PASADENA RENTAL HOUSING BOARD
OCTOBER 3, 2024



AGENDA ITEM 2:
UPWARD ADJUSTMENT OF RENT



PURPOSE

Accept public comment and provide direction to staff on
policy questions in Pasadena Rental Housing Board
Regulations Chapter 7: Upward Adjustment of Rent
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FAIR RETURN STANDARD

Two critical equations

Net Operating Income = Gross Rental Income minus Operating Expenses

Used to calculate both Base Year NOI and Petition Year NOI

Base Year NOI x ((0.5) x (CPI Increase from 2021)) = Petition Year NOI
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REBUTTABLE PRESUMPTION /“VEGA” ADJUSTMENTS

MNOI standard presumes that Base Year NOI provided a fair return
Landlord has a right to rebut this presumption

Based on at least one of the following:

Exceptional expenses in Base Year

Base Year operating expenses unusually high or low compared to
other years

Exceptional circumstances in Base Year

Gross income in Base Year was disproportionately low due to
exceptional circumstances
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VEGA ADJUSTMENT STANDARD

Standard for adjustments to Base Year Gross Rental Income:

Base Year Gross Rental Income was “disproportionately” low

where actual (average) monthly Rent paid for the Covered
Rental Unit below “HUD Rents”

goldfarb lipman attorneys



“HUD RENTS” DEFINITION

Option B: Average of the small area fair market rents published by the U.S.
Department of Housing and Urban Development for Fiscal Year 2021 for

Pasadena (21101 through 21107) (“HUD Rents”) for the most similar unit
type based on the number of bedrooms.

Option C: Small area fair market rents published by the U.S. Department
of Housing and Urban Development for Fiscal Year 2021 for the zip code
in which the Covered Rental Unit is located (“HUD Rents”) for the most
similar unit type based on the number of bedrooms.
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HUD RENTS

Pasadena Average Fair Market Rents

Area Efficienc One- Two- Three- Four-
Y Bedroom Bedroom Bedroom Bedroom

Pasadena Avg.

$1,604

$1,800
$1,370
$1,320
$1,420
$2,050
$1,670
$1,600

$1,881

$2,110
$1,610
$1,540
$1,670
$2,410
$1,960
$1,870

$2,411

Pasadena by Zip Code

$2,700
$2,060
$1,980
$2,140
$3,090
$2,510
$2,400

$3,206

$3,590
$2,740
$2,630
$2,840
$4,110
$3,340
$3,190
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$3,496

$3,910
$2,990
$2,870
$3,100
$4,480
$3,640
$3,480



CONSIDERATIONS

Where the average of rents in the City are used, there will be more
opportunity for tenant to challenge the presumed recalculation
Calculation of the Petition Year Base NOI will differ by property

For instance, similar properties may have different rates of turnover; the one
with more turnover will have higher Petition Year rents

Application of a Vega Adjustment does not necessarily mean that the
tenants in the units subject to the adjustment will get a rent increase
equal to the Vega Adjustment
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“VEGA ADJUSTMENT” STEPS

COMPARE the actual Rent in Base Year to the HUD Rent for the same type
of unit

ADJUST the rent for any Rental Unit where the actual Base Year Rent is
less than the HUD Rent

CALCULATE the Vega-adijusted Base Year Gross Rental Income
CALCULATE the Vega-adijusted Base Year Net Operating Income
ADJUST the Base Year Net Operating Income by 50% of CPl change

DETERMINE if Landlord entitled to upward adjustment by comparing
Petition Year Net Operating Income to Adjusted Net Operating Income
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DETERMINING CPI INCREASE

Calendar year means January 1 through December 31
Base Year CPI = Calendar year CPI for 2021

Petition Year CPl = Calendar year CPI for calendar year preceding the
calendar year application is filed

If filed in 2024, then you look at 2023
Total increase from January 1, 2021 to December 31, 2023 = 15.45%
50 percent =7.7%
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EXAMPLE #3: VEGA ADJUSTMENT REQUESTED
e

ACTUAL
Unit Type Rent/Month Annual Rent/Unit Base Year Rental Gross Income
Efficiency $1,380 $16,560
Efficiency $1,500 $18,000
1-Bedroom $1,700 $20,400 $99,960

1-Bedroom $1,600 $19,200

2-Bedroom $2,150 $25,800

goldfarb lipman attorneys



EXAMPLE #3: VEGA ADJUSTMENT REQUESTED

Base Year Operating Expenses = $50,000

Base Year NOI = $99,960 - $50,000 = $49,960
Adjusted NOI = $49,960 x 0.077 = $53,806.92

Petition Year NOI = $114,000 - $60,000 = $54,000
Difference of 4 and 5 = $53,806.92 - $54,000 = -$193.08

Since Petition Year NOI is greater than Adjusted NOI, Landlord is not
entitled to an upward adjustment
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EXAMPLE #3: VEGA ADJUSTMENT REQUESTED
e

