I MONTGOMERY COUNTY DEPARTMENT OF PARKS

THE MARYEANTD NATTONAL CAPUTAL PARK AND PLANNING COMMISSION

MCPC item No. —+
AGENDA DATE: July 3, 2008

MEMORANDUM

June 24, 2008

TO: The Montgomery County Park Commission

FROM: Carrye Palleschi, Park Property anager\;

VIA: Mary Bradford, Director of Parks

SUBJECT: Proposed Annual Rent Increase for Park Houses — Fiscal Year 2009

STAFF RECOMMENDATION:
Approval of the proposed schedule of rents which, includes a 3.1% increase in accordance with the
County Executive’s voluntary rent guideline for Montgomery County.

Executive Summary

The park house program is a subset of the Property Management portfolio. The park house
program includes park houses leased to employees, non-employees, the County for people with
special needs, carry over tenants and life estate tenants. This proposed rentincrease relates to the
park houses leased to employees and non-employees. Three units receive no increase, since the
three units include one carry-over tenant and two life estate tenants. The three units are on the
schedule of rents for FY09 since the rent is collected by Legum &Norman, ("L & N} the
Commissions rental management company for residential units.

Staff presents its annual recommendation on park house rent adjustments to the Planning Board
for your consideration and approval. For Fiscal Year 2009 (FY09), staff recommends a 3.1%
increase in park house rents. 3.1 % is the 2008 voluntary rent increase limit established by the
Montgomery County Executive's Office (Attachment 1).

The attached schedule of rents for FY0Q3 (Attachment 2) reflects the recommended 3.1% increase
in rental rates for most units along with a commensurate increase in the adjusted fair market rental
values (“market value™) established by L&N.

This is consistent with our practice of performing full market surveys every five years and adjusting
the market rental values in the intervening years using the Montgomery County Executive’s Office
voluntary guideline. The most recent market survey was performed by L&N in 2006.

MONTGOMERY PARKS



There are five occupied units, which have rental rates below the adjusted fair market value and will
incur an additional 3% increase as a catch-up provision approved by the Planning Board in June
2002.

Background
Park house rent increases are implemented on an annual basis near the beginning of each fiscal

year. The rent increases are consistent with Practice 6-50 Use of Commission Owned Park
Houses (Attachment 4) and past practices of renting houses at the full market value. In addition,
the rent increases are necessary to fund the expense of maintenance and capital improvements for
the park houses.

In recent years, the amount of the rent increase has been established by applying the voluntary
annual rental increase limit ("guideline”) established by the Montgomery County Executive’s Office
("MCEO").

Formal market surveys are conducted on five-year cycles to assess the current fair market rental
value (“market value™) for each unit. These surveys take into consideration rental rates for
comparable units, market trends, as well as the features and relative condition of each unit. Legum
& Norman conducted the most recent market survey in 2006. The next market survey will be
completed in 2011.

Based on the results of the market surveys, a new market value is established for each unit. In
most cases, the new market values are higher than those previously observed as well as the actual
rentai rates being paid by the tenants. In some cases where there have been major improvements
or repairs performed to the unit since the last market survey, the difference between current rental
rates and new market value can be substantial.

Between cycles, the market value for each unit is adjusted on an annual basis in accordance with
the MCEOQO guideline. For 2008, the MCEQ has recommended a maximum increase of 3.1%.
Accordingly, the market values for FY0O8 will be increased by 3.1% for FY09.

The MCEO guideline is also applied each year in establishing the proposed increases in the actual
rents (‘rental rate”) being paid by the tenants. The effect of such a practice is that, absent some
form of catch-up provision, any rental rates that are below market value as a result of the last
market survey will remain so indefinitely, until such time as the unit is vacated and brought up to
market rate.

In June 2002, staff recommended, and the Planning Board approved, a catch-up provision whereby
any unit that was being rented below market value could be assessed up to an additional 3%
annual increase until such time as the rental rate caught up to market value, including any
allowable discounts for employees. Therefore, the recommended FYO0S increases for five rental
units will be in excess of 3.1%.

For the above affected units, the actual percentage increase in addition to the base 3.1% increase
will be more than 3% of the current rental rate. To ensure that the catch-up provision is serving to
close the gap between current rental rate and market value at an actual 3%/year, the 3% increase
is a factor of the newly adjusted fair market value for FY0S, not the current FYO09 rental rate.

Employvee and Non-Employee Discounts




As explained above, a number of the rental rates for FY09 will continue to lag behind the adjusted
market value for the units due primarily to the disparities that arise as a result of the market surveys
conducted every five years.

Per Practice 6-50 all non-employee occupied units are to be rented at full market value. Employee
occupied units are allowed an across-the-board discount of 7% off market value due to the savings
the Commission realizes by collecting the rents through payroll deduction. Rent discounts for
employees totaling more than 20% are considered a taxabie fringe benefit and are prohibited under
Practice 6-50. Currently, no employee tenant receives a discount in excess of 20%.

cc: Mike Riley, Deputy Director of Administration



Attachment 1

NFy

sl Leggell
Cowmty Evecntive

L4

February 1. 2008

Dear Owner/Manager:

This month marks the twenty-sixth year since the expiration of rent controls in
Montgomery County. The Voluntary Rent Guideline system in place over these vears has helped
both government and the real estate industry remain aware of inflationary pressures related to

rent increascs in this region.

