
Multifamily Underwriting 
REVENUES
Rental Income:

Gross Potential Rent
If all units were leased at market rent.  Based on current Rent Roll (# of Units X Rent X 
12).  2 ways of calculating: Either In place rents + vacant at market (conservative) or all 
units at market rent (more aggressive). 

Vacancy
Physically vacant units.  Based on current rent roll vacancy and competing properties.  
Minimum of 5% of gross potential rent.  

Rental Concessions, delinquencies, etc

What specials are the subject property giving?  What about other properties? Is the 
property collecting rent from all tenants, how much usually is written off in bad debt?  
Any non-revenue units for manager or model? Trailing 12 and competing properties in 
submarket. 

NET RENTAL REVENUE (Gross Potential - vacancy-rental concessions- 
delinquencies)

Actual Rental income collected.  Conservative is trailing 12 net rental income.  Lenders 
will use Trailing 3 months annualized.  Some brokers will proforma trailing 1 
annualized.  

Other Income 
Good News income (Laundry, parking, utility reimbursement): 100% of trailing 12
Bad News income (late fees, security deposit forfeit) 80% of trailing 12
EFFECTIVE GROSS INCOME: Net Rental + Other Income
EXPENSES
Real Estate Taxes:

(Greater of 80% of purchase price or current assessed value) X  current tax rate.  
Compare to other properties in area to determine tax comparables.

Insurance: Trailing 12 or insurance estimate quote; Average of $300-$350/unit

Utilities:
Trailing 12; Electric, gas, water (Approximately $1000/unit).  Determine what utilities 
tenants currently pay for directly or through a reimbursement system (RUBS).  

Repairs and Maintenance:
Trailing 12; Building maintenance and repairs, unit turns; Not CAPEX;  ($1,000/unit).  
Remove any items that are full replacement as these are capital items.

Property Management Fee:
Typical property management fees: 5% for 50-75 units ; 4% on units under 75-150 
units, 3% on units above 150 units

Payroll:
Trailing 12; includes leasing agent and maintenance person along with benefits; 
contract services for items on-site staff cannot complete ($1200/unit; $100K-125K)

General and Admin:
Trailing 12; includes marketing, leasing office expenses, licenses.  (Approximately $200-
$300/unit)

Capital reserve or replacement reserve
Replacement reserve either held by lender or owner to replace large capital items over 
time.  $300/unit for Class C, $275/unit for Class B, $250/unit for class A.

Total Expenses: Total expenses typically range from $4,500/unit-$6,000/unit.  
Expense ratio 55%-65% of total revenue on Class C deals 
NET OPERATING INCOME Total Revenue- Total Expenses


