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Strategies for Expansion

Leasing Buildings

Strategy

Most campus cooperatives begin by leasing a building or two. Usually, the strategy is to lease in order to build the organization and to create a platform from which to do other sorts of expansion. Traditionally, cooperatives have leased a number of buildings and then begun a purchase program. Often they have then given up leasing in favor of permanent property ownership. Some cooperatives, however, have built themselves almost entirely by leasing and developing strategies to secure their leases for long periods, either contractually, or through creating a need for their services which makes them difficult to evict.

Case Studies

The Inter Cooperative Council in Ann Arbor (ICC Ann Arbor) leased up to 11 houses from the early thirties until the mid-forties when a series of evictions prompted them to purchase or face extinction.

Commonwealth Terrace Cooperative lobbied the University of Minnesota for control over the married student housing and leases as a management cooperative. Over the years, Commonwealth has proven itself to be a responsible management organization and is touted by as an excellent way to provide quality services while reducing administrative work for the University.

The University Student Rochdale Housing Project (USRHP) began master leasing apartment buildings from private landlords in the late 1970s and in a few years was housing over 500 members. The economy of scale allowed them to increase their development resources and administrative capacity. 

The Oberlin Student Cooperative Association (OSCA) was organized in the early 1950s in a lobbying effort that resulted in a college lease. The co-op proved popular prompting the college to lease a second building to the cooperative. Through leases the cooperative now operates seven college dining halls and has more recently used its development fund to purchase two small houses. In OSCA's case, its success is built on offering a very popular service that students demanded. The self-managed dining halls are too small for the college's paid staff to operate so the arrangement is mutually beneficial.

Advantages

· The leasing strategy overcomes need for large amounts of time and capital. Compared to property purchase, lease arrangements take small amounts of time and money. 

· Leasing allows cooperatives to build an economy of scale very fast.  Both Terrace and USRHP were able to hire a full staff soon after they were organized. This allowed them to bypass an early stage of development, which has proven difficult to many co-ops to surpass.  

· Leasing arrangements can provide services to which the co-op might not want to take responsibility for. For instance, Oberlin College performs all of OSCA’s maintenance needs and even cuts the lawn. 

Disadvantages

· Often, cooperatives in university-owned buildings have poorly defined relationships, for instance, no lease agreement. Other control problems arise when lease provisions prove too strict, or when a landlord attempts to impose new conditions. 

· At USRHP, the master lease program worked effectively until they had a falling out with their primary landlord, who successfully terminated the leases. The ensuing size reduction caused significant operational difficulties. 
Purchasing Similar Buildings

Strategy

Established cooperatives usually expand by purchasing buildings similar to their existing structures. This is just a simple matter of increasing the amount of services an organization provides, rather than changing the kind of services that are provided. Expansion through purchase of similar buildings is the most common form of development for established co-ops. 

One challenge is that market values for housing continue to rise. Cooperatives that have owned buildings for many years are often basing their operations on the market values of years past. Also, many have paid down significant amounts of principle on their debt. Both of these factors combine to make development look like an expensive proposition. 

The most direct solution is old fashioned: saving money. Many cooperatives have development funds that are used for partial or full down payments. This reduces the amount of debt that an organization incurs, which lessens the per member cost. 

There are several other methods that are used to reduce development’s negative affect on the bottom line. 

· One is increasing member charges at other buildings. This can make an unfeasible project possible. 

· Another method is charging more to live at the new building. Although, it makes sense to have a corresponding increase in value; for instance, the building is in better condition than the others, or it’s in a “better” neighborhood.  

· A third approach is to find a building that can be used differently because of the nature of the co-op as an organized group.  For example, kitchens, dining rooms or living rooms in apartments can sometimes be converted to bedrooms, which then generate more revenue from the building.  There are many examples, such as Concord House in Chicago or Bower House in East Lansing.

· A fourth way of keeping costs down is to purchase a building that other people don’t want, such as an old nursing home, group home or outmoded hotel/motel.  Sasona cooperative in Austin is in an old group home, for example, while Stone Soup in Chicago is in an old convent. 

Case Studies

The Inter Cooperative Council in Austin (ICC Austin) leased its buildings until the early 1970's when it began purchasing. The market was depressed due in part to a university shuttle bus which opened up housing in several neighborhoods to students. The ICC was able to offer quality group living that kept its buildings full despite near-market rents.