‘The figures [rom the U.S Depariment of Labor on which the Voluntary Rent Guidelines
are based show the increase in the rent component af the Consumer Price Index for 2007 for the
Washingion Metropolitan drea to be 3.1 percent. Based on that information, the Voluntary Rent
Cruideline for Montgomery County will he set at 3.1 percent

Your cooperation in keeping rent increases moderate 1s appreciated. Please direct any
questions or observations that you may have about the Guideline to the Office of Landlord-
Tenant Aftairs, Division of Housing and Code Entorcement, Department of Housing and
Community Atfarrs, at 240-777-3600

Sincerely,

Sl 2 1

Jsiah Leggert /
County Executive

iL:mh
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Attachment 4

THE MARYLAND-NATIONAL CAPITAL PARK AND PLANNING COMMISSION

11 September 1985

-/" Pm &@TH@ i S P d no. 6-50

AUTHORITY

REFERENCES

)

PURPOSE

POLICY

b

V 4V 4V 4V 4V 4V 4V 4V 4V 4V 4 4

affective date

USE OF COMMISSION-OWNED PARK HOUSES

This practice, originally approved by the Commission February 11,
1976, was revised by the Executive Committee October 3, 1983, to
include provisions for lease extension; security deposits; mainte-
nance of electrical systems in park houses; and coordination of
agreements with carry-over provisions for tenancy. The current
revision amends the basis for rentals, the date for rental
adjustments, and contains new criteria for discounting rents,

rr————

Thomas H. Countee, Jr.
Executive Director

Art. 28, §85-103, 5-110, 5-113, and 5-115, Annotated Code of
Maryland, 1957, as amended, 1983 Replacement Volume.

U.S. Code Annotated, Title 26, Internal Revenue Code, $3501(b}.

M-NCPPC Merit System Rules and Requlations, 5ections 640 and 641
(as amended by the Commission April 14, 1982).

Prince George's County park houses classifications (Attachment A).

Montgomery County park houses classifications (Attachment B).

To make Commission-owned park houses available for use in a manner

beneficial to the public, the Commission, and its employees.

A. General

Commission-owned park houses not otherwise covered by agree-

ments made with the grantor at the time of acquisition shall be

made available: (1)} for rent to Commissfon empioyees; (2) at

the discretion of a Planning Board, for use by public agencies

or private nonprofit organizations or for individuals as part
of an approved public program; and {3) for rent on the open
market at fair market value.

Rental of Commission-owned park houses shall be administered

without discrimination towards applicants or tenants because of

age, sex, race, religion, color, national origin, or dis-
ability.

AN § \
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Practice 6-50

USE OF COMMISSION-OWNED PARK HOUSES

Effective 11 September 1985

App. Commission

POLICY
{Continued)

B.

Appraisals

A1} Commission-owned park houses are appraised by independent certi-
fied appraisers when acquired, or on an as needed basis.

Rental Adiustments

Rental adjustments as appropriate shall be made July 1 each year to
reflect changes in the Metropolitan Area market,

Annual rental adjustments will be based on market surveys or other

indices of market rents for single fami{ly detached houses and
apartments,

Each Planning Board may establish dates for gradual implementation

of substantial rent increases necessitated by unusually high changes
in appraisals.

Income Tax Liability

The Internal Revenue Service assesses income tax liability to
employee-tenants if the rental rate constitutes additional com-
pensation. Such additional compensation {s not permissible under
the Merit System Rules and Regulations. Accordingly, there shoul.
be no income tax 1iabflity, but 1f IRS determines that 1{iability
exists, it will be the personal responsibility of the employee.

Personnel Action Forms

Personnel Action Forms {PA2's) will show the requirement of an em-
ployee's occupancy in a Commission park house as a conditfon of em-
ployment. (See M-NCPPC Merit System Rules and Regulations, Sections
640 and 641.) Such occupancy shall be reevaluated if there is a
change in employment status. ({See item 2., p.4.}

Leases

All terms of rentals of park houses must be contained in written
leases between the Commission and tenants. All lease agreements
require Legal Department approval of legal sufficiency and form, and
must be signed by the Executive Director or designee. Leases shall

state that employee-tenants shall be charged rent through payroll
deduction.

A1l leases for park houses, unless otherwise stated, are written on a
month-to-month basis for a minimum of 3 months, and must allow at
least 90 days prior notice to vacate for the convenience and neces-
sity of the Commission. However, 30 days notice shall be provide

the case of eviction for cause. Tenants may terminate their 1eas-.ﬁ
with 30 days notice. To the extent possible, the Property Manageme

Offices will assist in the relocation for employee-tenants forced to
vacate.

