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Good morning, Chairwoman Bonds and members of the Committee on Housing &
Neighborhood Revitalization. My name is Yesim Sayin Taylor and | am the Executive
Director of the D.C. Policy Center, an independent, nonpartisan think tank committed to
advancing policies for a strong and vibrant economy in the District of Columbia. | thank
you for the opportunity to testify on the five bills on rent control this committee is
considering.

In April of 2020, the D.C. Policy Center published a comprehensive report on rental
housing in the District of Columbia to evaluate its capacity to create economically
inclusive neighborhoods. This report provides extensive data on rental apartment
buildings including the rent-controlled stock as well as rental units not in rental apartment
buildings. My comments today are largely informed by this research and new knowledge
the D.C. Policy Center has generated through its extensive study of housing in the
District of Columbia.

D.C.’s current rent control laws are relatively successful in balancing tenant
protections against provider’s willingness and financial ability to remain in
business and maintain and upkeep their buildings.

The underlying tension in rent control policies is balancing the desire to stabilize rents for
tenants against the need for the housing providers to turn a reasonable profit from their
operations. Unlike housing subsidies, which are paid for by public dollars, rent control
laws try to split the economic value created in the rental housing market between
tenants and housing providers.

The District’s rent control laws have so far been successful in protecting tenants from
opportunistic increases in rents while allowing providers to make enough of a return on
their investment to keep their units in the rent-controlled stock. Over 35 years after the
enactment of the Rental Housing Act, the number of rent-controlled units in D.C. has held
up relatively well. We estimate that D.C. currently has close to 73,000 rent-controlled
units spread across 2,150 separate buildings (excluding public housing and other
subsidized units, see Table 1)." This represents a loss of somewhere between 15 percent

! Because the rent control laws apply both to the buildings and to owners, it is difficult to know exactly how many units are
subject to the law.



to 30 percent of the rent-controlled stock since when the law was passed.? This is a
much lower loss rate than other jurisdictions with stricter rent-control policies.3

The five proposed bills amount to a presumption on the part of the D.C.
Council that housing providers can absorb monetary losses.

The five bills on hand are modifying various provisions of the rent control laws including
eligibility, rent increase provisions, and various petition processes that housing providers
could use to recoup the cost of large investments necessary to maintain and upgrade
their units and buildings. Collectively, these five bills amount to a large bet on the part of
the D.C. Council that providers can absorb the monetary losses and continue to make a
meaningful return on their investments. Our research shows that this presumption could
be incorrect.

| will first offer brief observations about each of the five bills, and then conclude with

overarching remarks.

The Rent Concession Amendment Act offers an arbitrary definition for

concessions.

Bill 23-237, the “Rent Concession Amendment Act of 2019” limits the concessions
offered by landlords to 90 percent of the base rent for units under rent control. It also
requires that when advertising a unit, the housing provider must disclose the base rent,
the surcharges, and when offered, the discounts on the rent for an introductory period,
commonly known as concessions. Finally, it limits the providers to a 30-day window
following the anniversary of a lease to implement leases allowable by law. If a provider

? Data on how many units were subject to rent control at the time of the passing of the Rental Housing Act is scant. According to a
study conducted by the Urban Institute in 1988 for the Department of Consumer Affairs, at the time of the passing of the law, the
District had about 160,000 rental units, and two thirds of these were subject to rent control. This would put the loss at 30 percent.
For details, see Margery A Turner, “Rent Control and the Availability of Affordable Housing in the District of Columbia: A
Delicate Balance” (Urban Institute, 1988). Alternatively, the D.C. Policy Center reviewed apartment building directories from
1990 and found 85,000 that would be subject to rent control.

? For example, only 10 years after San Francisco extended its rent control laws to buildings with fewer than five units, the number
of rental units in such buildings had declined by 15 percent, and the number of tenants in these buildings had declined by 25
percent—a much swifter decline what than D.C. has seen. Similar magnitudes of unit loss have been documented for New York
and New Jersey municipalities with rent control ordinances. For the San Francisco experience, see Diamond et. al. (2019); for
New York, see Barker (2018), and for New Jersey, see Ambrosius et. al. (2015).




delays rent increases for other reasons, then the provider would have to forgo this
increase so long as the same tenant occupies the unit.

The disclosure requirements in this bill are admirable and should be enacted. No tenant
should be misled about their rent. But the rest of the provisions of the bill presumes an
amount of knowledge about market conditions on the part of the District government
that is neither real nor reasonable. The amount of concessions offered by each landlord
reflects the unique conditions in each building, including vacancy rates. Similarly, while
providers remain limited to a one-time rent increase each year, timing of the rent
increase should depend on market conditions as well as vacancies in each building. The
housing providers are in a better position to determine the appropriate discount to get
their units occupied as well as the timing of the rent increase.

