Items to Consider when Acquiring a Property in USDA’s portfolio:
____ 1)  Do a thorough inspection, inside and out of the buildings and grounds with your project 


architect and develop a list of improvements.  Be prepared to prioritize each item of 


development and complete prior to any capital needs assessment by a third party provider.  

(RD Architect and Civil Rights Coordinator should have already completed its review)

____ 2)  Once your list of improvements is completed and your development budget thought out, 


contact a capital needs (physical assessment) provider and accompany them on the site visit.  


(This is important in determining the level of reserves needed on an annual basis for 


 the operating budget and be mindful of what will be replaced with rehab dollars, thus treated 

as “new”.)

____ 3)  Prior to executing any purchase agreement with the seller you should obtain his/her approval

to discuss the property with the governmental agency, obtain copies of the most current 


supervisory visit and inspection report and obtain at least three years financial history(audited 


preferably).

a)  Consider the following:

a. USDA, RD does not provide funds for equity payments.  Thus you must have a source for payment of equity.

b. Make sure that the seller understands USDA transfer regulations require that all

project accounts, furniture, fixtures and equipment goes with the sale.  (Ask seller for a copy of the last filed tax return and/or depreciation schedule from tax return)

c.  Be mindful of account receivables and tenant receivables  (Is seller on the accrual basis or cash basis?)

d. Be mindful of accounts payables – are they project or partnership related?

e. What are the terms of the existing organizational documents (i.e. LPA, General Partnership, etc.)  Is any other individual or organization required to consent to the sale and its terms?

b)  Purchase Agreement Considerations:  (Most will come from attorney)

a. A due diligence period so that the physical inspection can take place – leaving room to re-negotiate the terms of sale if physical inspection reveals major areas of concern.

b. Environmental Issues (Mold, Lead, Asbestos)

c. Define sale terms between buildings, furniture/fixtures, equipment and cash, if possible.

d. At what point will management transfer to new ownership entity – where possible it is recommended that the buyer assume management upon execution of purchase agreement and after due diligence period.  If not:

i. How will rental of units to eligible tenants be ascertained, especially if it will become a LIHTC property and if rented to an ineligible tenant will the purchase price be modified?

ii. Are there any third party contracts that need to be assumed and/or approved by another agency?  (i.e. NYS Rental Assistance Contracts)  Are there any contracts that the buyer wants to terminate or continue with (i.e. laundry company, snow removal, maintenance)

iii. What if accounts payables increase dramatically from the time of your financial analysis to the point of transfer?  This is especially true where there may be IOI relationships between current management and seller with Partner Loan Payables on the books.  Or where there are existing cash flow issues and management fees are being paid before operating expenses.  You don’t want to be left with little to no cash upon transfer and be faced with lots of open payables with angry vendors wanting payment!

iv. Who will do the inventory of project equipment?  Serial numbers for major appliances, lawn tractors, snow blowers, etc. will be needed for the USDA, RD Security Agreement.

____ 4)  Operating Budgets / Financial Issues:
a) What are existing rents (including utility allowances)?

b) What will new rents and utility allowances be?  When will they become effective?  Prior to transfer – who will be posting notice?  After transfer – at least 60 days needed – likely 90 days.  Is there sufficient cash to handle expected shortages if this occurs?  What is the effect upon tenants –especially where rents may now include heat/hot water?

c) Will there be a change in accounting firms?  If so, put new accountants in touch with existing.  Historical records need to be transferred so existing accountants need to be paid.  Is RD requiring an accounting from seller up to point of sale?  Who is responsible for same and when does it get done?
d) Existing Management needs to provide up to date rent receivables, account receivables, account payables.  (They must be accurate! – They will become your opening balances on your balance sheet, especially in areas where you are not assuming all receivables and/or payables)  What about petty cash?
e) Are there any reserve payments in transit?  Pending work by third party providers?  Pending authorizations by RD? 
f) Real Estate Tax & Insurance Payments – typically there is no pro-ration of tax payments and/or insurance payments as the expense is paid from project funds and all project funds are to be transferred.  However – is it going from a PILOT (tax agreement) to taxes on assessed value or vice versa?  Was there insurance premium just paid and a huge rebate anticipated if companies switch or are you at the end of the policy period?
g) In NYS – Do you have a contract for State rental assistance?  If so, has the contract been assigned – if not expect a minimum of three months to do so as it must go to the State Comptroller.  Is there a budget issue and payments cannot be processed immediately?  Are there any issues with NYS –DHCR in existing contract payments and/or processing issues with existing owner/management?