In 1983, College Houses Cooperative purchased a large building (150 beds) for which it created a varied rent structure and provided some subsidy from existing, below-market co-ops. The rent difference has not kept members away from the new co-op, largely because of an excellent location. 

ICC Ann Arbor voted an increase in rents in order to purchase their very first building and has had corresponding increases with almost every purchase since.  Because the increases have been well below market increases current rents are still at 80% of market. 

Advantages

· For established cooperatives, there are few changes to the organizational structure. Unless the organization is young, the governance or management changes that need be made are few because there is no significant changes to what the organization provides. This type of development is merely adding to what the co-op provides. 

· This is often the most popular type of development in established organizations. Strategies that require a change in what the co-op provide tend to be more controversial. 

Disadvantages

· Ever-increasing property values that occur in most markets make it difficult to develop housing at a low cost. Many co-ops are reluctant to expand if there is a cost to it. 

· Purchasing property can be tricky and potentially expensive if management is not experienced in the subject. 

· Co-ops that are looking to purchase group houses or small dorms may encounter difficulty in finding what they’re looking for. 

Purchasing Different Buildings

Strategy

Several cooperatives that started out composed exclusively of group houses have built or purchased apartment buildings or small dormitories. This is a means of expanding the kind of services that the cooperative provides. In certain cases, this can be an effective method for addressing the problems created by ever-increasing property values. 

Case Studies 

College Houses Cooperative, while not strictly an outgrowth of the previous co-ops, was able to offer a particular type of cooperative that was unavailable in Austin before. College Houses has developed a number of small dormitory co-ops and appeals to a market of students who may not interested in the level of intimacy offered by the ICC Austin. 

OSCA, who started off as a dining hall co-op, later purchased a couple group houses. This has diversified the services they provide and formed a base for continued expansion. 

Advantages

· Those who are “tired” of the group house experience but are interested in some sort of cooperative housing, can move to an apartment. Apartment co-ops are often quite popular. 

· Providing a different kind of housing can help a cooperative avoid the dilemma of having to raise member charges at the other houses. The rent can be priced higher at just the new building. Renting an apartment is generally more expensive which forms a basis for explaining higher rents at one particular building. 

Disadvantages

· Management and governance are challenges for co-ops that provide a variety housing styles. Different types of people are attracted to each option and participation level may vary on this basis. Thus, different approaches to member involvement may be needed. 

Development on New Campuses

Strategy

Many co-ops may not want to develop on their campus or may have the will to help students on other campuses. Most have done this by supporting the efforts of the Campus Cooperative Development Corporation (CCDC), but some have done so with direct involvement. 

Case Studies

Several decades ago, Campus Cooperative Residences, Inc (CCRI) of Toronto bought some buildings in Waterloo, which is about an hour away. CCRI eventually created an independent corporation, Waterloo Cooperative Residences, Inc (WCRI), for management. 

The Campus Cooperative Development Corporation (CCDC) was founded by established cooperatives to develop co-ops on other campuses. Funded by established co-ops, CCDC works with organizers on each step of the development process, from organizing, to incorporation, to financing, to start-up. Its efforts have been successful.  

NASCO Properties also uses this approach, although it retains title and leases to the local cooperatives, who in turn control the board of directors of NP.  This is a sort of “co-op of co-ops.”

Advantages

· Developing co-ops in new markets is a means of continuing to support cooperative development while not necessarily expanding the local co-op system. 

· Expansion of this sort can be qualitatively different from normal expansion: i.e. in a community with under valued real estate, or one with high potential for popularity. 

· When purchasing a building in a new community, it’s possible to charge more than in the old location, which makes development more feasible.  If the new house is in a lower cost market, available down payment money will also cover more of the total cost.

· An established co-op will have a track record and assets, making it much easier to work with sellers and lenders even if in a new community.

Disadvantages

· Development in other markets can be a tricky game. It involves a high level of research into local markets and laws, which is time consuming. Also, the actual work can be difficult if the effort lacks trusted partners, such as a real estate agent, loan officer, or lawyer. 

· Building management is tricky. Smaller projects can be resident managed if there is a strong core group. However, larger projects require paid staff, which can be expensive and a negative impact on feasibility. Also, it is possible that a co-op developed on a separate campus can feel alienated from “godparent” organization.

Obtaining Financing

Lenders have significant funds at risk in real estate transactions, and want to make sure that their money is safely invested. Their loan officers examine not only the strength of the borrower, but the strength of a particular project as well. One way to think about preparing yourself for obtaining financing is “The Three Cs,” which are collateral, cash flow, and character. 

