

e Liabilities are obligations the business owes to others, such as loans, unpaid bills, or
taxes.

e Equity represents the owner's stake in the business after all liabilities have been settled,
what remains after debts are paid.

For realtors, assets might include the office building, equipment, cash in the bank, and receivables
from clients. Liabilities might include outstanding loans on business equipment, office rent, or
unpaid invoices for marketing services. The balance sheet gives a clear view of the business's
solvency—whether it has enough assets to cover its liabilities. By comparing assets to liabilities,
realtors can assess their ability to pay debts and invest in growth.

The balance sheet is also useful for determining the overall value of the business. A higher equity
figure indicates greater value, which can be important when seeking financing, selling the
business, or measuring business growth over time. It’s a powerful tool to track financial stability
and long-term financial strategy.

Cash Flow Statement:

The Cash Flow Statement tracks the inflows and outflows of cash in a business over a specific
period, focusing on the liquidity of the business—how much cash is available to meet short-term
obligations. It is divided into three main categories:

1. Operating Activities: Cash generated or used by the core business activities, such as
commissions earned, payments to suppliers, rent, and taxes.

2. Investing Activities: Cash used or earned from long-term investments, such as purchasing
property or selling equipment.

PGL3 Services | Accounting, Finance, and Business Solutions
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3. Financing Activities: Cash related to borrowing or repaying loans, or investments by the
owner, such as drawing down on a business line of credit or repaying a mortgage on an
office building.

For realtors, the cash flow statement is crucial for understanding how much cash is on hand to
cover expenses like office rent, marketing, or vehicle costs. Even if a business appears profitable
on the P&L, poor cash flow management can lead to difficulties in meeting immediate financial
obligations. For example, if a realtor has made several sales but is still waiting on commissions to
be paid, their P&L may show a profit, but their cash flow could be negative if expenses exceed
available cash.

The cash flow statement helps realtors identify potential cash shortages and ensure they have
enough liquidity to keep the business running smoothly. It is also essential for planning purposes—
by analyzing cash flow trends, realtors can decide when to invest in new marketing efforts or
expand their operations.
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Chapter 2: Business Expenses for Realtors

2.1 Overview of Realtor Business Expenses

Tracking expenses is crucial for tax deductions and financial planning. Categorizing expenses
accurately ensures that your financial statements are meaningful and allows for easier tax filing.

2.2 Common Business Expenses

Advertising and Marketing:
Realtors often spend heavily on marketing to attract clients. This can include:

® Online ads (Facebook, Google)
@® Print media (brochures, business cards)
@® Open house materials (flyers, banners)

Vehicle Expenses:
Realtors frequently use personal vehicles for business purposes. IRS allows deductions for either:

@® Actual expenses (fuel, maintenance, insurance)
® Mileage (standard deduction per mile driven for business)

Office Supplies and Equipment:

Realtors need computers, printers, software, and other supplies to run their business. These are
deductible as business expenses.

Client-Related Costs:

This includes meals, entertainment, and gifts for clients. For example, taking clients out for dinner
or giving closing gifts can be partially deductible.

PGL3 Services | Accounting, Finance, and Business Solutions
Streamlined Finances. Strategic Growth.



Chapter 2: Business Expenses for Realtors |8

Professional Fees:

Fees for real estate licenses, continuing education, and association dues (e.g., National
Association of Realtors) are deductible business expenses.

Home Office Deduction:

The home office deduction is a valuable tax benefit available to individuals who use a portion of
their home exclusively for business purposes. This deduction allows taxpayers, including realtors
and small business owners, to deduct a portion of their home expenses from their taxable income.
To qualify, the space must be used exclusively and regularly for business activities, meaning it
cannot serve both personal and business functions. The home office can be in any part of the
home, such as a spare bedroom, garage, or even a separate structure on the property.

