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Qualifying Concerns

Fannie Mae Sets the Mark for Co-op & Condo Loans

BY STEPHEN BEER

nit owners attempting to sell
l | their apartments may find that

prospective purchasers are en-
countering difficulty in obtaining a
mortgage if their property is not ap-
proved by Fannie Mae. When these
unit owners have difficulty selling
their apartments, they often turn to
their board, who then must obtain a
crash course in Fannie Mae guide-
lines. These guidelines are published
in Fannie Mae’s 1,200-page Selling
Guide which is prepared for lenders,
but which in some cases offers mini-
mal consideration of the realities of
the local markets.

It is important to understand that
Fannie Mae and Freddie Mac pur-
chase 90 percent of the end loans ob-
tained by unit owners. Fannie Mae
has become the benchmark for most
properties and rules have been adopt-
ed for Jumbo Loans. Fannie Mae typi-
cally relies on the lenders to perform
the reviews for co-ops and condos. If
a project does not meet the guide-
lines, the lender can seek waivers of
the guidelines if there are compensat-
ing factors.

Additionally, lenders were histori-
cally allowed to utilize a limited re-
view program to have condominium
properties approved. Fannie Mae reg-
ulations are adapting to the environ-
ment, and as a result utilizing the lim-
ited review has become more strin-
gent.

It may seem that Fannie Mae is
simply getting more serious about the
rules, however, they are also requir-
ing lending banks to repurchase loans
that don’t meet the requirements
shown in the Guide. As a result,
lenders are following the Guide quite
carefully.

Concerns and Caveats

There are concerns with the Guide

as it is changed without any public
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consideration, without published pro-
posals or news releases, and without
a period for public comments. Up-
dates appear on the website without
any prior notice that changes are be-
ing considered.

In the New York metropolitan area
there are aspects of the Guide that
seem to affect condominium proper-
ties described by one or more of the
following criteria:

Projects where a single entity owns
more than 10 percent of the total
units

Accounting regulations require dis-
closure when there is ownership
greater than 10% by a single entity.
This has caused previously qualified
properties to no longer be qualified
unless they are able to obtain a waiv-
er.

Projects where more than 20 per-
cent of the total space is used for non-
residential purposes and projects in
which the developer/sponsor has
ownership interest/rights other than
in relation to unsold units

Generally the sponsor or developer
maintains ownership of valuable non-
residential space. However, some
sponsors have established “sweet-
heart” lease deals as part of their con-
version of the property. These deals
may create issues in the approval
process. In rare cases, the condomini-
um may have substantial common
area with retail leases. The rent from
commercial tenants supplements the
common charges from residents. In
both cases, Fannie Mae focuses on
the concentration of revenue source
and the risk of vacancy. This may re-
sult in a waiver being required or a re-
jection.

In absence of a Useful Life Study, 10
percent of monthly expenses must be
designated for reserves.

Our firm has always encouraged

long-term planning for our clients’ fi-
nancial well-being. Financial state-
ment disclosure requirements call for
either disclosure of the results of a
Useful Life Study or that the study has
not been undertaken. One concern is
that the level of reserve funds that
such a study would indicate are need-
ed would be substantially greater
than those maintained by most prop-
erties.

From a long-term financial perspec-
tive, it is beneficial to consider desig-
nating 10 percent of monthly expens-
es as reserves. However, how does a
board propose a 10 percent increase
in this economic environment? While
our firm encourages every property
to maintain annual funding for re-
serves, it seems that some lenders
will not accept anything less than 10
percent funding.

Projects with more than 15 percent
of units more than 30 days in arrears

This aspect of the selling guide
seems to predominantly affect condo-
minium conversions, regardless of
whether the initially proposed com-
mon charges were adequate or not. In
order to avoid rejection under the
guidelines, once “underwater” unit
owners stop paying their common
charges, condos need to take immedi-
ate action to resolve delinquencies.

Projects where the association is
named as a party to pending litiga-
tion, or where the developer/sponsor
is named as a party relating to issues
of safety, habitability, structural
soundness, or functional use.

Condominiums that are consider-
ing pursuing sponsors and develop-
ers for issues related to construction
face the possibility that doing so
could cause difficulties for the
prospective purchaser in obtaining
mortgages.

Properties with tax or assessment
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abatements which will terminate par-
tially or fully within three years

As long as the board has a plan to
assure unit owners can pay for the in-
crease in maintenance when the
abatement expires, there should be
no issue. However, for newer condo-
miniums with abatements that will ex-
pire, the question is whether substan-
tially increased real estate taxes will
cause additional unit owners to be in
arrears.

The good news is that a co-op is
only required to demonstrate ade-
quate reserves that meet currently ac-
cepted industry levels in lieu of 10
percent of expenses being designated
for reserves.

Unfortunately, only the lender sub-
mitting the loan for approval of fi-
nancing for a purchase can apply for a
waiver. We are continually contacted
by clients under time pressure to as-
sure that a commitment letter for a
prospective purchaser does not ex-
pire. The best strategy of avoiding the
need for the lenders to request a
waiver is a proactive approach by the
board and property manager who can
work with the local lenders. By shar-
ing timely information, such as finan-
cial statements, offering plan amend-
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ments, updates on insurance and fu-
ture budgets, you are in a position to
determine the status of your proper-
ty. This dialogue should be main-
tained on an ongoing basis as the
guidelines continue to change and a
previously eligible building may be-
come ineligible.

We cannot stress the importance of
speaking with the right person at the
lender institution. It is imperative
that the person is knowledgeable and
has vast experience in this area.

Encountering situations where
there is time pressure can be avoided
by evaluating your property’s situa-
tion well before a crisis arises. Per-
haps most importantly, don’t take the
lender’s questionnaire lightly. With
the constantly changing environment,
the moment a questionnaire arrives;
consideration should be given to
changes that will affect your property.
From the point where an owner ini-
tially shows the unit, the board or
property manager should be pre-
pared with a list of lenders who are
active and providing financing for
units in the property. Consider pro-
viding this information to prospective
purchasers during their initial viewing
of the unit.

Although it appears that each
lender maintains their own list of eli-
gible and ineligible properties, a
lender needs to input data in the Con-
do Project Manager (CPM), a tool
available on the Fannie Mae website
to help determine if a project will
meet Fannie Mae eligibility require-
ments. This tool is available for use
by board members as well.

At some point, hopefully the co-op
and condo community will be able to
allow properties to take responsibility
for resolving eligibility issues and for
requesting waivers as well. There is
information for the lenders to evalu-
ate your property’s situation and for
your unit owners as well. The key to
success is an investment in under-
standing and communication to as-
sure that your board does not receive
that frantic call when an important
mortgage commitment is about to ex-
pire. At that point you have limited
options to resolve the situation.

|

Stephen Beer, CPA, is with
Czarnowski & Beer, LLP. a certified
public accounting, auditing and man-
agement consulting firm, that is central-
ly located in Midtown Manhattan, serv-
ing New York City, Long Island, New
Jersey and Florida.
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