THE GUIDE TO
CAM Reconciliations

In his book, Lease Audit Training, Joshua Leonard describes the process of analyzing a
landlord’s property taxes and operating expenses and applying the information towards a
tenant’s lease obligation to ensure that the tenant is paying their share of real estate
property costs.
A tenant “lease audit” focuses on identifying points of infringement. It results from
scenarios, for example, where a tenant’s lease may not align with the operating, real estate
tax, and other expenses set forth in the landlord’s records.
Every year, landlords unwittingly over charge tenants. The issues stem from simple human
error all the way to misleading information. These mistakes, which ranges from $0.50 to
over $10.000 per rentable square foot, are easily preventable through verification and
inspection of the landlord’s books and records.
When tenants are charged for operating costs to run the building, they should verify
whether the information is accurate. If the statement is incorrect, they should receive the
appropriate adjustment or credit from the landlord. Operating expenses and taxes for
office spaces can represent one-third of the total rent payments made to the landlord; in
other words, it can be the second largest G&A (general and administrative) expense after
personnel costs and salaries. With inflation, these expenses are likely to increase over
time. By auditing reports, the tenant not only exercises control over the operating
expenses but has the potential to reduce their bottom line by 10-25%.
Starting with the base year is important. One, it sends a message to the landlord that the
tenant will be check on their provisions. And two, it allows for the greatest recovery
potential which can generate significant savings down the road.
This manual is intended to help discover the field of lease auditing from the definitions of
different types of leases to how to account for electricity costs when a building is only
partially occupied, to what to consider when negotiating the potential recovery claims
from the landlord.

A. “Not all Landlords are created equal”
“When analyzing a landlord’s records, it is important to develop a sixth sense about the
nature of the landlord and its operations”

“If the management of the project is well run, the accounting may or may
not be run well. BUT, if the management of the project is poorly run, then
there is a good certainty that the accounting is also poorly run.”
The landlord essentially controls everything. And the tenant is responsible for paying a
share of the landlord’s charges which they do not have control over. The tenant does,
however, have access to the landlord’s year-end reconciliation invoice which should reflect
what was actually spent on the building and align with their lease provisions. Therefore,
the only way for a tenant to exercise control over these significant expenses is to perform
a tenant lease audit. This also helps understand the landlord’s intentions which can later
be leveraged when negotiating a settlement.

B. “Quantity vs. Price”
The purpose of a lease audit is to distinguish whether the proper quantities were used. It
is important to focus on quantity rather than price on an invoice because the unit prices
are typically determined by the market. An auditor can often challenge how many services
or goods are obtained, but typically not the cost per unit of the goods and services.

Human Errors
Human errors are bound to happen, so it’s not about preventing them, but rather
identifying them when they occur. A few examples of mistakes that landlords and their
staff have made include miscoding invoices to the wrong account or building, adding
extra costs, and mis clarifying certain types of legal fees. When auditing, keep an eye out
for potential errors.

Intentional errors
Sometimes landlords make intentional errors to benefit themselves, but the expense of
an extra penny is often not worth it. Lease auditors are generally able to detect these
biased and inappropriate charges. “If not tenant questions the inclusion of this capital
expenditure in the building’s operating expenses, the landlord recovers its full investment
cost from the tenant through the escalation process (assuming the building is fully
occupied)”.

Oversight errors
Oversight errors occur within the accounting department. For example, an accountant
may mis-bill operating expenses if they don’t reference a tenant’s lease provisions which
can include certain negotiation exclusions or limits.
A copy of the lease is sent to the property manager’s office after the lease has been
negotiated and executed by the lawyers, brokers, and owning principal(s). This is the
primary cause of oversight errors between the lease intent and the lease accounting for
the appropriate tenant billing.
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