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AS A REAL ESTATE INVESTOR, ONE OF THE MOST 
IMPORTANT SKILLS YOU POSSESS IS THE ABILITY 
TO ANALYZE THE NUMBERS ON THE DEALS YOU ARE 
ABOUT TO ENTER, AND ON THE CURRENT INVEST-
MENTS YOU HOLD. Looking at a set of corporate 

financial statements, for example, is a crucial step in deciding on 
investing in a new joint venture, buying a potential property, or 
knowing that your current portfolio of properties is performing to 
its best ability. Financial statements give you the opportunity to 
look back and see the big picture. How are you doing? What has 
changed? What will this mean for taxes? More importantly, where 
are you going?

To help give you a real feel for analyzing the numbers in a set of 
statements, we asked Alexandra Witmer, CPA, CA, of our office to 
create a set of Notice to Reader financial statements for the fiction-
al “Robin’s Nest Hold Co.”, a real estate company with long-term 
holds for residential rental. 

Notice To Reader Financial Statements – What does 
this really mean?

Robin’s Nest Hold Co. is required to prepare a Notice to Reader 
(NTR) form of financial statements each year. A “Notice to Reader” 

is just that – a notice on the page before the Balance Sheet that 
states that the financial statements are the responsibility of manage-
ment and that an audit or review was not performed. By specifying 
that the NTR is not an audit or review, this means that it is the 
lowest level of assurance provided. When we prepare an NTR, the 
numbers are checked for mathematical accuracy, but not audited. 
This is why the last line of a NTR cautions readers of the finan-
cial statements that “these statements may not be appropriate for  
their purposes”.

The NTR is an important reminder to you that, even though we 
as accountants have physically prepared the financial statements, 
technically they were prepared by management as you provided 
the figures and approved any adjusting entries the accountants sug-
gested. As well, this is a key piece of information for your financial 
institution to know if they ask to get a copy of the statements. 

NOTICE TO READER

On the basis of information provided by management, we have compiled the balance sheet of 
Robin's Nest Holding Co. as of March 31, 2014 and the statement of loss and deficit for the year 
then ended.

We have not performed an audit or a review engagement in respect of these financial statements 
and, accordingly, we express no assurance thereon. 

Readers are cautioned that these statements may not be appropriate for their purposes.
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continued...



The Balance Sheet and the Income Statement – 
Diving into the numbers

Let’s take a look at some commonly used numbers on the Balance 
Sheet and the Income Statement. Normally, for companies that 
have been in existence for multiple years, you see a comparative 
view of the previous and current year.

The Balance Sheet

The Income Statement

1. Cash

Arguably one of the signs of a healthy and successful operation is 
a cash balance. But how much is enough? That depends on the lia-
bilities and expenditures that the cash must fund, and what future 

goals the company has. There is no set in stone ratio you must ob-
tain. If you are collecting rental income and it is enough to pay the 
mortgage and other expenses, plus a little cushion, then that should 
be a sufficient level of cash on hand. If the company is looking at 
investing in another property, then perhaps more cash, or a “war 
chest”, is needed. 

In the Robin’s Nest Hold Co., the cash balance decreased from 2013 
to 2014. What does this represent? Was there a lower amount of 
rental income collected? No, Revenue has increased on the Income 
Statement. So, that cash must have been spent on something during 
the year. No new assets were purchased, so cash wasn’t used for that 
investment. Perhaps the cash was used to pay down the mortgage, 
but the rent collected should be enough to cover these payments. 
But on the Income Statement, repairs and maintenance expense 
increased significantly from last year. Because the liabilities have 
not increased, the cash must have decreased to fund the repairs and 
maintenance during the year.