ACTUAL
Unit Type Rent/Month Annual Rent/Unit Base Year Rental Gross Income
Efficiency $16,560
Efficiency $1,500 $18,000
1-Bedroom $1,700 $20,400 $99.960

1-Bedroom $1,600 $19,200

2-Bedroom $2,150 $25,800
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EXAMPLE #3: VEGA ADJUSTMENT REQUESTED

Unit Type

Efficiency

Efficiency

1-Bedroom

1-Bedroom

2-Bedroom

Rent/Month Annual Rent/Unit
$1,380 $1,420 $16,560 $17,040
$1,500 $18,000
$1,700 $20,400
$1,600 $1,670 $19,200-$20,040
$2,150 $25,800
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ACFJAL-VEGA-ADJUSTED
Base Year Rental Gross Income

$99,960
$101,280



EXAMPLE #3: VEGA ADJUSTMENT REQUESTED

Base Year Operating Expenses = $50,000

Base Year NOI = $101,280 - $50,000 = $51,280
Adjusted NOI = $51,280 x 0.077 = $55,228.56

Petition Year NOI = $114,000 - $60,000 = $54,000
Difference of 4 and 5 = $55,228.56 - $54,000 = $1,228.56

Since Petition Year NOI is less than Adjusted NOI, Landlord entitled
to upward adjustment to capture $1,228.56

Divided equally among 5 units = $245.71 per unit annually
Divided by 12 months = $20.48 per unit rent increase
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EXAMPLE #4: VEGA ADJUSTMENT REQUESTED
T

ACTUAL
Unit Type Rent/Month Annual Rent/Unit Base Year Rental Gross Income
Efficiency $1,380 $16,560
Efficiency $1,500 $18,000
1-Bedroom $1,700 $20,400 $99,960

1-Bedroom $1,600 $19,200

2-Bedroom $2,150 $25,800
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EXAMPLE #4: VEGA ADJUSTMENT REQUESTED
o

ACTUAL
Unit Type Rent/Month Annual Rent/Unit Base Year Rental Gross Income
Efficiency $1,380 $16,560
Efficiency $1,500 $18,000
1-Bedroom $1,700 $20,400 $99,960

1-Bedroom $1,600 $19,200

2-Bedroom $25,800
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EXAMPLE #4: VEGA ADJUSTMENT REQUESTED
2

ACTUAL-VEGA-ADJUSTED

Unit Type Rent/Month Annual Rent/Unit Base Year Rental Gross Income
Efficiency $1.380 $1,604 $16,560 $19,248
Efficiency $1,500-51,604 $18.000-$19,248
1-Bedroom $1.700-$1,881 $20.400%$22,572 m
1-Bedroom $1,600 $1,881 $19-200-$22,572
2-Bedroom $2150-$2,411 $25.800$28,932
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EXAMPLE #4: VEGA ADJUSTMENT REQUESTED

Base Year Operating Expenses = $50,000

Base Year NOI = $112,572 - $50,000 = $62,572
Adjusted NOI = $62,572 x 0.077 = $67,390.04

Petition Year NOI = $114,000 - $60,000 = $54,000
Difference of 4 and 5 = $67,390.04 - $54,000 = $13,390.04

Since Petition Year NOI is less than Adjusted NOI, Landlord entitled
to upward adjustment to capture $13,390.04

Divided equally among 5 units = $2,678.01 per unit annually

Divided by 12 months = $223.16 per unit rent increase
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SHOULD THERE BE AN ANNUAL CAP ON UPWARD
ADJUSTMENT RENT INCREASES

Section F.6 currently includes a cap on an annual rent increase of 15%

Includes both Annual General Adjustment and any Upward Adjustment
granted by petition

If any portion of the Upward Adjustment is deferred, interest will be added
to the deferred portion of the increase
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ANNUAL CAP ON RENT INCREASE
S

-1 Santa Monica-

01 Greater of 12%, $50 or twice the Employment Cost Index for low and
moderate income tenants

1 Mountain View
2 10% annually
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CONSIDERATION OF TENANT HARDSHIP

Tenant may claim proposed upward adjustment would create undue
Tenant hardship

Tenant hardship is ONE factor in Hearing Officer’s consideration of
determining Landlord’s fair return

Landlord may contest validity of condition claims or propose relief
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TENANT HARDSHIP CONDITIONS

Inadequate household income: Income less than 100% AMI (HCD
Income Limits) or more than 50% spent on Rent

Specific circumstances: Income less than 120% AMI (HCD Income
Limits) or more than 50% spent on Rent AND

Families with children (dependent children under age of 18)

Senior household

Persons with disabilities

Persons who are terminally ill (as verified by medical provider)

Other extenuating circumstances
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FY2024 HCD STATE INCOME LIMITS
B

Acutely Low 10350 | 11800 | 13300 | 14750 | 15950 | 17100 | 18300 | 19450

Extremely Low 29150 | 33300 | 37450 | 41600 | 44950 | 48300 | 51600 | 54950

;:‘:;‘3;:: Eg::: Very Low Income | 48550 | 55450 | 62400 | 69350 | 74900 | 80450 | 86000 | 91550
598 200 " [Low Income 77700 | 88800 | 99900 | 110950 | 119850 | 128750 | 137600 | 146500
Median Income | 68750 | 78550 | 88400 | 98200 | 106050 | 113900 | 121750 | 129600