-2 -



Practice 6-50
USE OF COMMISSION-OWNED PARK HOUSES

Effective I1 September (985

App. Commission

tmployee-tenants must vacate park houses within 90 days of leaving the
Commission's employ, unless granted an extension in writing by the Park

Property Managers with approval of the Director of Parks or the Director
of Parks and Recreation, as appropriate.

Unless otherwise defined in the lease, the Commission maintains roofs,
essential electrical and plumbing systems, and furnaces of {ts park
houses, and provides paint and other maintenance matertals to tenants.
Employee-tenants will be credited for labor cost to paint the structure,

with a reduction in rent to cover that labor cost.
Park houses are rented in "as is" conditfon.

Nonemployee Leases

Leasing of Commission-owned park houses to nonemployees will be allowed
when 1t has been determined that neither Commission employees nor the
County Government is interested in leasing a particular park house.

Availability of those park houses shall be advertised in Tocal news-
papers and leased at fair market value.

Property Management Offices shall negotiate these leases based on condi- ’

tion of the structure and repairs to be made.

Habitability; Razing

Commission-owned park houses that have no potential use as a park facil-
ity or require substantial expense to put into habitable condftion to
meet housing codes may be demolijshed, or disposed of by sale or auction

as determined by the appropriate Department Director in accordance with
applicable local law.

Special Provision Regarding Security Deposits

Prior to moving into a park house all prospective tenants must provide
a2 security deposit equal to one month's rent. In unusual or hardship
circumstances, this requirement may be waived by the Department Head.
When a park house fs to be vacated, it is inspected and upon satis-
factory inspection, the lease terminated. The deposit and accrued
interest, if any, are returned to the tenant. If the house has been
damaged or is left in an unclean condition, the cost of the necessary
maintenance or repairs will be charged against the security deposit.
(NOTE: After the deposit has been held for one year, it will begin to

accrue interest at a rate determined by the laws governing security
deposits.)

-3 -

POLICY
(Continued}



dractice 6-50

JSE OF COMMISSION-OWNED PARK HOUSES
ective ep er

App. Commission

RESPONSIBILITIES A. Montgomery County Parks and Prince George's Parks and

Recreation Property Management DfFices

At the time of acquisition of improved park properties with
carry-over tenants, the Land Acquisition Offices, General
Counsel, and Property Management Offices must coordinate all
agreements with any carry-over provisions regarding tenancy,
such as life estates, established rentals, etc.

B. Montgomery County Director of Parks and Prince George's County
Director of Parks and Recreation

1. On matters pertaining to only one county, each Director is
responsible to the appropriate Planning Board. On matters

of Commission-wide policy, they receive guidance from the
Commission.

2. Both Directors determine the requirement for occupancy of
Commission-owned park houses as a condition of employment,

and reevaluate such occupancy upon employee reassignment of
employment status.

3. Both Directors convey to employee-tenants pertinent in-
formation reported on park housing activities by the
Secretary-Treasurer and General Counsel,

4. Designation of property to be covered by the provisions of

this practice 1s the responsibility of each Director, as
appropriate,

5. Further responsibilities of the Directors, or their
designees, are:

{a) To establish inftial rents (to be reviewed annually
and adjusted, as appropriate), and to assign and
reassign employees, as circumstances require, to
occupancy in Commission-owned park houses {See
assignment criteria, page 5};

(b) To keep a complete record of each park house appraisal
and assigmment;

(c) To adjust rentals by a percentage and/or a flat dollar
amount, estimated to equal the benefit and savings to
the Commission for: 1) lack of full landlord
services, 2) lack of certain appliances, 3} rent pay-
ment through payroll deduction, and 4) other factors

where Commission leases differ from conventional
leases;

-4 -



ATTACHMENT B
Practice 6-50
September 11, 1985

MONTGOMERY COUNTY DEPARTMENT OF PARKS
PARK HOUSES CLASSIFICATIONS

Commission park houses are classified into one of three categories. The
designations will be reviewed periodically and reclassified as requived,

CATEGORY "A"

Category A" houses are structures that are essential to a park program and

should be maintained on a permanent basis. Factors to consider in wmaking such
designations include:

1. Potential or existing use for park purposes (other than as a residence) such
as recreation centers, offices, conference centers, etc.

2. Location in or near a park area where security and management personnel are
required.

3.

Architectural or historical significance of the structure which makes its
continued preservation desirable.

CATEGORY "“8"

Category "B" houses are surplus to park use requirements and can be made avail-

able for rental on an interim basis. Factors to consider in making such
designations include:

1. Llocation in park areas not planned for immediate development.

2. The structure is basically sound and its continued occupancy and maintenance

will not place a major burden on the tenant or the Commission,

CATEGORY “C*”

Category “C" houses are those which might otherwise be designated as “A" or "B"
but have efther 1} been conveyed to the Commission encumbered with a tenancy
agreement worked out as part of the acquisition arrangement, or 2) have been
found to be suited for use by public or nonprofit agencies and organizatfions.
Factors to consider in designating houses for use by public agencies include:

1. The size and locaticon of the park house make it suitable for use by
government or nonprofit groups.

2. The park house will not be required for use as a park facility.



