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Introduction 
 

This paper and supporting case study provide a brief history of rent control, 

analyze and summarize the District of Columbia’s rent control laws and evaluate how 

such rent controls affect the quality, condition and maintenance of rental housing 

accommodations in the District of Columbia.   A financial analysis is included which 

examines whether rent controls induce housing providers to reduce the amount of 

maintenance provided on a rental housing unit.  Specifically, this analysis compares the 

following scenarios by annual cash flow comparison. This analysis is performed on an 

existing building located at 4900 Fort Totten Drive, Northeast, Washington, DC 20011. 

1) to determine the annual cash flows housing providers will receive if no repairs 

are done to the existing building; 

2) to determine the annual cash flows housing providers will receive if a 

Substantial Rehabilitation, as defined in the Rental Housing Act, is performed 

on a building wide basis;  

3) to determine the annual cash flows housing providers will receive if a Capital 

Improvement Petition, as defined in the Rental Housing Act, is approved and 

the work performed on a building wide basis.  

My conclusion from this analysis is that under current rent control laws in the District of 

Columbia, the owners are not able to meet the requirements necessary for a Substantial 

Rehabilitation petition to be approved and it does not make economic sense for the 

owners of the housing accommodation to file for a Capital Improvement Petition.  
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History of Rent Control 
 

Rent control began in Europe after World War I.  Rent control made its way to the 

United States around the 1970s during a time when the political and economic context 

was a breeding ground for tenant activists.  Richard Arnott, a faculty member at the 

University of California – Riverside in the Department of Economics, has written 

numerous articles on rent control. In his 1997 paper titled Rent Control, Arnott divides 

rent control into two different regimes: first generation and second generation rent 

control. First generation rent control programs allowed for rent freezes with sporadic 

rental increases.  This type of rent control was introduced in major cities in Western 

Europe during World War I to mitigate the effects of the war and to avoid profiteering.  

Second generation rent control programs were introduced in 1973 in Canada and in 

coastal cities in the US such as Boston and Washington, DC, because of the increase in 

inflation and the nominal rents due to the energy crisis.  Second generation rent control 

was implemented to oppose the rise in inflation and to protect the elderly from undue 

hardship due to their fixed incomes.  This second generation rent control not only 

mandated rents charged but also contained provisions regarding conversion, maintenance 

and inflation increases.  Dennis Keating, associate dean of the Levin College of Urban 

Affairs at Cleveland State University, and Mitch Kahn, professor of social work at 

Ramapo College of New Jersey, write in their 2001 paper titled Rent Control In The New 

Millennium, that by the late 1970’s various forms of rent control laws were enacted in 

more than 170 municipalities.  They argue that rent control became politically popular for 

three reasons: 1) economic hardships were being placed on a number of working class 

families due to the Vietnam war and the oil embargos; 2) tenant organizations were 
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formed which were able to rally tenants together to fight for affordable housing; and 3) as 

a result of the Vietnam war and Watergate, the public became disenchanted with 

government and corporate America and realized that social change was necessary and 

attainable.   

 District’s Rent Control Law 
 

The District’s rent control law was enacted in 1975 and currently applies to about 

100,000 of DC’s rental units.1  The current law is the Rental Housing Act of 1985 (the 

“Act”). It has been amended many times since 1975, most recently in 2006.  

Prior to 2006, the Act applied to all rental units unless they were specifically 

exempted from the Act. The Act defined and controlled rent charged and rent ceilings.  

Rents could be increased every 180 days and landlords could use perfected increases to 

increase the rent charged as long as it did not exceed the rent ceiling.2  Landlords were 

also able, upon a rental vacancy, to increase rents to the rent of the highest comparable 

unit in the same building.  Doing so allowed landlords to charge market rate rents in 

some cases which caused significant rental increases to the tenants.   

