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Given the increase shown in this year’s Price Index of Operating
Costs (PIOC) of 7.8% — two full percentage points higher than
last year’s Price Index, or a staggering increase of 34% — there is
no question that this year’s rent guidelines will exceed last year’s.
The only question is whether this year’s rent increases will be
high enough to allow owners to stay in business, to continue pro-
viding decent housing.

In light of the inappropriately low range of Preliminary Rent Guide-
lines — 3% to 6.5% for a one-year lease and 5% to 8.5% for a
two-year lease — and the recent history of the Rent Guidelines
Board in approving final guidelines at the low end of the pro-
posed range, it seems likely that this year’s guidelines will, once
again, be too low to allow property owners to cover their increased
operating costs.

The Rent Stabilization Association will demonstrate in this sub-
mission that the indicators used by staff do not adequately assess
the economic health of the rental sector. But even the indicators
presented to the RGB this year — declining net operating income,
falling rent collections, increased numbers of distressed proper-
ties —  should be sufficient evidence that rental housing is fight-
ing a losing battle against increased operating costs.

Despite similar evidence over the last three years, the RGB has

Introduction
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enacted rent guidelines equal to less than one-third of the increase
in the Price Index.  It is not clear why the RGB has persisted in
issuing guidelines that will necessarily result in further economic
deterioration of the regulated housing stock. The legislative man-
date of the RGB is, after all, the preservation of the housing stock.

The RGB may be misled by data that seems to indicate that tenants
are overburdened and cannot afford the necessary rent increases.
This submission will demonstrate that the tenant income data pre-
sented to the Board is seriously flawed. Regulated housing remains
broadly affordable and the majority of regulated tenants can well
afford the rent increases required to meet increased operating costs.

We should note at the outset that the commensurate rent adjust-
ments presented to the RGB call for rent increases of 5% for one-
year leases and 9.5% for two-year leases (the net revenue model)
just to keep owners from losing any further ground. We urge the
RGB members to consider such increases as a necessary base, and
to provide additional increases to compensate owners for inadequate
increases over the last three years.

We also urge the RGB, given the likelihood of continued sharp
operating cost increases, to discourage two-year leases by main-
taining a large differential between one- and two-year terms or,
preferably, by deferring a decision on the increase for the second
year of a two year lease until next year, when the increases in next
year’s costs are a know quantity.
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Rental Housing Economics
Continue to Deteriorate

Rising property values and a strong home buyer’s market may cre-
ate the perception that all sectors of the housing market are experi-
encing boom times. But that is far from the case for rent regulated
housing in New York City. Paradoxically, increased property val-
ues are a negative for property owners who wish to remain in the
rental business. Real estate taxes rise in proportion to property val-
ues but limitations on rent increases make it difficult for owners to
cover costs. As owners’ operating margins deteriorate, the only way
to capitalize on the increased property values is to sell properties,
most likely for conversion purposes.

We urge the RGB to acknowledge that all the available indicators
reflect a rental sector whose economics have deteriorated in the
past five years as limitations on rent increases have failed to cover
dramatic increases in operating costs. Moreover, we will demon-
strate that the use of more appropriate indicators would paint an
even more negative picture of actual conditions in the regulated
market.
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RGB Measures Show Economic Deterioration of
Rental Housing

First, looking at the indicators presented to the RGB, we see that
net operating income (NOI), after declining dramatically in 2003,
increased slightly in 2004, but has increased just 1.9% in inflation
adjusted terms during the 15 years in which this measure has been
tallied. Note that there is no longitudinal data to confirm the in-
crease in NOI in 2004. The use of different data sources in 2003
and 2004 cast doubt on the year over year findings.

To gauge how meager this increase in net operating income actu-
ally is, consider that an investment in U.S. government inflation-
indexed bonds guarantees a yield of 2% above the rate on inflation
every year  while regulated property owners have seen a yield of
less than 2% over a fifteen year period.

Net Operating Income (NOI) Stagnates Over 15 Years

Source: RGB 2006 Income & Expense Study
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Another way to gauge the precarious position of rental housing
today is to look at the current dollar value of net operating income.
While properties in core Manhattan have average net operating in-
come of $587 per unit, outer borough properties have net operating
income of only $219 per unit per month.

