Steps to Review a DST Private Placement
Memorandum

Understanding the Role of the Private Placement Memorandum in
DST Investments

A private placement memorandum (PPM) is the central disclosure document for a Delaware
statutory trust (DST) investment. It lays out the terms, risks, and financial details of the
offering. For investors considering a DST, reviewing the PPM carefully is not just good practice,
it is a necessary step before committing capital. Many DST investments are offered as 1031
exchange replacement properties, and the PPM is the primary source of information about the
sponsor, the property, and the legal structure. When losses occur, questions often arise about
whether the PPM contained accurate and complete information. That is where FINRA
arbitration for DST losses becomes relevant, as investors may pursue claims against broker-
dealers who recommended a DST based on a PPM that omitted material facts.

Step 1: Identify the Sponsor and Their Track Record

The first thing to look for in a DST PPM is the identity of the sponsor or the managing member.
The sponsor is the entity that will operate the property and make decisions on behalf of the
trust. A PPM should name the sponsor and describe its experience with similar properties.
Look for the sponsor's history with DST offerings, including how many it has managed and
whether any have defaulted or performed poorly. Watch for a sponsor that has changed names
frequently or has limited experience in the specific property type, such as multifamily,
industrial, or retail. A sponsor with a short track record may not have the operational depth to
handle unexpected market shifts. If the PPM is vague about the sponsor's background, that is
a red flag. In some cases, investors later discover that the sponsor had a history of regulatory
actions or lawsuits that were not disclosed in the PPM. That omission can become a central
issue in a FINRA arbitration claim.

Step 2: Examine the Property Description and Valuation

The PPM should include a detailed description of the property: its location, age, condition,
current occupancy, and any planned improvements. Compare the property's valuation to recent
appraisals or market data for similar properties in the area. Be cautious if the PPM uses an
appraisal that seems high relative to comparable sales, or if the valuation method is not clearly
explained. Some DST PPMs rely on appraisals commissioned by the sponsor, which may be
optimistic. Investors should also check whether the property has any environmental issues,
zoning problems, or pending litigation. If the PPM glosses over these details, it may be



incomplete. A thorough property review can help investors decide whether the offering is fairly
priced and whether the sponsor's projections are realistic. If the property later underperforms,
the accuracy of the PPM's property description can become a key point in FINRA arbitration for
DST losses.

Step 3: Scrutinize the Financial Projections and Cash Flow
Assumptions

Every DST PPM contains financial projections: expected rental income, operating expenses,
debt service, and projected returns to investors. These numbers are not guarantees, they are
estimates based on assumptions about occupancy rates, rent growth, and expense trends.
What matters is whether those assumptions are reasonable. Look for the occupancy rate used
in the projections. If it is above the market average for that property type and location, that
could signal overconfidence. Similarly, check whether the expense line items include adequate
reserves for repairs, capital improvements, and property management fees. A PPM that shows
high projected returns without acknowledging potential downturns may be overly optimistic.
Investors should also verify that the debt structure, the loan amount, interest rate, and
amortization schedule, is realistic. If the loan has a balloon payment or a variable rate, that
introduces additional risk. When a DST fails because the projections were based on unrealistic
assumptions, investors may look to FINRA arbitration for recourse, arguing that the broker-
dealer should have caught the flaws in the PPM.

Step 4: Review the Risk Factors and Legal Disclosures

A well-drafted PPM includes a section on risk factors. These should cover market risks,
property-specific risks, sponsor risks, and structural risks such as the possibility of early
termination or forced sale. Pay attention to whether the risk factors are generic, boilerplate
language that could apply to any real estate investment, or specific to this property and
sponsor. Also check the legal disclosures about the trust structure itself. DSTs are passive
vehicles; investors typically have no management rights and cannot vote on major decisions.
The PPM should explain what happens if the trust loses its tenant, needs a major repair, or
faces a lawsuit. If the risk section is short or dismissive, that could indicate that the sponsor is
downplaying real dangers. In the event of a loss, investors often argue that the PPM failed to
disclose material risks, and that the broker-dealer had a duty to identify and explain those risks.
That argument is central to many FINRA arbitration claims involving DST losses.