In 2006, an amendment to the Act was enacted to reform the District’s rent 

control policies.  Rent control still applied to all housing accommodations in the District 

of Columbia unless specifically exempted by the Act. The Act currently exempts the 

following categories of housing accommodations: federally or District subsidized rental 

units; rental units built after 1975; rental units owned by a natural person who owns no 

                                                 
1 See Silverman (2006)  
2 Under the old rent control laws, increases were available to the housing provider but were not always 
implemented  (or put into effect on the tenant), rather they were perfected and shelved to use at a future 
date when it was advisable from the landlord’s perspective. 
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more than four (4) rental units3; rental units that were vacant when the Act took effect in 

1985; housing accommodations under a building improvement plan and receiving 

rehabilitation assistance through the District of Columbia Housing Department.   

According to the 2006 amendment which applies today, Rent Ceilings were 

abolished and new rental increases may not be more than the prior rent plus an allowed 

increase.  Rents may now only be increased in two circumstances: 1) annually or 2) upon 

turnover also known as the vacancy increase.  Annual rental increases for units that are 

occupied are limited to CPI (consumer price index) + 2% but not to exceed more than 

10% with specific limitations for the elderly and disabled of CPI but not to exceed more 

than 5%.  A tenant qualifies as elderly if he or she is at least 62 years of age.  A tenant 

qualifies as disabled if he or she has a disability as defined by the Americans with 

Disabilities Act of 1990.  Notice must be given to the tenant of the annual rent increase at 

least 30 days prior to the increase.  Other than this annual increase, the only other 

allowed method of increasing rent is the vacancy increase.  Upon turnover, when a rental 

unit becomes vacant, a housing provider can increase the rent to 10% more than was 

charged to the previous tenant or rents can be raised to the rent for a comparable unit in 

the building however, this increase is limited to 30%.  Once a vacancy increase has taken 

place, a landlord cannot increase the rent for that unit for 12 months even if the unit 

becomes vacant again.  The Act also mandates that additional information such as rental 

history information and rent control status must also be made available to tenants which 

can sometimes be onerous on the housing provider.   

In addition to the allowed rent increases as described above (annual increases and 

increases for vacancy), the Act permits housing providers to take larger increases for 
                                                 
3 A natural person is a human being as opposed to an organization or artificial or legal person. 
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events such as Hardship4, Capital Improvements, Services and Facilities5, Substantial 

Rehabilitation, or Agreement by 70% of the Tenants.  For the purposes of this paper, I 

will be looking at two of the four provisions: Capital Improvement Petitions and 

Substantial Rehabilitation.  

Under the Capital Improvement Petition, a housing provider can petition to 

increase rents by an amount (deemed a surcharge) which would cover the economic cost 

of capital improvements. The Act defines a capital improvement as any improvement 

other than ordinary repair or maintenance if the improvement or renovation is depreciable 

under the Internal Revenue Code.6  The housing provider is required to fill out a capital 

improvement petition, serve copies to the tenants and make a case in front of the Office 

of Administrative Hearings (“OAH”).  If the petition and surcharge is approved by OAH, 

housing providers will perform the work as outlined in the petition and can then raise 

rents.  The increased amount a housing provider can charge can include the housing 

provider’s cost for capital improvements, financing costs and interest and service 

charges. However the housing provider must distribute the costs of a building-wide 

capital improvement for 96 months (8 years) and in the case of one or more but not all 

units in a building, the costs must be distributed over a period of 64 months (5 and 1/3 

years).  Only those units that are gaining the benefit of the capital improvement are 

subject to the rental increase.  The rental surcharge is limited to 20% of the prior rent 

charged for a building wide capital improvement and 15% for improvements that do not 
                                                 
4 The Rental Housing Act allows for housing providers to raise rents enough to earn a 12% return on the 
housing provider’s rental property investment. To apply for this increase, the housing provider must file a 
petition and show operating expenses for 12 of the last 15 months prior to the filing of a hardship petition.  
The rent administrator will determine whether or not the hardship petition is granted.  
5 The Rental Housing Act allows for an adjustment in rents when services or facilities supplied by a 
housing provider or housing accommodation or for any rental unit are increased or decreased.  The housing 
provider must file a petition, serve copies to tenants and make a case for the change. 
6 DC ST § 42-3502.10 
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affect the entire building.  This surcharge can be charged until the time at which the 

housing provider has recouped all costs of the capital improvement including interest and 

surcharges.7 

Under the Substantial Rehabilitation Provision, a housing provider may petition to 

increase rents for a substantial rehabilitation of the housing accommodation.  Under the 

Act, the only way a substantial rehabilitation petition may be filed is when the 

rehabilitation cost is equal to or greater than 50% of the real property tax assessment of 

the rental unit or housing accommodation.  The petition is very onerous and specific 

items must be included such as detailed plans, specifications and anticipated costs. 

