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Mayor Rogers,

The attached documents are in response to Council’s request for examples of real-world outcomes of fair return rent hearings in mobilehome
parks. This discussion occurred during Council’s meeting on November 29 during agenda item 15.1. Many Councilmembers expressed interest in
learning more about the fair return rent increase process. It's unfortunate that Council voted to amend the City’s mobilehome rent ordinance
without giving City Staff the time or the opportunity to perform adequate research and report back to Council. | believe this information is critical to
understanding the short and long-term implications of amending the current ordinance.

| am providing this additional information with the hope that City Council postpones the second reading of the proposed amendments to Santa
Rosa City Code Chapter 6-66 — Rent Control - Mobilehomes. Postponing will allow City Staff more time to research the issue so the Council can
make a fully informed decision.

The attached documents show a mobilehome park owner in El Monte was awarded three fair return rent increases for $132.44, $97.58, and
$104.17 in permanent rent increases and an additional $25.69, $39.19, and $32.05 in temporary rent increases. The result of these increases
was a $334.19 permanent increase to the rent of all residents in the park and an additional $96.63 temporary increase to all sites to collect
legal fees associated with the fair rate of return hearing.

El Monte also has a rent control ordinance (Title 8, Chapter 8.70 Ordinance No. 2860) which allows for annual rent increases not to exceed 100% of
CPI, terms that are more favorable than what is allowed in Santa Rosa. As park owners and City Staff have repeatedly pointed out to the Council,
park owners have a constitutional right to earn a fair rate of return. The owner in El Monte was able to show that their rent did not produce a fair
rate of return and was awarded multiple rent increases that far exceeded the limitations of the rent control ordinance.

At last week’s meeting, some Councilmembers mentioned that they were voting in favor of amending the Santa Rosa ordinance because they
would rather err on the side of being overly restrictive on rents, even if that meant there would be a higher probability of a fair return rent increase
application. Additional comments were made about learning a lot from the first fair return application. | understand that those comments come
from a desire to protect current residents, but as you can see from the outcomes in the attached documents, there is a real risk that the outcome
of the fair return application is a rent increase that is well above what residents have been used to in the past. A vote to approve the proposed
amendments to the Santa Rosa rent control ordinance will almost certainly produce multiple fair rate of return applications.

To reiterate, | believe postponing the second reading of the proposed amendments to Santa Rosa City Code Chapter 6-66 — Rent Control -
Mobilehomes will allow City Staff the time they need to gather the research needed to make a recommendation that ensures the most vulnerable
residents are taken care of, without risking the unintended consequences of a fair rate of return hearing.

Ken Kravenas
Chief Operations Officer
110 N. Wacker Drive, Suite 4500, Chicago, IL 60606
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11333 Valley Boulevard
El Monte, CA91731

¢, (626)580-2059

P4 amartinez@elmonteca.gov

@ elmonteca.gov

July 21, 2022
BY U.S. MAIL AND ELECTRONIC MAIL

Sherrie Johnston

6653 Embarcadero Drive, Suite C
Stockton, California 95219
sherrie@harmonycom.com

Re: REVISED EIl Monte City Manager Decision on El Rovia Mobilehome Park, LLC Petition to
City of El Monte for Mobilehome Park Space Rent Adjustment

Dear Ms. Johnston:

On July 11, 2022, the City Manager issued a Decision Letter on El Rovia Mobilehome Park, LLC Petition
to City of El Monte for Mobilehome Park Space Rent Adjustment. On July 13, 2022, the City Manager
received an email from Matt Davies of Harmony Communities bringing forth concerns regarding the
calculations of the City Manager’s decision.

RSG has reviewed the concerns and has issued a revised analysis memo (enclosed). The authorized rent
adjustments have been revised to the following:
e A permanent increase of $104.17 per space per month pursuant to the Report; and

e A temporary increase of legal expenses of $32.05 (no change from July 11, 2022 decision letter)
per space per month for a period of five (5) years pursuant to the Report.

In accordance with EI Monte Municipal Code Section 8.70.090(D)(2), this decision may be appealed by
El Rovia or tenants of El Rovia within twenty (20) calendar days. An appeal by the residents shall only
be valid if signed by residents from a majority of the mobilehome spaces subject to the decision.
Written appeals should be submitted to the EI Monte City Clerk at El Monte City Hall 11333 Valley
Boulevard, ElI Monte, California 91731.

Sincerely,

Alma K. Martinez
City Manager

Enclosure

cC: Matt Davies, Harmony Communities (e-mail only, matt@harmonycom.com)
Betty Donavanik, Community and Economic Development Director (e-mail only,
bdonavanik@elmonteca.gov)
Lloyd Pilchen, Deputy City Attorney (e-mail only, Ipilchen@omlolaw.com)
Fred Nakamura, NLSLA (e-mail only, fnakamura@nlsla.org)
El Rovia Residents

The Friendly City of El Monte
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Via Electronic Mail

To: Alma K. Martinez, City Manager
CITY OF EL MONTE

From: Tara Matthews, Principal
Dominique Clark, Senior Associate
Rebecca Riddle, Analyst
RSG, INC.

Date: July 14, 2022
SUBJECT: EL ROVIA TRAILER VILLAGE FAIR RETURN RENT INCREASE ANALYSIS

On October 22, 2021, City of El Monte (“City”) staff received a Fair Return Rent Adjustment
Petition (“Petition”) for the 2020 calendar year for El Rovia Trailer Village (“Park”), a senior-
restricted mobile home park with 76 spaces located at 4849 Peck Road. In the Petition materials,
the Park owner (and/or representatives of the Park owner) (“Applicant”) calculated that the
Applicant is entitled to a fair return rent increase of $468.82 per space per month. Based on a
review of the EI Monte Municipal Code (‘EMMC”) and the materials submitted by the Applicant,
RSG calculates that the Applicant is entitled to a fair return rent increase as follows:

e Permanent Increase: $104.17 per space per month.

e Temporary Increase for Legal Expenses: $32.05 per space per month for a period of
five (5) years.

This memo details (1) background information relevant to the Petition, (2) the Applicant’s
calculation of the fair return rent increase, (3) RSG’s calculation of the fair return rent increase,
including the permanent and temporary components, and (4) a summary of written comments
received from Park residents.

Background

Fair Return Rent Increases Previously Approved for the Park

Prior to the submission of this Petition for the 2020 calendar year, the City approved three fair
return rent increases for the Park. One increase was for the 2017 calendar year (“2017 Fair Return
Rent Increase”) and included the following three components, based on RSG’s analysis and
memo dated June 25, 2019:

1. Permanent increase in the amount of $89.42 per space per month;
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2. Temporary increase in the amount of $26.43 per space per month for a period of five years
to reimburse the Applicant for legal expenses; and

3. Temporary increase in the amount of $33.42 per space per month for a period of five years
to reimburse the Applicant for capital improvement expenses.

The second fair return increase was for the 2018 calendar year (“2018 Fair Return Rent Increase”)
and included the following two components, based on RSG’s analysis and memo dated June 25,
2020:

1. Permanent increase in the amount of $132.44 per space per month; and

2. Temporary increase in the amount of $26.59 per space per month for a period of five years
to reimburse the Applicant for legal expenses.

The third fair return increase was for the 2019 calendar year (“2019 Fair Return Rent Increase”)
and included the following two components, based on RSG’s analysis and memo dated
September 17, 2021:

1. Permanent increase in the amount of $97.58 per space per month; and

2. Temporary increase in the amount of $39.19 per space per month for a period of five years
to reimburse the Applicant for legal expenses.

Collectively, these three prior increases result in a total permanent increase of $319.44 per space
per month, plus total temporary increases of $125.63 for several years. The cumulative effect of
these increases together with the prospective increase based on the 2020 Petition will result in a
permanent increase since 2017 of $423.61 per space per month, plus temporary increases
totaling $157.68. Note that these increases are in addition to those approved by an Administrative
Law Judge (“ALJ”) in 2018 and do not reflect any settlement agreements negotiated between the
Applicant and the Park residents.

Timeline of Petition

City staff received the Applicant’s Petition on October 22, 2021. The City retained consulting firm
RSG to assist in review of the Petition. RSG reviewed the Petition materials two times. The City
deemed the Petition incomplete by the letter dated December 15, 2021 (“Incomplete Letter”). In
response to the Incomplete Letter, the Applicant provided additional Petition documentation on
April 12, 2022. Upon receipt of the additional documentation and RSG’s review of the
documentation, the City deemed the Petition complete as of May 12, 2022. Pursuant to EMMC
Section 8.70.090(D)(1), the City Manager is required to make a determination regarding the
Petition within 60 calendar days of deeming the Petition complete, or July 11, 2022 in this case.
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Fair Return Rent Adjustments for EI Monte Mobile Home Parks

EMMC Section 8.70.080(B) specifies that, for the purpose of determining the rent adjustment
necessary to provide a park owner with a fair and reasonable return, it shall be presumed that the
net operating income (“NOI”) received by the park owner in the 2012 calendar year provided the
park owner with a fair and reasonable return. Additionally, EMMC Section 8.70.080(H) states that
maintenance of the net operating income (“MNOI”) received by the park owner in the 2012
calendar year shall be presumed to provide the park owner with a fair return in the year for which
a petition has been submitted.

RSG'’s calculation of the fair return rent increase for the 2020 calendar year (“2020 Fair Return
Rent Increase”) entails the following three steps, each of which are illustrated below:

STEP 1: Calculate “Fair Current Year NOI.” As stated above, EMMC Section 8.70.080(H)
states that maintenance of the NOI received by the park owner in 2012 shall be presumed
to provide the park owner with a fair return in the year for which a petition has been
submitted. Accordingly, the Fair Current Year NOI is the amount of NOI that the park
owner would need to receive in the Current Year (2020 in this case) to maintain the NOI
received in the 2012 base year, adjusted for inflation.

EMMC Section 8.70.080(E)(3) specifies that NOI is calculated as gross rental income in
the respective year less allowable operating expenses in the respective year. Additionally,
EMMC Section 8.70.020(B) defines the applicable inflation rate as the Consumer Price
Index-All Items for all urban consumers for the Los Angeles-Anaheim-Riverside area
reported by the Bureau of Labor Statistics of the United States Department of Labor
(“CPI"). (The applicable area is now known as the Los Angeles-Long Beach-Anaheim
area.) Note that, for the calculation of the 2020 Fair Return Rent Increase, RSG applied
the change in CPI since 2019, because the 2017, 2018, and 2019 Fair Return Rent
Increases approved by the City account for the change in CPI between 2012 and 2019.
Furthermore, RSG noted that the Applicant had applied the following approved fair return
rent increases between December 2019 and December 2020: the first phase of the 2017
Fair Return Rent Increase in the amount of $18.00, the second phase of the 2017 Fair
Return Rent Increase in the amount of $18.00, and the first phase of the 2018 Fair Return
Rent Increase in the amount of $27.00.