2. Revenue Producing Property  
(net of accumulated amortization)

This one liner on the Balance Sheet includes the building portion, 
land portion and the accumulated amortization on the building. 
If you don’t buy other properties during the year (or make capital 
improvements), and amortization is expensed, then you should see 
this figure decrease year over year as the accumulated amortization 
increases. One of the simple relationships between the Balance 
Sheet and Income Statement is:

• the amount of amortization expenses on the Income Statement 
is the difference between the assets’ accounting value from last 
year to the current year 

The “Revenue Producing Property” line also has other relationships 
on the financial statements. All of the debt that the asset finances (or 
is the collateral for) is recorded in the “Liabilities” section. Often, for 
a real estate company a mortgage and a due to shareholder amount 
appears because the down payment for the property or total amount 
that is not financed via the mortgage had to be lent by a person to 
the corporation. Ideally, the total value of the asset is not more than 
the mortgage remaining. But keep in mind that, for accounting pur-
poses, we do not record the fair market value of the property but the 
original costs less depreciation. Hopefully the property is actually 
appreciating, so the Balance Sheet can be misleading.

In Robin’s Nest Hold Co., the revenue producing property is higher 
than the mortgage by $247,000. This is very good, and the mort-
gage is not underwater. But there is other debt besides the conven-
tional mortgage, like the $485,000 of debt due to the shareholders. 
Now the debt (mortgage plus due to shareholder) is higher than the 
value of the property. 

Here is where you need to stop and think about where you are in 
your progress as a company. 

• First, remember that the property is being amortized based on the 
original cost, meaning that, likely the property is worth more than 
it was when you purchased it (appreciating) and the accumulated 
amortization is not a true reflection of the market value. 

Robin's Nest Hold Co.
Statement of Loss and Deficit
Year Ended March 31, 2014
(Unaudited - See Notice To Reader)

  2014  2013

Revenue $ 200,000 $ 190,000

Expenses
Advertising and promotion  60  150
Amortization  39,000  41,000
Insurance  3,700  3,200
Interest and bank charges  14,200  17,065
Interest on long term debt  52,000  54,000
Management fees  26,600  26,500
Office and sundry  2,700  1,850
Professional fees  7,400  5,300
Property taxes  20,000  18,000
Repairs and maintenance  45,900  24,000
Utilities  20,100  21,000

  231,660  212,065

Net Loss  (31,660)  (22,065)

Deficit - beginning of year  (180,000)  (157,935)

Deficit - end of year $ (211,660) $ (180,000)

Robin's Nest Hold Co.
Balance Sheet
March 31, 2014
(Unaudited - See Notice To Reader)

  2014  2013

Assets
Current

Cash $ 25,640 $ 49,000
Accounts receivable  500  1,500

  26,140  50,500
Revenue producing properties (Net of accumulated amortization) 1,655,000  1,694,000
Deferred financing costs  16,000  30,000

 $ 1,697,140 $ 1,774,500

Liabilities
Current

Accounts payable and accrued liabilities $ 4,600 $ 4,300
Rental deposits trust liability  11,000  11,000

  15,600  15,300

Long term debt  1,408,000  1,454,000

Due to shareholders  485,000  485,000

  1,908,600  1,954,300
Shareholder's deficiency

Share capital  200  200
Deficit  (211,660)  (180,000)

  (211,460)  (179,800)

 $ 1,697,140 $ 1,774,500
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• Secondly, the due to shareholder debt is the initial money you, 
or other shareholders or private lenders, gave to buy the first 
rental properties. You may not be expecting to get this capital 
back for a long time, or you know you have been personally 
financing the operations of the company if it is not cash flowing. 

Before concluding that your property is a poor performer, analyze: 

• What is the market value of my property? 

• Will this company begin to cash flow? 

• Is there something I can do differently to decrease my share-
holder liability and overall risk? 

• Should I be refinancing now?

3. Shareholders’ deficiency (Retained earnings)

How do you calculate and read the shareholders’ 
deficiency off the financial statements?

• From the Income Statement, previous year’s 
column, “Deficit – end of year”, becomes the current 

year’s “Deficit – beginning of year”

• Add to the deficit the “Net income or loss” to 
equal the current year’s “Deficit – end of year”. This 

number transfers to the Balance Sheet under the 
“Shareholders’ deficiency” section and is combined 

with the share capital.