The deduction can be calculated using two methods: the simplified method and the regular
method. The simplified method allows a deduction of $5 per square foot of the home used for
business, with a maximum of 300 square feet, resulting in a maximum deduction of $1,500. The
regular method requires more detailed record-keeping but can result in a larger deduction, as it
involves calculating the percentage of the home used for business and applying that percentage to
actual home expenses such as mortgage interest, utilities, property taxes, insurance, and
maintenance.

For example, if a realtor uses a 200-square-foot office in a 2,000-square-foot home, that space
accounts for 10% of the home's total area. Using the regular method, the realtor could deduct 10%
of home-related expenses such as electricity, internet, and rent or mortgage interest. This allows
business owners to offset some of their operating costs, increasing the overall tax savings and
reducing the financial burden of maintaining both a home and a business space.

It's important to note that the IRS has strict rules regarding the home office deduction. The space
must be used exclusively for business—personal use, such as using the area for hobbies oras a
guest room, disqualifying the space from the deduction. Additionally, realtors who qualify for the
deduction must maintain detailed records of expenses and be prepared to demonstrate the
business use of the space in case of an audit.

2.3 Deductible vs. Non-Deductible Expenses

@® Deductible Expenses: Marketing costs, vehicle mileage, office rent, professional fees,
insurance, software subscriptions

www.pgl3services.com | contact@pgl3services.com | & (888) 980-7453
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@® Non-Deductible Expenses: Personal meals, fines or penalties, clothing (unless branded
with your business logo), and personal vacations

2.4 Record-Keeping Best Practices

It’s essential to maintain accurate records for all business expenses. Consider the following:

@® Save receipts and invoices for every business purchase

@® Use apps like QuickBooks or Expensify to capture and categorize expenses

@® Separate business and personal finances: Use a dedicated business bank account and
credit card for business transactions

PGL3 Services | Accounting, Finance, and Business Solutions
Streamlined Finances. Strategic Growth.
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Chapter 3: Using Excel to help you get organized

3.1 ATool to Help You Stay Organized

Being an entrepreneur is an exciting but challenging journey, and we admire your courage in
choosing to work for yourself. As your own boss, you take on many roles—marketer, administrator,
customer service representative, CFO, and more.

One common challenge many entrepreneurs face is keeping personal and business expenses
separate. It’s easy for this detail to slip through the cracks, especially in the early stages. However,
we strongly recommend separating your personal and business finances to stay organized and
maintain clarity.

To make this process easier for you, we’ve created an easy-to-use yet powerful spreadsheet. You
can use it to track all your business income and expenses, even if you’re currently using the same
bank account for both personal and business transactions.

This tool is designed to help you build good habits and set a strong foundation for your business
(figure 1).

INCOME AND EXPENSES TRACKING
FOR REALTORS

NoTES ACC. INCOME _ ACC. EXPENSES NET PROFIT/LOSS|
e~ | from 1/5 thru 3/20/25 12.000,00 - 12.000,00 TvPE

e - |iof2 22.000,00 - 22.000,00 s -
2 22.000,00 175,00 21825,00 ‘ Expense B 672000
S 22.000,00 220,00 21780,00 i Income s 2200000
- 22.000,00 522000 16780,00 Total geral s 2872000
- |fof S 150000 (1.500,00)}

SUM de AMOUNT

coeconr S

d Tax Preparation Fees

fessional Fees s 10.000,00
s 12.000,00

Figure 1

3.2 Instructions for Using the Spreadsheet

https://bit.ly/IncomeAndExpensesRealtors
Scan and access your free Income and Expenses for Realtors spreadsheet.

This spreadsheet includes the following fillable fields to help you track your business finances
effectively:

- Date: Enter the date of the expense or income transaction.

www.pgl3services.com | contact@pgl3services.com | & (888) 980-7453



11 | Unraveling Bookkeeping For Realtors

- Category: Select the appropriate category for the transaction. A drop-down list of income
and expense accounts is available for easy categorization.
- Description: Provide a brief but clear description of the transaction.

Example:

o Category: Marketing and Advertising
o Description: Facebook Ads

- Amount: Enter the transaction amount.
- Type: Specify whether the transaction is an expense or income.