Fair NOI in
Current 2012 Base

1+ CPI

Percentage

Year NOI Year Change
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e STEP 2: Calculate “Fair NOI Increase.” The Fair NOI Increase is the increase in the
current year NOI needed (if any) to achieve the Fair Current Year NOI (Step 1 above). It
is a simple calculation of the Fair Current Year NOI (Step 1 above) less the actual NOI in
the Current Year.

Fair NOI Fair Actual

Current Current

IR Year NOI Year NOI

e STEP 3: Calculate Fair Monthly Space Rent Increase: The Fair Monthly Space Rent
Increase is the monthly rent increase amount warranted for the park (if any) to ensure the
park owner receives the Fair Current Year NOI ( Step 1 above). It is calculated as the Fair
NOI Increase (Step 2 above) divided by the number of spaces in the park and 12 months.

Fair
Monthly Fair NOI
Space Rent Increase
Increase

Number of

Spaces in
the Park

Administrative Law Judge Decision on El Rovia Trailer Village Base Year and Base Year Rents

On September 6, 2017, the City’s legal counsel and the Applicant appeared before an ALJ to
resolve disputes between the City and Applicant related to the appropriate base year and base
year rents to use in an MNOI calculation for the Park. According to the ALJ’s decision dated
January 2, 2018 (“ALJ Decision”), the appropriate base year to use in an MNOI calculation for the
Park is 2012, which is identical to the base year specified in the EMMC. However, the ALJ
determined that the Applicant was entitled to a base year rent adjustment as of 2012. According
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to the ALJ Decision, the Applicant stated that the average rent in the Park was $250 per month
when the Applicant purchased the Park in 2013. The ALJ determined that the Applicant was
entitled to a base year rent adjustment of up to $525 per space per month, including sewer fees.
(Note that, in materials dated February 25, 2018, submitted as supplemental information to the
2017 Fair Return Rent Adjustment Petition, the Applicant included copies of letters dated July 31,
2018 and mailed to each resident stating that sewer fees would no longer be included in the rent
as of October 1, 2018, and space rents would accordingly be reduced by $5.00 as of that date.)
Additionally, the ALJ Decision stated that the Applicant was entitled to recover $68,467.50 of
costs associated with the City’s rent increase application process and the ALJ hearing by charging
Park residents a temporary rent increase over a five-year amortization period.

Applicant’s Calculation of 2020 Fair Return Rent Increase

In the Petition, the Applicant provided their calculation of the 2020 Fair Return Rent Increase
warranted for the Park, based on the MNOI calculation detailed above. The Applicant calculated
a rent increase of $468.82 per space per month.

Table 3 shows the Applicant’s base year (2012) and current year (2020) NOI assumptions.

Table 3: Applicant’s NOI Assumptions

Base Year Current Year
(2012) (2020)
Gross Rental Income: $ 478,800.00 $ 448,901.02
Allowable Operating Expenses:  § (49,725.35) $(368,269.67)
Net Operating Income: $ 429,074.65 $ 80,631.35

As shown in Table 3, the Applicant states that gross rental income in 2012 was $478,800.00. This
amount is not based on actual gross rental income in 2012, but the amount of gross rental income
that would have been collected if monthly rents were $525 for each of the 76 spaces, pursuant to
the ALJ’s decision.

Additionally, the Applicant states that allowable operating expenses in 2012 totaled $49,725.35.
The Applicant did not own the Park in 2012, so the $49,725.35 amount is based solely on the
former owner’s income tax return (Schedule E Form 1040). The Applicant provided this tax return
to the City in materials dated February 25, 2019, which was submitted as supplemental
information to the 2017 Fair Return Rent Adjustment Petition. Note that the Applicant excluded
the following expense line items that were included on the former owner’s income tax return: Legal
and Other Professional Fees, Utilities, and Government Fees. Table 4 shows the line items
included in the total $49,725.35 amount.
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Table 4: 2012 Allowable Operating Expenses Reported by Applicant

Expense Line Items Expense Amount

Cleaning and maintenance $ 9,415.61
Insurance $ 5,020.00
Repairs $ 10,588.06
Supplies $ 700.46
Taxes $ 24,001.22
TOTAL $ 49,725.35

As shown in Table 3, the Applicant states that gross rental income in 2020 was $448,901.02.

Table 5 shows the line items included in this amount. As shown, only $447,594.07 of the

$448,901.02 total is rental income.

Table 5: 2020 Gross Rental Income Reported by Applicant

Income Line Items
Rental Revenue
Late Fees

NSF Fees

TOTAL

As shown in Table 3, the Applicant states that the allowable operating expenses in 2020 totaled

Income Amount
447,594.07
1,236.95

448,901.02

$368,269.67. The Applicant provided a variety of documents (e.g., invoices, evidence of paid
checks, and General Ledgers) as support for this amount. Table 6 shows the line items included

in the total $368,269.67 amount.
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Table 6: 2020 Allowable Operating Expenses Reported by Applicant

Expense Line Items Expense Amount
Legal $ 193,802.87
Real Property Taxes $ 62,734.33
Manager $ 44,984.81
Licenses $ 26,998.70
Normal Repairs $ 20,651.19
Insurance $ 6,524.83
Plumbing Maintenance $ 4,730.00
Advertising $ 2,500.00
Accounting $ 2,000.00
Software Fees $ 1,976.00
Gardening $ 800.00
Office Supplies $ 494.94
Bank Fees $ 72.00
TOTAL $ 368,269.67

Table 7 shows the three steps of the Applicant’s MNOI calculation of the fair return rent increase,
which are based on the NOI assumptions shown in Table 3 and discussed previously. Note that
the Applicant rounded the percentage change between the current and base year CPI (which is
labeled as “D” in Table 7) to two decimal places (18.44%).
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Table 7: Applicant’s Calculation of the 2020 Fair Return Rent Increase

Fair Current Year NOI Calculation

(A) Base Year NOI: $429,074.65
(B) Current Year CPI (December 2020): 279.560
(C) Base Year CPI (December 2012): 236.042
(D) % Change Between Current & Base Year CPI: 18.440%
(E) FAIR CURRENT YEAR NOI (A * (100% + D)): $508,196.02

Fair NOI Increase Calculation

(F) Fair Current Year NOI: $508,196.02
(G) Actual Current Year NOI: $80,631.35
(H) FAIR NOI INCREASE (F - G): $427,564.67

Fair Monthly Space Rent Increase

() Fair NOI Increase: $427,564.67
(J) Number of Spaces in Park: 76
(K) Number of Months in Year: 12
2020 FAIR RETURN RENT INCREASE (per space per month) (1 / J / K): $468.82

RSG’s Calculation of 2020 Fair Return Rent Increase

RSG calculates that the 2020 Fair Return Rent Increase warranted for the Park is as follows:

e Permanent Increase: $104.17 per space per month.

e Temporary Increase for Legal Expenses: $32.05 per space per month for five (5) years.

Details of RSG’s calculation are provided below.
Permanent Rent Increase Component of Fair Return Rent Increase

Table 8 shows RSG’s base year (2012) and current year (2020) NOI assumptions, as compared
to the Applicant's assumptions. Note that RSG’s 2020 Allowable Operating Expenses amount
excludes legal expenses, for which only temporary rent increases are applicable. These expenses
are discussed later in the Temporary Rent Increase Component section of this memo.
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Table 8: RSG’s vs. Applicant’s NOI Assumptions
RSG Assumptions Applicant Assumptions
Base Year Current Year Base Year Current Year
(2012) (2020) (2012) (2020)

Gross Rental Income: $ 474,240.00 $ 463,761.03| $ 478,800.00 $ 448,901.02
Allowable Operating Expenses: $ (49,725.35) $(128,076.71)] $ (49,725.35) $(368,269.67)]
Net Operating Income: $ 424,514.65 $ 335,684.32]$ 429,074.65 $ 80,631.35

As shown in Table 8, RSG determined that the appropriate amount of gross rental income in 2012
to use in the fair return rent increase calculation is $474,240.00. Like the Applicant’s reported
2012 gross rental income amount, this $474,240.00 amount is not based on actual gross rental
income in 2012, but the amount of gross rental income that would have been collected if monthly
rents were $525 for each of the 76 spaces, pursuant to the ALJ’s decision. However, unlike the
Applicant, RSG reduced the monthly space rent to $520 to deduct the $5 portion of monthly space
rent amount attributable to sewer fees, which are no longer included in the rent.

Additionally, like the Applicant, RSG determined that the allowable operating expenses in 2012
totaled $49,725.35. RSG agrees with the Applicant that, because the Applicant did not own the
Park in 2012, the only source of 2012 operating expense amounts available to the Applicant is
the former owner’s 2012 income tax return. The Applicant submitted this tax return in materials
dated February 25, 2019, as supplemental information to the 2017 Fair Return Rent Adjustment
Petition, and RSG confirmed that the allowable expense amounts listed on the tax return total
$49,725.35. See Table 4 for an itemized list of these expenses.

Next, RSG determined that the appropriate amount of gross rental income in 2020 to use in the
fair return rent increase calculation is $463,761.03, not $448,901.02 as the Applicant assumes.
The amount claimed by the Applicant is based on the 2020 Profit and Loss Statement and General
Ledgers for the Park, which accounts for uncollected rental income and vacancies. The 2012
gross rental income estimate of $474,240.00 does not account for uncollected rental income and
vacancies, as this information is unknown. For the sake of consistency, RSG did not account for
uncollected rental income and vacancies in the calculation of 2020 gross rental income. The
Petition states that monthly rental income totaled approximately $44,033.50 in January to May
2020, $43,645.16 in June to November 2020, and $51,287.09 in December 2020, which yields
an annual income of $533,325.55. According to the 2020 Profit and Loss Statement, the Applicant
collected $69,564.52 of income from temporary rent increases, which includes the following:

e $12,960.48 from the five-year rent increase approved by the ALJ as reimbursement for
legal expenses, which are phased in over five years;
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e $30,479.04 from the five-year rent increase approved by the City as reimbursement for
capital improvements submitted in the 2017 Fair Return Rent Adjustment Petition, which
took effect in December 2019;

e $24,104.16 from the five-year rent increase approved by the City as reimbursement for
legal expenses submitted in the 2017 Fair Return Rent Adjustment Petition, which took
effect in December 2019; and

e $2,020.84 from the five-year rent increase approved by the City as reimbursement for
legal expenses submitted in the 2017 Fair Return Rent Adjustment Petition, which took
effect in December 2020.

Note that the above amounts do not account for uncollected income and vacancies, which is
consistent with RSG’s calculation of 2020 gross rental income. Because this temporary income
is intended to be a reimbursement to the Park owner, RSG deducted it from the calculation of
2020 rental income, which results in $463,761.03 of rental income in 2020 ($533,325.55 less
$69,564.52). Note that, for previous fair return rent increase calculations, RSG calculated annual
rental income as if the rents prior to the first fair return rent increase for the Park (the 2017 Fair
Return Rent Increase) were $520 per the ALJ Decision. RSG determined that this methodology
is no longer appropriate because, as of December 2020, all of the rents in the Park are now higher
than $520.

