[bookmark: _GoBack]Due Diligence Checklist
When you buy a multifamily property, you take on a large financial responsibility. It makes sense to look carefully at every aspect of the property and the deal to make sure you’re making a wise investment. Temper your enthusiasm with the mindset of looking for reasons to back out to protect yourself from mistakes.
Don’t be afraid to back out of a deal or renegotiate it if your due diligence reveals something seriously wrong. If there were material things left out or misrepresented or if the inspections reveal things are a lot different than you were originally told, then it’s okay to re-trade.
Do not abuse this process by going into it with the intent to renegotiate or you’ll lose your broker relationship and damage your reputation. Do your homework before making an offer to prevent this. 
But do not be afraid to walk away! Don’t push through on a deal just because you’ve spent a lot of time and money on inspections. Sometimes the best deals are the ones we do not buy!
Don’t work from a broker’s pro forma when doing due diligence. You want to know what the property has actually done.
Before the LOI
You should have already received and studied:
The last 2-3 years income and expense statements
The rent roll (Make sure to get the economic vacancy so you know how much rent is actually being paid. Sometimes a rent roll will show the rents being charged, but some of the tenants may not be paying.)
You should have asked and answered all of these questions before the LOI:
What is the property’s age?
What is the occupancy? Is the property stabilized with at least 80% occupancy? If not, do you see ways to improve it?
What is the overall condition of the property? Is there any deferred maintenance?
Do the current rents align with market rents? (You can check with Rentometer.com, Apartments.com, and Craigslist, but remember to compare very similar properties, apples to apples.)
What is the expense ratio? The average is 50%. Is the expense ratio greater than 45-50% of the gross income? If so, why? Is there a specific reason the expenses are so high? If the expense ratio is very low, this is a red flag too. There could be expenses that were left out of the equation.
Are there any value-add or reposition opportunities? Are there ways in your control to improve the NOI and raise the value?
Will the NOI be sufficient to cover the debt service plus still cash flow? Calculate the DSCR.
You should have already asked and answered these questions about the area before you started looking for property there. But now’s a good time to review it:
How’s the location/area of the property?
How does the area look on www.Spotcrime.com?
What is the condition of nearby similar properties?
Is the property in an appealing market? 
Is this an emerging market?
Is population growing?
Is income growing?
What’s the area’s unemployment rate?
What’s the vacancy of similar properties in the area? 
What are others charging for rent?
Measure Demand
As an easy way to measure demand, post an ad on Craigslist for one of the units. If you get no response, then there’s no demand. If you get a high volume of calls, it may indicate the rent is too low.
On-Site Inspections
Now that you’re under contract, you will need to actually physically visit the property and the area. (You may have done this already, but if the property is not in “your backyard” it’s common to have a property under contract that you haven’t seen yet.)
Get in the car and drive the neighborhood. Ask yourself the questions that tenants will ask:
Would I want to live here? 
Are there any jobs around here? 
Would I want to work in this area?
Is public transportation nearby and accessible?
Where is the closest grocery store?
Are schools nearby and what are their rankings? (Check https://www.usnews.com/education/best-high-schools to find out.
Are there things to do? Can tenants go to the beach, hike, or enjoy other recreational activities nearby? How’s the walkability of the neighborhood? (Check www.walkscore.com) Are there nearby stores, businesses, a movie theater, etc)
Would you feel safe living there?
Would you feel safe collecting rents? Drive past the property at 10pm and on the weekend; do you feel safe? Recheck Spotcrime.com. Remember that one side of a town can be quite a bit different from the other side.) If you’re still on the fence about safety, feel free to call the non-emergency number at the local police department. Ask if the property you’re interested in has had problems with crime in the past. 
Take a look at the security of the property itself. Will female residents feel safe walking to their apartments from the parking area? Is there a clear line of sight or are there places where criminals could hide? Is the lighting in the parking lot and around units sufficient? 
Who’s your target renter? 
You can find out by looking at who’s currently living at the property.
Percentage of married?
Ethnic makeup?
Median age?
Primarily elderly?
Students?
Families?
Your unit sizes should cater to that marketplace and your optimal tenant for that area. If something is off on this, it may explain low occupancy rates. For example, if most of the units require walking upstairs and the demographic of the area is mostly elderly, that’s not something you can fix.