- Notes: Add any additional details relevant to the transaction.
Examples: Monthly charge, yearly membership, etc.

As you enter data into these fields, the columns for Accumulated Income, Accumulated
Expenses, and Net Profit/Loss will automatically update to reflect the totals, ensuring an up-to-
date overview of your business finances.

3.3 Summary and Visualization of Your Transactions

SUMMARY
roee UM de AMOUNT
$ -
Expense S 6.720,00
Income S 22.000,00
Total geral S 28.720,00

SUM de AMOUNT

carecony

Accounting and Tax Preparation Fees S 175,00

Attorney Fees S 5.000,00

Bank Charges S 45,00

Insurance 3 1.500,00

Real Estate Professional Fees S 10.000,00

Rental Income S 12.000,00
Figure 2

PGL3 Services | Accounting, Finance, and Business Solutions
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Following the transaction columns, you will find a Summary section that provides an overview of
your expense and revenue data (refer to Figure 2). This summary is updated automatically as you
input transactions into the spreadsheet.

Additionally, a Pie Chart is included to help you visualize the breakdown of your expenses. This
chart gives you a clear picture of where your hard-earned income is being spent, enabling you to
make informed financial decisions and identify areas for improvement.

The spreadsheet is a powerful tool designed to assist with budgeting and provide clarity on where
your money is being spent. It enables you to track your finances efficiently, identify spending
patterns, and make informed decisions to manage your resources effectively.

3.4 Exercises

Here are some exercises that will help you understand how to efficiently use the spreadsheet for
tracking and visualizing your income and expenses.

#1: Entering Transactions
¢ Enter the following transaction into the January sheet:

o Date:2024-01-10
o Category: Marketing and Advertising
o Description: Google Ads
o Amount: $200
o Type: Expense
o Notes: Monthly campaign

e Check how the accumulated expenses and net profit/loss update automatically.

#2: Adding Income
e Record anincome transaction:
o Date:2024-01-12
o Category: Commission Income
o Description: Sale of property XYZ
o Amount: $5,000
o Type:Income

o Notes: High-value transaction

www.pgl3services.com | contact@pgl3services.com | & (888) 980-7453
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e Observe the changes in accumulated income and net profit/loss.

#3: Categorizing Expenses
e Add the following expense transactions and ensure proper categorization:
1. Date: 2024-01-15, Category: Office Supplies, Amount: $50

2. Date: 2024-01-20, Category: Travel, Amount: $300

o Verify that the pie chart reflects these changes and provides a clear breakdown of your

spending.

#4: Using Notes for Context
o Enter an expense with specific notes:

o Date: 2024-01-22
o Category: Education
o Description: Online training course
o Amount: $150
o Type: Expense
o Notes: One-time purchase

e Confirm that the notes column captures this detail for future reference.

#5: Reviewing the Summary and Visualization
o After completing Exercises 1-4, review the Summary section and the pie chart.
e Answer the following questions:
1. Whatis the total accumulated income?
2. Whatis the total accumulated expense?

3. Which category has the highest expense?

PGL3 Services | Accounting, Finance, and Business Solutions
Streamlined Finances. Strategic Growth.



Chapter 4: Differences Between LLC, S-Corp, and C-Corp for Realtors | 14

Chapter 4: Differences Between LLC, S-Corp, and C-Corp for Realtors

When setting up your real estate business, one of the most important decisions you’ll make is how
to structure your business entity. The three most common structures for realtors are LLC (Limited
Liability Company), S-Corp (S Corporation), and C-Corp (C Corporation). Each has its own
implications for taxes, liability, and how you operate your business.

4.1 LLC (Limited Liability Company)

An LLC is a flexible business structure that provides liability protection while offering pass-through
taxation. This means your business income passes directly to you and is taxed at the individual
level, rather than at the corporate level.

Key Features:

@® Liability Protection: Personal assets (like your house or savings) are protected from
business debts and liabilities.