Retained earnings/(deficit) = Assets less Liabilities

In Robin’s Nest Hold Co., this is:  ($211,460) = 
$1,697,140 - $1,908,600

Changes in the retained earnings (or deficit) is a direct result of the 
year’s accounting income or loss. So, let’s look at the relationship 
between the revenue and total expenses. Is your total income cov-
ering all of the accounting expenses? In Robin’s Nest Hold Co., at 
first glance, no it does not. However, before having a panic attack 
about the “Shareholders’ deficiency” note that “Amortization” is a 
non-cash expense of $39,000. If “Amortization” was not an expense 
on the Income Statement there would actually be a net income of 
$7,340. Home safe! There is net income. 

But there is one payment that does not show up on the Income 
Statement that still must be paid out of the rent received – the prin-
cipal portion of the mortgage. In year 2013, $46,000 of principal 
was paid down. So where did the other $38,660 ($46,000 – 7,340) 
come from to make the mortgage payments? Let’s dig a little deeper. 
The “Interest and bank charges” is a total of $14,200 for 2014. From 
2013 to 2014, $14,000 is the decrease in the “Deferred financing 
costs” on the Balance Sheet. This is an adjustment to write off a 
portion of an expense over a few years instead of all at once. So these 
fees have either already been paid in prior years, or are offset by a 
liability balance. Now we are up to $21,340 of spending room, still 
needing $24,660 to bring us to $46,000 of principal paid down. As 
mentioned earlier in the Cash section, the cash decreased since last 
year – probably to fund the increase in repairs and maintenance. 
So if cash was used to pay for the repairs and maintenance then 

the other $24,660 was generated by the rental revenue. Long story 
short, there is enough revenue to cover the expenses and mortgage 
payments in Robin’s Nest Hold Co. even though on the Balance 
Sheet there is a deficit.

Revenue

Your “Revenue” (i.e. your rent) is at the top of your Income 
Statement. What does revenue tell you about your financial per-
formance? Comparing horizontally (prior year to current year) 
did your revenue increase because of higher rental rates or fewer 
vacancies? If so, there is a relationship among other numbers to 
account for why you were able to achieve higher rental rates or fewer 
vacancies and this is important to know for future operations so you 
can keep doing the right things! 

What do your expenses say about your ability to earn income? 
Comparing vertically (within the current year), did you have fewer 
vacancies because you spent more on advertising, or hired a capable 
property manager to decreased time between tenant turnover? 
Were you able to increase rental income because you spent money 
upgrading your property (repairs and maintenance or major reno-
vations that were capitalized in either the current or past year)?

Revenue should also have a relationship with the “Revenue pro-
ducing property” line on the Balance Sheet. Does the amount of 
revenue collected make sense for the value of the property? If you 
owned a property that was purchased for $1,600,000 does earning 
$200,000 in rental income make sense? You can also make some 
more detailed calculations such as what is your revenue per unit 
on average. Or if you have different sized units, how much are you 
charging per square foot of living space? Knowing these figures can 
help you price your next unit optimally.

Expenses

Do they make sense? You may think you have a handle on your 
expenses, as they may seem like small amounts monthly, but what 
do they look like over the course of a full year? 

The numbers on your financial statements should tell a story and 
reflect what activities took place during the year. Every number has 
at least one relationship with another that can be a sounding board 
to see if your operations are running optimally, or what you need 
to change.

Also remember that the real estate industry is different from a busi-
ness in the goods or personal services industry and that using standard 
ratio analysis is not going to give you accurate or useful information 
to make decisions with. Interpreting your numbers is crucial.

George Dube is a veteran real estate investor and accountant 
(CPA). He has spoken, written various articles, and  
co-authored two books on real estate accounting.  
Contact George at georgedube@dubecuttini.com.

Peter Cuttini, CPA, CA, LPA, CPA (Illinois) is a real estate investor 
and cross-border accountant. He often speaks on cross-border 
issues and has written numerous articles on the topic. Contact him 
at: petercuttini@dubecuttini.com.
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