Collateral 

Lenders are interested in knowing that their investment will be recovered if a project fails and has to be sold. Generally, banks will not lend more than 75 or 80% of the cost of a project. This is the most difficult item for newer co-ops and the easiest item for the co-ops that have been in business for a while longer. 

Cash Flow

Lenders also like to see that existing operations are sufficient. How this is defined is called the “debt service coverage ratio,” which is a measurement of the amount of debt a business is paying compared to its operating expenses. Lenders like to be assured that vacancies or other operational problems can be weathered by the co-op.

Character

Dependability and competence are key factors. This could mean a track record of successful operations, or paid managerial staff with strong resumes. An all-volunteer cooperative or one with just part time staff is less convincing to lenders. 

Financing Sources

Local Banks

Local banks are a primary means of cooperative finance. However, it is difficult to establish cooperatives as a viable risk option in their eyes. Actions that make a project more feasible in their eyes include establishing a relationship early-on, a good management record, and a strong balance sheet. 

Credit Unions

Credit Union lending practices have more restrictions than local banks and are not always sympathetic to cooperatives. Only some are permitted to make business loans but may feel an affinity for cooperatives. In some cases, individuals have made projects happen by having everyone in the house borrow funds as individuals and using those funds to purchase.

Universities

In a few cases, universities have participated in financing cooperatives, but these examples are few and far between. Other possible forms of assistance include land donations, or land leases, and mortgage guarantees.  

Student Governments

Student governments can be a good resource for financial assistance such as equity funds and subordinate financing. Usually, these are small amounts of cash. Other forms of assistance include legal help with incorporation, or lobbying the university administration for loans.  

Revolving Loan Funds

Most revolving loan funds have some kind of focus: usually geography or a specific kind of business (i.e. those that benefit low-income people). Examples include the Chicago Community Loan Fund and the Northcountry Cooperative Development Fund. Most revolving loan funds specialize in subordinate financing. 

National Cooperative Bank Development Corporation (NCB-DC)

Campus cooperatives were active in lobbying for the National Co-op Bank, which was established by the federal government in the late 1970s. NCB Development Corporation, the community development wing of the Bank, has provided many loans to established campus co-ops. With the exception of NASCO Properties, it has made few loans to smaller cooperatives in recent years. Some borrowers complain of poor execution in the loan provision and administration. NCB-DC's loan rates are generally similar (or higher) to local banks. However, it has an understanding of the cooperative structure and may be a better option for unique projects. 

Established Cooperatives

There are a number of established campus cooperatives that provide subordinate financing for co-op start-ups. They can be understanding of difficulties involved in getting started but are also cautious with their funds. Most rely on CCDC’s assistance and analysis in making decisions. 

Kagawa Fund 

The Kagawa Fund is a small revolving loan fund composed primarily of investments from established campus co-ops. The idea is to centralize the movement’s investment resources into a single entity to reduce risk, decision-making, and administration of subordinate financing. 

Appendix A:

	Property Information
	

	
	

	Street Address
	

	
	

	
	

	General
	

	Asking Price:
	

	Property Taxes:
	

	Furnished?
	

	Total square footage of Living Area:
	

	Lot Size:
	

	Zoning Type:
	

	Age of Building:
	

	# of on-sight Parking Spaces:
	

	# of existing units:
	

	Total legal occupancy:
	

	Current Use:
	

	
	

	Location
	

	Distance from Campus:
	

	Distance from other co-op houses (if any):
	

	Distance from Central Business District:
	

	
	

	Annual Utility Costs
	

	Gas:
	

	Water:
	

	Electricity:
	

	Other:
	

	
	

	Other Utilities
	

	Type of heating system?
	

	Water pressure ok?
	

	Size of water heater(s)
	

	
	

	Existing Legal Bedrooms
	Possible Conversions

	Total Doubles:
	Total Doubles:

	Total Singles:
	Total Singles:

	Swing Rooms:
	Swing Rooms:

	
	

	Bathrooms
	

	Full:
	

	Half:
	

	Condition:
	

	
	

	Kitchens
	

	How many? 
	

	Legal conforming commercial kitchen?
	

	Condition:
	

	
	

	Other Stuff
	

	Attic finished?
	Average ceiling height:

	Basement finished?
	Average ceiling height:

	Common areas good for co-op?
	

	
	

	Condition of windows:
	

	Outlets grounded?
	

	Insulation/weatherproofing?
	