Finally, RSG determined that the allowable operating expenses in 2020 totaled $128,076.71, not
$368,269.67 as the Applicant assumes. Table 9 shows the line items included in the $128,076.71
amount.

Table 9: 2020 Allowable Operating Expenses as Determined by RSG vs. Applicant

Expense Line Items Amount per RSG
Real Property Taxes $ 62,734.33
On-site & Off-site Management $ 27,052.41
Licenses $ 20,149.95
Insurance $ 6,524.83
Accounting $ 2,000.00
Plumbing Maintenance $ 4,730.00
Normal Repairs $ 1,542.25
Gardening $ 800.00
Office Supplies $ 494 .94
Software Fees $ 1,976.00
Bank Fees $ 72.00
Advertising $ -

TOTAL $ 128,076.71
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The five line items for which there is a discrepancy between the amounts reported by the Applicant
and the amounts determined by RSG are detailed below:

Advertising Expenses: The Applicant reported that 2020 advertising expenses totaled
$2,500.00. These expenses were related to a political contribution. RSG’s determination
is that these expenses must be excluded from being reported as operating expenses,
pursuant to EMMC Section 8.70.080(E)(5)(b)(iv).

Legal Expenses: The Applicant reported that 2020 legal expenses totaled $193,802.87,
which RSG excluded from the allowable operating expenses in the fair return permanent
increase calculation pursuant to EMMC Section 8.70.080(E)(5)(a)(viii). However, RSG did
calculate a temporary fair return rent increase to reimburse the Applicant for the allowable
portion of these fees. This calculation is discussed later in this memo in the Temporary
Rent Increase Component section.

Management Expenses: The Applicant reported that 2020 management expenses totaled
$44,984.81, however RSG determined that the allowable portion of this amount is
$27,052.41. EMMC Section 8.70.080(E)(5)(a)(ii) states the following: “It shall be presumed
that management expenses have increased by the percentage increase in rents or the
CPI, whichever is greater, between the base year and the current year unless the level of
management services has either increased or decreased significantly between the base
year and the current year.” In the Park’s case, no management expenses were listed on
the former owner’s 2012 income tax return, so a percentage increase based on the
management expenses in the base year cannot be calculated.

Assuming there were no management expenses in 2012 because the former owner did
not contract a property management company, the level of management services in the
Park has increased significantly between the base year and current year, warranting a
significant increase in the allowable management expenses. However, based on RSG’s
review of current rates charged by local reputable mobile home property management
companies, the Park’s 2020 off-site management fees are high. The fees equal 10.0% of
the Park’s 2020 income net of utility and commercial property income, which is
$450,873.42 (“2020 Net Income”). Alternatively, the companies we researched charge
approximately 4.0% of the Park’s 2020 Net Income to provide off-site management. The
Park’s 2020 on-site management fees equal 1.8% of 2020 Net Income, which RSG
considers reasonable. Based on our review of the Park’s 2020 management fees and our
survey of current rates charged by reputable property management companies, RSG
determined that the maximum allowable 2020 management expenses for the Park should
be $27,052.41, which is equal to 6 percent of the 2020 Net Income.

Normal Repairs: The Applicant reported that 2020 Normal Repairs expenses totaled
$20,651.19, however RSG determined that the allowable portion of this amount is
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$1,542.25. The Applicant's $20,651.19 amount includes $19,108.94 of wages, payroll
taxes, payroll processing, worker's compensation, bonuses, and free rent for the on-site
manager. As stated in the preceding bullet point, RSG capped the allowable on-site and
off-site management fees to a total of $27,052.41, which is equal to 6 percent of 2020 Net
Income.

e Petition Fee: The Applicant included $23,500.00 of fair return rent increase petition fees
in the 2020 Licenses category, however RSG determined that the allowable portion of this
amount is $16,651.25. RSG concurs that $23,500.00 was the amount of the petition fee
deposit paid in January 2020 for the 2018 Fair Return Rent Increase Petition, but
$6,848.75 of the deposit was unused and thus reimbursable to the Applicant. EMMC
Section 8.70.090(C)(2) states the following: “Any unused portion of the advance payment
for expert analysis shall be refunded to the applicant.” RSG will confirm with City staff that
the $6,848.75 amount has been refunded to the Applicant or will be refunded promptly.

Table 10 shows the three steps of RSG’s MNOI calculation of the 2020 fair return rent increase,
which are based on the NOI assumptions shown in Table 8.

Table 10: RSG’s Calculation of the Permanent 2020 Fair Return Rent Increase

Fair Current Year NOI Calculation

(A) Base Year NOI (2012): $424,514.65
(B) December 2020 CPI (current year CPI): 279.560
(C) December 2019 CPI (applied for last fair return rent increase): 275.553
(D) % Change Between 2019 & 2020 CPI: 1.454%
(E) FAIR CURRENT YEAR NOI (A * (100% + D)): $430,687.09
Fair NOI Increase Calculation

(F) Fair Current Year NOI: $430,687.09
(G) Actual Current Year NOI: $335,684.32
(H) FAIR NOI INCREASE (F - G): $95,002.77
Fair Monthly Space Rent Increase

() Fair NOI Increase: $95,002.77
(J) Number of Spaces in Park: 76
(K) Number of Months in Year: 12
2020 FAIR RETURN RENT INCREASE (per space per month) (I / J / K): $104.17
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Temporary Rent Increase Component of Fair Return Rent Increase

The Applicant is entitled to a temporary fair return rent increase to recover 2020 legal expenses
that are deemed allowable pursuant to EMMC Section 8.70.080(E)(5)(a)(viii). Based on the
Applicant’s 2020 Petition, the 2020 legal expenses totaled $193,802.87. However, RSG excluded
$65,000.00 of expenses charged by Murchison Consulting, a firm that provides lobbying services.
EMMC Section 8.70.080(E)(3)(b)(iv) specifically states that operating expenses shall not include
"political contributions and payments to organizations which are substantially devoted to
legislative lobbying purposes." Accordingly, for the purposes of a temporary fair return rent
increase, RSG considers the 2020 legal expenses to total $128,208.87 ($193,802.87 less
$65,000.00).

Note that most of the legal invoices provided to the City/RSG as back-up documentation for the
legal expenses reported in the Petition were heavily redacted to the extent that RSG was not able
to ascertain the nature of the legal services provided. At the City’s request, the Applicant provided
the City a written statement affirming that all legal expenses reported in the Petition qualify as
eligible “legal expenses” pursuant to EMMC Section 8.70.080(E)(5)(a)(viii).

Pursuant to EMMC Section 8.70.080(E)(5)(a)(viii), allowable legal expenses must be amortized
over a five-year period, unless the City Manager concludes that a differing period is more
reasonable. Additionally, pursuant to EMMC Section 8.70.080(E)(5)(a)(ix), the allowable interest
rate is equal to 2 percent plus the 30-year fixed rate on home mortgages last published by Freddie
Mac in its Primary Mortgage Market Survey (“PMMS”) as of the date of the initial submission of
the petition, which is 5.09% percent in this case. The total amount of principal and interest owed
on $128,208.27 at 5.09% percent over five years is a total of $146,159.01, which is equal to
$32.05 per space per month for five years.

Summary of Comments Received by Park Residents

The City mailed the Park residents a notice during the week of May 16, 2022, notifying them that
the Petition had been deemed complete and that a subsequent determination would be made by
the City Manager regarding the approved rent adjustment by July 11, 2022. Residents were
invited to provide written comments within 20 days of when the Petition was deemed complete,
or June 1, 2022. City staff provided RSG written comments from approximately 30 residents. Their
concerns about the proposed rent increase included the following:

¢ Rents have increased significantly in the last two years;

e Many residents are low-income seniors on fixed incomes and/or unemployed and do not
have the ability to cope with the increase;

¢ Residents are impacted by rising inflation and outstanding medical bills;
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Residents enjoy living in the El Rovia community and want to stay but are concerned that
the proposed rent increase will result in rents the exceed their ability to pay and put them
at risk of homelessness; and

Residents request that future communications, especially legal communications, be
mailed in languages that reflect population of the City of EI Monte (Chinese, English, and
Spanish).






11333 Valley Boulevard
El Monte, CA91731

¢, (626)580-2059

P24 amartinez@elmonteca.gov

@ elmonteca.gov

September 23, 2021
BY U.S. MAIL AND ELECTRONIC MAIL

Sherrie Johnston

6653 Embarcadero Drive, Suite C
Stockton, California 95219
sherrie@harmonycom.com

Re: El Monte City Manager Decision on El Rovia Mobilehome Park, LLC Petition to City of El
Monte for Mobilehome Park Space Rent Adjustment

Dear Ms. Johnston:

El Monte Municipal Code Section 8.70.90(D)(1) authorizes me, as City Manager for the City of EI Monte
(the "City"), to render decisions on mobilehome park petitions for rent adjustment for a fair return. This
correspondence constitutes my decision as to the "Fair Return Rent Adjustment Petition," dated
September 17, 2020 (the "Petition") for the 2019 calendar year, submitted on behalf of El Rovia
Mobilehome Park, LLC ("El Rovia") to the City pursuant to ElMonte Municipal Code Section 8.70.090.

In accordance with El Monte Municipal Code Section 8.70.090(A)(2), | determined that the City's
retention of an expert was necessary for analysis of the Petition. The City retained the expert services of
RSG, Inc. ("RSG") to conduct an MNOI analysis pursuant to El Monte Municipal Code Section 8.70.080.
The MNOI report prepared by RSG (the "Report"), dated September 17, 2021, is attached to this
correspondence.

Upon review of the Report, the rent adjustments set forth therein are hereby authorized, including:

e A permanent increase of $97.58 per space per month phased in pursuant to Table 1 of the
Report; and

e Atemporary increase of legal expenses of $39.19 per space per month for a period of five (5)
years phased in pursuant to Table 2 of the Report.

In accordance with EI Monte Municipal Code Section 8.70.90(D)(2), this decision may be appealed by El
Rovia or tenants of El Rovia within twenty (20) calendar days. An appeal by the residents shall only be
valid if signed by residents from a majority of the mobilehome spaces subject to the decision. Written
appeals should be submitted to the ElI Monte City Clerk at EI Monte City Hall 11333 Valley Boulevard, El
Monte, California 91731.