Step 5: Check the Distribution and Liquidity Provisions

DSTs are illiquid investments. Investors typically cannot sell their beneficial interest easily, and
there is no secondary market. The PPM should state this clearly and explain how and when



distributions will be made. Look for the distribution schedule, monthly, quarterly, or annually,
and any conditions that could delay or reduce distributions. Some PPMs include a provision for
a reserve fund that the sponsor can draw on for unexpected costs. That is normal, but the PPM
should disclose the reserve amount and how it is managed. Also check the exit strategy: how
long does the trust intend to hold the property, and what happens at the end of that period? If
the PPM says the property will be sold after a set number of years, what is the process for
deciding the sale? Investors who need liquidity or who want to exit early may find themselves
stuck. When a DST fails and the sponsor sells the property at a loss, the lack of liquidity can
compound the harm. Investors who believe the PPM misrepresented the liquidity risk may turn
to FINRA arbitration for DST losses to seek recovery.

Step 6: Compare the PPM with the Broker's Recommendations

Once you have reviewed the PPM, compare its contents with what your broker-dealer or
financial advisor told you about the investment. Did the advisor mention the key risks? Did they
explain the sponsor's background or the property's condition? If the advisor made promises
about returns or guaranteed income, those claims should be in the PPM. If they are not, the
advisor may have gone beyond the offering documents. This is a critical step because FINRA
rules require broker-dealers to have a reasonable basis for recommending an investment. If the
PPM contains information that contradicts the advisor's statements, or if the advisor failed to
disclose material facts in the PPM, that could be the basis for a claim. For investors who have
suffered DST losses, understanding the gap between what the PPM said and what the advisor
said is often the starting point for a FINRA arbitration case. Resources at
investmentfraudlawyers.com can help investors evaluate whether their situation fits the

pattern of a viable claim.

Step 7: Evaluate the Sponsor's Financial Condition and Conflicts of
Interest

The PPM should disclose the sponsor's financial condition, including any debt obligations,
litigation, or regulatory actions. It should also reveal any conflicts of interest, such as the
sponsor or its affiliates receiving fees, commissions, or other compensation from the
transaction. Look for disclosure of the sponsor's compensation structure: are they paid a flat
fee, a percentage of the equity, or a performance bonus? Fees that are high relative to the
investment size can create an incentive for the sponsor to favor their own interests over
investors'. Also check whether the sponsor has a right to sell the property to an affiliate or to
refinance the debt in a way that benefits them. If the PPM is silent on these points, that is a
concern. Investors who later discover that the sponsor had undisclosed financial problems or
conflicts may have a claim for failure to disclose material information. That is a common


https://investmentfraudlawyers.com/dst-investor-losses/

theme in FINRA arbitration for DST losses, where investors argue that the broker-dealer should
have identified and disclosed these issues before recommending the investment.

Step 8: Look for Gaps in Due Diligence

Finally, consider whether the PPM appears to have been prepared with adequate due diligence.
Does it include a third-party appraisal, a property condition report, or a phase | environmental
assessment? Are there audited financial statements for the sponsor or for the trust? If the
PPM relies heavily on the sponsor's own analysis without independent verification, that is a
warning sign. Investors should also check whether the PPM references any legal opinions or
regulatory filings. A PPM that is thin on documentation may indicate that the sponsor rushed
the offering or cut corners. When a DST fails, the due diligence process often comes under
scrutiny. Investors may ask whether the broker-dealer reviewed the PPM with sufficient care
before recommending the investment. If the PPM is missing key reports or uses outdated data,
that could support a claim in FINRA arbitration. For investors who want to understand their
options after a DST loss, information at investmentfraudlawyers.com can help clarify the next
steps.

Final Considerations

Reviewing a DST private placement memorandum is not a simple checklist exercise. It requires
reading the document carefully, comparing it to market data, and thinking about the sponsor's
incentives. Investors who take the time to do this review can often spot problems before they
invest. For those who have already suffered a loss, the PPM is the foundational document for
any claim. Whether the issue is an incomplete risk disclosure, an inflated valuation, or a
sponsor conflict of interest, the PPM provides the evidence. FINRA arbitration for DST losses
often turns on what the PPM said and what the broker-dealer did with that information. By
understanding the PPM's strengths and weaknesses, investors put themselves in a stronger
position to evaluate their legal options.



