
Indianapolis Second Quarter 2010 Statistics

Vacancy in the Indianapolis multi-tenant office market increased to 21.8% for the second quarter (1.2% change). 
The Suburbs had a 2.0% increase while the CBD experienced a slight decrease.. 

The overall YTD absorption is negative 276,000 SF, most of which is attributed to the Suburbs. For the quarter, the 
Central Business District and Midtown Submarkets each experienced occupancy growth of 34,000 SF and 5,000 
SF respectively for the quarter (.3%).

The weighted average asking rate for Class A is $18.82/SF for Central Business District buildings ($1.15 decrease) 
and $19.16/SF for Suburban buildings ($.21 decrease). 

The square footage of new construction delivered during the second quarter 2010 remained flat as there were no 
new multi-tenant office buildings brought online during the quarter.

A Message from the Editor
Several trends from the previous quarter continued through June. Overall 
vacancy increased but it is interesting to note CBD/Midtown saw positive 
absorption and a reduction in vacancy for the quarter. Landlords continued 
to offer a variety of rent variations in order to keep cash flow intact and 
downsizing continued across all classes of space. 

On a personal note, a few short months ago I completed my 10th Indy 
500 Festival Mini-Marathon - the largest half-marathon in the U.S. It gave 
me a great sense of personal achievement and satisfaction. To me, the 
end of the race was more than crossing the finish line...it was about finally 
achieving the goal I set for myself more than 10 years ago. 

A few things that I learned along 
the way... First, preparation is 
key - prepare yourself not only 
for success, but for bumps in 
the road, too. Second, don’t ever 
give up on pursuing your dreams 
- it’s never too early or too late to 
start doing something that you 
love. And third, life is a series of 
challenges - face them head-on 
and always be sure to celebrate 
your achievements. 

All the best, 

“He that is good for making excuses is seldom good for anything else.”  - Benjamin Franklin 
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Accounting Changes That May Impact
Your Leased Space  
A new accounting standard was recently proposed by the 
International Accounting Standards Board (IASB) and U.S. Financial 
Accounting Standards Board (FASB) that could require all companies 
to list their property leases directly on their balance sheets. This is a 
major shift in how companies currently account for lease agreements 
in their financial statements. The proposed changes may impact how 
owners and tenants choose to structure their leases, how businesses 
choose to own or lease space, and how public and private companies 
account for leases on their balance sheets.

Who will be most impacted?
Large commercial banks, Fortune 500 companies and large retailers. 
Many of these companies have thousands of leases around the globe, 
therefore shifting their leases from “off balance sheet” to liabilities 
may prompt a change in real estate decision making.

Is there anything I need to do now?  
Not yet, but start to prepare. There are several operating and financial 
considerations to evaluate including;

• �What the pro forma financial effect is today of the proposed rule 
changes on your lease portfolio.

• �The impact on the various borrowing agreements, employment 
plans, shareholder agreements and other agreements that use 
financial ratios and results, and assess whether those agreements 
should be amended to account for the effects of the rule changes.

The FASB is expected to issue its final rules in late 2011, with an 
effective date in 2012. Cassidy Turley will  continue to monitor 
developments related to the proposed changes and provide updates 
as new information is released. In the meantime, please do not 

hesitate to contact me at 317-639-0487 or via e-mail 
at MaryBeth.Kohart@cassidyturley.com if you have 
any questions or concerns. 