Sincerely,

i

Alma K. Martinez
City Manager

Enclosure

cc: Matt Davies, Harmony Communities (e-mail only, matt@harmonycom.com)
Betty Donavanik, Community and Economic Development Director (e-mail only,
bdonavanik@elmonteca.gov)
Lloyd Pilchen, Deputy City Attorney (e-mail only, Ipilchen@omlolaw.com)
El Rovia Residents

The Friendly City of EIl Monte
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To:

From:

Date:

SUBJECT:

17872 GILLETTE AVE. 714 541 4585
SUITE 350 INFO@WEBRSG.COM

BETTER COMMUNITIES. IRVINE, CA 92614 WEBRSG.COM
BOLDER FUTURES.

Via Electronic Mail

Alma K. Martinez, City Manager
CITY OF EL MONTE

Tara Matthews, Principal

Mark Sawicki, Director

Dominique Clark, Senior Associate
RSG, INC.

September 17, 2021

EL ROVIA TRAILER VILLAGE - FAIR RETURN RENT INCREASE ANALYSIS
FOR 2019 PETITION

City of ElI Monte (“City”) staff received a Fair Return Rent Adjustment Petition dated September
17, 2020 (“Petition”) for the 2019 calendar year for El Rovia Trailer Village (“Park”), a senior-
restricted mobile home park with 76 spaces located at 4849 Peck Road. In the Petition materials,
the Park owner (and/or representatives of the Park owner) (“Applicant”) calculated that the
Applicant is entitled to a fair return rent increase of $485.51 per space per month. Based on a
review of the EI Monte Municipal Code (“EMMC”) and the materials submitted by the Applicant,
RSG calculates that the Applicant is entitled to a fair return rent increase as follows:

e Permanent Increase: $97.58 per space per month. To alleviate the burden of this rent

increase on Park residents, RSG recommends that the City consider phasing in the rent
increase over five years, as shown in Table 1, because (1) Park rents are already being
significantly increased over a five-year period to achieve market rents pursuant to an
Administrative Law Judge’s (“ALJ”) decision in January 2018, and (2) the City approved
fair return rent increases in 2019 and 2020 for the 2017 and 2018 calendar years,
respectively, each of which RSG recommended also be phased over five years. Phasing
in this fair return rent increase over five years would ease the impact of an additional
significant rent increase on the Park residents.
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Table 1: Five-Year Phasing of $97.58 Permanent Increase
Applicable . Total Rent Increase Amount Per
Increase from Previous Phase
Year Space Per Month
Year 1 $19.52 $19.52
Year 2 $19.52 $39.04
Year 3 $19.52 $58.56
Year 4 $19.52 $78.08
Year5 $19.50 $97.58

e Temporary Increase for Legal Expenses: $39.19 per space per month for a period of five
(5) years.

Table 2 shows the total amounts of the two components of the fair return rent increase. Note that
the fair return rent increase does not include a temporary rent increase to reimburse the Applicant
for capital improvement expenditures, as the Applicant did not report any capital improvement
expenditures in the 2019 Petition.

Table 2: Total Rent Increases with Five-Year Phasing of $97.58 Permanent Increase and
$39.19 Temporary Increase for Legal Expenses (shown per space per month)

Ap[;l(i:;arble Permanent Rent Increase Temp:;;?ll Il:::etrl‘r:;rsease ) Total Amount Pg;?:f:;:::e
Year 1 $19.52 $39.19 $58.71 $58.71
Year 2 $39.04 $39.19 $78.23 $19.52
Year 3 $58.56 $39.19 $97.75 $19.52
Year 4 $78.08 $39.19 $117.27 $19.52
Year5 $97.58 $39.19 $136.77 $19.50

&Be:\';:r g $97.58 $0.00 $97.58 -$39.19

This memo details (1) background information relevant to the Petition, (2) the Applicant’s
calculation of the fair return rent increase, (3) RSG’s calculation of the fair return rent increase,
including the permanent and temporary components, and (4) a summary of written comments
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from residents in response to the City’s written notice dated July 29, 2021, notifying the residents
that the Petition had been deemed complete.

Background
Fair Return Rent Increases Previously Approved for the Park

Prior to the submission of this Petition for the 2019 calendar year, the City approved two fair return
rent increases for the Park for the prior two calendar years. The increase for the 2017 calendar
year included the following three components, based on RSG’s analysis and memo dated June
25, 2019:

1. Permanent increase in the amount of $89.42 per space per month;

2. Temporary increase in the amount of $26.43 per space per month for a period of five years
to reimburse the Applicant for legal expenses (note that this amount reflects passing
through 100% of the allowable legal expenses to the residents; RSG prepared an
alternative memo dated November 4, 2019 that reflected passing through only 50% of the
allowable legal expenses to the residents per discussions between the City and the
Applicant, but the rent increases reported by the Applicant in the Petition indicate that
100% of the allowable expenses were passed through); and

3. Temporary increase in the amount of $33.42 per space per month for a period of five years
to reimburse the Applicant for capital improvement expenses.

The increase for the 2018 calendar year included the following two components, based on RSG’s
analysis and memo dated June 25, 2020:

1. Permanent increase in the amount of $132.44 per space per month; and

2. Temporary increase in the amount of $26.59 per space per month for a period of five years
to reimburse the Applicant for legal expenses.

Collectively, these two prior increases result in a total permanent increase of $221.86 per space
per month, plus total temporary increases of $86.44 for several years. The cumulative effect of
these increases together with the prospective increase based on the 2019 Petition will result in a
permanent increase since 2017 of $319.44 per space per month, plus temporary increases
totaling $125.83. Note that these increases are in addition to those approved by the ALJ.

Timeline of Petition

The Petition submitted by the Applicant to City staff is dated September 17, 2020. The City
retained consulting firm RSG to assist in reviewing the Petition and supporting materials. The City
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deemed the Petition incomplete four times by letters dated February 19, 2021; March 30, 2021;
April 14; 2021; and July 2, 2021 (“Incomplete Letters”). In response to the Incomplete Letters, the
Applicant provided additional Petition documentation dated March 16, 2021; April 1, 2021; and
June 2, 2021. Upon receipt of the additional documentation and RSG’s review of the
documentation, the City deemed the Petition complete as of July 27, 2021. Pursuant to EMMC
Section 8.70.090(D)(1), the City Manager is required to make a determination regarding the
Petition within 60 calendar days of deeming the Petition complete, or September 25, 2021 (or
September 24, 2021, since the previous day is a Saturday), in this case.

Fair Return Rent Adjustments for EI Monte Mobilehome Parks

EMMC Section 8.70.080(B) specifies that, for the purpose of determining the rent adjustment
necessary to provide a park owner with a fair and reasonable return, it shall be presumed that the
net operating income received by the park owner in the 2012 calendar year provided the park
owner with a fair and reasonable return. Additionally, EMMC Section 8.70.080(H) states that use
of the maintenance of the net operating income (“MNOI”) standard shall be presumed to provide
the park owner with a fair return in the year for which a petition has been submitted.

The MNOI calculation entails the following three steps, each of which are illustrated below:

e STEP 1: Calculate Fair Current Year Net Operating Income ("NOI"). The Fair Current Year
NOI is the amount of NOI that the park owner would need to receive in the current year
(the year for which the Petition was submitted) to maintain the NOI received in the 2012
base year, adjusted for inflation.

EMMC Section 8.70.080(E)(3) specifies that NOI is calculated as gross rental income in
the respective year less allowable operating expenses in the respective year. Additionally,
EMMC Section 8.70.020(B) defines the applicable inflation rate as the Consumer Price
Index-All Items for all urban consumers for the Los Angeles-Anaheim-Riverside area
reported by the Bureau of Labor Statistics of the United States Department of Labor
(“CPI”). Note that the applicable metropolitan area is now known as the Los Angeles-Long
Beach-Anaheim area.

1+ CPI
Percentage
Change

Al NOI in 2012

Current

Year NOI Base Year
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e STEP 2: Calculate Fair NOI Increase. The Fair NOI Increase is the increase in the current
year NOI needed (if any) to achieve the Fair Current Year NOI (Step 1 above). It is a
simple calculation of the Fair Current Year NOI (Step 1 above) less the Actual Current
Year NOI.

Fair NOI Fair Actual

Current Current

Ll Year NOI Year NOI

e STEP 3: Calculate Fair Monthly Space Rent Increase: The Fair Monthly Space Rent
Increase is the monthly rent increase amount warranted for the park (if any) to ensure the
park owner receives the Fair Current Year NOI (Step 1 above). It is calculated as the Fair
NOI Increase (Step 2 above) divided by the number of spaces in the park and 12 months.

Fair
Monthly Fair NOI
Space Rent Increase
Increase

Number of

Spaces in
the Park

Administrative Law Judge Decision on El Rovia Trailer Village Base Year and Base Year Rents

On September 6, 2017, the City’s legal counsel and the Applicant appeared before an ALJ to
resolve disputes between the City and Applicant related to the appropriate base year and base
year rents to use in an MNOI calculation for the Park. According to the ALJ’s decision dated
January 2, 2018 (“ALJ Decision”), the appropriate base year to use in an MNOI calculation for the
Park is 2012, which is identical to the base year specified in the City’s Municipal Code. However,
the ALJ determined that the Applicant was entitled to a base year rent adjustment as of 2012.
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According to the ALJ Decision, the Applicant stated that the average rent in the park was $250
per month when the Applicant purchased the park in 2013. The ALJ determined that the Applicant
was entitled to annual adjustments amortized over a five-year period to increase rents to $525
per space per month, including sewer fees. (Note that, in materials dated February 25, 2018,
submitted as supplemental information to the Fair Return Rent Adjustment Petition for the 2017
calendar year, the Applicant included copies of letters dated July 31, 2018, and mailed to each
resident stating that sewer fees would no longer be included in the rent as of October 1, 2018,
and space rents would accordingly be reduced by $5.00 as of that date.) Additionally, the ALJ
Decision stated that the Applicant was entitled to recover $68,467.50 of costs associated with the
City’s rent increase application process and the ALJ hearing by charging Park residents a
temporary rent increase over a five-year amortization period.

Long-Term Leases

In the Petition, the Applicant reported that leases of one year or more (“long-term leases”) have
been executed with residents at 52 of the 76 spaces (68%). It is RSG’s understanding that these
spaces are thus no longer subject to the City’s rent control program. The Applicant reported that
the monthly rents for these spaces range from $377.44 to $995.00, with an average of $573.69
(which is higher than the rent amount established by the ALJ). Most of the leases are either 10 or
20 years. RSG’s analysis detailed in this memo does not account for the actual rental income that
these spaces generate. Instead, RSG’s analysis focuses on the maximum rents that are allowable
under the City’s rent control program (and the associated income).

Note that, in 2020, the California State Legislature passed Assembly Bill 2782, which established
that long-term leases executed after February 13, 2020 for resident-owned mobile homes are not
exempt from local rent control programs. By January 1, 2025, all existing long-term leases will not
be exempt. All of the long-term leases reported in the Petition were executed in 2019 or earlier.

Applicant’s Calculation of Fair Return Rent Increase
In the Petition, the Applicant provided their calculation of the fair return rent increase warranted
for the Park, based on the MNOI calculation detailed above. The Applicant calculates a 2019 fair

return rent increase of $485.51 per space per month.

