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REGULATION OF CONDOMINIUMS 

I. General Facts. 
Condominiums are booming in America at a time when desirable land 
near urban areas is scarce and the cost of single family dwellings 
is becoming prohibitive. A 1972 study of 25 large metropolitan 
areas showed that 40.5 percent of all new homes finished that year 
were condominiums. The U.S. Department of Housing and Urban 
Development predicts that in 20 years approximately half of our 
population will be living in condominiums. The total number of 
individual condominium units in the United States is estimated to 
be around 2 million. According to the Division of Real Estate of 
the Nevada Department of Commerce, Nevada has currently registered 
35 condominiums representing 8,379 individual units. Like many 
areas of condominium development, much of Nevada's growth is occur
ring near a resort attraction, Lake Tahoe. 

The usual concept of a condominium is one of a large building or 
group of buildings divided into individual units which are owned 
separately, while the land under and around the structure and its 
common facilities are owned and maintained jointly. Individual 
units may be homes or offices, and single buildings may contain 
one type of unit or may mix several different kinds of units. 
Because condominium ownership represents a combination of indivi
dual and jointly owned property, concomitant rights and responsi
bilities must be set forth in a number of documents which 
usually accompany condominium development and sales. The master 
deed generally determines where individual and common ownership 
begin and end. On the basis of a unit's value or relative size, 
its share in the ownership of common property and facilities 
and percentage of common expenses to be paid may be ascertained. 
Other condominium documents include the sales contract, bylaws 
under which the co-owners operate and plans of the entire condo
minium. 

People choose to live or work in condominiums for various reasons. 
The high cost of free standing dwellings is only one factor which 
led to the condominium bOom of the 60's and 70's. For renters, 
condominiums offer a chance to accumulate equity, while for 
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apartment owners, condominium development is a way out of costlv 
and frustrating management, especially in a period when inflation 
may grow faster than rents can be raised. Furthermore, condominium 
owners receive tax breaks similar to homeowners; property taxes 
can be deducted from income tax, as can interest charges on mort
gages. Investment prospects lure some owners in tourist areas 
who may live in their condominiums for a few months and rent their 
units for the balance of the year. In spite of attractions offered 
by condominiums, the financial, legal and organizational problems 
which ensue are considerable. 

II. Problems of Condominium ownership. 
Possibly the most publicized problem condominium owners have faced 
concerns instances when a project's developer retains interest in 
or control over land, recreational and parking facilities, or 
utilities. He may then charge rent to condominium owners for use 
of these facilities which eventually pays for them many times over. 
In Florida, for example, 99 year leases are not uncommon for land 
and recreational facilities. Another problem related to developer 
activity is that in order to sell condominium units, the developer 
frequently understates the cost of common maintenance fees to the 
buyer. Furthermore, charges for common expenses may not be based 
on total number of units planned; if bills are based on a fewer 
number of occupants than planned, each owner will pay more in 
upkeep costs. Developer use of deposits and down payments to 
finance the construction of units can also be a source of friction; 
many sales contracts do not have an "effective date" in them 
beyond which the deposit is refundable if a specified number of 
units have not been sold. Maintenance fees may also be charged 
on facilities not yet built. Shoddy construction of condominiums 
and lack of warranty on work materials is another complaint which 
owners make. Frequently construction exceeds the capacity of 
local services to keep apace. 

Conversion of apartments to condominiums may also create problems 
for residents. Some tenants are displaced, and those who decide 
to stay may have no guarantee of the soundness of the building 
and its equipment. Expansion of condominium construction or 
other developer construction projects may obstruct the very view 
which enticed some purchasers to buy in the first place. Not 
all problems of condominium ownership are developer related. 
Organizing owner-association systems to manage the condominium's 
common elements ranks high on the list of potential sore spots 
for unit owners. The transition from a developer-managed condo
minium to an owners-managed project is a difficult one, p~rticu
larly when owners purchase their units without realizing the 
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responsibilities which pertain to common ownership. Financial 
and legal problems arise in many areas. For example, what is 
the effect on other owners if damage to a unit is such that an 
owner decides to collect the insurance and payoff his mortgage 
rather than repair his unit? An unexpected area of concern for 
condominium owners has arisen from an IRS decision to tax the 
owners-association's maintenance reserves, which were formerly 
considered nonprofit and tax exempt. 

State Regulation. 
Some of the aforementioned problems of condominium ownership can 
be alleviated by state legislation which either regulates the 
construction and sale of condominiums or requires disclosure 
statements by the developer. In the early 1960's when condominium 
development was new to the United States, alISO states passed 
laws which simply permitted that type of ownership to exist and 
provided very little protection to consumers buying units. 

Like most states, Nevada's law still follows the pattern set in 
the early years of condominium development. Chapter 117 of the 
Nevada Revised Statutes encourages condominium construction, and 
requires that maps and plans be recorded with the county assessor. 
These items must be accompanied by certificates from: 1) a reput
able title company indicating that there are no liens against the 
condominium for delinquent taxes; 2) the health division of the 
department of human resources showing that the plan has been 
approved with regard to sewage disposal and water quality and 
quantity; and 3) a state engineer's review of the plan, which must 
also be provided the purchaser prior to sale. 