We urge the Council to adopt the disclosure rules but reject the limitations on the

amount of concessions and timing of rent increases.

The Rent Stabilization Affordability Qualification Amendment Act will favor
small and affluent households over lower-income families.

Bill 23-0530, the “Rent Stabilization Affordability Qualification Amendment Act of 2020”
limits eligibility for rent controlled units to those renters who earn less than five times the
monthly rent charged for the unit. At present, rent controlled units have no income
targets.

This provision will make it harder for lower-middle income households with multiple
members to find rental units in the rent-controlled stock and instead favor younger, more
affluent renters of smaller households.

To see this, imagine a two-bedroom unit that rents for $1,500 per month. Under the
proposal, a single-person household with a $90,000 annual income (102 percent of Area
Median Income) will be eligible to rent this unit, but a family of four with a $91,000 annual
income (72 percent of Area Median Income) will not. And this is not a rare problem in
D.C. The median income of incomes of two person households in D.C. are about the
same as the median income of a four-person household. The relatively affluent singles
and couples have always put pressure on the District’s housing market as we have
shown in our previous research,* and this provision will amplify their pressure on the

* Sayin Taylor, Yesim (2018), Taking Stock of District’s Housing Stock, D.C. Policy Center.




rent-controlled stock (See Figure 1 at the Appendix) We urge the Council to reject this
proposal.

The Substantial Rehabilitation Petition Reform Amendment Act could create
an unfunded mandate for providing affordable housing that could cost $6,610
on average per rent-controlled unit.

Bill 23-0877, the “Substantial Rehabilitation Petition Reform Amendment Act of 2020” will
reduce the present value of rent surcharges that housing providers could implement to
recoup the costs associated with substantial improvements that cost more than half the
assessed value of their building. The providers are directed to spread rent increases over
27.5 years. Additionally, housing providers are directed to pass on any savings from
energy efficiency investments that result from their investments. Importantly, the
providers would have to meet or exceed Green Communities certification requirements,®
which specifically require rental apartment buildings to serve residents at or below 60
percent of Area Median Income.

The impact of this bill would be fewer substantial rehabilitations—an undesirable
outcome for the health of rental housing in the District and for the tenants that occupy
them. Further, the requirement that the rehabilitation should meet Green Communities
certification standards is confusing and could imply that rent controlled buildings would
have to limit their tenants to 60 percent of Area Median Income. If this is indeed the case
then this bill will result in a rapid pace of condominium conversions in the city.

If providers are required to serve tenants with at most 60 percent of Area Median
Income, many would have to reduce their rents.® Given the prevailing rents, we estimate
that operating revenues, on average, would have to decline by an estimated $6,611 per
unit, and by higher amounts in certain Wards (See Table 2).” For a building with 135
units,8 this is the equivalent of $898,000 loss in operating revenue per year. It also
translates into a reduction of approximately $16 million in the assessed value of the
building and an associated loss of $132,000 in tax revenue (assumed cap rate of 5.75%).
Alternatively, if the city supported the full cost of rehabilitation through a HPTF loan for

3 See here.

5 We estimate that nearly 50,000 rent controlled units in D.C. have a rent that would be too expensive for a household under 60
percent of AMI.

7 This calculation is based on the Inclusionary Conversions model developed by the D.C. Policy Center which looks at the annual
subsidy required to convert a rent-controlled unit into an affordable unit. The rent data are from January 2020.

8 This is the average size in our database for rent-controlled buildings with more than 20 units.



30 years, in return for a 50 year covenant to limit rents at levels affordable at 60 percent
of Area Median Income, the city would have to spend $108,000 per unit, or provide a
loan of $14.6 million to pay for the project.

When facing such a monetary loss, at least some landlords will try to convert their
buildings into condominiums to escape this cost; others, perhaps blocked by TOPA,
could find that the most financially sound option is to let their units decay. And research
shows that if this happens larger providers with access to capital will likely to take their
units (or investment out) while smaller providers, with fewer options, will likely stay and
try to bear these costs.?

We urge the Council to clarify whether the bill intends the use of Green Communities

certification in this manner.

The Capital Improvement Petition Reform Act can further disincentivize the
maintenance and improvement of rent controlled units and buildings.

Bill 23-879, the “Capital Improvement Petition Reform Amendment Act of 2020” similarly
imposes limits on how much landlords can recoup, and over what period of time, if they
invest in capital improvements that are not large enough to qualify as “substantial
rehabilitations.” The bill specifically directs the housing providers to spread the cost of
capital improvements over 27.5 years, thereby reducing the temporary surcharge they
can impose on the rent. At present, the landlords can spread these surcharges over up to
8 years, and sometimes shorter (for smaller projects).

