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HF3393 EXECUTIVE SUMMARY

Background.  The Minnesota Common Interest Ownership Act, Minnesota Statutes Chapter 515B (the “Act”) is the Minnesota version of the Uniform Common Interest Ownership Act, a model statute approved by the National Conference of Commissioners on Uniform State Laws.  The Act consolidates condominiums, cooperatives, and planned communities such as townhouses, under a common development and operational scheme and mandates certain warranties and disclosure for the benefit of buyers.  These communities are known as common interest communities (“CICs”).  

Need.  Increased CIC development and problems exacerbated by the current economic climate have demonstrated a need for better disclosures and protections for buyers, better development standards for developers and better guidelines for lenders that acquire CIC properties through foreclosure.  Recognizing these needs, the Council of the Real Property Law Section of the Minnesota State Bar Association reactivated a committee to address these problems.  After two years of work, the committee proposed and the Council and the Bar Association approved an amendment to the Act in the form of the referenced bills.  The amendment is not a complete overhaul of the Act, but rather a “50,000 mile tune-up.”  

Key Features.  

For Homeowners and Prospective Buyers.

· A clearer mandate for the developer to responsibly operate the owners association. (See section 515B.3-103).  

· Stronger requirements for funding association replacement reserves.  The lack of reserves has been an Achilles heel in the current economic climate.  (See section 515B.3-114).

· If a developer elects to pay a reduced assessment (as authorized by the Act), the developer must provide an audit at the point of board turnover and must make up any association operating deficit.  (See section 515B.3-115).

· Increased requirements for disclosure to prospective buyers with respect to developer obligations, the allocation of replacement reserves and the obligations of the developers in a multi-developer project.  (See section 515B.4-102).  

· An increased monetary penalty ($5,000 in lieu of $1,000) for developers that fail to deliver a disclosure statement to a buyer prior to the closing of a unit purchase.  (See section 515B.4-106). 

· Authorizes owners’ associations to obtain lenders’ consents to amendments to the association’s governing documents in a manner consistent with the current Fannie Mae and Freddie Mac regulations, which is a much more user friendly amendment process for owners’ associations.  (See section 515B.2-118).

For Developers
· An expansion of the “special declarant rights” that a developer may reserve for itself.  (See subsection 515B.1-103(33)). 

· Authorizes declarants to unilaterally “license” garage stalls and storage lockers to unit owners when units are sold, providing greater flexibility for declarants in new projects (See section 515B.2-109).  

· Clarifies the rights and liabilities of developers where there is a transfer of “special declarant rights.” (See section 515B.3-104).  

· Modifies proceedures for a developer’s payment of reduced common expense assessments during the development period.  Under a “alternative common expense plan,” the developer may levy a common expense assessment and pay only replacement reserve contributions and operating costs in excess of the common expenses the homeowners pay.  (See section 515B.3-115).  

· Removes the obligation of a developer to turn over to the association certain plans, records and warranties that are not under the developer’s control or that prevent a developer from enforcing warranties against third parties. (See section 515B.3-120).  

· Clarifies that an agreement signed by a buyer reducing the statute of limitations for warranty claims (as currently authorized by the Act) must be signed by only one purchaser of a unit rather than all purchasers.  (See section 515B.4-115).  

· Clarifies the commencement of the statute of limitations for warranty claims involving time-share interests in a CIC unit.  (See section 515B.4-115).

For Lenders

· Restates the rules and procedures governing the transfer of “special declarant rights” where a lender forecloses a mortgage on CIC units or takes a deed in lieu of foreclosure.  Currently, there are uncertainties regarding lenders’ liabilities and obligations in those situations.  (See section 515B.3-104).  

· Stronger requirements for funding association replacement reserves, an important factor in maintaining unit values.  (See prior comments and section 515B.3-114).
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