Table 3 shows the Applicant’s base year (2012) and current year (2019) NOI assumptions.
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Table 3: Applicant’s NOI Assumptions

Base Year Current Year
(2012) (2019)
Gross Rental Income: $ 478,800.00 $ 396,518.34

Allowable Operating Expenses $ (49,725.35) $ (332,826.44)

Net Operating Income: $ 429,07465 $ 63,691.90

As shown in Table 3, the Applicant states that gross rental income in 2012 was $478,800.00. This
amount is not based on actual gross rental income in 2012, but the amount of gross rental income
that would have been collected if monthly rents were $525 for each of the 76 spaces, pursuant to
the ALJ’s decision.

Additionally, the Applicant states that allowable operating expenses in 2012 totaled $49,725.35.
The Applicant did not own the park in 2012, so the $49,725.35 amount is based solely on the
former park owner’s income tax return (Schedule E Form 1040). The Applicant provided this tax
return to the City in materials dated February 25, 2019, which was submitted as supplemental
information to the Fair Return Rent Adjustment Petition for the 2017 calendar year. Note that the
Applicant excluded the following expense line items that were included on the former owner’s
income tax return: Legal and Other Professional Fees, Utilities, and Government Fees. Table 4
shows the line items included in the total $49,725.35 amount.

Table 4: 2012 Allowable Operating Expenses Reported by Applicant

Expense Line Iltems Expense Amount

Cleaning and maintenance $ 9,415.61
Insurance $ 5,020.00
Repairs $ 10,588.06
Supplies $ 700.46
Taxes $ 24,001.22
TOTAL $ 49,725.35

As shown in Table 3, the Applicant states that gross rental income in 2019 was $396,518.34.
Table 5 below shows the line items included in the gross rental income amount reported by the
Applicant in the 2019 Petition. The Applicant provided a 2019 Profit and Loss Statement for the
Park to substantiate these amounts. Note that the Applicant excluded the following line items of
income that were included on the 2019 Profit and Loss Statement: utility income, laundry income,
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commercial property income, mortgage insurance, title transfer income, gains on sale of assets,
and reimbursement for capital expenditures and legal expenses (including amounts pursuant to
the ALJ Decision, which was detailed previously). Note that the Applicant stated in materials dated
February 19, 2020, that the commercial property income is generated by a commercial machine-
washing business located in front of the Park. This business is owned by the Applicant but is not
affiliated with the Park.

Table 5: 2019 Gross Rental Income Reported by Applicant

Income Line Items Income Amount

Rental Revenue $ 395,019.27
Late Fees $ 1,394.07
NSF Fees $ 105.00
TOTAL $ 396,518.34

As shown in Table 3, the Applicant states that the allowable operating expenses in 2019 totaled
$332,826.44. The Applicant provided a variety of documents (e.g., invoices, evidence of paid
checks, and General Ledgers) as support for this amount. Table 6 shows the line items included
in the total operating expenses amount.
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Table 6: 2019 Allowable Operating Expenses Reported by Applicant

Expense Line Items Expense Amount

Gardening $ 200.00
Insurance $ 4,909.00
Legal $ 204,627.09
Accounting $ 2,000.00
Licenses $ 1,984.27
Manager $ 25,285.74
Miscellaneous Supplies $ 3.881.17
Normal Repairs $ 426.10
Office Supplies $ 1,029.06
Real Property Taxes $ 56,227.73
Property Management $ 31,930.33
Advertising $ 225.00
Bank Fees $ 100.95
TOTAL $ 332,826.44

Table 7 shows the three steps of the Applicant’s MNOI calculation of the fair return rent increase,
which are based on the NOI assumptions shown in Table 3 and discussed previously.
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Table 7: Applicant’s Calculation of the 2019 Fair Return Rent Increase

Fair Current Year NOI Calculation

(A) Base Year NOI: $429,074.65
(B) Current Year CPI (December 2019): 275.553
(C) Base Year CPI (January 2012): 233.441
(D) % Change Between Current & Base Year CPI: 18.040%
(E) FAIR CURRENT YEAR NOI (A * (1 + D)): $506,479.72

Fair NOI Increase Calculation

(E) Fair Current Year NOI: $506,479.72
(F) Actual Current Year NOI: $63,691.90
(G) FAIR NOI INCREASE (E -F): $442,787.82

Fair Monthly Space Rent Increase

(G) Fair NOI Increase: $442,787.82
(H) Number of Spaces in Park: 76
(1) Number of Months in Year: 12
2019 FAIR RETURN RENT INCREASE (per space per month) (G/ H /1) $485.51

RSG’s Calculation of Fair Return Rent Increase

RSG calculates that the 2019 fair return rent increase warranted for the Park is as follows,
including the permanent and temporary components of the increase:

e Permanent Increase: $97.58 per space per month.

e Temporary Increase for Legal Expenses: $39.19 per space per month for five (5) years.
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Details of RSG’s calculation are provided below.
Permanent Rent Increase Component of Fair Return Rent Increase

Table 8 shows RSG’s base year (2012) and current year (2019) NOI assumptions, as compared
to the Applicant’s assumptions. Note that RSG’s 2019 Allowable Operating Expenses amount
excludes legal expenses, for which only temporary rent increases are applicable. These expenses
are discussed later in the subsequent Temporary Rent Increase Component section of this memo.

Table 8: RSG’s vs. Applicant’s NOI Assumptions

RSG Assumptions Applicant Assumptions

Base Year Current Year Base Year Current Year
(2012) (2019) (2012) (2019)

Gross Rental Income: $ 474,240.00 $501,511.88| $ 478,800.00 $ 396,518.34
Allowable Operating Expenses: | $ (49,725.35) $§ (94,929.72)] $§ (49,725.35) $ (332,826.44)

Net Operating Income: $ 42451465 $ 406,582.15| $ 429,07465 $ 63,691.90

As shown in Table 8, RSG determined that the appropriate amount of gross rental income in 2012
to use in the fair return rent increase calculation is $474,240.00. Like the Applicant’s reported
2012 gross rental income amount, this $474,240.00 amount is not based on actual gross rental
income in 2012, but the amount of gross rental income that would have been collected if monthly
rents were $525 for each of the 76 spaces, pursuant to the ALJ’s decision. However, unlike the
Applicant, RSG reduced the monthly space rent to $520 to deduct the $5 portion of monthly space
rent amount attributable to sewer fees, which are no longer included in the rent.

Additionally, like the Applicant, RSG determined that the allowable operating expenses in 2012
totaled $49,725.35. RSG agrees with the Applicant that, because the Applicant did not own the
park in 2012, the only source of 2012 operating expense amounts available to the Applicant is
the former owner’s 2012 income tax return. The Applicant submitted this tax return in materials
dated February 25, 2019, as supplemental information to the Fair Return Rent Adjustment Petition
for the 2017 calendar year, and RSG confirmed that the allowable expense amounts listed on the
tax return total $49,725.35. See Table 4 for an itemized list of these expense amounts.

Next, RSG determined that the appropriate amount of gross rental income in 2019 to use in the
fair return rent increase calculation is $501,511.88, not $396,518.34 as the Applicant assumes.
The Applicant’s assumption is based on actual gross income in 2019. Alternatively, RSG believes
that the 2019 gross rental income amount used in the fair return rent increase calculation should
be the amount of gross rental income that would have been collected if monthly rents were $525
for each of the 76 spaces (less the $5 monthly sewer fee per space that is no longer included in
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the rent amounts), pursuant to the ALJ’s decision, to be consistent with the 2012 gross rental
income amount used in the fair return rent increase calculation. Additionally, RSG applied the
following three rent increases to the base rent of $520 per month per space, based on the rent
increases reported by the Applicant in the Petition: (1) CPI rent increase of 3.50% applied on
August 1, 2018; (2) CPI rent increase of 3.25% applied on June 1, 2019; and (3) the $18.00
permanent component of the 2017 fair return rent increase (Phase 1 of 5) applied on December
1, 2019. Note that RSG acknowledges that the actual 2019 gross rental income includes
supplemental revenue (e.g. late fees and non-sufficient funds fees) and deductions (e.g.,
uncollectable income), but RSG’s fair return rent increase calculation should not reflect these
amounts to be consistent with the 2012 gross rental income amount used in the calculation, which
does not reflect these additions and deductions.

Finally, RSG determined that the allowable operating expenses in 2019 totaled $94,929.72, not
$332,826.44 as the Applicant assumes. Table 9 shows the line items included in RSG's assumed
allowable operating expenses.

Table 9: 2018 Allowable Operating Expenses as Determined by RSG

Expense Line Items Expense Amount

Gardening $ 200.00
Insurance $ 4,909.00
Accounting $ 2,000.00
Licenses $ 1,984.27
Management Expenses $ 23,946.44
Miscellaneous Supplies $ 3,881.17
Normal Repairs $ 426.10
Office Supplies $ 1,029.06
Real Property Taxes $ 56,227.73
Advertising $ 225.00
Bank, Biling, and Eviction Fees $ 100.95
TOTAL $ 94,929.72
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The two line items for which there is a discrepancy between the amounts reported by the Applicant
and the amounts determined by RSG are detailed below:

Legal Expenses: The Applicant reported that 2019 legal expenses totaled $204,627.09,
which RSG excluded from allowable operating expenses in the fair rent permanent
increase calculation. RSG’s determination is that these expenses must be amortized over
a five-year period, pursuant to EMMC Section 8.70.080(E)(3)(a)(viii). However, RSG did
calculate a temporary fair return rent increase to reimburse the Applicant for the allowable
portion of these fees. This calculation is discussed later in this memo in the Temporary
Rent Increase Component section.

Management Expenses: The Applicant reported that 2019 management expenses totaled
$57,216.07, inclusive of both off-site property management fee expenses and the on-site
manager. RSG, however, determined that the allowable portion of this amount is
$23,946.44 EMMC Section 8.70.080(E)(3)(a)(ii) states the following: “It shall be presumed
that management expenses have increased by the percentage increase in rents or the
CPI, whichever is greater, between the base year and the current year unless the level of
management services has either increased or decreased significantly between the base
year and the current year.” In the Park’s case, no management expenses were listed on
the former owner's 2012 income tax return, so a percentage increase based on the
management expenses in the base year cannot be calculated. Assuming there were no
management expenses in 2012 because the former owner did not contract a property
management company, the level of management services in the Park has increased
significantly between the base year and current year, warranting a significant increase in
the allowable management expenses. However, given that management expenses of
mobile home parks generally range between 3 and 6 percent of gross income, RSG
determined that the maximum allowable 2019 management expenses for the Park should
be $23,946.44, which is equal to 6 percent of the 2019 gross income stated on the Profit
and Loss statement, less utility income and commercial property income (an adjusted
income of $399,107.41).

