Fixer-upper condo units? 
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As a renter, Dan Mather was willing to tolerate the water-stained ceilings, rotted wood floors and rainwater that leaked around his windows and splashed onto the dining table in his Minneapolis apartment building. 

But as a potential buyer, he's not.

Mather long had plans to buy his two-level, 17th-floor unit at the Falls, so named for its sweeping views of St. Anthony Falls. Now, he has cold feet. He's worried that the 20-year-old building's new owner, a Miami-based company that has done 30,000 conversions nationwide, will make only cosmetic fixes and that problems will reappear after the company has moved on to the next project.

As the number of rental-to-condo conversions in the Twin Cities skyrockets, a small but growing number of prospective buyers are finding they don't always offer the kind of maintenance-free lifestyle you'd expect. And with developers in control until the majority of units are sold, buyers find they often lack bargaining power from the start.

Developers in turn say that condo buyers are protected by stringent disclosure laws and that condo buyers should understand they face many of the same issues as those who buy single-family houses.

During the past decade, more than 2,000 apartments have been converted into condominiums -- more than 1,000 during the first five months of this year alone, according to a new report by Tom O'Neil of Dahlgren Shardlow and Uban, a Minneapolis-based land planning and real estate consulting company. Almost half of those have been buildings that are at least 40 years old. 

Conversion in progress

And that means that while the units might have sparkling granite countertops, trendy stainless-steel appliances and gleaming wood floors, they also might come with common areas that include worn-out roofs, tired heating plants and not-so-hot wiring.

In the case of the Falls, which was built as a luxury residential building in the mid-1980s, the water intrusion problems are isolated and experts are working on a solution, said Tomer Bitton, president of Crescent Heights' Midwest division. 

Bitton said that 20 percent of the existing renters have decided to buy their units and that the company still is working to determine the scope of the work that needs to be done. The company already is spending some of its $6 million makeover budget on a new workout facility and theater with stadium seating.

"We are working with local professionals who will help us make repairs," he said. "But like every other building in Minnesota, there will need to be work and maintenance on a continual basis."

Mather and a handful of other renters say they won't be satisfied until they get a detailed explanation of how the company plans to fix the problems. 

It's a clash that's increasingly common, said John Mulligan, a Twin Cities-based real estate attorney.

In particular, Mulligan is seeing an increase in the number of "associations that take over control and realize that there is deferred maintenance that the seller didn't point out and the buyers didn't have particular reason to investigate," he said. "It's different than buying a brand-new building where these systems are going to have a useful life of 15 to 20 years."

No immunity
As baby boomers drive demand for maintenance-free condominiums and townhouses, Twin Cities apartment buildings of all sizes, ages and conditions are being converted into for-sale condominiums. People who buy them often think they're immune to the maintenance problems of single-family houses.

That's a dangerous assumption.

"A developer doesn't really have a legal duty to solve every problem to have it be like a brand-new building," Mulligan said. "I think it's something that buyers don't think enough about and sellers have no motivation to call attention to."

When a project is in the midst of conversion, the developer is in charge of the building until a majority -- typically 70 percent -- of the units are sold. That gives potential buyers such as Mather and his fellow tenants at the Falls little say over what repairs are made and how they're done.
"Ideally, if all the buyers are buying at the same time and could organize themselves, they could confront the owner about these issues," Mulligan said. "What problems are you going to take care of and which ones are you going to pass on to us and what's the budget?"

Kirsten Henriks, for example, planned to buy a Minneapolis condominium in a former apartment building built in the 1950s. The developer planned a long list of improvements, including fancy wine chillers and combination washer/dryers. 

Henriks moved into the building while it still was being renovated. She plugged in her toaster and got shocked. The washer/dryer kept blowing a fuse. And there were repeated plumbing leaks. So, when the financing on her $145,000 unit fell through, she considered it a blessing in disguise and vowed she'd never consider another condominium conversion. 

Kat Gordon has had a similarly frustrating experience. She bought a solid south Minneapolis four-plex that was full of charm. The 1920s building had been a rental for decades, so Gordon hired an independent home inspector. 

She found several problems that the sellers, newcomers to the conversion business, fixed. But after closing on the sale, Gordon discovered other problems, including appliances that didn't work and broken attic windows. 

"With any house you have stuff that you need to fix, but I expected things to be nice and clean," she said. "I expected them to finish fixing things they were going to fix."

Thorough inspection
Minneapolis requires a Truth-in-Housing inspection when a rental unit undergoes conversion to condominium, but those inspectors are looking for problems that affect health and safety issues rather than maintenance problems that could surface later. Few condo buyers hire their own inspectors, said independent home inspector, Cheryll Brown of Hankey & Brown Inspection Service in Eden Prairie. 

She said that many condo inspections are "paint-to-paint" and don't go beyond what the inspector can see inside the unit itself. 

"Anybody buying a condo or townhouse should look past their unit," she said. "You're not just buying your unit -- your ownership includes the whole complex."

Brown said that a thorough inspection should include an examination of all building components including the roof, electrical, plumbing and heating and air conditioning systems. Those systems don't last forever, and developers aren't obligated to replace them. 

Minneapolis City Assessor Patrick Todd said that while most condo conversion projects in the city are done well by reputable companies and meet city codes, he's nervous that some developers are cutting corners and that buyers aren't going into the process with their eyes wide open. 

"As these issues arise, we'll be going to be learning from other people's mistakes, which is very unfortunate," he said. 

That has people such as Minneapolis City Council member Gary Schiff worried. 

"I'm concerned that people will be going to the city and asking us to bail them out or that these buildings will end up back in the hands of the bank if they can't afford the basic maintenance it needs," Schiff said. He's an advocate of a citywide moratorium on condo conversions while the city assesses the situation.

Disclosure rules
Buyers aren't without some protection. Minnesota has a stringent disclosure law that requires sellers to report material defects that will affect the use and enjoyment of a property.

If the units were occupied before conversion, sellers of condos have additional disclosure requirements, including hiring a registered architect or engineer to inspect the building. That inspector, however, does not have a duty to remove or dismantle any components to discover the information. 

Those disclosure rules offer limited protection, Mulligan said, because it is a "knowledge warranty" that means you are warranting only that you are not concealing information. In addition, in technical matters of engineering and architecture, it is not unusual for professionals to have differing opinions. 

In the case of the Falls buildings, for example, the disclosure report clearly acknowledges that the building has had water-intrusion problems and needs about $400,000 in immediate repairs and an estimated $100,000 in annual repairs. 

An earlier engineer's report tells a different story. Commissioned by the company that sold the building to Crescent Heights, it says the building needs about $4 million in repairs, including new flashing around the doors and windows.

Flummoxed by the disparity between those two estimates, a group of 10 Falls renters who were considering buying their units hired their own consultant to evaluate the building's condition. That $1,000 report identified several areas where flashing wasn't installed properly and where serious water leaks had occurred. It says the building needs at least several million dollars in repairs that could cost all 250 members of the association anywhere from $15,000 to $25,000 for major facade work.

While more than a fifth of all current renters have decided to buy their units, there are some who have decided to pass, including Mather. 

Another tenant, securities lawyer Chet Taylor, rented an apartment in the building so he'd have first crack at buying his unit. But now he's not so sure. 

Taylor said that if it costs $5 million to $10 million to repair the building, he could face a special assessment of up to $75,000 based on the size of the unit he wanted to buy. 

"I've been told by probably five different people emphatically that they will take care of the problems. My response has been, 'Great, but put it in writing,' and they won't do it," he said. "It's that lack of certainty that makes it difficult to make an informed decision." 

Jim Buchta is at jbuchta@startribune.com.