Tenants are given notice and the OAH will review the petition and decide whether it is 

approved.  The maximum rental increase allowed for a substantial rehabilitation 

provision is 125%.  Unlike the Capital Improvement petition, the substantial 

rehabilitation petition is not temporary, rather it is a permanent increase.8 

Pros and Cons of Rent Control 
 

Today, one of the main arguments against rent control is that it has actually 

decreased the quality and availability of rental housing.  Richard Arnott at the University 

of California, Riverside, and Elizaveta Shevyakhova at the Department of Economics at 

Boston College, write in their paper titled Tenancy Rent Control and Credible 

Commitment in Maintenance, that rent control has an adverse effect on maintenance of 

rent controlled units.  This adverse effect of maintenance can only lead to a decrease in 

the quality of rent controlled housing. Henry O. Pollakowski, a visiting scholar at the 

                                                 
7 DC ST § 42-3502.10 
8 DC ST § 42-3502.14 



                                                                                                                   Miller  9

Massachusetts Institute of Technology Center for Real Estate and Editor of the Journal of 

Housing Economics agrees.  He writes in his paper titled Rent Regulation and Housing 

Maintenance in New York City, that rent controls decrease the amount of maintenance 

resulting in negative effects. He states “A view commonly held among economists is that 

rent regulation lowers the level of housing maintenance, causing deterioration of the 

housing stock.”   It would seem to follow that a landlord is not incentivized to add new 

appliances or paint or re-carpet a rent controlled unit that is in need of maintenance when 

she can still only collect a certain dollar amount per month as a return on and return of 

that investment.  The National Multi Housing Council (“NMHC”), an association that 

represents apartment owners, managers and developers, published a paper entitled The 

High Cost of Rent Control which states that one of the important implications of rent 

control is the resulting inequities and inefficiencies in the housing market.”  NMHC 

argues that more harm than benefit is caused by rent control and one of these harms is the 

poor quality of housing caused by rent control.  Reducing the amount of income a 

landlord can receive from her investment in rental housing results in a decline in the 

quality and quantity of the existing rental housing.   Arnott states that there are numerous 

effects rent control has on a housing market that do not occur in an unregulated housing 

market. A few of these effects are the following: 1) rent paid by tenants decreases which 

directly causes the quantity of housing demand to increase; 2) the rent received by 

landlords is decreased which reduces the quantity of available rental housing and 

discourages maintenance resulting in deteriorated rental housing; and 3) there is a greater 

demand for rental housing since tenants are less likely to give up their well priced rent 

controlled unit and therefore either keep renewing their lease or stay longer in the unit.  It 
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would seem that as a result of rent control, landlords are constrained by set rental prices, 

many which may be below market, and therefore have less incentive to perform 

maintenance repairs on their units.   

Despite the fact that some type of residential rent control still exists in a number 

of American cities, rent control is seen by most housing providers and developers as a 

socially and economically undesirable feature of housing.  From a housing provider’s 

perspective, rent control reduces her return on investment and can result in deteriorated 

and dilapidated housing because a housing provider is not induced to make repairs when 

no rental increase can be attained.  Additionally, to maintain a rent control building, 

housing providers and property managers are burdened with many administrative costs, 

that can sometimes be burdensome and expensive, to make sure that all necessary 

information is collected and distributed to the appropriate regulatory authorities.   