® Pass-Through Taxation: Profits and losses are reported on your personal tax return,
meaning the LLC doesn’t pay corporate taxes.

@® Fewer Formalities: LLCs generally require less paperwork and fewer compliance
requirements compared to corporations.

@® Self-Employment Taxes: As an LLC owner, you pay self-employment taxes on your
business income.

Advantages for Realtors:

@® Simplicity in setup and operation
@® Protection of personal assets from business risks
® Avoidance of double taxation

Disadvantages:

@® All profits are subject to self-employment taxes unless you elect S-Corp status for tax
purposes
@® Harder to attract outside investors since LLCs cannot issue stock

www.pgl3services.com | contact@pgl3services.com | & (888) 980-7453



15 | Unraveling Bookkeeping For Realtors

4.2 S-Corp (S Corporation)

An S-Corp is not a business entity but a tax designation available to LLCs and corporations. It
allows businesses to pass income and losses through to shareholders, helping to avoid double
taxation.

Key Features:

@® Pass-Through Taxation: Similarto an LLC, S-Corp income is passed directly to
shareholders and taxed at the individual level.

@ Salary and Distribution: As an owner-employee, you must pay yourself a reasonable
salary, which is subject to payroll taxes, and can take remaining profits as dividends, which
are not subject to self-employment taxes.

@® Ownership Restrictions: Limited to 100 shareholders, and they must be U.S. citizens or
residents.

Advantages for Realtors:

@® Tax Savings: By paying yourself a reasonable salary and taking the rest as dividends, you
can reduce self-employment taxes

@® Liability Protection: S-Corps protect your personal assets from business liabilities (similar
to LLC and C-Corps)

Disadvantages:

@® Formalities: S-Corps must adhere to more stringent regulations, including regular board
meetings and maintaining corporate minutes.

@® Reasonable Salary Requirement: The IRS requires you to pay yourself a reasonable salary,
which is subject to payroll taxes.

4.3 C-Corp (C Corporation)

A C-Corp is a legal entity separate from its owners, providing the most extensive liability protection
but also exposing the business to double taxation: once at the corporate level and again on
dividends distributed to shareholders.

Key Features:

PGL3 Services | Accounting, Finance, and Business Solutions
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@® Double Taxation: The corporation pays taxes on profits, and shareholders pay taxes on

dividends
® Unlimited Growth Potential: C-Corps can issue stock, making them attractive to investors

@® Liability Protection: Personal assets are protected from any business liabilities

Advantages for Realtors:

@® The ability to attract investors and issue multiple classes of stock
@® Personalliability protection from lawsuits or debts
@® Business Continuity: The business can continue even if ownership changes

Disadvantages:

@® Double Taxation: Profits are taxed both at the corporate and personal levels.
® Administrative Burden: C-Corps must adhere to the most formalities, including holding
regular meetings, maintaining board minutes, and filing additional reports.

4.4 Understanding Self-Employment Taxes

Self-employment taxes apply to sole proprietors, LLC owners, and other self-employed
individuals. These taxes cover Social Security and Medicare contributions, which amount to 15.3%

of your netincome:

@® 12.4% for Social Security
@® 2.9% for Medicare

Example of Self-Employment Taxes

If you earn $60,000 as a self-employed realtor, you will be responsible for paying:

@® Social Security (12.4%): $7,440
® Medicare (2.9%): $1,740
@® Total Self-Employment Taxes: $9,180

This amount covers both the employer and employee portions of Social Security and Medicare,
since self-employed individuals are responsible for the fullamount.
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17 | Unraveling Bookkeeping For Realtors

Comparison with Payroll Employees

For payroll employees, Social Security and Medicare taxes are split between the employee and the
employer:

@® Social Security: 6.2% paid by the employee and 6.2% paid by the employer
@® Medicare: 1.45% paid by the employee and 1.45% paid by the employer

Example: Payroll Employee vs. Self-Employed Realtor

Income Employee's Taxes Employer's Taxes Self-Employed Taxes
Social Security 6.2% ($3.720) 6.2% (53,720} 12.4% ($7.440)
Medicare 1.45% (3870) 1.45% (5870) 2.9% (51,740

Total Taxes 7.65% ($4,590) 7.65% (54.590) 15.3% ($9.180)

A self-employed realtor earning $60,000 will pay $9,180 in self-employment taxes, whereas a
payroll employee will only pay $4,590, with the employer covering the other half.