	Condition of carpeting/floors:
	

	Any visible leakage from roof or pipes (water stained ceiling or walls)?

	
	

	2nd means of egress in case of fire?
	

	Sprinklers?
	

	Hard wired smoke alarms?
	

	Asbestos?
	

	
	

	Recent appraisal?
	

	Appraised value:
	

	If commercial property, what is current rent role?

	
	

	Roof
	

	Age:
	

	Type:
	

	Condition:
	

	
	

	Foundation
	

	Age:
	

	Type:
	

	Condition:
	

	
	

	Exterior
	

	General condition:
	

	Last paint job:
	

	
	

	Purchase
	

	Assumable mortgage?
	

	Seller finance?
	

	How long has the property been on the market?

	
	

	Other comments about condition and livability:


Appendix B:

	Development Budget
	
	
	
	
	

	
	
	
	
	
	

	 Project:   
	
	
	
	
	

	 505 W Green Street 
	
	
	 Cost per resident 
	        18,818 

	 Urbana, Illinois 
	
	
	 Building Value 
	      230,000 

	
	
	
	
	
	

	 Uses of Funds 
	 Amount 
	
	
	
	

	 Property Purchase 
	        230,000 
	
	
	
	

	 Renovation  
	            7,950 
	
	
	
	

	 Termite Abatement Credit 
	          (1,400)
	
	
	
	

	 Equipment 
	            1,000 
	
	
	
	

	 Inspections 
	               300 
	
	
	
	

	 Closing Costs 
	            3,000 
	
	
	
	

	 Appraisal 
	               750 
	
	
	
	

	 Land Survey 
	            2,783 
	
	
	
	

	 Finance Fee 
	            2,760 
	
	
	
	

	 Environmental Screen 
	               900 
	
	
	
	

	 Legal - NCB 
	            3,000 
	
	
	
	

	 Legal - NP 
	            2,000 
	
	
	
	

	 Developer 
	            5,166 
	
	
	
	

	 Repair Reserve 
	            5,250 
	
	
	
	

	
	
	
	
	
	

	 Total 
	   263,458 
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	 Sources of Funds I 
	 Amount 
	 Pymnt 
	Interest
	 Amort 
	LtV

	 Loan: NCB 
	        184,000 
	            1,415 
	9.23%
	 Int only 
	80.0%

	 Loan: USCA 
	          30,000 
	               220 
	8.00%
	                 30 
	93.0%

	 Loan: OSCA 
	         14,000 
	               103 
	8.00%
	                 30 
	99.1%

	 Loan: Kagawa  
	          30,000 
	               220 
	8.00%
	                 30 
	112.2%

	 NP Funds 
	            5,458 
	
	
	
	

	
	
	
	
	
	

	 Total 
	   263,458 
	       1,958 
	
	
	

	
	
	
	
	
	

	 Sources of Funds II 
	 Amount 
	 Pymnt 
	Interest
	 Amort 
	LtV

	 Loan: NCB 
	        184,000 
	            1,581 
	9.75%
	                 30 
	80.0%

	 Loan: USCA 
	          30,000 
	               220 
	8.00%
	                 30 
	93.0%

	 Loan: OSCA 
	          14,000 
	               103 
	8.00%
	                 30 
	99.1%

	 Loan: Kagawa  
	          30,000 
	               220 
	8.00%
	                 30 
	112.2%

	 COUCH Funds 
	            5,458 
	
	
	
	

	
	
	
	
	
	

	 Total 
	   263,458 
	       2,124 
	
	
	

	Operating Budget
	
	
	
	
	
	

	
	
	
	
	
	# Beds
	
	                  14 

	 Project:   
	
	
	
	Charge Increase
	3%

	 505 W Green Street 
	
	
	
	Expense Increase
	5%

	 Urbana, Illinois 
	
	
	
	Vacancy Factor
	5%

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	 Income 
	 Sum 2000 
	 2000-01 
	 2001-02 
	 2002-03 
	 2003-04 
	 2004-05 

	
	
	
	
	
	
	
	

	 Parking Charges 
	                360 
	             1,440 
	             1,512 
	             1,588 
	             1,667 
	             1,750 

	 Room Charges 
	            9,690 
	           38,760 
	           43,681 
	           44,991 
	           46,341 
	           47,731 

	 Vacancy Factor 
	             (485)
	          (1,938)
	          (2,184)
	          (2,250)
	          (2,317)
	          (2,387)