The majority of RSA members, who provide the bulk of the City’s
affordable rental properties, own just one or two small buildings,
containing 20 units or less. These small owners provide approxi-
mately 500,000 units of housing whose rent averages just $715 per
month.1 The cumulative net operating income available to these
owners is, in many cases, insufficient to cover operating costs – let
alone cover the cost of unexpected contingencies which occur all
too frequently in properties that are generally 60 to 100 years old.

As net operating income shrinks, operating ratios rise. As indicated
in the chart below, operating ratios have risen to near 1989 levels,
after having improved significantly during the 1990s.

1 Since most small properties
are located outside the Manhat-
tan core, we use the average
rent for NYC without core
Manhattan cited in the RGB
2006 Income & Expense Study
as representative of the rental
income for small owners.

Operating Ratios Continue to Rise

O&M to Rent Ratio based on audited costs.
Source: RGB 2006 Income & Expense Report
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The increase in the number of “distressed” properties is another
indicator of the economic fragility of many rent regulated proper-
ties. Since 1999, the percentage of regulated properties which do
not generate enough rental income to cover their expenses has nearly
doubled, to 11.6% in 2004.

We do not suggest that the RGB’s actions should be overly influ-
enced by extreme cases, regardless of whether these extremes rep-
resent distressed buildings or tenants with severe rent burdens. But
in the case of rental properties, the increase in distressed properties
represents pressures that are being felt throughout the universe of
stabilized buildings as operating costs continue to spiral upward
while rental income lags behind.

Distressed Properties Continue to Increase

Source: RGB 2006 Income & Expense Study
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Rental Housing Economics Are Worse Than They Appear

The measures presented to the RGB by staff are sufficient to paint
a rather dismal picture of the current economics of stabilized hous-
ing in New York City, but these measures mask an even darker
reality.

The income and expense data available to the RGB does not in-
clude smaller buildings which are exempt from the requirement to
file a Real Property Income and Expense statement. We know that
smaller properties tend to have lower rents, smaller net operating
incomes and higher operating ratios.2  The overall operating ratio
for stabilized buildings would be significantly higher if these smaller
buildings were included in the calculation.

We understand from the Department of Finance (DOF) that a sig-
nificant number of income and expense statement from these smaller
buildings have been filed, voluntarily, as a result of  implementing
what is know as the “RPIE-EZ” procedure. We strongly urge the
Board to make every effort to incorporate this new and potentially
significant source of data in future computations of the income and
expense ratios and related measures.

In the interim, the RGB should be aware that if the income and
expense data included the 13% of stabilized units in small build-
ings, the economic picture of rental housing would be considerably
bleaker.

2  See Appendix 3, RGB
2006 Income and Expense
Study; the rent ratio for 11-
19 unit buildings is 83%;
nearly 10 percentage points
higher than the overall rent
ratio.
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RGB Reports Use Misleading and Inconsistent Measures

The economic picture of stabilized housing is distorted in another
way by using “aggregate” and “average” computations in present-
ing income and expense data. We know that averages can be sig-
nificantly skewed by extreme values and we know that there are
extreme differences in income and expense data when comparing
“core” Manhattan versus the rest of the City. Calculation of the
“median” value provides a much better measure of central tendency,
and medians are used by the RGB in most cases as, for example,
when analyzing tenant incomes or rent burdens. We strongly urge
the Board to incorporate medians in its analysis of owner income
and expense data.

The economic picture of stabilized housing is further muddled by
the use of averages for the “typical stabilized apartment.” Just as
housing affordability is measured on the basis of household income
rather than individual income, rental economics should also be ana-
lyzed on a building basis rather than an apartment basis.

Based on an analysis of the most recently available DOF income
and expense statements, the operating ratio for all stabilized prop-
erties on a building basis is 74%, significantly higher than the 62%
reported by staff as calculated per apartment ( based on audited
costs) and higher even that the 67.5% operating ratio per apartment
calculated without audited costs.
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Regardless of how bleak the economics of rental housing may ap-
pear, the RGB seems committed to balancing the rent increases
required to cover increased operating costs against the ability of
tenants to absorb those rent increases. Although there is nothing in
the RGB’s legal mandate which requires or even contemplates such
a balancing act, one that inevitably results in rent increase lower
then required, the following section addresses the inadequacies of
the RGB’s consideration of tenant affordability.