4.5 How S-Corp Status Can Reduce Self-Employment Taxes

An S-Corp structure allows you to reduce your self-employment taxes by splitting your income
between a salary and dividends.

Example: S-Corp Realtor

If your S-Corp earns $100,000 and you pay yourself a $50,000 salary:

® Salary ($50,000) which is subject to payroll taxes:
O Social Security (12.4%): $6,200
O Medicare (2.9%): $1,450
O Total Payroll Taxes on Salary: $7,650
® Dividends ($50,000) are not subject to self-employment taxes, allowing you to avoid
additional tax on this income

PGL3 Services | Accounting, Finance, and Business Solutions
Streamlined Finances. Strategic Growth.



Chapter 4: Differences Between LLC, S-Corp, and C-Corp for Realtors | 18

By using the S-Corp structure, you save on taxes by limiting the amount of income subject to self-
employment taxes.

Summary of LLC, S-Corp, and C-Corp Differences

Feature

Taxation

Liability

Protection

Self-Employment

Taxes

Ownership

Restrictions

Stock Issuance

LLC

Pass-through

taxation

Yas

On all profits

Mo restrictions

Cannot issue stock

S5-Corp

Pass-through taxation

Yes

Only on salary, not dividends

Max 100 shareholders, LL5.

citizens/residents

Can issue one class of stock

C-Corp

Double taxation

Yas

Mot applicable to

sharsholders

Mo restrictions

Can issue multiple classes of

stock
Formalities Fewer formalities Maore formalities Most formalities
Best For Small, simple real Tax savings with moderate Larger real estate businesses
estate businesses complexity planning o raise capital
Conclusion

Choosing between an LLC, S-Corp, or C-Corp for your real estate business depends on your goals,
whether you want to save on self-employment taxes, and how much liability protection and
flexibility you need. Understanding these options helps ensure that you maximize tax benefits and
protect your personal assets as a realtor.
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Chapter 5: Helping Real Estate Investment Clients Understand
Accounting for Investment Property

As a realtor, one of the key services you can provide to real estate investment clients is helping
them understand the accounting side of their investments. Proper accounting not only helps
investors manage cash flow and profitability but also ensures compliance with tax laws and
prepares them for future growth.

In this chapter, we’ll cover the essential concepts of accounting for real estate investment
properties, including understanding financial statements, tracking income and expenses,
managing depreciation, and key tax considerations.

5.1 Understanding Financial Statements for Investment Property

The first step to helping your real estate investment clients is teaching them how to read and
interpret financial statements. These are the primary tools investors use to assess the financial
health of their property.

Key Financial Statements:

@® Income Statement (Profit and Loss Statement): This report shows the revenue generated
by the investment property, subtracting expenses to calculate net profit or loss.

@® Balance Sheet: This provides a snapshot of the investor’s financial position, listing assets
(such as the value of the property), liabilities (such as mortgages or loans), and owner’s
equity.

@® Cash Flow Statement: This tracks the actual cash inflows and outflows, helping investors
understand the liquidity of their property. Positive cash flow means they are earning more
than they’re spending, while negative cash flow means they’re operating at a deficit.

Why It Matters:

@® Investors need to know if their property is generating enough income to cover expenses and
provide returns.

® Understanding these statements allows investors to make informed decisions about
property management and potential reinvestment.
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5.2 Tracking Income and Expenses for Investment Properties

Real estate investment clients must track income and expenses to understand their profitability
and tax obligations. You can guide them on how to organize this information effectively.