There are many proponents of rent controls, especially in the District.  Rozanne 

Look is director of project management for Manna, DC’s leading provider of affordable 

housing for lower income families.  I spoke with Ms. Look about what she believes are 

the positive effects of rent controls in DC.  She stated that rent control is “a positive thing 

for DC.  It stabilizes neighborhoods and provides for economic diversity and provides 

affordable rental options.”9  While those tenants that live in rent controlled units agree 

with Ms. Look and think rent controls are positive because they are protected from what 

they deem to be unfair and unregulated increases in rent, many argue that rent controls 

actually result in a reduction of available housing for many renters and the deterioration 

of the housing stock that is available. Renters living in rent controlled units are reluctant 

to move out of their units because they do not want to find themselves in an unregulated 
                                                 
9 (R. Look, personal communication, August 6, 2010) 
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unit.10  Ironically, NMHC argues that those households with higher incomes benefit more 

from rent controls than lower income families which is directly opposite to the very 

purpose of rent control, which is to maintain a level of affordability for those that could 

not otherwise afford such housing. Studies done in New York, California and 

Massachusetts all show that beneficiaries of rent control are mostly well educated, 

professionally employed residents with incomes higher than average.  

From a developer standpoint, rent controls prohibit rents from being increased and 

therefore results in less incentive for investment capital being injected into the residential 

rental market.11  This leads to a decline in construction relating to the restoration, 

rehabilitation or capital improvements of those rent controlled buildings. 

From a property manager’s standpoint, the reduction in the quality of the housing 

caused by rent control makes a property manager’s job more difficult in managing a rent 

controlled building.  Most of the infrastructure will be outdated yielding increased 

operating costs and inefficiencies.    

Although there are many proponents of rent control in the District, with all the 

negative effects, it is interesting to imagine what would occur if rent control were to 

disappear in the District.  It seems to me that depending on the neighborhood in which a 

housing accommodation was located, supply of units available for lease may increase.  If 

a housing provider is so restricted by current rent controls because they have had a tenant 

living in a unit for 30 plus years, once that tenant vacates the unit, that housing provider 

may be inclined to take the unit off the market in order to avoid having to lease the unit 

for less than it costs to operate. If rent controls were abolished, this type of problem 

                                                 
10 See NMHC (1996). 
11 See NMHC (1996). 
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would be alleviated and housing providers would not have to keep units vacant for this 

reason.  In certain parts of the District, supply of units available for lease would also be 

increased because tenants would not be reluctant to move out of a rent control unit, 

therefore consumer mobility would be increased and people may tend to move closer to 

work or to a larger home if rent controls were not in place. In other parts of the District, 

such as where Northwood Gardens is located, I am not sure the abolishment of rent 

controls would make a difference on the supply of units available for lease because the 

neighborhood is not deemed as desirable as others in DC and there are currently 

significant numbers of units available for lease.  However, if rent controls were 

eliminated, maintenance would be able to be increased for those units in need of repair 

and revitalization because housing providers would no longer be restricted by rent 

controls.  This would also allow housing providers to reinvest the proper allocation of 

resources into these buildings because they could charge higher rents, as long as the 

market will bear them. Overall, it seems to me that the negative effects of rent controls 

outweigh any positive benefits they may have, especially from the perspective of the 

owner of a housing accommodation.  

Impact of Rent Controls on quality and condition of rental buildings.  

By virtue of the fact that some apartment units are rent controlled in the District, 

owners of rent controlled units earn less of a profit than owners of non rent controlled 

buildings. This causes a reduction in maintenance spending to ensure that the owner’s net 

cash flow reflects an acceptable return on investment even in a rent controlled property.12   

Moreover, an owner with buildings in various jurisdictions will clearly have a 

greater incentive to invest his limited resources into improving buildings that are not 
                                                 
12 See Downs (1988). 
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located in jurisdictions which have rent control.  As an example, may local real estate 

owners that I have interviewed have acknowledged that they would rather rehabilitate or 

revitalize one of their assets in Bethesda, Silver Spring, Rockville, Roslyn or Ballston 

because in DC they are only reimbursed up to the level of their improvements plus some 

nominal return whereas in these other jurisdictions, their invested dollar can reap many 

multiples of the tiny return on investment they would reap on reinvested dollars in their 