	 Total Effective Income 
	       9,566 
	     38,262 
	     43,009 
	     44,329 
	     45,691 
	     47,095 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	 Expenses 
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	 Operating Expenses 
	
	
	
	
	
	

	 Overhead 
	                957 
	             3,826 
	            4,301 
	             4,433 
	             4,569 
	             4,709 

	 Capital Repairs 
	                800 
	             3,200 
	             5,000 
	             5,000 
	             5,250 
	             5,513 

	 Minor Repairs 
	                375 
	             1,500 
	             2,500 
	             2,000 
	             2,100 
	             2,205 

	 Property Taxes 
	                863 
	             3,450 
	             3,623 
	             3,804 
	             3,994 
	             4,193 

	 Insurance 
	                400 
	             1,600 
	             1,680 
	             1,764 
	             1,852 
	             1,945 

	
	
	
	
	
	
	
	

	 Total Operating  
	       3,394 
	     13,576 
	     17,103 
	     17,001 
	     17,765 
	     18,565 

	
	
	
	
	
	
	
	

	 Net Operating Income 
	       6,171 
	     24,686 
	     25,905 
	     27,329 
	     27,926 
	     28,530 

	
	
	
	
	
	
	
	

	 Debt Service 
	            5,875 
	          23,499 
	           23,996 
	           25,486 
	           25,486 
	           25,486 

	
	
	
	
	
	
	
	

	 Total Expenses 
	       9,269 
	     37,075 
	     41,099 
	     42,487 
	     43,251 
	     44,051 

	
	
	
	
	
	
	
	

	 Net Income 
	           297 
	       1,187 
	       1,910 
	       1,843 
	       2,440 
	       3,044 

	
	
	
	
	
	
	
	

	 Debt Service Coverage Ratio 
	               1.05 
	               1.05 
	               1.08 
	               1.07 
	               1.10 
	               1.12 


	Repair Budget
	
	

	
	
	

	 Project:   
	
	

	 505 W Green Street 
	
	

	 Urbana, Illinois 
	
	

	
	
	

	
	
	

	 Phase One 
	
	

	 Work completed: September 1, 2000 
	
	

	
	
	

	 Item 
	 * Ref # 
	 Amount 

	
	
	

	 • Replace worn shingles on southwest slope. 
	           2 
	             900 

	 • Repair hole under third-story window.  
	           2 
	

	
	
	

	 • Trim trees on southwest side.  
	 n/a 
	             350 

	
	
	

	 • Rebuild upper section of chimney.  
	           2 
	             600 

	
	
	

	 • Replace damaged storm windows. 
	           3 
	             750 

	 • Repair western skylight. 
	           4 
	

	
	
	

	 • Replace rotted wood on front porch. 
	 n/a 
	          1,200 

	
	
	

	 • Splice circuit breaker wires. 
	           7 
	             250 

	 • Protect unprotected wiring. 
	           7 
	

	 • Replace GFCI outlet in first-floor bathroom. 
	           7 
	

	
	
	

	 • Eradicate termite infestation under south addition.  
	           5 
	          1,400 

	
	
	

	 Total Phase One 
	
	          5,450 

	Phase One Development
	 Budget: 
	          4,650 

	Sum 2000 Capital Repair
	 Budget: 
	            800 

	
	
	

	 Phase Two 
	
	

	 Work completed by September 1, 2001 
	
	

	
	
	

	 • Scrape and paint exterior of appropriate windows. 
	           3 
	          6,500 

	 • Replace wood trim on appropriate windows. 
	           3 
	

	 • Replace sill and sash for window in Room #3. 
	           4 
	

	
	
	

	 Total Phase Two 
	
	          6,500 

	Phase Two Development
	Budget: 
	          7,950 

	FY 2000-01 Capital Repair
	 Budget: 
	          3,200 

	
	
	

	
	
	

	 Phase Three 
	
	

	 Work completed by September 1, 2002 
	
	

	
	
	

	 • Replace trim on eastern soffit. 
	           2 
	          3,000 

	 • Replace flashing on western fascia. 
	           2 
	

	 • Tuckpoint basement as necessary. 
	           4 
	

	 • Clean basement walls of salt deposits.  
	           4 
	

	 • Cover asbestos sheeting with thick coat of paint.  
	           5 
	

	
	
	

	 Total Phase Three 
	
	          3,000 

	FY 2001-02 Capital Repair
	 Budget: 
	          5,000 

	
	
	

	 * "Reference #" refers to the page number of the report by Spies Home  

	 Inspection dated April 17, 2000. 
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