Income:

@® Rentallncome: The most common source of revenue for investment properties is rent
collected from tenants

® OtherIncome: This includes income from parking fees, laundry facilities, or other services
provided to tenants

Expenses:

@® Operating Expenses: These are the regular costs of maintaining the property, such as
property management fees, repairs and maintenance, utilities, and insurance

@® Loan Payments: Any mortgage or loan payments on the property, including both the
interest and principal portions

@® Property Taxes: Annual taxes owed to the local government on the property’s value

@® Capital Expenditures: These are major improvements or repairs that extend the life of the
property, such as roof replacements or adding new amenities

Tips for Realtors:

® Encourage clients to keep detailed records of all transactions, whether they use
spreadsheets, accounting software, or a professional accountant
® Recommend they separate their personal and business accounts for clearer tracking

5.3 Managing Depreciation of Real Estate Investment Property

Depreciation is a key concept in real estate investment accounting because it allows investors to
reduce their taxable income over time by accounting for the wear and tear on the property.
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What Is Depreciation?

Depreciation is a non-cash expense that spreads the cost of the property over its useful life. The
IRS allows real estate investors to depreciate residential rental property over 27.5 years and
commercial property over 39 years.

For example, if an investor purchases a residential property for $275,000 (excluding land value),
they can claim $10,000 in depreciation expense each year for 27.5 years ($275,000 + 27.5 years).

Why Depreciation Matters:

® Depreciation reduces taxable income, which lowers the investor’s tax liability each year.
@® Eventhough depreciation is a non-cash expense, itimproves the property’s cash flow by
decreasing the amount of income subject to taxes.

Tips for Realtors:

® Explain how depreciation affects cash flow and netincome.
@® Recommend that clients work with a tax professional to ensure they’re applying
depreciation correctly.

5.4 Capitalization Rate and Return on Investment (ROI)

Two key metrics that real estate investors often use to evaluate the profitability of their properties
are the capitalization rate (cap rate) and return on investment (ROI).

Capitalization Rate (Cap Rate):

The cap rate is a measure of a property’s profitability based on its net operating income (NOI). It’s
calculated as:

Net Operating Income (NOI)
Property Value

Cap Rate — < 100
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For example, if a property has an annual NOI of $30,000 and is valued at $500,000, the cap rate
would be:

30, 000

500, 000

A higher cap rate usually indicates a better return on investment, though it can also signal higher
risk.

Return on Investment (ROI):

ROI measures the percentage return earned on the total investment made in the property. It’s
calculated as:

NetProf
ROI — SESTONY %160

Total Investment

For example, if a property generates a net profit of $20,000 and the investor's total investment was
$200,000, the ROl would be:

20, 000

— 1 % 100 = 10%
200, 000

Why It Matters:

@® Cap rate helps investors compare different properties and assess their investment
potential.

@® ROl gives a clearer picture of the overall return on the initial investment, including loan
costs, property appreciation, and other factors.

5.5 Tax Considerations for Real Estate Investors

Real estate investors must navigate complex tax laws, and as a realtor, you can help guide them on
what to expect. Here are some key tax considerations:
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Tax Deductions:

@® Mortgage Interest: Investors can deduct interest paid on loans used to purchase or

improve the property
® Operating Expenses: These include repairs, utilities, and property management fees
@® Depreciation: As mentioned, depreciation is a major tax deduction that reduces taxable

income.
@® Capital Expenditures: Major improvements can be depreciated over time, but not

deducted as regular expenses in the year they are incurred.

Capital Gains Taxes:

@® If aninvestor sells their property at a profit, they will owe capital gains tax on the

appreciation in value.
@® Long-term capital gains (on properties held for more than a year) are taxed at lower rates
than short-term capital gains (on properties held for less than a year).

1031 Exchange:

® Investors can defer capital gains taxes by using a 1031 exchange, which allows them to
reinvest proceeds from the sale of one property into another like-kind property without
paying taxes on the sale.