Table 10 shows the three steps of RSG’s MNOI calculation (see pages 4-5 of the memo) of the
2019 fair return rent increase, which are based on the NOI assumptions shown in Table 8 and
discussed previously. Note that, unlike the Applicant, the CPI data points RSG used in the first
step of calculating the Fair Current Year NOI were the December data points for the respective
years (2012 and 2019). RSG utilized this methodology, because it is consistent with the MNOI
calculation, which is based on expense amounts by calendar year. Additionally, using the
December data points in this and future fair return rent increase applications provides consistency
from year to year.
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Table 10: RSG’s Calculation of the Permanent 2019 Fair Return Rent Increase

Fair Current Year NOI Calculation

(A) Base Year NOI: $424,514.65
(B) Current Year CPI (December 2019): 275.553
(C) Base Year CPI (December 2012): 236.042
(D) % Change Between Current & Base Year CPI: 16.739%
(E) FAIR CURRENT YEAR NOI (A * (1 + D)): $495,574.16

Fair NOI Increase Calculation

(E) Fair Current Year NOI: $495,574.16
(F) Actual Current Year NOI: $406,582.15
(G) FAIR NOI INCREASE (E - F): $88,992.00
Fair Monthly Space Rent Increase

(G) Fair NOI Increase: $88,992.00
(H) Number of Spaces in Park: 76
(I Number of Months in Year: 12
PERMANENT 2019 FAIR RETURN RENT INCREASE (per space per month) (G/ H/I): $97.58

Temporary Rent Increase Component of Fair Return Rent Increase

Pursuant to the EMMC, the Applicant is entitled to a temporary fair return rent increase to recover
2019 legal expenses. Based on the Applicant's 2019 Petition, legal expenses totaled
$204,627.09. However, RSG excluded $46,300.00 of expenses that were categorized in the 2019
Profit & Loss Statement as "professional services" but combined with legal expenses in the
Petition. These expenses were charged by lobbyist Murchison Consulting and, thus, are not legal
expenses nor "reasonable costs of operation and maintenance" of the mobile home park. EMMC
Section 8.70.080(E)(3)(b)(iv) specifically states that operating expenses shall not include "political
contributions and payments to organizations which are substantially devoted to legislative
lobbying purposes." Accordingly, for the purposes of a temporary fair return rent increase, RSG
considers the 2019 legal expenses to total $158,327.09 ($204,627.09 less $46,300.00).
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Note that the legal expenses included in the Petition included $8,565.00 of expenses categorized
as “eviction fees” on the Profit & Loss Statement. On behalf of the Park residents, Neighborhood
Legal Services of Los Angeles County (“Neighborhood Legal Services”) provided the City
documentation indicating that the Applicant used $7,000.00 of this amount to purchase a mobile
home in the Park as stipulated through a legal settlement. Neighborhood Legal Services stated
that the $7,000 expense should be excluded from Park operating expenses for the purposes of
the Petition. However, RSG did not exclude this expense, because it appears to have been
incurred in the process of evicting a tenant who was significantly delinquent in paying rent.

Note also that most of the legal invoices provided to the City/RSG as back-up documentation for
the legal expenses reported in the Petition were heavily redacted to the extent that RSG was not
able to ascertain the nature of the legal services provided. Accordingly, at the City’s request, the
Applicant provided the City a written statement affirming that all legal expenses reported in the
Petition qualify as eligible “legal expenses” pursuant to EMMC Section 8.70.080(E)(3)(viii).

Pursuant to EMMC Section 8.70.080(E)(3)(a)(viii), allowable legal expenses must be amortized
over a five-year period, unless the City Manager concludes that a differing period is more
reasonable. Additionally, pursuant to EMMC Section 8.70.080(E)(3)(a)(ix), the allowable interest
rate is equal to 2 percent plus the 30-year fixed rate on home mortgages last published by Freddie
Mac in its Primary Mortgage Market Survey (“PMMS”) as of the date of the initial submission of
the petition, or 4.87% in this case. The total amount of principal and interest owed on the allowable
legal expenses of $158,327.09 at 4.87% over five years is a total of $178,704.42 or $35,740.88
per year, which is equal to $39.19 per space per month for five years.

Summary of Comments Received by Tenants

The City provided the mobile home park tenants a notice dated July 27, 2021 stating that the
Petition had been deemed complete and that a subsequent determination would be made by the
City Manager regarding the approved rent adjustment by September 24, 2021. Residents were
invited to provide written comments within 20 days of when Petition was deemed complete, or
August 16, 2021. City staff provided RSG written comments from seven residents. Their concerns
about the proposed rent increase included the following:

¢ Residents are seniors with a fixed income that is less per month than the rent will be with
the Petition increase;

¢ Rent has increased significantly in the last two years;
¢ Management does not provide adequate maintenance of the property and landscaping;

e Management has been charging in excess of the allowable rent for rent-controlled spaces;
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e Documentation of the legal expenses does not provide sufficient detail to determine
whether the expenses are reasonable, incurred in good faith, or related to the operation
of the Park;

e Payments to the resident manager may be inappropriate, and more detail should be
provided;

e The Applicant is underreporting income to justify raising rents on tenants who refuse to
sign long-term leases; and

e Landlord-performed labor should be disclosed with sufficient documentation to determine
compliance with EMMC.

One tenant stated that they are happy about the Petition and that it is a matter that deserves
serious consideration.





		September 23, 2021

		BY U.S. MAIL AND ELECTRONIC MAIL

		Re: El Monte City Manager Decision on El Rovia Mobilehome Park, LLC Petition to City of El   Monte for Mobilehome Park Space Rent Adjustment




11333 Valley Boulevard
El Monte. CA 91731

(626) 580-2059

amartinez@elmonteca.gov

@ o

elmonteca.gov

July 27, 2020

BY U.S. MAIL AND ELECTRONIC MAIL

Sherrie Johnston

6653 Embarcadero Drive, Suite C
Stockton, California 95219
sherrie@harmonycom.com

Re: EIl Monte City Manager Decision on El Rovia Mobilehome Park, LLC Petition to City of El
Monte for Mobilehome Park Space Rent Adjustment

Dear Ms. Johnston:

El Monte Municipal Code Section 8.70.90(D)(1) authorizes me, as City Manager for the City of El Monte
(the “City”), to render decisions on mobilehome park petitions for rent adjustment for a fair return, This
correspondence constitutes my decision as to the “Fair Return Rent Adjustment Petition,” dated as of
October 25, 2019 (the “Petition”), submitted on behalf of El Rovia Mobilehome Park, LLC (“El Rovia") to
the City pursuant to El Monte Municipal Code Section 8.70.090.

In accordance with El Monte Municipal Code Section 8.70.090(A)(2), | determined that the City's
retention of an expert was necessary for analysis of the Petition. The City retained the expert services of
RSG, Inc. ("RSG”) to conduct an MNOI analysis pursuant to EI Monte Municipal Code Section 8.70.080.
The MNOI report prepared by RSG (the “Report”), dated June 25, 2020, is attached to this
correspondence.

Upon review of the Report, the rent adjustments set forth therein are hereby authorized, including:

e A permanent increase of $132.44 per space per month phased in pursuant to Table 1 of the
Report; and

o A temporary increase of legal expenses of $26.59 per space per month for a period of five (5)
years phased in pursuant to Table 2 of the Report.

In accordance with El Monte Municipal Code Section 8.70.90(D)(2), this decision may be appealed by El
Rovia or tenants of El Rovia within twenty (20) calendar days. An appeal by the residents shall only be
valid if signed by residents from a majority of the mobilehome spaces subject to the decision. Written
appeals should be submitted to the EI Monte City Clerk at EI Monte City Hall 11333 Valley Boulevard, El
Monte, California 91731.

Sincerely,

Alma K. Martinez
City Manager

Enclosure

The Friendly City of EI Monte






Ms. Sherrie Johnston
July 27, 2020

Betty Donavanik, Community and Economic Development Director (by e-mail only,

bdonavanik@elmonteca.gov)
Joaquin Vazquez, Deputy City Attorney (by e-mail only, jvazquez@omiolaw.com)

Maureen Levine, Esq. (by e-mail only, mahl@dowdalflaw.com)

GC:
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Via Electronic Mail

To: Alma K. Martinez, City Manager
CITY OF EL MONTE

From: Tara Matthews, Principal
Dominique Clark, Senior Associate
Jake Nieto, Analyst
RSG, INC.

Date: June 25, 2020
SUBJECT: EL ROVIA TRAILER VILLAGE FAIR RETURN RENT INCREASE ANALYSIS

City of El Monte (“City”) staff received a Fair Return Rent Adjustment Petition dated October 25,
2019 (“Petition™) for the 2018 calendar year for El Rovia Trailer Village (“Park”), a senior-restricted
mobilehome park with 76 spaces located at 4849 Peck Road. In the Petition materials, the Park
owner (and/or representatives of the Park owner) (“Applicant”) calculated that the Applicant is
entitled to a fair return rent increase of $370.67 per space per month (although, due to a minor
typographical error and a minor calculation error when stating the Park's 2018 net operating
income, the Applicant reported the result of their fair rent return increase calculation as $368.51
instead of $370.67). Based on a review of the El Monte Municipal Code (“EMMC") and the
materials submitted by the Applicant, RSG calculates that the Applicant is entitled to a fair return
rent increase as follows:

o Permanent Increase: $132.44 per space per month. To alleviate the burden of this rent
increase on Park residents, RSG recommends that the City consider phasing in the rent
increase over five years, as shown in Table 1, because (1) Park rents are already being
significantly increased over a five-year period to achieve market rents pursuant to an
Administrative Law Judge’s (“ALJ") decision in January 2018, and (2) the City approved a
fair return rent increase in 2019 for the 2017 calendar year (which RSG recommended to
also be phased over five years). Phasing in this fair return rent increase over five years
would align with the ALJ’s decision while also easing the impact of an additional significant
rent increase on the Park residents.
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Table 1: Five-Year Phasing of $132.44 Permanent Increase

i '_'.Total Rent increase Amount Per._ :
increase from Previous Phase .. :

: : i : : Space ?er Month
Year 1 $27.00 $27 00
Year 2 $27.00 $54.00
Year 3 $27.00 $81.00
Year 4 $27.00 $108.00
Year 5 $24.44 $132.44

+ Temporary increase for Legal Expenses: $28.59 per space per month for a period of five
{b) years.

Table 2 shows the total amounts of the two components of the fair return rent increase. Note
that the fair return rent increase does not include a temporary rent increase to reimburse the
Applicant for capital improvement expenditures, as the Applicant did not report any capital
improvement expenditures in the 2018 Petition.

Table 2: Total Rent Increases with Five-Year Phasing of $132.44 Permanent Increase
{(shown as per space per month)

. Changstrom
-/ Previous Phase. .