62%

74%

56%

58%

60%

62%

64%

66%

68%

70%

72%

74%

Aggregeate Operating Ratio
(based on audited costs)

Building Operating Ratio

Operating Ratios Are Higher On A Building Basis

Source: RGB 2006 Income & Expense Study
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Stabilized Housing Remains
Broadly Affordable

Even on its face, the housing affordability data before the RGB
certainly does not represent a broad-based housing affordability
“crisis.” The median contract rent to income ratio remains below
30% which is the affordability standard recognized by the Federal
government. Gross rent to income ratios do exceed the 30% stan-
dard as a result of escalating energy costs. But it is inappropriate
for the Board to consider tenant utility costs, over which it has no
control, and to thereby shift the increase in tenant utility costs to
property owners – in addition to the increases in building energy
costs that owners already bear.

Nor is it appropriate for the Board to give disproportionate weight
to the 25% of tenants who apparently pay in excess of 50% of their
income for rent. The high rent burden for these tenants is generally
a result of inordinately low income rather than unusually high rent.
Any effort by the Board to restrain necessary rent increases in con-
sideration of these households is not only misguided but ineffec-
tual.

While tenant affordability data presented to the Board does not re-
flect an affordability crisis, further analysis of those numbers dem-
onstrates that stabilized housing in New York is not only afford-
able, but remains a real bargain.



June 2006                                             RENT GUIDELINES BOARD SUMISSION ORDER 38 13

RGB Reports Provide Misleading Affordability Data

It is another paradox of RGB methodology that while owner sup-
plied income and expense data is audited and adjusted, there is no
attempt to view tenant income data in a realistic light. Expenditure
surveys by the Bureau of the Census and others repeatedly show
that households report consumer spending in excess of reported
income. The NYC Housing and Vacancy Surveys repeatedly re-
ports that approximately 10% of renters apparently pay rents in
excess of 100% of their income. Yet the RGB Income and
Affordability report takes no cognizance of these factors, and never
seeks to adjust affordability measures in the same manner as owner
income and expense reports are adjusted.

In the past, RSA has made such adjustments and found that rent to
income ratios for what might be considered the typical renter are
significantly lower than generally reported, based on the gross data.
The RGB staff replicated these calculations and found them to be
generally accurate.

For example, based on 2002 HVS data, the RGB reported that sta-
bilized renters paid 27.4% of their income on contract rents. The
RSA calculated that the median “out -of-pocket” rent ratio (includ-
ing subsides) was actually 23%. Further, we calculated that elimi-
nating those with high rent burdens (paying more than 50% of in-
come for rent), the “typical” stabilized tenant paid only 17% of
income for out-of-pocket rent.3

3 The RGB verified a large differ-
ential between these medians but
calculated medians approximately
3 percentage points higher than the
RSA calculations. We stand by our
calculations and will replicate
them once the 2005 HVS micro
data is available.
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Moreover, an analysis by the Victor Bach Community Service So-
ciety, presented to the RGB in 2005, similarly recognized “the in-
consistency and inaccuracies in reported income and rent data” and
found that typical rent to income ratios were lower than indicated
by the unadjusted statistics. That report found that by simply elimi-
nating extreme cases, the median contract rent to income ratio fell
from 27% to 23% and the percentage of renters paying more than
50% of income for rent fell from 23% to 12%.4

It has never been the role of the RGB to ensure tenant affordability.
Nor could the RGB ensure affordability even it that were the goal.
It is difficult to understand, therefore, where the balancing act be-
tween owner and tenant interests enters into the considerations of
the Board.

The mandate of the RGB is to provide rent adjustments necessary
to meet increases in operating costs. The rent stabilization system
does not and cannot assure affordability. Stabilized tenants are only
protected from the vagaries of market rents, not from the rent in-
creases necessary to keep property owners in business.

4 “Housing Hardship and Rent
Burdens Among Poor New
Yorkers” – April 12, 2005; Vic-
tor Bach, Community Service
Society
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In itself, the 7.8% increase in building operating costs over the last
year – two percentage points higher than the prior year – calls for
substantially higher rent guidelines than last year’s. But there are
many other factors which call for higher guidelines: this year’s high
range of commensurate rent adjustments; the need to compensate
owners for recent inadequate guideline increases; the projection of
continued high rates of operating cost increases; and the under-
projection of this year’s Price Index.