Tips for Realtors:

@® Advise clients to keep meticulous records of their expenses and income for tax purposes.
@ Suggestthey consult with a tax professional to take advantage of available deductions and
strategies like the 1031 exchange.

Conclusion

Realtors can add tremendous value to their real estate investment clients by helping them
understand the accounting aspects of their investment properties. From tracking income and
expenses to managing depreciation and understanding key financial metrics, these concepts are
essential for investors to maximize their returns and make informed decisions. By guiding clients
through these accounting principles and recommending professional accountants or tax advisors
where necessary, you strengthen your relationship and position yourself as a trusted advisor in
their real estate investment journey.
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Checkpoint - Chapter 1: Basic Accounting for Realtors

1. What is the primary purpose of accounting for realtors?
a) To avoid paying taxes
b) To track income and expenses for financial management
c) To record only personal transactions

d) To create advertising strategies

2. Which financial report shows a realtor's assets, liabilities, and equity at a specific point in time?

a) Income Statement
b) Cash Flow Statement
c) Balance Sheet

d) Tax Return

3. What is the accounting equation?
a) Revenue = Expenses + Liabilities
b) Assets = Liabilities + Equity
c) Expenses = Revenue - Assets

d) Assets = Income - Expenses

4. Which of the following is an example of an asset for a realtor?

a) Office rent
b) Commission income

c) Property owned by the realtor

d) Office supplies

5. In double-entry bookkeeping, what does a debit entry do?

a) Decreases an asset account
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b) Increases an asset account
c) Decreases a liability account

d) Increases revenue

6. What is the purpose of the Income Statement?
a) To show how much cash is available
b) To show netincome or loss over a period
c) To show equity changes over time

d) To record expenses only

7. Which of the following describes a balance sheet?
a) Summarizes revenue and expenses over time
b) Lists assets, liabilities, and equity at a specific point
c) Tracks cash inflows and outflows

d) Shows deductions and taxes owed

Checkpoint - Chapter 2: Business Expenses for Realtors

1. Which of the following is a deductible business expense for a realtor?
a) Personal grocery shopping
b) Facebook ads promoting listings
c) Clothing for personal use

d) A family vacation

2. What method can realtors use to deduct vehicle expenses?
a) Mileage deduction or actual expenses
b) Depreciation only

c) Fuel costs only
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d) Vehicle insurance only

3. Which of the following is considered a capital expenditure?

a) Roof replacement
b) Office supplies
c) Client lunches

d) Gasoline expenses

4. What type of expense is a mortgage payment on an investment property?

a) Operating Expense
b) Capital Expenditure
c) Interest Expense

d) Personal Expense

5. What is the purpose of keeping detailed expense records as a realtor?

a) To reduce tax filings
b) To maximize deductible business expenses and track financial performance
c) To avoid paying any taxes

d) To increase commission revenue

6. Which expense can be deducted if you use a home office exclusively for your real estate
business?

a) Full mortgage on your home
b) Travel to client meetings
c) Meals for personal use

d) A portion of home utilities

7. Which of the following is NOT a typical deductible business expense for a realtor?

a) Marketing materials
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b) Vehicle maintenance
c) Personal clothing expenses

d) Real estate licensing fees

Checkpoint - Chapter 4: Differences Between LLC, S-Corp, and C-Corp

1. Which business structure offers pass-through taxation and limits personal liability?
a) Sole Proprietorship
b) LLC
c) C-Corp

d) Partnership

2. Which of the following is a disadvantage of a C-Corp structure?
a) Limited liability protection
b) Double taxation
c) No ability to issue stock

d) Simple tax filings

3. What is a key tax benefit of choosing an S-Corp over an LLC?
a) No personal income taxes
b) The ability to avoid self-employment taxes on distributions
¢) Unlimited shareholders

d) Easier to raise capital

4. Which business structure requires the most formalities, such as board meetings and issuing
stock?

a) LLC

b) S-Corp
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c) C-Corp

d) Sole Proprietorship

5. Which type of business entity allows for unlimited shareholders and easy raising of capital?
a)LLC
b) S-Corp
c) C-Corp

