Rent – Why do we charge so little?

An area many house corporations have difficulty dealing with is property pricing (rent).  To arrive at a proper rent structure for a chapter house, the house corporation needs examine the market around them.  Start by researching the average costs associated with single and double rooms in the residence halls; check local apartment complexes; look into independent housing rentals; and most importantly, check with house corporation counterparts in other Greek chapter houses.  Make sure that the rent figure given covers the same items that your HC will include.  Specifically, the rent information that is necessary is:
· How much money is paid to the HC?
· Who assumes which expenses, such as debt service, real estate taxes, casualty and liability insurance, scheduled maintenance, reserve funds, and other operating costs associated with the chapter house? 
There is no reason to have low rents.  It is the fiduciary responsibility of the house corporation to collect “fair rents” because the asset represents the energies, efforts, and work of multiple generations of Fraternity brothers, not just the group that is enjoying the bounty of the current time.

When the need for reserves is fully evaluated and appreciated, the reasonableness and fairness of high rent is justified and supportable. At the very least, do not get trapped into subsidizing the poor management of the shelter by keeping rents low.

Often there is much concern about not being competitive because higher rent may put the chapter at a competitive disadvantage during recruitment. There is surprisingly little merit to these concerns; they should not be the driving force in our rent decisions.  Once again, when comparing rent, especially among our peers on campus, compare the same items included by your house corporation.

The amount of rent and its payment terms should be clearly set forth in a Chapter lease between the house corporation and the chapter. Collect the rent as early in each year, semester or quarter as is financially feasible. The lease should clearly set forth the financial responsibilities of the chapter for ordinary repairs and maintenance as distinguished from the house corporation's responsibilities for capital improvements.
Please keep in mind apartments and off-campus housing invariably have twelve-month leases and residence halls and fraternities have nine-month leases.  Thus, it is always less expensive for a student to live in a fraternity environment than in off-campus housing. It is in the best interest of the house corporation to present this scenario to the students and their parent(s) or legal guardians.  Paying twelve months of rent, in addition to all of the associated utilities at an apartment complex does not make off-campus housing less expensive. Students tend to eat out more often or they simply do not keep the essentials available to prepare proper meals.  The result, higher food cost’s. 

The last issue to be considered when rent pricing is occupancyxe "occupancy".  The house corporation must determine the precise number of men the chapter house can hold, not what the chapter members want the house to hold.  It is traditional to find a chapter house that comfortably holds, for example, forty men, and the chapter members have cut down this number by eliminating quads or three-men rooms, bringing the total occupancy to 35 or so.  The house corporation needs to change this philosophy by making the chapter pay the full amount of rent expected by full occupancy.  This is the only way to ensure the house corporation does not fall into a problem with making financial ends meet.  

House Notes/Parlor Fees
Each house corporation should require, in addition to rent, the timely payment of chapter members; house notes or parlor fees for every undergraduate member and pledge living in or out of the house. These charges cover the "wear and tear" on the public areas and use of utilities for those members not living in the shelter.  These funds could be set aside for later renovations or redecoration expenses or could be added to the house corporation yearly revenue. 

Financial Reserves
Reserves are critical to the viability of fraternity housing. Reserves are needed for three principal reasons: (1) regular capital improvements/replacements, (2) major renovation every twenty (20) years and replacement in sixty (60) years, and (3) coverage of short-term operating deficits caused by low chapter membership. Capital replacement reserves (roof carpeting, heat and cooling plant, furniture, appliances, etc.) should be set aside at the annual rate of 1% to 2% of the market value of the property; while major renovation and replacement reserves should be set aside at the annual rate of approximately 3% of the market value of the property. The market value should be redetermined every five years and is best based on replacement cost for purposes of reserve calculations.  Please keep in mind, these are guidelines.  The key is to reserve some funds for the next emergency or unexpected repair.  Save something!

The short-term operating deficit reserves should be set aside at an annual rate of 10% of the annual rent charged by the chapter before adding on the operating reserve and continue to be charged at least until one year's rent in total has been set aside. Each reserve account should be maintained as separate funds in the accounting records and in separate bank/investment accounts to make the administration of them simple and to allow for continual focus on their status. Interest should be added to each fund.
HOUSE CORPORATION RENT COMPARISON FORMULA 
Situations obviously differ from one part of the country to another, memberships differ and obligations that must be met vary. This is an average way to figure and is an easy way to compare groups with different size houses. 

Several assumptions must be noted: 1. It is assumed the house corporation is paying for all capital improvements (i.e. new roof, carpeting, furniture, appliances, etc.) and property insurance 2. The Chapter is paying typical common maintenance expenses (i.e. common repairs, cleaning, broken windows, furniture repairs, utilities, and liability insurance, etc).

These assumptions DO NOT include debt service.
FORMULAS FOR COMPUTING ANNUAL HOUSE CORPORATION RENT

METHOD I

This formula is a rule of thumb often used in connection with apartments and rooming houses.

Example:
45 Beds @ $10,000/Bed =  $450,000 x 1% x 12  =  $54,000

Operating Expense:


Property Taxes


$7,400

Insurance




$8,537

Replacements



$13,500

Miscellaneous



$2,000















$31,437

Annual House Corporation Rent  =  $85,437

METHOD II

Annual House Corporation Rent =   Market Value of Chapter House
5.25

This formula is another rule of thumb used in connection with rooming houses, The divisor is dependent upon local market conditions and may be determined by dividing the selling prices of rooming house properties that have been sold by their gross incomes.

Example:
45 Beds @ $10,000/Bed = $450,000/5.25 = $85,714

Information partially adopted from A Guide for House Corporations, Lambda Chi Alpha Properties, Inc.