Year 1 $27.60 $26.59 $53.59 $563.59

Year 2 $54.00 $26.59 $80.59 $27.00
Year 3 $81.00 $26.59 $107.59 $27.00
Year 4 $108.00 $26.59 $134.59 $27.00
Year 5 $132.44 $26.59 $159.03 $24.44
Year 6

& Onward $132.44 $6.00 $132.44 -$26.59

This memo details (1) background information relevant to the Petition, (2) the Applicant's
calculation of the fair return rent increase, and (3} RSG’s calculation of the fair return rent
increase, including the permanent and temporary components.
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Background
Fair Return Rent Increases Previously Approved for the Park

Prior to the submission of this Petition, the City approved one fair return rent increase for the Park.
The increase was for the 2017 calendar year and included the following three components;

1. Permanent increase in the amount of $89.42 per space per month;

2. Temporary increase in the amount of $13.21 per space per month for a period of five years
to reimburse the Applicant for legal expenses; note that this amount reflects the
Appiicant’'s agreement to pass through only half of the allowable legal expenses to the
residents; and

3. Temporary increase in the amount of $33.42 per space per month for a period of five years
to reimburse the Applicant for capital improvement expenses.

Timeline of Petition

The Petition submitted by the Applicant to City staff is dated October 25, 2019. The City retained
consulting firm RSG to assist in review of the Petition. RSG reviewed the Petition materials five
times. The City deemed the Petition incomplete by letters dated November 27, 2019; February 5,
2020; February 25, 2020, and April 30, 2020 (“Incomplete Letters”). In response to the Incomplete
Letters, the Applicant provided additional Petition documentation dated January 10, 2020;
February 19, 2020; April 15, 2020; and May 19, 2020, respectively. Upon receipt of the additional
documentation and RSG’s review of the documentation, the City deemed the Petition complete
as of May 28, 2020. Pursuant to EMMC Section 8.70.090(D)(1), the City Manager is required to
make a determination regarding the Petition within 60 caiendar days of deeming the Petition
complete, or July 27, 2020 in this case,

Fair Return Rent Adjustments for El Monte Mobilehome Parks

EMMC Section 8.70.080(B) specifies that, for the purpose of determining the rent adjustment
necessary to provide a park owner with a fair and reasonable return, it shall be presumed that the
net operating income received by the park owner in the 2012 calendar year provided the park
owner with a fair and reasonable return. Additionally, EMMC Section 8.70.080(H) states that
maintenance of the net operating income {("MNOI") received by the park owner in the 2012
calendar year shall be presumed to provide the park owner with a fair return in the year for which
a petition has been submitted.

The MNOI calculation entails the following three steps, each of which are illustrated below:
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STEP 1: Calculate Fair Current Year Net Operating Income (NOI). The Fair Current Year
NOI is the amount of NOI that the park owner would need to receive in the current year

(the year for which the Petition was submitted) to maintain the NOI received in the 2012
base year, adjusted for inflation.

EMMC Section 8.70.080(E)(3) specifies that NOI is calculated as gross rental income in
the respective year less allowable operating expenses in the respective year. Additionally,
EMMC Section 8.70.020(B) defines the applicable inflation rate as the Consumer Price
Index-All ltems for all urban consumers for the Los Angeles-Anaheim-Riverside area
reported by the Bureau of Labor Statistics of the United States Department of Labor
(“CPI"). Note that the applicable metropolitan area is now known as the Los Angeles-Long
Beach-Anaheim area.

Fair NOI in 1+ CPI

Current
Year NOI

2012 Base Percentage
Year Change

STEP 2: Calculate Fair NOI Increase. The Fair NOI Increase is the increase in the current

year NOI needed (if any) to achieve the Fair Current Year NOI (Step 1 above). It is a
simple calculation of the Fair Current Year NOI (Step 1 above) less the Actual Current
Year NOI.

Fair NOI Fair Actual

Current Current

Inghedse Year NOI Year NOI
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o STEP 3: Calculate Fair Monthly Space Rent Increase: The Fair Monthly Space Rent
Increase is the monthly rent increase amount warranted for the park (if any) to ensure the
park owner receives the Fair Current Year NOI ( Step 1 above). It is calculated as the Fair
NOI Increase (Step 2 above) divided by the number of spaces in the park and 12 months.

11

Monthly Fair NOI Number-of

Spaces in
the Park

Space Rent Increase
Increase

Administrative Law Judge Decision on El Rovia Trailer Village Base Year and Base Year Rents

On September 6, 2017, the City’s legal counsel and the Applicant appeared before an ALJ to
resolve disputes between the City and Applicant related to the appropriate base year and base
year rents to use in an MNOI calculation for the Park. According to the ALJ's decision dated
January 2, 2018 (*ALJ Decision”), the appropriate base year to use in an MNOI calculation for the
Park is 2012, which is identical to the base year specified in the City’s Municipal Code. However,
the ALJ determined that the Applicant was entitled to a base year rent adjustment as of 2012.
According to the ALJ Decision, the Applicant stated that the average rent in the park was $250
per month when the Applicant purchased the park in 2013. The ALJ determined that the Applicant
was entitled to a base year rent adjustment of up to $525 per space per month, including sewer
fees. (Note that, in materials dated February 25, 2018 submitted as supplemental information to
the Fair Return Rent Adjustment Petition for the 2017 calendar year, the Applicant included copies
of letters dated July 31, 2018 and mailed to each resident stating that sewer fees would no longer
be included in the rent as of October 1, 2018, and space rents would accordingly be reduced by
$5.00 as of that date.) Additionally, the ALJ Decision stated that the Applicant was entitled to
recover $68,467.50 of costs associated with the City’s rent increase application process and the
ALJ hearing by charging Park residents a temporary rent increase over a five-year amortization
period.

Applicant’s Calculation of Fair Return Rent Increase
In the Petition, the Applicant provided their calculation of the fair return rent increase warranted

for the Park, based on the MNOI calculation detailed above. The Applicant calculates a 2018 fair
return rent increase of $370.67 per space per month. Please note that the Petition states that the
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Applicant calculates a fair return rent increase of $368.51, but RSG noted a minor typographical
grror and a minor calculation error in their report of 2018 net operating income'; correcting these
errors results in a $370.67 fair return rent increase.

Table 3 shows the Applicant's base year (2012) and current year (2018) NOI assumptions.

Table 3: Applicant’s NOI Assumptions

o) eoe

Gross Rental Income: $ 478,800.00 $ 383,731.20
Allowable Operating Expenses: $ (49,725.35) § (229,845.42)
Net Operating income: $429,074.65 $ 153,885.78

As shown in Table 3, the Applicant states that gross rental income in 2012 was $478,800.00. This
amount is not based on actual gross rental income in 2012, but the amount of gross rental income
that would have been collected if monthly rents were $525 for each of the 76 spaces, pursuant to
the ALJ’s decision.

Additionally, the Applicant states that allowable operating expenses in 2012 totaled $49,725.35.
The Applicant did not own the park in 2012, so the $49,725.35 amount is based solely on the
former owner's income tax return (Schedule E Form 1040). The Applicant provided this tax return
to the City in materials dated February 25, 2019, which was submitted as supplemental
information to the Fair Return Rent Adjustment Petition for the 2017 calendar year. Note that the
Applicant excluded the following expense line items that were included on the former owner's
income tax return: Legal and Other Professional Fees, Utilities, and Government Fees. Table 4
shows the line items included in the total $49,725.35 amount.

T The Applicant’s minar errors in their report of 2018 net operating income were (1) reporting the 2018 net
operating income resulting from $383,731.20 of gross income and $227,845,42 as $155,855.78 instead of
the correct amount of $155,885.78 (330 difference} and {2} excluding $2,000.00 of accounting expenses
reported in their itemized list of operating expenses from their calculation of total 2018 operating expenses;
because of this error, the Applicant reported $227,845.42 of total 2018 operating expenses instead of the
correct amount of $229,845.42,
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Table 4: 2012 Allowable Operating Expenses Reported by Applicant

ExpenseLineltems  Expense Amount
Cleaning.énd mainténance $ 9,415.81
Insurance $ 5,020.00
Repairs $ 10,588.08
Supplies $ 700.46
Taxes $ 24,001.22
TOTAL $ 49,725.35

As shown in Table 3, the Applicant states that gross rental income in 2018 was $383,731.20.
Table 5 shows the line items included in the $383,731.20 total income amount reported by the
Applicant in the 2018 Petition. The Applicant provided a 2018 Profit and Loss Statement for the
Park to substantiate these amounts. Note that the Applicant excluded the following line items of
income that were included on the 2018 Profit and Loss Statement: utility income, laundry income,
commercial property income, and rental income consisting of (1) amortized repayment of cosis
associated with the City’s rent increase application process and (2) interest on delayed rent
payments (pursuant to the ALJ Decision, which was detailed previously). Additionaily, note that
the Applicant stated in materials dated February 19, 2020 that the commercial property income is
generated by a commercial machine washing business located in front of the Park. The business
is owned by the Applicant, but is not affiliated with the Park.

Table 5: 2018 Gross Rental Income Reported by Applicant

Income Lineltems . IncomeAmount
Rental Revenus $ 381,876.99
Late Fees 3 1,680.72
NSF Fees $ 103.65
Application Fee 3 105.00
Insurance $ 64.84
TOTAL $ 383,731.20

As shown in Table 3, the Applicant states that the allowable operating expenses in 2018 totafed
$229,845.42. The Applicant provided a variety of documents (e.g., invoices, evidence of paid
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checks, and General Ledgers) as support for this amount. Tabie 6 shows the line items included
in the total $229,845.42 amount,

Table 6: 2018 Allowable Operating Expenses Reported by Applicant

Insurance $ 5.879.53 ”
Legal $ 105,172.10
Accounting $ 2,000.00
Licenses 3 2,778.80
Manager $ 10,229.64
Miscellanecus Supplies $ 3,819.00
Normal Repairs $ 3,717.67
Office Supplies $ 218.73
Real Property Taxes $ 57,147.87
Property Management $ 24 326.55
Permits 3 1,151.00
City Fee for 2018 Petition $ 12,045.00
Advertising ¥ 93.03
Application Fees $ 70.00
Dues $ 1,093.50
Bank Fees $ 103.00
TOTAL $ 229,845.42





Alma K. Martinez, City Manager
City of El Monte

June 25, 2020

Page 9

Table 7 shows the three steps of the Applicant's MNOI calculation of the fair return rent increase,
which are based on the NOI assumptions shown in Table 3 and discussed previously. Note that
the Applicant rounded the percentage change between the current and base year CPI (which is
shown as (I} in Table 7) to two decimal places (14.650%).