Operating Costs Increased More than the Price Index

The overall 7.8% Price Index this year masks even greater increases
for the vast majority of stabilized buildings. According to the 2006
Price Index of Operating Costs, costs in pre-war buildings rose at a
substantially higher rate, 8.4%, while costs in post-war buildings
rose at a relatively lower rate of 7.4%. Since the vast majority, 76%
of stabilized units, are in pre-war buildings,  most owners saw cost
increases of 8.4% - significantly more than the overall 7.8% mea-
sured by the Price Index and used to calculate the commensurate
rent adjustments. The Price Index is not weighted by building type,

Substantially Higher
Guidelines Are Required
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and therefore takes no cognizance of the fact that the vast majority
of regulated buildings experienced cost increases of 8.4% rather
than 7.8%. The RGB needs to recognize this fact in its delibera-
tions.

The Price Index also underestimates owners’ true cost increases in
its measurement of various components. The real estate compo-
nent, which measured a 7.8% increase in assessments, is based on
the measurement of the ‘aggregate’ change in real estate taxes. As
we earlier demonstrated in terms of operating ratios, the change in
real estate taxes is significantly higher when measured as the ‘aver-
age’ increase in taxes on a building basis. Last year, our analysis of
tax data indicated that the real estate tax increase was three times
higher when measured as a building average than when measured
as an aggregate. This ‘building average’ methodology has been
validated as an alternative approach by an independent consultant
to the RGB.

Over the years, we have documented other measurement deficien-
cies of the Price Index, including those surrounding the insurance
components. We have also pointed to lists of new, government
mandated costs that are not included in the Price Index, including
the cost of lead paint abatement, building facade inspections and
many others.

In light of the failure to update the Price Index for more than two
decades, we believe that it tends to substantially underestimate in-
creases in costs. The RGB needs to take this factor into consider-
ation.
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Commensurate Rent Adjustments Call for Substantially
Higher Guidelines

This year’s commensurate rent adjustments indicate a minimum one-
year increase of 5% and a two-year increase of 9.5% (we discount
the “traditional” commensurate rent adjustment, even though it
would produce a higher one-year guideline, because of the obvious
deficiencies of this approach noted in the staff’s Price Index Re-
port).

Increases of 5% and 9.5% for one- and two-year leases are the bare
minimum required to maintain owner’s net revenue without any
adjustment for the erosion of net operating income as a result of
inflation. These minimum rent increases also include the revenue
hypothetically generated from vacancy increases even though many
smaller properties housing long-term occupants rarely benefit from
vacancy increases.

COMMENSURATES

“Net Revenue” Commensurate Adjustment
with Vacancy Increase

1-Year Lease 2-Year Lease
      5.0% 9.5%

   “Net Revenue” Commensurate Adjustment
1-Year Lease 2-Year Lease
      6.5% 11.0%

“CPI-Adjusted NOI” Commensurate Adjustment
with Vacancy Increase

1-Year Lease 2-Year Lease
      6.5% 12.0%

“CPI-Adjusted NOI” Commensurate Adjustment
1-Year Lease 2-Year Lease
      8.0% 13.5%
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We ask the RGB to enact guidelines higher than the bare minimum
commensurate adjustments of 5% and 9.5%, based on the data pre-
sented to the Board this year. Inflation-adjusted net operating in-
come has barely budged, increasing by a mere 1.9% over a fifteen
year period. This would justify a “CPI-Adjusted NOI” commensu-
rate increase of at least 6.5% and 12% for one- and two-year leases.

The Board also has evidence this year that the amount of revenue
available from vacancy increases is declining. The average increase
upon vacancy was adjusted by staff this year to 9.6% – down from
18%. More current rent registration data available to the RSA also
indicates that the average increase upon vacancy is continuing to
decline. Therefore, the Board should consider a rent adjustment
which discounts vacancy increases that would lead to rent adjust-
ments as high as 8% and 13.5% for one- and two-year leases.

The Problem of the Two-Year Lease

The prevalence of two-year leases creates a number of negative
consequences. Rent skewing, in which identical apartments in the
same building rent for vastly different amounts, has been acknowl-
edged in past RGB reports to be a consequence of tenants opting
for the longest available lease term. Rent skewing in turn encour-
ages continued long-term occupancy. Long-term occupancy results
in abnormally low rents that do not generate sufficient income upon
application of percentage guideline increases.
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The RGB, in its recent guidelines, has recognized the inherent prob-
lems created by two-year leases, and had attempted to encourage
tenants to enter into one-year leases by making the two-year guide-
line double, or nearly double, the one-year guideline increase.

