
 

What is a 
“recognized” 
lender?

Unless you intend on paying 
cash, in order to purchase a 
co-op you must obtain a 
loan from a lender that has 
what is known as a 
“recognition agreement” 
with the co-op. Essentially, 
this means that the lender is 
allowed to make a loan to 
the building. If you require 
financing to purchase the 
property, you MUST obtain a 
loan from a lender that has 
a recognition agreement 
with the co-op. The lending 
institution listed below has a 
recognition agreements with 
this cooperative:

• Bank of America

1. What is a co-op?
A cooperative is a non-profit corporation whose 
sole purpose is to own and operate a building or 
a complex of buildings. You may be surprised 
to learn that when buyers choose to live in  
a cooperative they do not buy real estate!  
Instead, they buy shares of stock in the coopera-
tive’s corporation. Generally, the amount of 
stock they buy is proportionate to the size of 
the unit they are moving into. In return, the 
corporation gives the buyer a permanent right 
to occupy the unit.

2. How can buying a co-op  
save me money?

First, because you are buying “shares of a 
corporation” instead of “title to a piece of real 
estate,” you don’t have to pay for title insurance. 
For a $1,450,000 property, that amounts to 
$7,250 approximately in savings on insurance!

Second, because the corporation — and not 
the individual owners — pay property taxes, 
there are no tax escrows required to be 
collected at settlement. This will save you 
approximately $5,875 in pre-paid expenses 
compared to a similarly priced condominium. 

Third, property taxes are lower for co-ops than 
condominiums. That’s because the District of 
Columbia has a cap on the maximum amount 
taxes can increase annually for an “owner-occu-
pied” property. When a cooperative is sold, the 
cap stays in place; but in a condo, the cap is 
removed and the taxes can increase significantly 
for the new owner. This too saves co-op buyers 
hundreds of dollars per year in property tax!

3. Why do co-op fees seem higher 
than condo fees? 

Co-op fees include much more than condo fees 
do. Most significantly, co-op fees include 
property taxes in the fee. Thus, there is no 
separate tax bill to pay. So, if you want a true 
comparison to a condo fee, remember to add 
1/12 of the annual tax bill to the condo fee and 
then compare the combined total to a co-op 
fee. Additionally, co-op fees often include 
utilities (such as heating, gas, electricity and 
sometimes cable and other services). Exactly 
what is included in a co-op fee varies from one 
co-op to another.

4. Why do co-ops interview  
new owners? 

Because the purchaser of the unit is going to 
become a co-owner in the building and be 
responsible for paying taxes on behalf of the 
building, the corporation wants to make sure 
that the new owner has the ability to make his 
or her monthly payments. Some buildings have 
financial requirements that are even more 
restrictive than that of the lender’s. This is not 
necessarily a bad thing. Rather, it’s like having a 
double-check on a prospective buyer’s ability to 
afford the property. It’s an effort to ensure that 
all owners in the building are protected from 
one owner’s potential default – unlike condo-
miniums, which have no such protection. In 
addition, the cooperative wants to make certain 
that the new owner is aware of all of the rules of 
the building and is willing to live by those rules. 
By contrast, imagine buying a condominium 
with a neighbor who refuses to comply with the 
rules of the building – there is very little that 
can be done once the owner has moved in!

5. Why do co-ops have restrictions  
on renting? 

Cooperatives restrict the number of rentals for 
four main reasons: First, to make it easier to get 
a bank loan. Lenders generally will not lend into 
cooperatives with a large number of units 
rented. Second, to reduce property taxes. 
Property taxes on cooperatives that have too 
many units rented can be significantly higher 
than “owner-occupied” units. Third, to reduce 
income taxes. The federal government will only 
allow an individual cooperative owner to take 
the income tax deduction from interest on a 
mortgage if the co-op as a whole is “owner-
occupied.” Fourth, to maintain the condition of 
the building. Generally, owners take more pride 
in and better care of their properties than 
tenants do.
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Save $13,125  
by buying this co-op unit rather than  
a similarly priced condominium  
(For more details, see Q&A #2)
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