Were providers able to borrow to pay for these costs through loans of similar life span,
this provision would have been less problematic. But some providers rely on shorter term
loans (or more frequent refinancing) to pay for the costs of capital improvements. The bill
would require landlords to absorb the difference between their loan repayment and the
income they collect from surcharges. While we do not know how many landlords would
delay or forgo a capital improvement, fewer investments will happen under the
provisions of this law.

® Rebecca Diamond, Tim McQuade, and Franklin Qian, “Who Pays for Rent Control? Heterogeneous Landlord Response to San
Francisco’s Rent Control Expansion,” AEA Papers and Proceedings 109 (May 1, 2019): 377-80,
https://doi.org/10.1257/pandp.20191021.



The Voluntary Agreements Moratorium Act could potentially discourage
investments in the rent-controlled buildings without any attempt to solve a
stated problem.

Bill 23-0878, the “Voluntary Agreement Moratorium Act of 2020” would impose a two-
year moratorium on voluntary agreements. Voluntary agreements allow housing
providers to increase rents in return for specified improvements in services and
amenities available to tenants. 70 percent of the tenants must sign the agreement before
the provider can submit the petition.

According to the Department of Housing and Community Development, voluntary
agreements are rare. The city receives somewhere between 10 and 30 such petitions
each year (including some single-family homes), which represents somewhere between
0.4 percent to 1 percent of all the buildings covered by the rent control law (Figure 2).
Among the 167 petitions where it was possible to track an outcome, 80 percent of the
voluntary agreements were approved, about 5 percent were rejected, and 15 percent did

not move forward.

Voluntary agreements have received some bad press. But they have also made
investments in rent-controlled buildings possible. The option of being able to adjust rents
(with support from the tenants), when it is necessary to update amenities and services in
a building, keeps investor interest in rent-controlled buildings alive.

If the Council’s goal is to maintain the size of the city’s rent-stabilized stock,
the answer is to relax the rules that govern rent increases, not tighten them.

The closer rents are to market rate, the more likely that housing providers will maintain
their investments in these buildings, and the lower the temptation to take them out of the

rental market entirely by converting them into condominiums.

In contrast, further restricting housing provider income will frustrate the District’s
affordability goals. The city has firsthand experience with how expensive affordability can
be: The District provides substantial subsidies for the creation and preservation of
affordable housing units in addition to a combination of federal and local rent subsidies.
These, when combined, account for more than $150 million in the District’s annual
budget. If the District were to go beyond an extension of the current rent stabilization law
and enact stricter rent control laws, absent any other supports, the city would simply



push the cost of subsidizing affordability from the government’s balance sheet to
landlords’ balance sheets—creating what is essentially an unfunded mandate. And the
market will not passively internalize this, and the mostly likely outcome will be fewer, and

not more, rent-restricted units.

Thank you for the opportunity to testify. | am happy to answer any questions you might
have.



Table 1- Number of Buildings and Units Subject to Rent Stabilization

Number of Number of

Buildings Units

Under rent control or Built before 1976 2,052 68,299
potentially under rent
control Built in 1976 or 1977 6 769

Unknown 99 3,810

Total 2,157 72,878
Not subject to rent Unregulated (1978 to 2007) 52 5,967
control

Subject to Inclusionary Zoning requirements

(2007 onwards) (5 25,006

Total 198 30,973
Grand total 2,355 103,851
Source: Integrated Tax System Public Extract, combined with information from 2\ D.C. POLICY
Computer Assisted Mass Appraisal files (residential, condominium, and r CENTER

commercial) and master address repository.

Sayin Taylor (2020) Appraising the District’s Rentals, D.C. Policy Center




Figure 2 — Affordability needs among District renters and the rental housing’s ability to

meet them
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Source: Household Incomes are from the American Community Survey, 2018 1-year PUMS data tabulations. Rents
are from CoStar. The units are from the Rental Housing Database developed by the D.C. Policy Center. The units by
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Table 2 — The per unit loss in operating income if rent-controlled units are required to
meet Green Communities certification standards

Entire City
Ward 1
Ward 2
Ward 3
Ward 4
Ward 5
Ward 6
Ward 7
Ward 8

Total Units in
buildings with
20+ units

69,863

10,219

10,442

25,775

4,937

3,076

3,272

4,418

7,724

Would have to
reduce rents to get
to 60%

49,898
8,948
10,034
25,500
1,709
723
2,266
342
376

Total Number of Buildings
369
100
93
101
19
12
29
8
7

Annual loss in
operating
income due to
affordability
restrictions

$6,611.87
$6,745.63
$8,375.36
$6,322.73
$2,642.04

$4,611.75
$5,569.47
$6,246.38
$4,384.09

Source: DC Rental Housing database developed by the D.C. Policy Center. Amounts based on 2019 rents and
assessments. Affordability calculations are applied to units by size and rent level at the building level.

"



Figure 4 — Voluntary agreements between 2006 and 2014
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