DC asset. The unintended effects of rent controls on a housing unit or building are 

negative as rent control leads to a decline in the quality of housing stock and eventual 

decreases in available housing.   Some housing providers will remove rent controlled 

units from the residential market because of the decrease in quality therefore affecting the 

available housing.  As an example, a rental unit that is so impaired by rent control that the 

maximum potential rent is less than the average annual operating cost of a unit may be 

kept vacant by an owner who sees it as a potential liability; if expenses increase greater 

than inflation, then a tenant that moves into this unit is unlikely to leave for a long time 

thereby creating a drag on income to the housing owner. Others will just decrease the 

level of housing services and maintenance that once were provided because of the 

financial effects to an owner of rent control.  Richard Luchs, a DC attorney, well known 

for his practice principally in the areas of real estate and commercial law, has extensive 

experience in the areas of real estate brokerage, property management, real estate matters, 

rent control, fair housing and employment law.   Mr. Luchs is a leading practitioner as a 

landlord/owner advocate with respect to D.C.'s rent law rules and regulations.  I spoke 

with Mr. Luchs about his thoughts on rent control and the impact it has on the quality and 

condition of buildings in DC.  Mr. Luchs said, “As an economic policy, rent control has 
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been demonstrated to be a failure. Like most price fixing, it discourages competition and 

makes it difficult for small housing providers to enter or remain in the market. It also 

discourages existing housing providers from maintaining or improving their properties 

where, as is frequently the case, the income is insufficient to generate a sufficient profit. 

As a social policy, at least in the District of Columbia, it has not proven to protect the low 

and moderate income tenants, but rather has been used (and in some cases, abused) by 

tenants who have the ability to pay market rents, but are able to benefit significantly by 

the limitations imposed. For these reasons, rent control has been abandoned in most 

communities where it has been adopted."13  

Description of Current Rent Control Property 
 

The property was constructed in 1952 and is located at 4900 Fort Totten Drive, 

Northeast, Washington, DC 20011.  See Appendix A. The property includes seven 

separate buildings each having its own address.  The property is located in the Brookland 

section of Northeast, Washington, DC along the west side of Fort Totten Road and across 

the street from Fort Totten Park.  See Appendix B. The property is zoned R-5-A which 

allows for single family residential uses for detached and semi-detached dwellings with a 

maximum floor area ratio of 0.9 and a maximum height of three stories or forty feet.  The 

7 buildings contain a total of 91 units on three levels all above grade.  There are a total of 

42 one bedrooms and 49 two bedrooms.  The buildings do not contain elevators and there 

is no on-site parking. The property contains no amenities and the units do not contain any 

amenities such as washer/dryer or dishwashers either. See Appendix A. Currently the 

property is receiving the following rental rates: 

                                                 
13 (R. Luchs, personal communication, July 23, 2010). 
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Northwood Gardens 

Efficiency  
Avg rent/month $0 
Apprx sq ft n/a 
Rent/sq ft/month n/a 
One bedroom  
Avg rent/month $773 
Apprx sq ft 615 
Rent/sf/month $1.26 
Two bedroom  
Avg rent/month $963 
Apprx sq ft 753 
Rent/sq ft/month $1.28 
 

The rental rates this property is getting as compared to other properties in the area 

in the low to middle range.  Nearby properties are averaging higher rents than Northwood 

Gardens which is evident by an analysis of the comparable properties to be discussed 

later.  The quality and condition of the apartments are typical of apartment buildings built 

in the 1950’s.  As stated earlier, there are no project or unit amenities. However, most of 

the buildings in the area do not have amenities either.  Utilities are included in the rent 

and the building does contain a central laundry room. One drawback of the area is that it 

does suffer from criminal activity and the property has experienced some violence and 

drug trafficking in the past.  

 The property is located in a primarily residential neighborhood with mostly older 

multi-family and semi-detached/ row houses.  Most of the surrounding properties are 

Class C buildings.  There has been little re-gentrification of the neighborhood and it 

remains a lower middle class neighborhood.  Other than neighborhood grocery stores, the 

area has little to no retail nearby. However the area does have access to public 
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transportation. Fort Totten metro station is located .5 miles away from Northwood 

Gardens and is approximately 8 minutes on foot or 2 minutes if driving.  