Moderate Income | 82500 | 94300 | 106050 | 117850 | 127300 | 136700 | 146150 | 155550
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ALTERNATIVE STANDARD

Inadequate household income: Income less than 60% AMI (HUD
Income Limits) or more than 50% spent on Rent

Specific circumstances: Income less than 80% AMI (HUD Income Limits)
or more than 50% spent on Rent AND

Families with children (dependent children under age of 18)

Senior household

Persons with disabilities

Persons who are terminally ill (as verified by medical provider)

Other extenuating circumstances
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FY2024 HUD INCOME LIMITS - LOS ANGELES

FY 2024 Section 8 Income Limits (Effective 04/15/2024)

Number of Persons Extremely Low Income 30% of Median Very Low Income 50% of Median Low Income 80% of Median

1 $29150 $ 48,550 $ 77700

2 $ 33,300 $ 55,450 $ 88,800
3 $ 37,450 $ 62,400 $ 99,300

4 $ 41600 $ 69,350 $ 110,950
5 $ 44,950 % 74900 $119,850
6 $ 48,300 $ 80,450 $128,750
7 $ 51,600 % 86,000 $ 137,600
8 $ 54,950 $ 91,550 $146,500
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TENANT HARDSHIPS-WHICH CATEGORIES TO
INCLUDE

Standards for Tenant Hardship
Inadequate Household Income

Specific circumstances: Inadequate Household Income
Families with children (dependent children under age of 18)
Senior household
Persons with disabilities

Persons who are terminally ill (as verified by medical provider)

Other extenuating circumstances
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TENANT HARDSHIP-WHICH INCOME THRESHOLDS

SHOULD BE USED
e - -

0 Inadequate Income
21 80% of Median Income
1 100% of Median Income
1 120% of Median Income
-1 Rent Burdened Threshold

1 50% of income paid toward rent
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TENANT HARDSHIP —INCOME STANDARD

_ & ]
7 HUD vs. HCD

Currently income limits are the same

Income limits may vary from year to year because each agency uses slightly
different methodology for calculating income limits
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FY2024 HCD STATE INCOME LIMITS
S

Acutely Low 10350 | 11800 | 13300 | 14750 | 15950 | 17100 | 18300 | 19450

Extremely Low 29150 | 33300 | 37450 | 41600 | 44950 | 48300 | 51600 | 54950

;:‘:;‘3;:: Eg::: Very Low Income | 48550 | 55450 | 62400 | 69350 | 74900 | 80450 | 86000 | 91550
598 200 " [Low Income 77700 | 88800 | 99900 | 110950 | 119850 | 128750 | 137600 | 146500
Median Income | 68750 | 78550 | 88400 | 98200 | 106050 | 113900 | 121750 | 129600

Moderate Income | 82500 | 94300 | 106050 | 117850 | 127300 | 136700 | 146150 | 155550
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FY2024 HUD INCOME LIMITS - LOS ANGELES

FY 2024 Section 8 Income Limits (Effective 04/15/2024)

Number of Persons Extremely Low Income 30% of Median Very Low Income 50% of Median Low Income 80% of Median

1 $29150 $ 48,550 $ 77700

2 $ 33,300 $ 55,450 $ 88,800
3 $ 37,450 $ 62,400 $ 99,300

4 $ 41600 $ 69,350 $ 110,950
5 $ 44,950 % 74900 $119,850
6 $ 48,300 $ 80,450 $128,750
7 $ 51,600 % 86,000 $ 137,600
8 $ 54,950 $ 91,550 $146,500
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SELF PERFORMED LABOR (SECTION E.3.A.VI)

Operating expenses include reasonable costs for Landlord performed
labor at reasonable hourly rates. Landlord must submit documentation

Reasonable hourly rates

Los Angeles Prevailing wage rates for Residential carpenters

$23.92-$38.01per hour

Other Option — Pasadena Minimum Wage - $17.50 per hour
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GROSS RENTAL INCOME

Additional guidance regarding calculation of Gross Rental Income
where number of units/vacancies different in Base vs Petition Year

Examples provided re exceptional circumstances impacting Base Year
Gross Rental Income:

Special relationship resulting in reduced or no rent charged

Assumption of maintenance /management duties by tenant in exchange for
reduced rent or reduced/no rent increases
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OPERATING EXPENSES

Included Operating Expenses:
“Reasonable costs of operation and maintenance” defined
“Management expenses” defined and capped at 6 percent

Additional guidance on “legal expenses” that may be included
Excluded Operating Expenses
Guidance on “unreasonable increases in expenses since Base Year”

Definition of “expenses associated with master metered gas/electricity”

Standard for “unreasonable delay” as it relates to expenses attributable to
performing necessary maintenance or repair work or replacements
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