Basic Demographics
What’s the city’s population?
Population growth?
Number of households?
Household growth?
Area Financials
Median household income?
Percentage below the poverty line?
Do an online job search. How many openings do you see? A great online resource for checking job availability is www.Indeed.com
Who are the major employers? 
Is there diversity of employers, not just one big business?
Housing
What is the percentage of vacant housing? Over 8% can be an issue. Is it trending up or down?
What is the average home price? We recommend $80,000 or higher. 
Number of homes vs. apartments?
What percentage rents?
Check www.BestPlaces.net for a wealth of this kind of information.
Economic Development
Call, or better yet visit, the Chamber of Commerce and/or Economic Development Office and ask:
How is business in the area?
Are there any incentives for investing?
Have businesses been coming in or leaving?
Are there any new major employers you know of?
City Planning and Zoning Offices
Have there been any violations reported on the subject property in the past 5 years? If the city codes department has had to respond to tenant complaints about things like plumbing or pests, these may be problems you’ll need to deal with.
Have any building permits on the property been pulled?
Is the property ADA compliant? The ADA is the Americans with Disabilities Act and requires accommodations like ramps and elevators for people who use wheelchairs or have other disabilities.
The County Assessor’s Office
What is their opinion on the subject property?
What is their opinion on the neighborhood?
Are assessed values increasing? At what percentage?
How much will the taxes go up?
Have the owners contested the taxes in the past 3 years? If so, what was the outcome? If they haven’t, this could be an opportunity for you to reduce expenses.
What will the taxes increase to based on the new purchase price?
Contractors
Speak to plumbers, electricians, HVAC, maintenance people, etc. who have worked on the property and ask:
What are the typical or recurring problems?
What do they think of the infrastructure?
Do they think anything needs to be repaired or replaced?
Do they know of any deferred maintenance?
Also, hire new contractors to come out and give you another point of view. The old ones may not be entirely honest about their past work. Have these contractors scheduled for the day of your site visit so you can go through the property with them hour by hour.
Current Tenants
Meet some of the people living in the property and ask:
Do they like living there?
Do they plan to stay?
Is it quiet and safe?
How are things maintained?
Do they feel taken care of?
What changes would you like to see?
Will they stay or move when lease expires?
Third Party Reports
These are required by institutional lenders.
Phase 1 Environmental
A Phase 1 inspector will come out to check the underlying land and ensure there are no hazardous materials present. They look for things such as underground oil tanks and toxic chemicals.
Engineering Report
Also called the Physical Condition Assessment, this report is done by an engineer who inspects the property and its structure as a whole. They look for anything that will require repairs such as cracks, unsafe balconies, etc.
Property Survey
The survey is required by banks, but make sure to get this when using seller financing too.
It helps to get a copy of the seller’s old survey.
This establishes the outline or physical boundaries of the property and determines if a neighbor has built a fence or even another building on the property.
Appraisal
The bank will order this.


Property Inspection
There are several types of inspectors specializing in different areas. Order the ones you think are necessary for the property.
Termite, wood boring insect, pest inspection: recommended and not expensive.
On site sewer disposal system inspection
Lead paint inspection, if the property was built prior to 1978
Radon gas inspection
Asbestos inspection
Urea Formaldehyde Foam Insulation (UFFI) inspection
Mold inspection, if you see any evidence. This can be very expensive to remedy.
The Inspection Process
Your property inspector should give you a report on the condition of the:
Roofs
HVAC, plumbing, electrical
Foundations 
You should also physically walk through and inspect every unit yourself. If you ask to see a few, the seller will only show you the best ones. When walking the units, take pictures or even better have someone walk through with you and take videos. When you watch the videos later, you’ll see things you missed.
Financial Inspection
You know it’s important to inspect the condition of the physical property, but don’t overlook the financial condition. 
Match up bank statements to the rent roll.
Match up deposits to bank statements.
Perform a lease audit; check when they expire.
Ensure that information from the rent roll matches up to the signed leases.
Log all lease dates and amounts.
Verify utility bills via bank statements:
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· Water 
· Electric
· Sewer
· Trash
· 
Read over all contracts:
· 
· Landscaping
· Pool service
· Snow removal
· Laundry room
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