____ 5)  Tenant Issues:

a) Has there been a meeting with the residents to discuss the sale?  The rehabilitation that will be on-going?  Will there be tenant displacement?  Do tenants want to see any specific improvements?

b) Were new rent levels discussed especially where project may now be paying heat and/or hot water  (i.e. rent goes up/tenant paid utilities to go down)

c) Hours of construction?

d) Parking issues during rehabilitation?

e) Point of contact person during rehab vs. the resident manager?  Avoid residents speaking with contractor personnel on problems
____ 6)  Construction Issues:


These issues vary from project to project depending on the level of rehabilitation.  But consider  

issues such as staging subcontracts from building to building – unit to unit, etc.  Have the 


Contractor identify a point person and communicate on a daily basis, providing as much tenant


notification as is possible/practical.  Make sure the as-built drawings are updated for all the 

rehab work and involve on-site personnel as much as possible with mechanical systems, etc.


Will the project need an elevator and is it part of the rehab scope.  Is there phase 3 power 


available and the ability to have dedicated phone lines.  Are there any other construction issues 


that need to be addressed?  What is the effect on the operating budget? (i.e. annual inspection, 
              dedicated lines)  

Other Areas for Consideration:

As my partner and I do more of these acquisitions with significant rehab, we learn more and more of what to do and look for and what not to do.  Remember that we are likely dealing with older 20+ year property and rehabilitating to some current standard and technology.  They don’t always mix (as we are finding out) in the ways we originally thought.  

First, site personnel must be educated and equipped to handle all the new energy efficient equipment.  This cost money in terms of educated site personnel and/or third party monitoring/maintenance contracts - so build in training when doing subcontracts with HVAC vendors and make sure you get operating manuals that can be understood.

Secondly, what are the real estate tax issues that might be associated with a transfer of ownership?  For instance,  if the project is currently on a PILOT (Payment in Lieu of Tax), will the municipality allow it to transfer to the new owners?  If it does not have a PILOT, will the municipality consent to one and if so, how do you go about forming the structure to obtain one?  In the total absence of a PILOT and the inability to get one, is the project being assessed using RPTL 581-a (if in NYS)?

Third, we are mandated by regulatory agencies, to all the latest and greatest improvements and technology for preservation of these projects that it is easy to forgot that new technology just might cause other problems.  Here are a couple of examples:

Example 1:  In an elderly project, part of the rehab includes installing a generator (because of frequent power outages) to run the newly installed boilers serving heat and hot water to all units in the buildings.  The new boilers are the Cadillac of boilers – 96% efficient.  Every time the power goes out and the generator ignites, the boilers require resetting when power comes back.  In the middle of winter – in the middle of the night – someone needs to go out and reset.
Example 2:  In another elderly project – the tenants love to take baths.  No problem right?!  So you do a high efficient boiler (removing all old and existing individual hot water tanks) to serve the units for hot water for bathing, kitchen, etc.  Weatherization folks come in and provide low flow shower heads (not much help for those who like baths but a great energy improvement none the less).  We go crazy for about four months trying to figure out why some tenants have hot water and others don’t.  Discover that the kitchen sink faucets are so old that they are not mixing water correctly so they all get replace after the fact.  Then another four months go by and tenants keeping saying they are running out of hot water while bathing.  Go figure!  Back to the drawing board and another lesson learned.  Back in the old days of RD, I can remember when we insisted on homes having at least 7 gpm of water and we would use the tub spout to time the flow of water.  Well guess what happens when you have high efficiency boilers with mixers bringing in cold water and recharging – designed likely for 2 or 2.5 gpm?!  Our tenants were using hot water for baths faster that the high efficiency boilers could recharge the water.  We are now in the middle of trying to figure out a solution to this issue.      