d) Partnership

6. How are profits typically taxed in an LLC?
a) Profits are taxed twice, once at the corporate level and once at the individual level
b) Profits pass through to owners and are taxed on their individual tax returns
c) Profits are not taxed

d) Profits are taxed only on dividends

7. What is one advantage of electing S-Corp status for your real estate business?
a) You are exempt from all taxes
b) You can pay yourself a salary and avoid self-employment taxes on distributions
c) You must pay taxes only on capital gains

d) You can issue unlimited classes of stock

Checkpoint - Chapter 5: Helping Real Estate Investment Clients with
Accounting

1. Which financial statement provides a snapshot of an investor's financial position, listing assets
and liabilities?

a) Cash Flow Statement
b) Income Statement

c) Balance Sheet
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d) Profit and Loss Statement

2. What is considered an income for a real estate investment property?
a) Mortgage payment

b) Property repairs

c) Rentalincome

d) Property taxes

3. Which of the following is an example of an operating expense for an investment property?

a) Roof replacement
b) Mortgage interest
c) Rentalincome

d) Landscaping maintenance

4. What does depreciation allow an investor to do with their investment property?
a) Increase cash flow through rental income
b) Reduce taxable income by spreading the cost of the property over time
c) Avoid capital gains tax

d) Claim repairs as operating expenses

5. How is the capitalization rate (Cap Rate) calculated?
a) Net Profit + Total Investment
b) Net Operating Income + Property Value
c) Total Income + Total Expenses

d) Property Value + Loan Balance

6. Which tax strategy allows real estate investors to defer paying capital gains taxes by reinvesting
proceeds into a new property?
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a) 401(k) Rollover
b) Capital Gains Exclusion
c) 1031 Exchange

d) Depreciation Recapture

7. Why is it important for real estate investors to track cash inflows and outflows using a cash flow
statement?

a) To improve property value
b) To assess the property's liquidity and ability to cover expenses
c) To calculate depreciation expenses

d) Toincrease rental income
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Checkpoint Answers - Chapter 1: Basic Accounting for Realtors

1. b) To track income and expenses for financial management
2. c) Balance Sheet

3. b) Assets = Liabilities + Equity

4. c) Property owned by the realtor

5. b) Increases an asset account

6. b) To show netincome or loss over a period

7. b) Lists assets, liabilities, and equity at a specific point

Checkpoint Answers - Chapter 2: Business Expenses for Realtors

1. b) Facebook ads promoting listings

2. a) Mileage deduction or actual expenses

3. a) Roof replacement

4. c) Interest Expense

5. b) To maximize deductible business expenses and track financial performance
6. d) A portion of home utilities

7. c) Personal clothing expenses

Checkpoint Answers - Chapter 4: Differences Between LLC, S-Corp, and
C-Corp

1.b) LLC

2. b) Double taxation

3. b) The ability to avoid self-employment taxes on distributions
4.c) C-Corp

5.¢) C-Corp
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6. b) Profits pass through to owners and are taxed on their individual tax returns

7.b) You can pay yourself a salary and avoid self-employment taxes on distributions

Checkpoint Answers - Chapter 5: Helping Real Estate Investment Clients
with Accounting

1. c) Balance Sheet

2. c) Rentalincome

3. d) Landscaping maintenance

4. b) Reduce taxable income by spreading the cost of the property over time
5. b) Net Operating Income + Property Value

6. c) 1031 Exchange

7.b) To assess the property's liquidity and ability to cover expenses
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At PGL3, with 20+ years of experience, we make bookkeeping easy, efficient,
and stress-free!

Contact us today to book an appointment! Your first 30-minute
consultation is FREE!

£2 (888) 980-7453
B (954) 310-7942 (WhatsApp)

@ contact@pgl3services.com

For business tips and valuable content, consider following us on
Instagram: @pgl3services
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