For a copy of the  
2nd QTR Office Report, visit 
http://www.marybethkohart.com

For a full copy of the Lease Accounting Changes 
article, visit http://www.marybethkohart.com
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Insights:  Lease Accounting Changes
July 2010

In March of 2009, a discussion paper titled 

Leases-Preliminary Views was published 

by the International Accounting Standards 

Board (IASB) working jointly with the 

U.S. Financial Accounting Standards 

Board (FASB) as part of their ongoing 

efforts to converge U.S. and international 

financial reporting. The proposal may 

create a major shift in how companies 

account for lease agreements in their 

financial statements.  The new accounting 

standard could have sweeping effects 

on how owners and tenants choose to 

structure their leases, on how businesses 

choose to own or lease space, and on how 

public and private companies account for 

leases on their balance sheets.  Financial 

statements aside, the potential impact 

could be substantial on measurements 

under borrowing agreements (such as 

financial debt covenant compliance 

ratios), employee incentive compensation 

plans, shareholder agreements and other 

agreements that use financial ratios 

and results to set pricing or calculate 

terms under such agreements.  The 

FASB is expected to issue an “Exposure 

Draft” of the proposed new accounting 

rules in early 2011.  Typically, there is 

a “comment period” where companies, 

industry groups, accounting firms, and 

other interested parties or individuals may 

submit “comment letters” on the proposed 

new rules.  The FASB is expected to issue 

its final rules in late 2011 with expected 

effective dates for 2012.

The purpose of this paper is to describe 

the proposed accounting standard, outline 

the implications for businesses and for the 

broader commercial real estate industry, 

and answer some of the commonly asked 

questions regarding the proposed FASB 

changes.  Cassidy Turley will continue 

to monitor developments related to the 

proposed accounting changes and will 

provide updates as new information is 

released.   

Overview

The crux of the issue is how businesses 

report leases on their balance sheets.  

The current lease accounting standards 

require tenants to classify their leases 

as either “capital” leases or “operating” 

leases.  Currently, capital leases are 

recorded as assets on balance sheets, 

with a corresponding liability for the future 

obligation.  The assets are “depreciated” as 

an expense item in the income statement.  

Operating leases are simply recorded as 

an expense in the income statement over 

the life of the lease term.  Companies 

are required to record capital leases if 

one of four criteria are met, based on the 

terms of the lease.  Critics of the current 

standard argue companies recording 

operating leases (an “off balance sheet 

transaction”), do not give a complete and 

accurate picture of a company’s liabilities.  

Moreover, proponents for the rule change 

argue that the dual method of reporting 

leases as either capital or operating creates 

less transparency when comparing the 

financial statements from one company to 

the next.  The proposed FASB rule change 

is aimed at resolving these issues by 

requiring all companies to list their property 

leases directly on their balance sheets.  

According to estimates by the Securities 

and Exchange Commission, the changes 

would prompt public companies to put 

over $1 trillion in assets and liabilities on 

their financial statements when submitting 

their 10-Q and 10-K filings to the SEC.  As 

a result, the proposed changes will result 

in changes in the timing and classification 

of expenses on corporations’ income 

statements, which will impact key financial 

metrics such as debt to capitalization ratio, 

EBITDA, interest coverage, and other 

metrics.      

Implications for Commercial Real Estate

Although the proposed FASB rule changes 

may change from the current draft to the 

final rules that are expected to be rolled 

out in 2011, here are some speculative 

implications for commercial real estate 

industry:

•	 With companies forced to record 

leases as liabilities, the new standards 

may create an incentive for more 

companies to buy their offices rather 

than rent.  Although this will prompt 

some businesses to rethink their real 

estate portfolio strategies, the rule 

changes are likely to have only a 

marginal impact on net demand for 

leasing office space. 

•	 Short-term leases may grow in 

popularity.  The FASB rule changes 

require recording the bulk of long-

term lease obligation liabilities on the 

balance sheet.  Thus, companies 

looking to attract capital in the short-

term will seek 3-5 year deals versus 

10-year deals.

•	 Renewal options and expansion 

options will become less popular.  

Under the new rules, companies will 

be required to include their renewal 

options, if they expect to execute in 

the future, as part of their upfront 

lease obligation liability.  Consequently, 

businesses may shy away from built in 

renewal clauses and instead choose to 

revisit their leasing agreements as the 

expiration approaches.

Impact Of Proposed FASB Rule Changes

MB’s 10th Mini!!

Mary Beth and nephew Luke at start of mini-Marathon