While we support the direction in which the RGB has moved on
this issue, tenants predominately continue to choose two-year leases,
and it is a bet that will continue to pay off for tenants, especially in
the current highly inflationary environment for building operating
costs.

We therefore urge the Board to raise the stakes in the lottery of-
fered to tenants in choosing lease terms. Our analysis of rent regis-
tration data shows that average rents for one-year lease renewals
are significantly higher than average rents for two-year lease re-
newals. The differences vary on a borough level with Manhattan
showing the largest difference (one-year renewals are 37% higher
than two-year renewals); the Bronx showing the smallest differ-
ence (7%); and Brooklyn and Queens showing a 16% and 17%
difference, respectively.

In order to close the gap between rent levels for one- and two-year
renewals, and provide a real disincentive for taking a two-year lease,
the two-year guideline would need to be significantly more than
twice the one-year guideline. Since we are not likely to see that
outcome, we would again suggest to the Board that the second-
year increase for a two-year lease be determined during the subse-
quent guideline cycle, when the increase in operating costs is a
known quantity.
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It is clear in the Rent Stabilization Law that owners are required to
offer one- and two- year lease increases. But there is nothing in the
RGB’s mandate under that law which specifically requires the RGB
to enact separate guidelines for one- and two-year leases. While
such an action would certainly create a litigable issue, we urge the
RGB to consider enacting only one-year increases, which is cer-
tainly more rational than current practice and which would elimi-
nate an unintended bonus for tenants who happen to have main-
tained a long-term occupancy.

Higher Guidelines Are Needed to Maintain Housing

Certainly, the RGB is not responsible for the 37% increase in build-
ing operating costs measured by the Price Index over the last four
years. These increased costs have resulted primarily from increased
real estate taxes and other municipal charges, increased energy costs,
increased insurance costs as well as a general inflation of labor and
other service costs. As we have indicated above, the real increase
in operating costs is even higher than 37% when non-measured
costs are factored in.
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3.5%

7.4%

2000-2005

Avg. One-year 
Rent Increase

Avg. Increase in
Operating Costs

2.95%3.5%

1990-1999

Avg. Increase in 
Operating Costs Avg. One-year 

Rent Increase

Building Operating Costs Have Skyrocketed

The RGB is responsible, however, for the meager 11% increase in
rents owners have been able to generate over the last three years
based on rent guideline increases. The past three years have wit-
nessed a major change in RGB practice. Owners are now only able
to recoup roughly one-third of increased costs – rather than the
two-thirds of increased costs which has been the historical norm.

The inability of owners to increase rent revenues in line with in-
creases in costs inexorably leads to a reduced supply of decent hous-
ing. When building income does not keep pace with expenses, own-
ers have few choices. An owner may try to hold on to the building
by deferring maintenance or putting off needed improvements. As
building conditions deteriorate it becomes harder for the owner to
hold on to the building and provide decent housing.
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Alternatively, rather than watch a building deteriorate, a long term
owner may decide to leave the rental business and sell their build-
ing. Depending on the location of the property, the sale may result
in a conversion of the building to ownership housing and the loss
of rental housing, or the building may be sold to an unscrupulous
owner who will try to hike rents in any way possible or simply milk
the revenue stream for as long as possible.

Under any scenario, the failure of the RGB to allow owners to in-
crease rents to cover increased operating costs will result in the
deterioration and the loss of rental housing in the long term.

While RGB members often refer to a process which balances the
equities between owners and tenants, everyone loses by such ef-
forts. The majority of stabilized tenants are well able to pay for the
required, moderate level of rent increase, while impoverished house-
holds, which the RGB may seek to protect, cannot afford even a
meager rent increase. Owners on the other hand are uniformly bur-
dened by higher operating costs, with smaller owners even less able
to deal with such costs than larger owner.

The legal mandate of the Rent Guidelines Board is to maintain the
housing stock. This is not the same as maintaining affordable hous-
ing. As building operating costs continue to rise, the RGB must
increase rents accordingly and allow the various levels of govern-
ment to deal with any subsequent affordability issues.