Market Context 
 
 To determine comparable residential rental rates in the surrounding area, I 

analyzed 7 rental properties, 4 rent control properties and 3 non rent control properties.  

Three out of the four rent control properties I examined are located in the District and the 

fourth is located in Takoma Park, Maryland.  The three non rent control properties I 

looked at were all located in Northeast, Washington, D.C.  See Appendix C and D for 

location information. The following is a summary of the information I found: 

Rent Control Comparables 
 
 All of the rent control buildings that I reviewed were built prior to 1975 and most 

were constructed between 1950 and 1955.  Similar to Northwood Gardens, all had little to 

no amenities and none had central HVAC.  None of the buildings I looked at had 

efficiency apartments and most had one bedrooms and two bedrooms. One bedrooms 

ranged anywhere from $773 (in NE) to $1020 (NW) and two bedrooms ranged from $963 

(NE) to $1156 (NW). From the range of comparables I looked at, all rent controlled 

apartment buildings built around the same time period, you can see that the buildings in 

NE are receiving lower rents and the building in NW is getting higher rents all because of 

the neighborhoods where they are located. See Appendix C for more detailed information.  

Non Rent Control Comparables 
 
 The non rent control properties that I reviewed all are new construction built 

between 2007 and 2010.  All are located in Northeast within a 3.89 mile radius from 
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Northwood Gardens and all have a variety of amenities unlike the rent control buildings I 

reviewed. All three properties have efficiencies, one bedroom and two bedroom size 

apartments. Efficiencies range from $1200 to $2105, one bedrooms range from $1595 to 

$2743 and two bedrooms range from $2000 to $3975.  From the comparable chart 

located in Appendix D you can determine that even new construction located less than a 

mile away is receiving rents more than double the rents that the housing providers of 

Northwood Gardens are receiving.  See Appendix D for more detailed information. 

Financial Analysis 
 

Many studies have been done to show the impact of rent controls on an owner’s 

maintenance spending and tenant’s perception of property condition.  Anthony Downs, a 

leading economist and expert on housing policy and a Senior Fellow at the Brookings 

Institution wrote an article in 1988 for the Urban Land Institute titled Residential Rent 

Controls: An Evaluation, which looked at seven studies, some with more stringent rent 

controls than others to try and determine the effect rent controls have on the quality and 

condition of apartment buildings.  He found that those studies that looked at very 

stringent rent controls like the ones found in the Act which prevent rents from reaching a 

market level resulted in lower maintenance spending levels than if they did not have 

stringent rent controls.  Those studies that looked at less stringent rent controls upon 

property maintenance were less decisive.  Less stringent rent control ordinances allow for 

vacancy decontrol so that once rental units have been vacated, owners can raise the rents 

to whatever the market will allow. Some of the studies showed that owners spent less 

money on maintenance after rent controls were introduced than before but other studies 

still contradicted this.  No study that I have been able to find is conclusive on the subject.   
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For purposes of this paper, I looked at three different scenarios and the difference each 

would have on the annual cash flows at Northwood Gardens.  

The first scenario I analyzed was the current annual cash flows with rent controls 

in place if no major repairs are done to the existing buildings.14  See Appendix E, column 

D.  Analyzing the 2009 numbers, I projected the numbers for 2010 using 3% expected 

inflation costs .15  This gave me a total gross rental potential of $933,125 with a total 

effective rent of $785,265.  After other income ($60,923) operating and administrative 

expenses ($86,478), basic repairs, maintenance and supplies ($79,071), salaries 

($59,454), utilities ($216,492), taxes and insurance ($66,217) and other services 

($95,638) were accounted for, total operating expenses equaled $603,348.  This resulted 

in a projection of annual cash flows for 2010 of $242,841. 