A small number of states have taken another look at condominium 
development in the 70's and have passed legislation designed to 
regulate development and protect consumers. New York, Hawaii and 
Virginia are usually cited as leaders in the field of condominium 
regulation. New York purportedly has the most stringent condo
minium law in the country. Developers there are prohibited from 
retaining control of recreation facilities. The state attorney 
general must review and approve a detailed prospectus which must 
be prepared by each developer offering units for sale. Even 
projects built out-of-state but advertised in New York must reg
ister and disclose condominium plans with the attorney general. 
Town boards or planning boards also have the right to review condo
minium plans. Conversion of apartments for condominiums in New 
York is permitted only with the approval of 35 percent of rental 
tenants; tenants choosing not to buy may not be evicted for 2 
years. 
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In Hawaii, the developer must notify the state real estate commis
sion prior to offering condominium units for sale; he must pay a 
filing fee and answer a disclosure questionnaire. The disclosure 
statement prior to sale must include the identity of the developer 
and the chief officer and their development experience, as well 
as a statement of any leases retained. A buyer may cancel his 
contract within 15 days of receiving the disclosure material. The 
real estate commission makes a final public report on the develop
ment and sets certain conditions for sale prior to the issuance 
of the final report. For example, a sales contract completed 
under a preliminary report is not enforceable until the purchaser 
receives a copy of the final report; funds obtained before a final 
report is issued may be refunded if changes were made in the condo
minium after execution of the contract. Supplementary reports 
are required if a product materially changes. False or misleading 
advertising of condominiums is prohibited, and sales may be voided 
if this section of the law is violated. 

Hawaii also protects the consumer with regard to the financing of 
condominiums by developers. If apartments are conveyed or leased 
prior to completion of construction for the purpose of financing 
construction, funds are placed in an escrow account and disburse
ments may be made for construction costs only in proportion to 
the valuation of work already completed. The real estate commis
sion is empowered to impose other restrictions on these accounts 
if it sees fit to do so. At the time of the first conveyance of 
condominium units, every mortgage and other lien shall be paid 
on the apartment, or a release from these liens must be given to 
the unit owner. Condominium managers are required to keep detailed 
records of expenses affecting the common elements of the project. 

Finally, condominium law in Hawaii has an agency to enforce its 
provisions. The real estate commission has the power to investi
gate development projects and examine their books. It may file 
a complaint requesting cease and desist orders when it feels 
condominium laws are being violated, and the commission may bring 
suit. 

In addition to the usual disclosure requirements required by lead
ing states in condominium regulation, Virginia's public disclosure 
statements must include the condominium's budget for the first 
year's operation, its source of financing, its financial reserves, 
and any contract by the developer with a condominium manager. 
Disclosure is also required for a purchaser who then sells his 
unit to someone else; assets and debts of the owners' association 
must be stated. In Virginia, contracts and leases entered into 
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by the developer are not binding upon unit owners unless they 
agree to such an arrangement when they take control of the common 
facilities. A time limit is set for ending developer control of 
a condominium management board based on the percentage of units 
sold. Virginia law requires developer warranty against structural 
defects. No tax or assessment may be made on a condominium as a 
whole, but only on units and their share of the common property. 

Florida has much improved its condominium law in response to wide
spread abuses involving condominium development. Leases on common 
facilities and control of management boards may still be retained 
by developers; however, they must say so in their disclosure state
ments. Condominium owners now must be granted the option to purchase 
facilities under a lease agreement after 10 years. Florida has no 
specified agency or department to enforce these laws. Consumers 
must still rely on individual or class action court suits. 

Condominium law in the District of Columbia should be mentioned 
along with progressive state legislation. It offers a unique 
feature whereby developers are required to pay operating costs 
which exceed original estimates by 20 percent. 

Federal Regulation. 
Current federal regulation of condominiums is limited. The 
Securities and Exchange Commission now requires condominium devel
opers to register primarily if they present their units for sale 
as investment prospects. Specifically, a developer must register 
with the SEC if: 1) units are sold on the basis of rental income 
to be derived; 2) purchasers are offered participation in a rental 
pool; or 3) the buyer must make his unit available for rent for 
any part of the year. While federal action at the present time 
is minimal, condominium regulation is certainly an area where 
further regulation is likely. In 1974, the U.S. Senate held hear
ings on condominiums and they are expected to continue in 1975. 
Predictably, the real estate industry opposes further federal or 
state regulation on the grounds that it might restrict the market 
at a time when the industry is already troubled. Further regula
tion, according to industry, will only increase the cost of condo
miniums. 
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SUGGESTED READING 
(Available in Research Library) 

"Condominiums: Is Federal Regulation Needed?," Congressional 
Quarterly, October 26, 1974, pp. 2980-2982. 

"Condominium's very special problems ••. ," House and Home, 
September, 1974, pp. 67-96. 

"Facts to know about condominiums," Changing Times, October 1973, 
pp. 37-40. 

"Strings Attached," Wall Street Journal, March 20, 1974, pp. 1 
and 27. 

The Research Library has copies of New York, Virginia, Hawaii 
and Florida condominium laws. 
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