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Co-Op By-Laws: What You Need to 
Know 
A Comprehensive Guide by The Housing Assistant 

 

📜📜 What Are Co-Op By-Laws? 
By-Laws are the official rules and regulations that govern how the co-op operates. Think of 
them as the constitution of the building. They dictate everything from who can live there, 
how decisions are made, what’s allowed (or not), and how shares are transferred. They’re 
critical not just for the borrower, but for you, the processor or underwriter, to assess 
building viability and compliance. 

🧾🧾 Key Components Typically Found in Co-Op By-Laws 
Section What to Look For Why It Matters 
Transfer Restrictions Any limitations on who can 

buy/sell shares 
Can delay or block closings 

Board Approval Process Voting rules, timelines, and 
criteria 

Impacts loan timeline 

Sublet Rules Whether owners can rent 
their units 

Affects primary occupancy 
eligibility 

Maintenance Fees How fees are set and 
increased 

Budget planning, DTI 
calculations 

Default/Foreclosure Rights What happens if a 
shareholder stops paying 

Determines lender risk 

Capital Improvements 
Assessments 

How special assessments 
are handled 

May trigger additional costs 
to borrower 

Lien Position Recognition Details of lender’s rights Must align with the 
Recognition Agreement 

Voting Rights How decisions are made Ensures borrower has equal 
rights as a shareholder 

🛠🛠 Why Underwriters Need to Review the By-Laws 
Underwriting a Co-Op isn't just about the borrower, it's about the building’s health and 
governance. By-laws reveal: 
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• Risk of litigation or financial instability 
• Rules that may conflict with loan program guidelines (e.g., no sublets allowed, excessive 

board power) 
• Whether the lender’s lien rights are adequately protected 

Some lenders even require legal review of the by-laws or certification that they comply with 
Fannie/Freddie/FHA requirements. 

🧠🧠 THA Tip 
If the by-laws are 200 pages long (they often are), focus on the following sections first: 

• Article on Transfers of Shares 
• Article on Occupancy 
• Article on Board Powers and Meetings 
• Section on Lien and Default Handling 

Ask your underwriter or legal reviewer to flag any conflicts with lending standards. 
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