 
2010 projections 

Gross rental potential  $933,125 
Effective rent $785,265 
Less: Other income -$60,923 
         Operating and Admin expenses -$86,478 
         Repairs, maint. and supplies -$79,071 
         Salaries -$59,454 
         Utilities -$216.492 
         Taxes and insurance -$66,217 
         Other services -$95,638 
Total Operating expenses $603,348 
Annual cash flow projection $242,841 
 

The second scenario I examined was what would happen to the annual cash flows 

if a Capital Improvement Petition was filed and approved. For this scenario, I assumed 

that a capital improvement petition was filed and accepted by OAH to improve the 
                                                 
14 While this does not account for major repairs, minor repairs and maintenance such as carpentry, heating 
and plumbing repairs are taken into consideration. 
15 Note that most years, the housing providers at Northwood Gardens have not been able to take a 3% 
increase.  
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following items at Northwood Gardens: New front doors and roofs on all seven buildings, 

new windows, bathrooms and kitchens for all units, and new lighting and security 

systems installed for all buildings.  I also assumed that all capital improvements were 

completed early in 2010 with all tenants in place so that no lease up needed to be 

accounted for.  My analysis also assumes that current tenants will continue to live at the 

property and can afford to pay the surcharge, limited to 20% of the prior rent charged, 

and therefore I assumed that, ceteris paribus, the arrears and vacancy numbers did not 

change in terms of the proportion of Gross Potential Rent that is lost.  See Appendix F for 

more detailed information on costs of improvements. Using the 2009 numbers, I added a 

surcharge of 20% in my pro forma, as per the capital improvement petition.16  Northwood 

Gardens’ 2010 gross rental potential is $1,119,750, 20% greater than 2009 gross rental 

potential.17  After other income ($60,923), operating and administrative expenses 

($95,486), minor repairs, maintenance and supplies ($79,071), salaries and benefits 

($59,454), utilities ($208,053), taxes and insurance ($66,217), services ($80,502),  total 

operating expenses equal $588,782.   

 
 
 
 
 
 
 
 
 
 

                                                 
16 Since I am allowing for $2.5 million of improvements, the surcharge would be 20%. If I spent less 
money on improvements, the surcharge would be less.  It is based on the cost of improvements amortized 
over 96 months for building wide improvements.  
17 Capital Improvement Petitions allow for a surcharge of no more than 20% of the prior rent charged for a 
building wide capital improvement. The housing provider is permitted to divide the cost of a building wide 
improvement over a 96 month period of amortization and by dividing the result by the number of rental 
units in the housing accommodation. 
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2010 Capital Improvement Petition projections 
Gross rental potential  $1,119,750 
Effective rent $942,319 
Less: Other income -$60,923 
         Operating and Admin expenses -$95,486 
         Repairs, maint. and supplies -$79,071 
         Salaries -$59,454 
         Utilities -$208,053 
         Taxes and insurance -$66,217 
         Other services -$80,502 
Total Operating expenses $588,782 
Annual cash flow projection $414,460 

 

See Appendix E, column E for more detailed information. You will see that 

maintenance fees were decreased 20% as I assumed that because of the improvements 

done to the kitchens and bathrooms, less money would be spent on maintenance.  

Additionally, because of the new improvements, I assumed that utilities were decreased 

12% as I assumed that the building would be able to save money on electricity since the 

new windows that were installed will better insulate the building in the cold winter 

months.  With the capital improvements in place, the net operating income to the housing 

providers would be $414,460.  This is up $171,619 from the 3% increase I accounted for 

in the base case scenario for 2010.  However, it is my opinion that a capital improvement 

petition is not a feasible mechanism for increasing rents, at least not at Northwood 

Gardens.  The capital improvement petition is an onerous petition with a large amount of 

paperwork involved and it would seem that the 20% maximum increase in rents provide 

the owners with only a deminimus return on their money. If this petition were 

undertaken, it would take the owners of the property 14.8 years to recoup the investment 

they injected into the property with this capital improvement petition which is a very long 

time.  Additionally, if the improvements had a life of 8 years, the maximum amount of 
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time a housing provider can spread the cost of a building wide improvement project, the 

IRR would be -9.0.  

The third scenario I considered was what would happen to the annual cash flows 

if a Substantial Rehabilitation petition was approved.  Unfortunately, the requirements for 

a Substantial Rehabilitation petition to be approved was too large for the housing 

providers to meet in this case.  As stated above, in order for a Substantial Rehabilitation 

petition to be approved, the proposed rehabilitation cost must be equal to or greater than 

50% of the real property tax assessment of the rental unit or housing accommodation.  

