
 

 

 

 
 
 
 

 
 

Cooperative Apartment Shopping: To Buy or Not to Buy 
By: Joel C. Dressner, CPA 

 
  
 

ust  the other day, a client called to discuss 

a cooperative apartment that he and his 

wife were interested in buying. Familiar 

with the community and pleased with the 

apartment and the development's amenities, 

they needed my help to evaluate if the 

cooperative housing corporation was financially 

sound and well managed before they decided to 

purchase their new home.  

The steps I followed can provide any potential 

buyer with a useful framework in analyzing a 

cooperative purchase. 

 

What do the financial statements tell you? 

It's important to review the financial statements 

to determine the financial condition of the 

property. Does it generate sufficient cash flow? 

What are the liabilities? Has a reserve fund been 

established for future repairs and replacements? 

Remember, the primary responsibility of the 

cooperative housing corporation is to maintain 

and preserve the common property at a cost that 

is shared by all the owners. 

 

Cash is an indicator of financial health. 

Review the statement of cash flows to 

understand the reasons why cash increased or 

decreased  from the prior year. Positive cash flow 

is a good indicator that operations are running in 

line with the budget. Well-run co-ops try to 

balance  income and expenses. Excess cash can 

be used to help build reserve funds for future 

major repairs and improvements. A cash 

overdraft could indicate that maintenance 

charges are insufficient to cover operating 

expenses and that a maintenance increase may 

be on the horizon. 

 

Should I be concerned about uncollected 

maintenance? 

Uncollected maintenance charges at the end of 

the month are typical and are not necessarily a 

cause for alarm. However, maintenance 

receivables that accumulate may indicate that 

management is not actively pursuing late payers 

and poor cash flow may result.  

 

What kinds of improvements have been 

made to the property? 

Major improvements such as a new roof or boiler 

indicate that the property is being well 

maintained and your investment is being cared 

for. In addition, new equipment such as a boiler 

should be energy efficient and reduce future 

operating costs.  
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Are reserve funds sufficient to provide for 

future major repairs and replacements?   

This is not an easy question to answer, but an 

important one to raise. Has a detailed study been 

done that describes the condition of the major 

building components and service systems? How 

does the Board plan to fund anticipated future 

capital improvement and repair projects? Are the 

reserve funds sufficient to pay for them? Will 

additional financing be required or will a special 

assessment be imposed. If so, what effect will 

they have on your monthly maintenance 

charges? After repairs and improvements are 

made, is there a plan to replenish the reserve 

fund? Are flip taxes being considered as a source 

of additional income at the time an apartment is 

sold?  

 

Are the liabilities a liability for you? 

Are liabilities higher from one year to the next? 

Do they seem excessive? The explanations may 

be simple. Or, are unpaid bills accumulating 

because of inadequate cash flow?  

The largest liability of the co-op is the underlying 

mortgage. The notes to the financial statements 

will provide the term of the mortgage, the rate of 

interest, and the maturity date. Is the rate 

competitive with current market rates? If the 

loan is maturing, will refinancing result in 

increased debt service payments that could 

increase maintenance charges? If refinancing 

conditions are favorable, will a prepayment 

penalty be imposed when the current mortgage 

is repaid? 

 

Review the statements of revenues and 

expenses. 

Compare the changes in income and expenses. 

Find out the reasons for large and unusual items. 

Has maintenance increased from the prior year? 

Have repairs and maintenance costs been rising? 

Most clients have experienced significant 

increases in real estate taxes, insurance and 

energy costs due to the September 11th tragedy, 

as well as the geopolitical environment in which 

we live. Find out what the Board has done to deal 

with these issues. Many of our clients have 

instituted special assessments or increased 

maintenance to fund these costs. 

 

Why are the notes to the financial 

statements crucial? 

Financial statements notes disclose: 

• Terms of the underlying mortgage and other 

debt 

• Pending litigation 

• Schedule of property tax abatements and the 

dates they expire 

• Number of unsold shares (Lenders may be 

reluctant to provide financing when unsold 

shares exceed a certain percentage of the 

shares outstanding.) 

• Relationships between the Board, sponsor, 

management company and contractors 

• Reserve Fund transactions, including 

replacement expenditures and other additions 

or subtractions to or from the fund 

After comparing 3 years of financial statements, 

you will notice trends and develop a good 

financial understanding about the cooperative 

housing corporation – its pluses and minuses. 

 

The minutes – an excellent source of 

information. 

Minutes highlight major events and transactions 

that occurred during the year including: 

• Election, replacements, or resignation of 

board members 

• Approval of major contracts 

• Bank and investment account authorizations 

• Purchase and sale of property and equipment 

• Reserve fund transactions 

• Legal matters 

• Accounts receivable collection matters 

• Insurance matters 

• Approval or dismissal of the management 

company 

•  
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Role of the cooperative's budget. 

Budgets are the basis for determining 

maintenance charges and assessments. By 

comparing budgeted amounts with actual 

amounts, you can measure how well the co-op is 

performing and whether future increases are 

likely to be imposed. 

 

 Other informative documents. 

 Offering Plan and Amendments provide the 

financial, legal and operational framework of the 

project and should be scrutinized carefully. The 

House Rules can tell you if the cooperative’s 

rules are compatible with your family’s lifestyle. 

A no-pets rule or restrictions on noise and 

gatherings may influence a prospective buyer’s 

decision. 

With the help of an accounting professional and 

through a critical analysis of the information 

described in this article, a potential buyer can 

develop a clear picture of the financial health and 

value of their desired purchase. That is just what 

I did with my client. They'll be moving in next 

month. 
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