Amdaltn.i

THE MARYLAND-NATIONAL CAPITAL PARK AND PLANNING COMMISSION

Department of Park and Planning, Montgomery County, Maryland

‘ 9500 Brunett Avenue, Silver Spring, Maryland 20901

June 16, 2005

AGENDA DATE: 6/23/05

MEMORANDUM

TO: "~ The Montgomery County Planning Board

VIA: Bill Mooney, Enterprise Division Chief (301) 495-2501

FROM: Jerry Bush, Regional Operations Manager (301) 495-251§{3
CarryePalleschi, Park Property Manager (301) 495-2517

SUBJECT: Proposed Annual Rent Increase for Park Houses - FY06

STAFF RECOMMENDATION: Approval of proposed schedule of rents which includes:

. a 3.7% increase in the rental rates for occupied units that are at or below the
adjusted fair market value rent for each unit.

° an additional 3% increase for those units that continue to be rented below fair

market value.

Executive Summary

Staff presents its annual recommendation on park house rent adjustments to the Planning
Board for your consideration and approval. For 20086, staff recommends a 3.7% increase in
park house rents. 3.7 % is the 2005 voluntary rent increase limit established by the
Montgomery County Executive’s Office (MCEQ).

The attached schedule of rents for 2006 (Attachment 1, Circle Pages 4-5) reflects the
recommended 3.7% increase in rental rates for most units along with a commensurate
increase in the adjusted fair market rental values (“market value”) established by Legum &
Norman (“L&N"), the Commission’s rental management company for residential units.
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 MCEO voluntary
guideline. The last market survey was performed by L&N in 2001.

A selected number of occupied units that have rental rates below the adjusted fair market
value will experience an additional 3% increase as a catch-up provision approved by the
Planning Board in June 2002.

To ensure that the catch-up provision is serving to close the gap between current rental rates
and market values at an actual 3%/year, the 3% increase is a factor of the newly adjusted
market values for 2006, not the current 2005 rental rate.
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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, and historical practice of renting houses at the full, fair market value. Rent
increases are necessary to fund the high volume of on-going maintenance needs, and the
long overdue capital improvements for many of 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 (“MCEQ”).

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 2001. The next market
survey will be completed in 2006.

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 rental 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 MCEO guideline. For 2005, the MCEO has recommended a maximum increase of
3.7%. Accordingly, the market values for 2005 will be increased by 3.7% for 2006.

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 FYQ06
increases for selected units will be in excess of 3.7%.

For the above affected units, the actual percentage increase in addition to the base 3.7%
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 2006,
not the current 2005 rental rate.

Even with the 3% catch-up provision, rental rates for seven non-employee and four
employee-occupied units will not reach the full, adjusted market value (minus 7% payroll
deduction discount for employees) prior to the next market survey in 2006.



Employvee and Non-Employee Discounts

As explained above, a number of the rental rates for 2006 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 taxable fringe benefit
and are prohibited under Practice 6-50. In June 2002 when the annual rent increase
recommendation was brought to the Board, there were two employee occupied units with
rent discounts in excess of 20%. Board action at that time corrected the situation by
increasing the rental rates for the two units to a level 20% below market value. With the 3%
catch-up provision, those two units will be at an average of 10% below market value for
2006.

Staff has determined that no current employee tenants are eligible for rent discounts in
excess of 7% and, and therefore will continue to apply the 3% catch-up provision to the
above two units as well as any others that have rent discounts in excess of 7%.
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