Based on a reasonable tax assessment of $6,000,000, the improvements that the housing 

providers would make would cost $2,543,000, which is less than 50% of the reasonable 

tax assessment.  See Appendix E, column F and Appendix F for more detailed financial 

information.  I found that a Substantial Rehabilitation of the housing accommodation, 

Northwood Gardens, would not be warranted based on the following reasons: 

1. Based on a reasonable tax assessment of the property of $6,000,000, the 

building cannot mandate 50% of the tax assessments or $3,000,000 in 

improvements. Even if new windows, bathrooms, kitchens, roofs and central 

Air Conditioning were slated to be improved, this would not equal 50% of the 

proposed tax assessment, See Appendix F for more information on the 

Substantial Rehabilitation costs; 

2. Even if the property could mandate improvements equaling 50% of the tax 

assessment, the housing providers can not afford to invest that type of money 

into a property in this area nor would they be able to obtain financing for these 

type of improvements to this property; 
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3. Even if the property could mandate improvements equaling 50% of the tax 

assessment, the market would not be able to bear the increase in rents for a 

property of this age.18  The existing property would not be able to set and 

collect rents, even with the improvements mentioned above, anywhere near 

the rents the new properties are collecting, all which were built within the last 

three years; and 

4. Even if the housing providers could make improvements to the building that 

would equal 50% of a reasonable tax assessment of $6,000,000, or 

alternatively, the tax assessment was lower, improvements equaling 

$2,543,000 would yield an internal rate of return of 5.6% is not something the 

housing providers would consider as a worthwhile investment. 

It is my assessment that based on the reasons stated above, a Substantial Rehabilitation 

petition would not be feasible for this property and therefore would not be a potential 

option for the housing providers of Northwood Gardens.  

Conclusion 
 

While those tenants living in rent controlled units believe rent controls have 

positive effects, most involved in the residential rental industry would argue that the 

negative effects of rent controls outweigh any positive effects gained. 

Generally, most would argue that rent controls affect the quality and condition of 

rental buildings negatively.  The Urban Institute issued a report in 1990 which stated that 

“About one in five rental units is physically deficient.  Without controls, gross rent 

                                                 
18 For purposes of this paper,  I ran the numbers for the Substantial Rehabilitation using a 25% increase, 
however the Substantial Rehabilitation allows for an increase of up to 125%.  
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revenues would have been 33 percent higher.  Landlords say they would have used the 

increase for better maintenance.” The article goes on to say that “The units at greatest risk 

of being removed from the stock are those with very low rents and chronic code 

violations.” While these units qualify for hardship petitions, applications it seems have 

not been filed because the administrative and financial burden of applying for these 

petitions seem to be too much.  Furthermore, as you can see from the financial analysis 

provided above, capital improvement petitions and substantial rehabilitation petitions do 

not always make economic sense to a the owner of a housing accommodation and 

therefore are not always available as mechanisms to increase rents on rent controlled 

units.  Even though the variance between 2010 numbers with no repairs and 2010 

numbers with capital improvements was $145,964, it does not make economic sense for 

the owner of a housing provider to inject this type of capital into a housing 

accommodation if it is going to take 17.4 years to recoup the money they invested.  

Additionally, the increase in rents provides the owners with such a minimal return on 

their investment, it is not worth the time and money spent to have a capital improvement 

petition approved and executed. Lastly, the rent control regime reduces tax revenues to 

the local jurisdictions. Instead of rent controls, it would be more advisable for the 

government to have a free market system whereby the government can use the excess tax 

revenues from market rents and apply them for the benefit of those that need rental 

assistance.  In this way, housing providers would have a significant incentive to maintain 

and upgrade the quality of their properties and those that are truly in need of economic 

assistance would benefit rather than the high net worth family who still occupies a rent 

controlled apartment on Connecticut Avenue in Northwest DC.  After all, economics is 
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the science of allocating scarce resources and it is evident that the current rent control 

regimes do not foster such an environment, at least not in the District. 
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