Table 7: Applicant’'s Calculation of the 2018 Fair Return Rent Increase

(A) Bése Year NOI: h - $429,0%4.65
(B} Current Year CPi {December 2018): 267.631
{(C) Base Year CP! (January 2012): 233.441
(D) % Change Between Current & Base Year CP: 14.650%
(E} FAIR CURRENT YEAR NOI (A * (1 + D)): $491,934.09

Fair NO! Increase Calculation

{E} Fair Current Year NOI: $491,934.09
{F) Actual Current Year NOI: $153,885.78
{G) FAIR NO1INCREASE (E - F): $338,048.31

FairMonthly Space Rentincrease

(G) Fair NOI Increase: $338,048.31
{H) Number of Spaces in Park: 76

[} Number of Months in Year: 12

{n

2018 FAIR RETURN RENT INCREASE (per space per month) {(G/H/I): $370.67
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RSG’s Calculation of Fair Return Rent Increase

RSG calculates that the 2018 fair return rent increase warranted for the Park is as follows,
including the permanent and temporary components of the increase:

s Permanent increase: $132.44 per space per month.

s Temporary Increase for Legal Expenses: $26.59 per space per month for five (5) years.

Details of RSG's calculation are provided below.
Permanent Rent Increase Component of Fair Return Rent Increase

Table 8 shows RSG’s base year (2012) and current year (2018) NOI assumptions, as compared
to the Applicant's assumptions. Note that RSG's 2018 Allowable Operating Expenses amount

excludes legal expenses, for which only temporary rent increases are applicable. These expenses
are discussed later in the Temporary Rent Increase Component section of this memo.

Table 8: RSG’s vs. Applicant’s NOJ Assumptions

Gross Rental income: $ 47424000 $ 474,240.00 | $ 478,800.00 $ 383,731.20
Allowable Operating Expenses: $ (49,725.35) $ (113,693.37)| $§ (49,725.35) § (229,845.42)
Net Operating Income: $ 42451465 $ 360,546.63 | $ 429,074.65 $ 153,885.78

As shown in Table 8, RSG determined that the appropriate amount of gross rental income in 2012
to use in the fair return rent increase calculation is $474,240.00. Like the Applicant's reported
2012 gross rental income amount, this $474,240.00 amount is not based on actual gross rental
income in 2012, but the amount of gross rental income that would have been collected if monthly
rents were $525 for each of the 76 spaces, pursuant to the ALJ's decision. However, unlike the
Applicant, RSG reduced the monthly space rent to $520 to deduct the $5 portion of monthly space
rent amount attributable to sewer fees, which are no longer included in the rent.

Additionally, like the Applicant, RSG determined that the allowable operating expenses in 2012
totaled $49,725.35. RSG agrees with the Applicant that, because the Applicant did not own the
park in 2012, the only source of 2012 operating expense amounts available to the Applicant is
the former owner's 2012 income tax return. The Applicant submitted this tax return in materials
dated February 25, 2019 as supplemental information to the Fair Return Rent Adjustment Petition
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for the 2017 calendar year, and RSG confirmed that the allowable expense amounts listed on the
tax return total $49,725.35. See Table 4 for an itemized list of these expense amounts.

Next, RSG determined that the appropriate amount of gross rental income in 2018 to use in the
fair return rent increase calculation is $474,240.00, not $383,731.20 as the Applicant assumes.
The Applicant's assumption is based on actual gross income in 2018. Alternatively, RSG believes
that the 2018 gross rental income amount used in the fair return rent increase calculation should
be the amount of gross rental income that would have been collected if monthly rents were $525
for each of the 76 spaces (less the $5 monthly sewer fee per space that is no longer included in
the rent amounts), pursuant to the ALJ's decision, to be consistent with the 2012 gross rental
income amount used in the fair return rent increase calculation. Note that any CP] rent increases
applied to Park rents between the base year (2012) and the year for which the Petition was
submitted (2018) should also be accolnted for, but City staff informed RSG that the only CPI rent
increases approved by the City for mobilehome parks since 2012 were for the 2018 calendar year
and thereafter, and RSG's review of Park rent rolls indicated that a 2018 CPI rent increase was
not applied to Park rents. Thus, CPI rent increases are irrelevant to this Petition. Also note that
RSG acknowledges that the actual 2018 gross rental income includes supplemental revenue
(e.g., late fees and non-sufficient funds fees) and deductions (e.g., uncollectable income), but
RSG's fair return rent increase calculation should not reflect these amounts to be consistent with
the 2012 gross rental income amount used in the calculation, which does not reflect these
additions and deductions.

Finally, RSG determined that the allowable operating expenses in 2018 totaled $113,693.37, not
$229,845.42 as the Applicant assumes. Table 9 shows the line items included in the $113,693.37
amount.
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Table 9: 2018 Allowable Operating Expenses as Determined by RSG

Expenselineltoms ~ ExpenseAmount
Insuféncé | 3 5,879.53 |
Accounting 3 2,000.00
Licenses $ 2,778.80
Management Expenses 3 23,646.24
Miscellaneous Supplies $ 3,819.00
Normal Repairs 3 371767
Office Supplies $ 218,73
Reat Property Taxes $ 57,147.87
Permits $ 1,151.00
Petition Fee $ 12,000.00
Advertising 3 93.03
Dues $ 1,093.50
Bank, Billing, and Eviction Fees $ 148.00
TOTAL $ 113,693.37

The five line items for which there is a discrepancy between the amounts reported by the Applicant
and the amounts determined by RSG are detailed below:

Application Fees: The Applicant reported $70.00 in application fees. However, we noted
that $105.00 of application fees are included in the Applicant's 2018 repoited income, thus
offsetting the expense. Based on RSG's correspondence with the Applicant while
processing the Applicant's Fair Return Rent Adjustment Petition for the 2017 calendar
year, these fees are listed as both expense and income, because the Park pays the fees
to the property management company to process applications of prospective renters, and
the Park is reimbursed by the applicants. Because the $70.00 expense was offset by
reimbursement, RSG excluded the $70.00 of application fee expenses from our fair return
rent increase caiculation. Note that RSG also utilized this methodclogy in calculating the
fair return rent increase for the Park for the 2017 calendar year.

Legal Expenses: The Applicant reported that 2018 legal expenses totaled $105,172.10.
RSG's determination is that these expenses must be amortized over a five-year period,
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pursuant to EMMC Section 8.70.080(E)}5)(viii). Accordingly, RSG excluded ali legal fees
from the total amount of expenses relevant to a permanent fair return rent increase.
However, RSG did calculate a temporary fair return rent increase to reimburse the
Applicant for the allowable portion of these fees. This calculation is discussed later in this
memo in the Temporary Rent Increase Component section,

» Management Expenses: The Applicant reported that 2018 management expenses totaled
$34,556.19, which includes costs for both property management and the on-site manager,
however RSG determined that the allowable portion of this amount is $23,646.24.

EMMC Section 8.70.080(E)(5)(ii) states the following: "It shall be presumed that
management expenses have increased by the percentage increase in rents or the CPI,
whichever is greater, between the base year and the current year unless the level of
management services has either increased or decreased significantly between the base
year and the current year.” In the Park’s case, no management expenses were listed on
the former owner's 2012 income tax return, so a percentage increase based on the
management expenses in the base year cannot be calculated. Assuming there were no
management expenses in 2012 because the former owner did not contract a property
management company, the level of management services in the Park has increased
significantly between the base year and current year, warranting a significant increase in
the allowable management expenses. However, given that management expenses of
mobilehome parks generally range between 3 and 6 percent of gross income, RSG
determined that the maximum allowable 2018 management expenses for the Park should
be $23,646.24, which is equal to 6 percent of the 2018 gross income stated on the Profit
and Loss statement, less utility income, commercial property income, and income from
application fees that was offset by an expense ($394,103.99).

» Petition Fee: The Applicant reported $12,045.00 in City fees for processing the Petition,
but RSG considers the correct total to be $12,000.00. City staff informed RSG that the
fees totaled only $12,000.00. RSG’s understanding is that the $45.00 difference may be
due to a bank charge incurred for wiring the funds to the City, potentially because the
Applicant originally provided incorrect wiring instructions, resulting in the wire having to be
completed twice. RSG considers the $45.00 an allowable operating expense, but
recategorized the amount as a Bank, Billing and Eviction Fees expense. Note that RSG's
change to this line item has no impact on the caiculation of the fair return rent increase
amount, given that it is simply a reclassification of an expense.

« Bank, Billing, and Eviction Fees: The Applicant reported that bank, billing, and eviction
fees totaled $103.00, but RSG considers the correct total to be $148.00. As explained in
the previous bullet point, RSG recategorized $45.00 of expenses that the Applicant
reported in the Petition Fee line item {o this line item. Note that RSG's change to this line
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item has no impact on the calculation of the fair return rent increase amount, given that it

is simply a reclassification of an expense.

Table 10 shows the three steps of RSG’s MNOI calculation of the 2018 fair return rent increase,
which are based on the NOI assumptions shown in Table 8 and discussed previously. Note that,
unlike the Applicant, the CP| data points RSG used in the first step of calculating the Fair Current
Year NOI were the December data points for the respective years (2012 and 2018). RSG utilized
this methodology, because it is consistent with the MNOI calculation, which is based on expense
amounts by calendar year. Additionally, using the December data points in this and future fair

return rent increase applications provides consistency from year to year.

Table 10: RSG’s Calculation of the Permanent 2018 Fair Return Rent increase

{A) Base Year NOI: $424,514.65

{B) Current Year CPI (December 2018): 267.631
{C) Base Year CPI (December 2012): 236.042
{D} % Change Between Current & Base Year CPL 13.383%
(E) FAIR CURRENT YEAR NOI! (A * (1 + D)) $481,327.45

(E) Fair Current Year NOI:

$481,327.45

(F} Actual Current Year NOI: $360,546.63
(G) FAIR NOI INCREASE (E - F): $120,780.82

Fair Monthly Space Rent Increase -

(G) Fair NO! Increase: $120,780.82

{H} Number of Spaces in Park: 78
(1) Number of Months in Year: 12

PERMANENT 2018 FAIR RETURN RENT INCREASE (per space per month)} (G/H/I): $132.44
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Temporary Rent Increase Component of Fair Return Rent Increase

Pursuant to the EMMC, the Applicant is entitled to a temporary fair return rent increase to recover
2018 legal expenses. Based on the 2018 General Ledger provided by the Applicant, the 2018
legal expenses totaled $105,172.10. Pursuant to EMMC Section 8.70.080(E)(5)(viii), allowable
legal expenses must be amortized over a five-year period, unless the City Manager concludes
that a differing period is more reascnable. Additionally, pursuant to EMMC Section
8.70.080(E)(5)(ix), the allowable interest rate is equal to 2 percent plus the 30-year fixed rate on
home mortgages last published by Freddie Mac in its Primary Mortgage Market Survey (“PMMS")
as of the date of the initial submission of the petition, or 5.75 percent in this case. The total amount
of principal and interest owed on $105,172.10 at 5.75 percent over five years is a total of

$121,264.07 or $24,252.81 per year, which is equal to $26.59 per space per month for five years.






