Our bank won’t
give us a mortgage
because of a
lawsuit at the co-op
building. Why?

A lender may decide against
granting a loan to
someone who is
seeking to purchase
into a building if

it is involved in a
lawsuit that may not
be covered by insurance.

In such an event, the lender
may consider the lawsuit
detrimental to the financial
well-being of the complex.

It is important to know what
the lawsuit is about and the
potential financial outcome.
If the lender is concerned that

a judgment issued against the

property would lead to an
assessment being passed to
offset financial loss, the com-
plex could issue a letter to the
lender indemnifying it from
liability. However, this would
not alleviate the purchaser’s
requirements to pay his/
her portion of any

such assessment.

If the lender is con-

cerned about a po-

tential lack of funds to
cover any such judgment,

the board can take preven-
tive measures to ensure that
a sufficient amount of money
will be held in its reserve ac-
count. For example, the board
could determine that it should
maintain an amount equal to
three months of maintenance
or common charges.

Additionally, the purchaser
can always look to lenders

that have issued loans to other

owners in the complex. By
doing so, the purchaser would
be working with a lender that
has had previous experience
with the complex, under-
stands the financial his-

tory, and would better be

able to assess the risks of
lending.
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How come a co-op
doesn’t increase
maintenance fees
each year? Costs go
up, right?

The board proudly announces
to the community, “There
will not be a maintenance in-
crease for the coming year!”
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The members add, “There has

not been an increase for sev-

eral years.” Shareholders and

owners might ask, “Is this a

good thing or a bad thing?”
Shareholders and own-

ers should question why

the maintenance has not

increased. Did operating

expenses decrease? Is there
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money going into a
reserve fund? What
capital expendi-
tures are anticipat-
ed? Is the budget
balanced by drawing
down savings?

A fact about property man-
agement that never changes is
that everything always chang-
es. Buildings start deteriorat-
ing from the moment they
are constructed. Therefore,
given an aging infrastructure
and increased operating ex-
penses, how can
the maintenance
realistically re-
main the same?
No one wants
a maintenance
increase. If one
is required because of an op-
erating deficit, it will not go
away the following year.

Imagine what would
happen if deficits were
allowed to grow over
several years as infla-
tion increases two to
three percent per year?

Meeting the shortfall by
drawing down on savings
will eventually require a
large maintenance increase
to balance the budget and to
reestablish a reserve fund. Are
boards accountable for their
financial decisions? The an-
swer is yes, but shareholders
and owners also share respon-
sibility since they receive their
accountant’s annual report.

It is essential that everyone
review the accountant’s report
carefully. In the short run,
shareholders and owners may
celebrate maintenance re-
maining the same; over time
it is unsustainable.
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